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1. —- In the years following World War I
Ttaly’s balance of payments has been continuous-

ly unfavourable although since 1948 consider-

able progress has been made towards equili-

brium. As shown in Table 1, the percentage
of credit items to debit items was 55.6 in 1946
buc fell to 48.7 in 1947, when exports were
checked by the spurt of inflation in Italy, rose
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A) Balance of Payments with the World ()

Goods (b)
Credits . . . . . . . . . 465.0 £65.6
Debits . . . . . . . . 720.2 1,326.9
Balapces . . . . . . . . |— 2642 [— 6613
Services
Credits . . . . . . . . . 44.6 g2.5
Debits . . . . . . . . . 187.y 231.0
Balances . . . . . . . . | — 1431 — 1385
Goods and Services .
Credits . . . . . . « .« . 506.6 758.1
Debits . . . . . . . . . gi6.9 1,55%7.9
Balances . . . . . . . . |— 4073 — 7gg.8
of of erédits to debiis . . 55.0 48.57

Credits, net . . . . . . . . 28.90 28.10

{a) Current items. See, below, explanatory note,

(b) Imports and exports f.0.b,

{(c) Millions of dollars,

{d) Millions of sterling,

{¢) 6y.51 millions of sterling at the end of August 1951.

(¥) Explanatory note.
For a correct appreciation of the data contained in this
sorvey it shonld be borne in mind that:

(a) the expression « balance of payments », except where
otherwise defined, relates to curtent items of the balance of
payments (transactions in goods and services). Unilateral tran.
sfers (emigrants remittances, reparations payments, capital mo-
vements, etc.} are excluded;

(b) the data given above, in Table I, letter B, refer
— both in the case of the trade balance apd the balance of

C) Ttaly’s Sterling Balances — End of period data {d)

I I

B) Balance of Payments
in Sterling (c}

I,07%7.2 I,I114.4 1,200.9 3724 350.4
L415:4 1,420.0 13584 avlgq | 3080
— 3382 — 3062 |~ (577 ] 4 1om.0 |+ 424
200.3 2587 326.5 87.6 664
215.8 256.9 289.6 2.3 69.9

- 5.5 1 + 1.8 + 3691 + 253 1+ 303
1:2775 13731 L,527.2 460.0 450.8
1,631.2 1,5977.5 1,648.0 3337 3779
— 3537 -~ 3044 |— 1208 | 4 1263 |+ 729
78.3 8r.g 92.7 137.8 1191

73.80 7378 (2

20,10

payments ~ to sierling transactions regardless of whether ‘thc
importing or exporting country belongs or not to the sterling
area. Therefore transactions with countries of the sterling area
but not setfled in sterling are excluded, whereas trapsactions
settled in sterling but made with countries foreign to the sterling
area, are included;

{c) the data given in Table I {p. 195} refer to (coti-
mercial) transtctions with the sterling arcs. Therefore _thcy are
inclusive of transactions made with the sterling arca even if
they are not settled in sterling, but they are exclusive of tran-

Itaty’s “Frade with the Sterling Ares, 1945-1951

to 78.3 in 1948, o 819 in 1949 and reached
g2.7.1n 1950, The nect movement, however,
conceals uneven and, at times, opposite tenden-
cies. As in all Western European countries,
the most difficult sector was the dollar balance.
The dollar. deficit was § 476.8m. in 1948,
450.9m. .in 1949 and 253.1m. in 1950 - a
deficit exceeding the global one (1).

189

shrinkage in 1948 (£ 8.om.). The trend was
reversed in 1949, when our credits in London
rose by as much as about [ 53m. After the
establishment of the European Payments Union
(r July 1950), our sterling credits could be
used to meet deficits with respect to all par-
ticipating countries. Italy’s account in the
E.P.U. became overdrawn in the first months
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The sterling balance presents a picture com-
pletely the reverse of the dollar balance. By
the end of 1946, the commercial and financial
transactions between Italy and the Sterling
Area since the war had resulted in a credit in
favour of Italy of /[ 28.gm. This figure had
remained practically the same at the end of
1947 (£ 28.1m.), but underwent a remarkable

sactiops in sterling with countries foreign to the sterling area.
In other words, the data of Table I have been, compiled on an
« exchange » basis; the data of Table I1I on a « geographical »
one, ) _

In Table III the sterling area is inclusive also of Egypt,
Ethiopia, Siam, Anglo-Egyptian Sudan. For 1950 and 1951, also

Afghanistan, FEritrea, Libya and Iran have been added;

(d) the data given .in Table I are for imports and exports
fo.b. In Table 1T the data for imports are c.i.f; those for
exports f.0.b,

- (1) Relizble dara on dollar balance prior to 1948 are not
available. :

of its existence and our sterling credits con-
scquently tended to decline. They fell from
£ 79.68 on June 30, 1950 to [ 73.78m. at
the end of December 1950 ard to £ 59.61 in
March 1951. Italy then became a creditor
nation in E.P.U. and at the end of August
1951 our sterling balances in Loadon had
increased again to [ 67.51m, (Sec Chart I),

Thus, in the post-war period, Italy has
played the unusual rble of financier of the
Sterling Area, a development which has na-
turally given rise to discussion and controversy,
The problem has recently (in the autumn of
1951) again come to the forefront and our
growing E.P.U. credit balance, due largely to
the surplus in our transactions with the United
Kingdom, placed beforc the Italian Govern-
ment the necessity of taking delicate re-equili-
brating measures. It may, therefore, be of
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interest to review rapidly the principal phases
of the trade between Italy and the Sterling
Area in the post-war period.

From the end of hostilities to the agreements
of April 1947. Italy joins the Transferable
Account countries.

2. — At the end of hostilities, a combi-
nation of various factors brought about a rapid
recovery in Italian exports to Great Britain (2)
which offered a market ready to receive and
capable of absorbing a relevant part of the
output of some typical Italian commodities,
particularly citrus and other fruits and vege-
tables, that had always contributed much to
Italian exports and which had lost their main
outlet, Germany, Scarcity of dollars and of
shipping contributed to this expansion in im-
ports from Italy. Detailed statistics for the
period immediately following the war are not
available but the pre-eminent position  then
held by the United Kingdom in our re-
opened export trade was stressed in the Re-
port of the Bank of Italy for 1945 (p. 149).
« Our exports appear to have reached approx-
jmately goom. lire in 1944 and 1,700m. in
1945, consisting mainly of farm products, es-
pecially citrus, and semi-manufactured goods.
The principal destination was the United King-
dom which took at least 70 percent of our
€Xports ».

"The Italian Government encouraged these
expotts to the United Kingdom, because they
helped the revival of the agriculture of South
Italy and enabled our financial authorities to
obtain sterling at the favourable rate of 403
lire to the £ (the black market rate for sterling
in 1945 fluctuated around 950). '

(z) By the agresments made between lialy and the United
Kingdom in September 1945, ltalian Accounts were opented and
the Trading with the Enemy Act, in its application to Iraly,
was repealed, ‘These agreements, which marked the re-opening
of commercial and financial relations betwesn the two countries,
provided that the proceeds from commercial and financial trans-
actions owed by residents in Great. Britain or in other parts of
the Sterling Area to the Italian esporters could be deposited,
subject 1o the permission of the British Exchange Control, in
these Italian Accounts and that these Accounts could be drawn
upon freely for payments to residents in the United Kingdom
and other parts of the Sterling Area or for transfers to other
accounts,

Banca Mazionale del Lavore.

3. — Transactions with the United King-
dom and the Sterling Area were settled from
the outset under a free currency system and at
no time by clearing arrangements. Up to January
1946, the exchange rate was 403 lire to the L.
The entire proceeds from cxports were paid
by the Italian exporters to the Italian Exchange
Office. 'The lira/dollar rate being then roo,
the official rate of $§ 4.03 to the £ was fully
respected. The rate of 403, having regard to
the relative price levels in the two countrics,
undoubtedly overvalued the lira, but the cir-
camstances of the early post-war period —
scarcity of goods, a sellers’ market, price dis-
persion — enabled Italian exporters to obtain
remunerative prices despite the deterrent ex-
change rate, The undervaluation of sterling,
however, resulted in some illicit retention of
the proceeds from exports (3), wich a con-
sequent building up of private sterling balan-
ces in London — a hedge ia. against the
inflationary danger then becoming evident in
Ialy.

Early in 1946 the Italian monetary authori-
ties introduced two measures which resulted in
a substantial devaluation of the lira, These
measures were due not so much to the ad-
vance of inflaton within the country, for
prices held fairly fium in Italy throughout the
first quarter of 1946 and black market ex-
change rates and stock exchange quotations
showed some weakening, but rather to the
re-emergence of international competition and
the growing importance of the price factor
in international trade. _

"The first measure, applied on 4 January,
established a premium of 125 percent on the
official exchange rate for forcign currency ob-
tained from exports. The dollar consequendly
appreciated to 225 and sterling to goy lire.
The second measure, introduced in March, was
much more important because it established
the so-called «50 percent free accounts » (See
Table 11 and notes). The creation of a «free
market » for part of the sterling receipts result-
ed in a sterling/dollar cross-rate that was dif-
ferent from the official parity. In fact the cross-
rate on the «frec market» at once moved

{3) Through the device of invoicing goods at prices below
those actually received. :
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to1
ITALIAN LIRA - POUND STERLING EXCHANGE RATES
(Lire per Pound Sterling) - Tazte 11
U LG Average Cross-rate between U. §. Dollar
Officia) b . Free between 2 Black and Pound Sterling
nying ket -
Annual or monthly averages rate N marke and market Black
i rate rate (export Satc) rate U. I. C. | Pree mar- Ac
port r buying rate| ket rat: market
rate
ro ‘ 2 3 4 5 6 7 8
938 . . L . L 92,97 - — — 88.76
045 « « + « .« .« . . .| 403 {(a} e — — 9597 . : :57
7946 - Januvary . . . . .| 403 906.96 (b) e 1,11
- »I1I9 .07 J—
March . . , . . .| ac3 906.75 e — Bég iog — ;?g
May . . . . . . .| 403 906.76 1,446 (c) 1,1
. . s , 176,38 920 .0 .
EICGCI;]bel e e 403 906,76 1,522 1,214.38 1,824 1.03 32? zgg
1947 - March . . . ., .| 403.25 | go7.31 1,947 1,427.15 1,818 4.03 3.26 2.82
June . . . . . .| 403.25 [ gog.3r 3,328 2,11%7.65 2,141 4-93 3.56 z‘go
e I T ’ '
August . . . . . 1,411.38 (d) 2,479 I
) , 93509 | 1,804 @ - .
Scpt%mbcr C e 1,411.38 2,204 1:990.10 1,699 3.02 g;; ; gg
QCctober . . . . . 1,411.38 2,127 1,802.69 1,608 4.03 3-55 2:49
November (28-30) . . 1,961.30 () 1,084 I
, ) »972.65 1,453 0 . .
; ﬁcccmbcr e e 1,084 1,637 1,810.50 1,440 g.o: 2:{;2 ;ig
1948 - March . . . . . . 1,838 1,839 1,838.50 1,535 3.20 3.20 2:31
é"“"' Ce e 1,947 1,963 1,955 5,615 3-40 3-41 2.97
cptember . . L. 1,937 1,944 1.940.5 678 337 3-38 272
Decernber . . . L . 2,317.25 () 1,036 T e
3 293 . .
1949 - March . . . . L. 2,317-25 2,068 i.og ;2'}4’
Jume . . . . . . 2,317-25 1,832 4.03 2.95
September (20-30) . . 1,772.2
77227 (8) 5,795 2.80
950 - ]I?dzcrir];:bcr Ce 1,748.05 1,551 2.80 2;;
5 Janechh e e e 1,749.50 1,595 280 2.40
Ju mmb.er Ce e e L,749.41 1,584 2.80 2.52
Del?:cmb co0 e 1,749-4%7 1,025 2.80 2.44
e e . .. 1,749.52 1,739 2.80 2.4%
951 'Iu ¢h o . . . 1,749.58 1,706 2.80 2.4%
Semt: mb" e 1,749.67 1,640 2.80 2.54
Olﬁx'm Coe 1,749.72 . 1,612 2.80 2.42
Ni)\?emrb R 1,749.%3 1,595 2.8a 2.32
e . . . 1,749.72 1,606 2.8¢ 2.31

(a) When hostilities ceased the official exchange rate between the Italian lira and the i i
W : an lira 2 sterling was fixed at 1 sterli
t(;m;:lll thI:t; ﬂ.la-dﬁllaz: cxcganfc rate :EE too lire per dollar). All the sterling obtained from exports iad to be sSrr:r?gerlgg g_:rﬂf;::r 1-2:%
e Italian Forei ] i { ; “heref 1ci o
i o ? eign Exchange Office (Ufficio Italiano dei Cambi - U.LC.). Therefore the official rate was equal to « U.LC,
(b) A decree, cffective 4/1/1946, established a premium of 1259 i i i i
. . 5% on the official rate for foreign exch : -
porters.  Thus, thf: « U.LC. buying rate » was fixed at go6.76 lire per pound sterling (and at 225 lil’f{? peﬁxa.ié{lggoﬁ]:;;med by
il (c) For ste.rhng, U.8. dolllar, Swiss franc, Portuguese escudo, Egyptian pound, a decree, effective March 26 1946, limited the
? igation to dtl:llver export receipts to the U.LC. to 50%, allowing the remaining 50% to be freely sold on the market and used
for autherized imports. Therefore, at that time, 4 rates of cxchange were in force in Italy: 1) the official rate {of almost no pratical
1lr}§i)rtnnc::.); 2) the « ULC, buying rate » of 225 lire per dollar (and go6.76 lirte per pound sterling), used for most transactions
with clearing agreement countries and for 50%, of export proceeds from free currency areas, 3) the « frec market rate » used for
autborlzcd imports from free currency areas and for the remaining 50%, of export procceds; 4) an average of the rates 2) and 3)
which (I;;c%mc tge cﬁcct?’fe rate for exchange proceeds from free eurrency areas (« export rate »). ' »
y a decree, effective August 1, 1947, the lira was devalued and the official rate and the ra i
purchased cxport foreign exchange were unified at the level of 350 lire per U.S. dollar and 1:411-3861i1-: ;E:tpo\:l[:cllc};te:-;;gU.LC.
(9) Since November 27, 1947, the « U.LC. buying rate » was no mare officially determined for U.S. dollar, pound s‘terling
g:g S“[u.z; Franc, It ‘Evaﬁ made appro?;llmately 1iqufal to the free rate by providing that it would be determined each month on the
sis of the average of the rates prevailing in the free markets of Rome and Mil i i ! i :
did no]te fall below 350 or rise above 65 lire per U.S. dollar. ® s Wilan during the proceding moath, providad those sates
{f) Since November 26, 1948, all tansactions in sterling have again been conducted on i i
] . : the basis of d sterling-U.5.
ofﬁc.lal exchange rate (4.03), The free market quotations (the so-called « 509, foreign exchange accoL?n[:;u:)) sfzf‘ lr;%crli:g d\:zlcl:?«:
abolished. Undc:: this regulatllon.flfty per cent of all sterling pounds is sold to the Foreign Exchange Office or authorized banks
at g rate determined by multiplying the « U.LC. buying rate » for the U.8. dollar by 4.03. The remuining 50%, may be sold
d;r;ctl_}(ﬂ )to Anfl_lc_sc ;gcncxe; at 3 ra;e based c;lu the closing free market dollar rate of the preceding day multiplied byu 4 03Y
g) After thie sterling devaluation, the system mentioned under f i i i e multipli
s b matenes o e ¥: r I) remained practically the same. Qbviously, the multiplier
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below 4.03 (4). Naturally, the existence of a
free rate was not viewed favourably by the
British autherities since it brought to light a
devaluation of sterling with respect to the dol-
lar which London strove to the last to prevent.
This British opposition to a free rate is a point
to be borne in mind because, as indicated
below, it exercised afterwards an appreciable
influence on the course of trade between Italy
and the Sterling Area.

4. — Reliable figures on trade with the
Sterling Area as a whole are not available
even for 1946 but it is kunown that trade with
the United Kingdom showed a surplus in
favour of Italy of nearly 6,000m. lire (5). In
any case, at the end of 1946, Italy was a
creditor of the United Kingdom, for all trans-
actions with the Sterling Area, to the extent of
about £ 32m. (6). Utilization of this credit was
very difficult owing to the scarcity of needed
goods on the British market while the alloc-
ation system left only the slightest possibility
of purchasing in other countries in the Area (7).
On the other hand, this problem was not to
be relieved by the coming restoration of con-
vertibility of sterling because convertibility
was to apply only to sterling derived from
current transactions,

Farly in 1647 an Italian mission visited
London to discuss the problem with the British
authorities and to- attempt to secure the un-

(4) Both the daliar and sterling rawes on the « free matket »
moved considerably above the rates of the Italian Exchange
Office, but the dollar rate rose relatively more than that of the
pound and the cross-rate, after first touching 3.97, declined
substantially more in the following months. Meanwhile, the
sierling fdollar cross-rate on the black market was lower, keep-
ing continuously below 3 (see Table II).

{5) According to British sonrces, British imports frem Italy
in 1945 amounted to £ 20.5m. (fruits and vegetables accounting
for £ 11m.), while British exports to Italy were only £ 6.3m.,
with a deficit of £ 14.2m. Italian sources (Central Statistical
Office) give Italian imports from UK, at 2,487ym. lire and
exports from Italy to the U.K. at 8,446m. lire. At the rate

of 403 lire to the £, thesc figures show only minor differences. .

* {6y The figure of [ g2m, includes some financial items not
included in Chart 1.

(7) The Report of the Bank of Italy for 1945, after indicat-
ing Italy’s total external resources (inclusive of foreign grants)
in 1946 at $ 1,09ym., stated that part of this sum could not be
utilized during the year « owing to difficuldes of various
kinds », including « the impossibility of utilizing sterling, of
which our rescurces abroad largely consisted » within the Sterl-
ing Area owing to the scarcity of raw materials normally im-
perted from these countries and, outside the Area, owing to the
exchange control regulation maintained by the United Kingdom,

freezing (i.e., free convertibility to other cur-
rencies) of the greater part of our balances in
London. An agreement was reached on the
following lines:

Of the total credits of [ 32m. [ 14m.
was made convertible, £ 8m. was to be paid
to the United Kingdom in settlement of post-
war items and / Iom. was to remain on
deposit with the Bank of England as an operat-
ing fund for future trade between the two
countries, Further, Italy was to be included
among the Transferable Account countries
which were opened in February of the same
year in anticipation of the restoration of ster-
ling convertibility.

Clearly, the agreement rested on the ex-
pected restoration of sterling convertibility
which would have removed all concern about

" Italian surpluses with the Sterling Area. That

the Italian authorities followed a policy in
harmony with the agreement and that they
were loyal supporters of the British attempt
to restore convertibility is demonstrated by the
fact that from 14 April, when the agreement
came into force, to 21 August, when sterling
convertibility was suspended, there were no
sales of sterling for dollars. In fact, during this
period, $ 7,853,000 (equivalent to £ 1,950,000)
was bought but [ 2,067,000 (equivalent to
$ 8,287,000) was also purchased by the Italian
monetary authorities.

The convertibility crisis. Abandonment of the
of ficial sterling-dollar cross-rate (November
1947). ltaly leaves the Transferable Ac-
count countrics (January 1948).

5. — The suspension of convertibility put
back the problem of our sterling balances and
our trade with the Sterling Area on a bilateral
basis. It will be relevant however, before deal-
ing with this devclopment, to refer to the
exchange structure in Italy.

The end of 1946 witnessed a violent surge
in the infladonary tde which continued with
increased momentum in the early months of
1947 until it was checked by the so-called
Hinaudi policy (8). The index of wholesale

(8) Among the many writings on this question, see Luicr
Feosrict, Six Months of Italian Economic Policy, in this Review,
No. 4, January 1948, p. 246 et seq. :
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prices, which in October 1945 still stood at
3,176 (1938 =100), reached its highest point in
September 1947, touching 6,202. The indus-
trial share index rose from 858.4 in October
1946 to 3,116 in May 1947 (1938 =100), From
May the Siock Exchange underwent a set-
back, anticipating the general price recession
which set in after September 1947. The for-
eign exchange market showed a similar trend
to the Stock Exchange., On the « free market »,
sterling, after having touched 2,000 in Sep-
tember-October 1946 fell to 1,522 (g) in Decem-
ber 1946. Farly in 194y it began rising again,
reaching its highest level in May (3,576). Black
market rates rose almost uninterruptedly from
May 1946 (920) to May 1947 (2,315) (See
Chart 2).

After this inflationary spurt, the Italian Ex-
change Office buying rate (225 to the dollar
and goy to the pound) appeared completely
unreal.  Accordingly, on 1 August 1947, the
official dollar rate was raised to 350 and the
official pound rate correspondingly to 1,411
lire. The sterling/dollar cross-rate of 4.03 was
tehereby maintained,

Meanwhile, on the « free market» the an-
ticipating of sterling convertibility had increas-
ed the valuc of sterling with respect to the
dollar, bringing the cross-rate between the two
currencics near the official one, In June it
eased to 3.96 but in July doubts on the success
of the British attempt caused a weakening to
377 (10). Naturally, with the suspension of
convertibility, the spread widened. And any
interest or justification on the part of Italy in
supporting the sterling « free rate » had disap-
peared. Cenvertibility into dollars of both our
balances and our current ecarnings having
become impossible, we were confronted once
more with the problem of applying appropriate

{9) Prabably owing to the intervention of the Italian Ex-
change Office which, holding large amounts of sterling, could
exercise a marked influence on the market,

(10) STERLING AND DOLLAR RATES
ON THE « FREE MARKET »
(Lire to the pound and to the dollar)
Pound/dallar

Pound Dollar cross-rate
1947 - May 2576 906 3.95
June 3,328 841 3.96
July 2,319 775 3.77
August 2,479 721 340
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BLACK MARKET RATES IN ITALY
FOR POUND STERLING AND U.S. DOLLAR
- (Lire per sterling or dollar) Chart 2
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measures to bring our trade and payments with
the Sterling Area into balance. This problem
was a delicate one because our imports consist-
ed of essential commodities, while our exports,
particularly those to the U.K., consisted to the
extent of 50 percent of manufactured and semi-
manufactured articles, and for the rest of
fruits and vegetables, handicrafts, marble, etc.,
that is, of «non-essential » products.

6. — The exchange system introduced in
Italy in November 1947, based on fluctuating
exchange rates, was intended to further the
recovery of equilibrium. Under the new sys-
tem, the lira rate for the U.S. dollar, the
British pound and the Swiss franc had to be
completely determined by free market forces.
Therefore, the official lira/sterling rate was
no longer pegged to the lira/dollar parity.
The cross-rate of 4.03, which had continued
in force until then, at least for 50 percent
of the sterling acquired by the Italian Exchange
Office, was entirely abolished (See Tabdle I,
col. 6 and 7).

The introduction of a fluctuating exchange
rate could not but arouse objections and reser-
vations from the British authorities. In January
1948, when the sterling/dollar cross-rate on
the Italian market fell to 2.84, the London
financial authorities canvassed the necessity of
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raising the sterling rate to its official parity
in order that Italy might continue to be in-
cluded among the Transferable Account coun-
tries. .The British request was not accept-
ed and Italy joined the group of « bilateral
countries », which meant that the autority of
the Bank of England would be required for
practically every transaction with the sterling
area countries. The Report of the Bank of
Italy for 1947 commented on this subject as
follows (r1):

«.. it should be kept in mind that, while the
stetling rates on the Italian market often diverged
from the sterling/dollar parity, the cause is not the
Italian currency system but the current disequilibrium
between our exports to and our imports from the
Sterling Area. When sterling became a currency
spendable anywhere, following the agreements of 17
April 1947, the sterling rate on our market came into
line immediately with the dollar, making the British
Empire one single market with the dollar area. It
weakened with the suspension of convertibility on 20
August and the sterling/dollar rate soon settled at
about the level that prevailed at the beginning of the
year (about 3.20) .
~ To the question that so closely concerns England
there is only one rational and economicaily acceptable
solution — an increase in cur imports from the Ster-
ling Area. It would be necessary on our part to make
our purchases to the fullest possible extent in the
Sterling Area but it would be necessary above all
that England should once again sell us substantial
quantities of coal, which has always been in the past
our natural import, and other commodities now need-
ed for our reconstruction. ‘To ask, however, as we
are asked in some quarters, that the sterling rate
should be brought up to the official dollar level before
progress is made in this direction would benefit
nobody, because a high crossrate would ultimately
aggravate the trade disequilibrium by encouraging
Italian exports to the British Empire, whereas the
resulting increase in sterling receipts could not be
matched by a substantial increase in the outlay of
sterling on imports ».

As the Report of the Bank of Italy stresses
that coal had to be the balancing commodity
in the trade between Italy and the Sterling
“Area, it may be useful to glance at the pre-
war position. As Table IIT shows, in 1938 the
Italian trade balance was unfavourable both
with respect to the United Kingdom (r4om.,
lire) and with respect to the Sterling Area as a
‘whole (400om. lire), Since 1945, on the other

(s1} Bp. 58-65.
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hand, the balance with the United Kingdorn
has -always been favourable. “From 1945 to
1948, coal was virtually absent from British ex-
poits to Italy whereas in 1938 coal imports
were 2.2 million tons, valued at 355.1m. lire,
or 50 percent of all our impoits from the
United Kingdom. Without the coal impots, it
would have been possible in 1938 also to have a
surplus in our trade balance with the United
Kingdom, which would have largely ofiset our
deficit with the Sterling Area as a whole, In the
post-war period, however, the trade balance
with the United Kingdom has been reversed
while our trade with other countries of the Arca
has taken a very irregular course which has ac-
centuated, rather than offset, our creditor posi-
tion vis-3-vis the United Kingdom.

5. ~ The fluctuating exchange rate intro-
duced in November 1947 did help materially
in paving the way to a more balanced position
in the trade relations between Italy and the
Sterling Area. It achieved this in spite of the
advent of a factor with a completely opposite
influence, though of tremendous benefit to our
economy, namely, the beginning of Marshall
Aid, which naturally limited our purchases
in the Sterling Area. :

It is roughly estimated that Italy’s trade
balance with the Sterling Area in 1947 closed
with a deficit of 10,000m. lire, made up of a
surplus of g,80om. lire with the United King-
dom and a deficit of 19,800m. with the other
countries in the Area, At first sight, these
figures might suggest that Italy had to face
a deficit problem rather than a surplus pro-
blem, but this would be incorrect for two
reasons. First, it will be remembered that
1047 was a «black year» for Italian exports
owing to the growth of inflation in a period
of partially pegged exchange rates. By com-
paring the deficit in the sterling trade balance
with the more serious general trade deficit it
was easy to arguc that a return to a more stable
business situation in Italy would have brought
about a surplus in our favour in trade with
the Sterling Area (r2). Secondly, in 1947 total
sterling payments were very different from the

(12) In 1947, the percentage of the credit items to the debit
iterns in the Italian trade balance was 36.5 for the general trade
balance and about 83.5 for the sterling balance.

Italy’s Trade with the Sterling Area, 1945-1951
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TRADE BALANCE BETWEEN 1TALY AND STERLING AREA; 1938-1951 (a)
: {milliards of lire) TasLe II1
T 9 3 8 1 9 4 7 1 8
Countries >
lmp. (b) | Exp. (b) | Balance | Imp. (b) | Exp. (b) | Balance | Imp. (b) | Exp. (b) | Balance
Sterling Af.'m' ‘1.84 .35 | — 0.49 . . 123.7 141.2 + 1%.5
United Kingdom . l0.73 059 | — 0.14 . . 249,85 45.5 + iB.o
Sterling Area less
Umtcd‘ngdom . LTI .76 — .35 96.2 957 |— o35
Egypt o.18 0.26 + 0,08 29.5 28.2 + oy
India z
Pakistans . 0.20 0.16 — o.10 17.%7 323 | 4+ 4.6
British Malaya 0.21 0.20 — 0.01 5.7 29 | .. 2.8
Australia c.22 0.06 — 0.16 331 42 | — 289
South Africa . 0,10 0.0¢ ~— 0.01 8.2 6.6 |— 1.6
World . 1r.06 {¢)) B.05 (¢)| — 3z.01 930.6 3393 | — 591.3| 822.8 570.6 | —252.2
. I 9 49 195 19 5 1 (D))
Countries -
Imp. (b) | Exp. (b) | Balance | Imp. (b) | Exp. (b) | Bulance Imp, b} | Exp. (b) | Balance
Sterling Avrea 152.3 1957 | + 43.4- 205.3 2172 | + 119 257.5 253.9 |— 36
United Kingdom 34-3 67.0 | + 327 50.4 Bs7 I+ 353 353 100.8 | + 65.5
Sterling Area less
United Kingdom . 118.0 128 | + 10 154.9 131.5 [ — 23.4 222.2 153,1 | — 69.1
Egypt 343 28y |[— 5.6 20.4 257 |+ 5.3 26,1 193 |— 6.8
India .
I5.1 2.1 | + 2%.0 8. . 8.
Pakistan g t d 2 05 0 F ’ 33
British Malaya . 8.2 7.6 |— o6 15.3 95 |— 5.8 28.1
Australia 48.1 g9 |— 392 37.7 185 | — 192 58.4 248 | — 33.6
South Africa . 12.2 34 |— 88 10,8 4.9 [+ 4 21.4
World | 8540 634.6 | — 222.4 894.6 746.4 |-— 151.2 8994.7 739.9 | — 254.8

(a) Sterling Area and « assimilated countries », See explanatory note (g}, p. 188,

(b) Imports ¢.i.f.; exports f.o0.b.

(¢} Iralian colonies excluded,

(d} As mentioned in the explanatory note (), p. 188, data recorded in this Table for 1930 and 1951 include also trade
trapsactions with Afghanistan, Eritrea, Libya and Iran, om the basis that a large part of these transactions were settled in sterling.
Where these countries excluded — as they are in Chart 2 of Dr. Carli's article published in this issue, p, 184 — the results weuld
be considerably modified. For 1950 the surplus in Italy’s favour would rise from 1L.g to 42.5 milliard lire. For the period
15t January-3o0th September 1951, the deficit of 3.6 milliards lire would be turned into a substantial surplus {26.5 million dollars

accatding to Dr. Carli’s computations). In fact, the trade balance with Iran closed — as generally it does — with a heavy deficit
for Ttaly as a result of our imports of petroleum.

(¢) January-September, Provisional.

Source: Statistica del Commercio con I'Estero.



|
]
]

1301 Banca Nazianale del Lavoro

trade balance. The former closed with a
surplus in favour of Italy of 4 16m. bu.t, since
an almost equal sum was disbursed in pay-
ments of an exceptional character, our credits
in London at the end of the year were pra-
ctically the same as the total at the end

of 1946 (13).

In 1948, as was to be cxpected, there was™ ~

a ‘material improvement in our trade balance
with all monetary areas. The percentage of
exports to imports rose to 69. In absolute
figures, the net improvement was 339,I00m.
lire. 'The sterling trade balance showed 2
surplus in 1948 of 17,600m. lire; the net
improvement over 1947 was thus 27,6oom. lire.
Our credits in London, on the other hand,
showed a decline to be attributed to a great
extent to a substantial repatriation of capital.
This return of capital to Italy was a result of
the stabilization policy, which succeeded in
arresting inflation in September 1947, and was
greatly encouraged by the facilities then grant-
ed for «franco valuta» imports (14).

Towards the end of 1948, however, the
re-establishment of the official sterling/dollar
cross-rate slowed down our imports from the
Sterling Area and gave a new impetus to our
eXpoits.

The return of sterling to the official cross-rate
 with the dollar. Italy again a Transferable
Account country (November 28, 1048).
The devaluaiion of sterling (September

1949)-

8. — As is known, on 16 October 1948
the 16 participating countries signed in Paris
the first agreement on inter-European pay-

(13) In 1947, L6, £ $m. was paid for war surplus stores,
as provided for in the agreements of April 1947, ,(: g.2m. was
paid in settdement of the deficit in our compensation account
with Belgium, and £ 1.m. was paid to countries in the dollar
area (see Report of the Bank of Italy for 1947, p. 69). '

Tt is very probable that the stability in our sterling credits,
notwithstanding the deficit in the trade balance and tht.;se eX-
ceptional payments, is te be attributed to a substantial flight of
Italian capital from the threat of inflation. .

{14) « Franco valuta » imports were allowed in spec'1ﬁc
cases when the importers undertake not to ask for an allocation
of foreign currency and not to open credits in Italylfo Fhe
foreign suppliers. These imports usnally represented utilisation
of credit batances held abroad, See Bruwo Brovseani, Exchange
Rate Structure and Price Level in ltaly: 1947-48, In this Review,
Ne. 6, July 1948, p. 369 ff.

ments which, for the purpose of facilitating
reciprocal trade, established the so—calle.d «draw-
ing rights». In the discussions which took
lace at that time regarding the distribution
of Marshall Aid, it appeared that Italy insis-
ted that the United Kingdom should concede
drawing rights up to § 25m. This request was
based on the expectation that transactions
between Italy and Sterling Area would shortly
return to their traditional pre-war situation,
that is, a deficit for Italy (15). The ﬁgurc
of $ 25m. represented the expected deficit for
the period of the agreement (16 October 1.9:48~
30 June 1949). For their part, the British
requested that the lira/sterling rate shoulgi be
brought into line with the ofﬁcial‘ sterling/
dollar parity; this would have permitted Ita\lly
to rejoin the Transferable Account f:OL.mtrles
and therefore to use sterling freely within the
scheduled territories. Probably, in support of
the British request there were motives of a
political character which permitted no alter-
native. . '
Eventually, an agrecement was signed in
Rome on 26 Novembre providing as follows:
The Italian Exchange Office was to quote
the pound on the basis of the dollar quotation
ruling on the Italian market and of the dollar
rates fixed in London by the Bank of En-
gland (16). Therefore, the pound was to be
removed from the « 50 pescent free accounts ».
Italy was again to be included in the Tr%ms—
ferable Account countries. The United King-
dom was to facilicate Ttalian purchases in the
Sterling Area to the fullest possible extent.
The concession of drawing rights and the

revaluation of sterling, unfortunately, proved -

to be contradictory. measures. The revaluation
of sterling in terms of lire removed all pos-
sibility of making use of the $ 25m. for which
drawing rights were granted. It soon.becamc
evident that the granting of drawing rights by
Italy to the United Kingdom \yould have been
more appropriate since, had this been the case,
the increase in our credits in London — an

{z5) The United Kingdom ecntered the agresment as the
Sterling Area. N

(16) Since the dollar rate in Tiely up to September 1049
was about 573, the rate for the pound rose to. about 2,3i7-

Italy’s “I'rade with the Sterling Area, 1945-1957

inevitable result wich sterling at 2,317 lire —
would have had at least the counterpart of
dollar aid in our favour (r7).

9. — The news that Italy would establish
an exchange rate for the pound based on the
official sterling/dollar parity naturally leaked
out long before the agreement was signed and
caused a rush to import, especially raw mate-
rials, Purchases in stetling rose from £ 6.94m.
in August 1948 to [ 16.93m. in September,
to /f 1723m. in October and declined to
4 1222 in November. In December there
was a sudden fall to £ #.23 and the contract-
ion continued in the subsequent months.

Exports, on the other hand, underwent a
striking increase after the agreement. In 1949,
Italian exports to the Sterling Area exceeded
tmports from the Area by 43,400m. lire, of
which 32,700m. was attributable to the United
Kingdom and the remainder to the other
countries of the Arca.

But the rate of 2,317 lire to the pound set
in motion other forces making for an increase
in our balances in London. In 1948 the pound
was quoted officially on the Italian market at
a rate Jower than those ruling on the official
markets of most of the other countries which
wete more or less tied to the official sterling/
dollar parity. In turn, our low official rate
tended to depress the black market rate (see
Table II). There was consequently a con-
siderable demand in Ttaly - during 1948 for
sterling from operators in third countries which
resufted in a reduction in our balances in
London. The situation was reversed in 1949.
With sterling at 2,317 lire, Italian importers
now bought sterling on the international mark-
ets of Zurich and New York where it could
be cbtained at 1,900 lire or even less.

Owing to these factors, our London balan-
ces, which had fallen to $ r2m. on 16 Novem-
ber 1948, rcse to £ 2om. at the end of the

{r7) In the first agreement on European payments, Italy
gave drawing rights for § 47.3m., of which § 38.3m. were
utilized. Italy received drawing rights for § 2ym. (§ 25 by the
UK. and § 2 by Austria) which were not utilized as the com-
mercial balance with both these countries closed in our favour.
In the second agreement for European payments (1 July 1g4g-
3¢ June 1956}, Italy conceded drawing rights for § 24.5m. but
received nome. These figures illustrate the tendency of the
Italian trade balance towards a surplus not only with the United

Kingdom but also with the other participating counteies as 2
whole, This trend became more cvident in the anmmn of 1gst.
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year and xeached [ 785m. on 17 Septem-
ber 1949.

The undervaluation of the lira had another
unfavourable effect for Italy; it made more
difficult the task of reducing our dollar deficit,
With the aim of climinating or at least reduc-
ing this deficit, the participating countries
diverted their purchases as much as possible
from the dollar area to other mounetary areas.
But for Italy the check which the rate of 2,317
placed on purchases in the Sterling Area na-
turally resulted in greater purchasing in the
dollar arca (18).

This explains the criticism made of the
agreement entered into in May 1949 between
Italy and Great Britain in the framework of
the second agreement for European payments
(1949-1950). The demand for measures that
would correct the matked disequilibrium in
our commercial exchanges with the Sterling
Area became more and more insistent whereas
the agreement of May 1949 provided none,
The expectation of a volume of trade between
Italy and the Sterling Area of £ 150m. ster-
ling (f 6m. of imports and £ w4m. of

exports) seemed very unrealistic.

10. — In September 1949 the devaluation
of sterling was interjected in this state of af-
fairs. The lira-pound rate fell at first to 1,772
from 2,317 and subsequently, following the
dollar rate, to 1,748-1,749 (19). Thus, the
devaluation of the pound with respect to the
lira, after the initial period of adjustment, was
about 24 percent.

For Italy, the devaluation of the pound was
very damaging owing to the size of the exist-
ing sterling balances in London. ‘To this was
added the preoccupation whether the devalu-
ation itself and the adjustment chosen for the
Italian lira would cause a serious reduction in

(18) Sce the Report of the Bank of Ttaly, 1948, p. 66.

(19) Except for changes of a technical character, the lra-
pound exchange system was not revised after the September
devaluation. There was, however, a change of some importance
in 1he lira-dollar exchange. ‘The rate for the 50 percent which
was to be surrendered to the Italian Exchange Office was no
longer fixed according to the average rate recorded on the free
market during the preceding monsh but according to the average
of the previous day. Between 20 and 30 September, the dollar
increased from 575 to 631 lire and subsequently fell to aboug 625,
Hence, the immediate devaluation of the lira was 9.8 percent,
becoming afier these fuctuations 8.7 percent on the average.
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our exports — pardcularly to the Sterling Area
and create a new obstacle to trade with the
dollar area.

These preoccupations were not groundless.
Trade with the Sterling Arca, which, as we
have scen, showed a surplus in our favour
in 1949 of 43,400m, lire, resulting from imports
of 152,300m. lire and exports of 195,700m.,
still showed a surplus in 1950 but of much
smaller proportions, viz., 11,900m, lire, result-
ing from imports of 20s,300m. and exports of
21%,200m. But the maintenance of this small
favourable surplus was made possible only by
the compensating effect of the process of trade
liberalization which helped materially our ex-
ports to Great Britain. It is significant i-n this
respect that in 1950 the Iralian surplus wich the
United Kingdom had increased over 1949
(35,300m, lire against 32,700m.) while the sur-
plus with the Sterling Area was changed into a
deficit (from -- 10,7000m. to — 23,400m.) (20).

The post-Korean sz'tmztz'oﬁ. Transactions bet-
ween Italy and the Sterling Area under
E.P.U.

11, — In the secornd half of 1950 two new
factors came into play, modifying the structure
and trend of transactions between Italy and
the Sterling Arca. These were the sctting up
of E.P.U. and the Korean outbreak.

Table IV shows the course of the Italian
and. British monthly balances in E.P.U. for
the period July 1950 to November 19571, and
the positions of both countries with respect
to other members of the Union (21).

{20} In 1950, with the aim of increasing imporsts from the
Sterling Area, Law No. 258 was passed (dated 18 Aprily autho-
rising the Treasury to cbtain from the Italian Exchange Offiee
up to £ som. for the finandng of purchases of mac%ﬁnc{'y,
equipment and implements in the Sterling Area by Italian in-
dustrial and agricultural firms.

(21) Italy was assigned a guota in EP.U. of $ zosm.
(equivalent to 128,200m. lire) composed of § 1r3m. (76,900m.
lire) in credits and $ 8am. {51,300m. lire) in gold or dollars.
As is known, the British quota is § 7,060m.

The maximum financing margin granted by Italy to the
several participating countries before the setting up of the L.P.U.
was equal to 32,000m. lire, exclnding countries in the Sterling
Area, with respect to which reciprocal credits were formally
unlimited. On 3o June 1950 our credits in sterling amounted
to £ 75.68m. This sum included the balance of the Italian
Exchange Office at the Bank of England, agresd within E.P.U.
at £ 50.6m. ($ 166.9 millions) and the accounts héld by the

ITALY AND UNITED KINGDOM: POSITION IN THE E.P.U.

{millicns of dollars) Tastu TV

Cumulative net position |Cumulative

End of period with the E.P.U. bilaltgral
data I p{)s“{?ri(

’ taly-U. K,

U. K Italy B
Initial position — 150 0
rg5e - July + 3.
August . 4+ 120

September — 7oz | + 24 e
October + 1406 [ — 171 -— 40.99
November + 2373 |~ 17.1 — 4924
December + 2829 | — 309 — 068.97
1951 - January + 3154 | — 341 (a} | — 8445
% February + 389.3 | — 41.0 (b}|— 112.25
March + 3988 | — 410 (¢) | — z26.12
April + 4508 [ — 348 — 128.39

May + 4236 | — 162 — 11389

June + 3719 |+ 123 —~- 92.54

July + 2501 | + 662 ()| 5733
August + 629 | + r17.8 (e} — 16.08
September — 1419 | + 1420 (E) |-~ 404
October — 3915 | + 2050 {g)| + 42.24
November N + 226.5 +  63.00

{a) Use of 16.8 millions dollars of existing resources; (b) U‘se
of 20.3 millions dollars of existing resources; {c) Use of 5.4 mil-
lions dollars of existing resources; {d) Gold disbursements by
the B.P.U, in Italy's favour: 12.6 million dellars; (€} Gold
disbursements: 38.4; () Gold disbursements: 50.5; &) Go%d
disburscments: 82.0; (h) The sign + - indicates a surplus in
Italy’s favour. .

(i) As can be seen, in the autumn _of 1950
Italy was in deficit with the United Kingdom
within EP.U. (22). In December the deficit
stood at § 68.g7m. The trade balance with the
Sterling Area at the same date, however, closed
with a surplus in Italy’s favour, though a
small one (r1,900om. lire). This difference is
explained, at least in part, by the fact that the
balance of r1,g00om. relates to the whole year
and the E.P.U. figure relates only to the second
half of 1950, while our exports to the UX.
— essentially of a seasonal character — reach
their maximum level during the spring and
summer months. S

(i) The trend of the bilateral Italy-United
Kingdom accounting position in the E.P.U.
and the trend of trade balance with the Ster-
ling Area present a different aspect when we

Italian Exchange Gffice and Italian banks with British banks.as
working balances.

{22) The United Kingdom participated in E.P.U. a5 the
Sterling Area and consequently movements in sterling balances
arising from multilateral clearings correspond with the fluctua-
tions resulting from the debit and credit positions to which the
Areg is subject,

Ltaly’s ‘Trade with the Steding Area, 1945-1g51

consider the twelve months 1 July 195030
June 1951, From 1 July 1950 to 30 April 195%
‘the E.P.U. monthly clearing showed a con-
tinuous deficit for Italy, reaching a total of
$ 128.3m. ecquivalent to B8o,110m. lire, and
falling on 30 June 1951 to § 92.64m., equiva-
lent to g57,800m. lire (23). The commercial
balance between Italy and the Sterling Area
also displayed a variable, but, on the whole,
a deficit course between. 1 July 1950-30 April
rg5t, reaching ra,zoom. lire, but by 30 June
1951 the deficit had risen further to 24.700m,
lire, . :

The two balances thus show parallel cour-
ses, but the fluctuations in the E.P.U. balance
are considerable wider than those in the trade
balance and exceed the normal swings of the
balance of payments between the two count-
ries. 'The inflation in the E.P.U. movements
is due to a number of factors which, though
difficult to measure, are decisive in their effect.
The most notable are: (a) transactions settled
in sterling with countries not belonging to the
Sterling Area, whose deficit towards Italy at
that time may be estimated at about 15,000m.
lire; (b) different conditions of payment for
imports and exports; (c) advance payments,
such as those financed by the ILM.I. (Istituto
Mobiliare Italiano) for the transactions men-
tioned in footnote (20), amounting to about
23,000m. lire, whereas deliveries by the sup-
pliers were not made except to the extent of
40 to 50 percent; (d) allotment of funds for
the purchase of Australian wheat not yet
delivered, for which the funds (10,500m. lire)
had already been entered in E.P.U. payments;
(¢) advance payments for current imports
from the Sterling Area amounting on 31
January, for those for which credits had been
opened or collateral deposited, to [ 16.5m.
and falling by the following May to fg.om.

Moreover, in late 1930 there were rumours
of a revaluation of sterling and our importers
were then paying for imports not merely on

(23) In the months January-March 1951, Ttaly drew on part
of its existing resources in London (to the cxtent of § 42.5m.,
(equivalent. to £ 15.719m.) to meet its E.P.U. deficit with the
United Kingdom. OQur London balances consequently fell from
£ 50.6 to [ 44.4m. Subsequently, when we reached a creditor
position, it was no longcr pos‘siblc to draw on our_ sterling
balances, ’
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delivery of documents bue even in advance.
Exporters, on the other hand, waited months
for the receipt of their foreign currency pro-
ceeds, S

(iif) While these reasons tended to swell the
deficit in the E.P.U. balance up to the end
of April 1951 beyond the measure represented
by the trade balance and by the normal finan-
cial operations, other factors, frequently not
precisely identifiable, served to accclerate an
opposite phenomenon which became evident in
the E.P.U, balance between May and No-
vember Ig5I. '

From July to October 1950 our trade balan-
ce with the Sterling Area had shown a surplus
of about 11,000m. lire; from November 1950
to March 1951 there was a deficit of 13,400m.
lire; in the period March-June 1g51 the deficit
rose to as much as 22,300m. lire. The bilateral
Italy-United Kingdom positon in E.P.U., on
the other hand, turned in Italy’s favour in
April-May, just when the opposite trend was
becoming accentuated in the commercial ba-
lance between Italy and the Sterling Area.

To understand this new contrast, the fol-
lowing factors must be kept in mind: (a) the
incidence of invisible items, including tourism,
freights, emigrants’ remittances, ctc., estimated
for the first year of E.P.U. at around 38,500m.
lire (24); (b) the commercial credits obtained
by Italy in the form of credit lines, acceptan-
ces of Italian banks, discounting of bills and
guarantees, totalling on 3rMarch1g51 £26.8m.;
(c) advance payments for Italian exports am-
ounting to about [ 6m. ‘

- In summer 19571 there was also the upsetting
of the forecasts regarding the future of the
pound. Hopes of a revaluation were followed
by fears of a further devaluation and our ex-
ports came to be cashed immediately, while
the payment of our imports was delayed (25).

(24} In accordance with the recommendations of OEEC, the
participating . countries introduced in the autumn of 1950, in
varying degrees, a liberalization in the allotment of funds for
tourist travel abroad.

(25) Among imports from the Sterling Area, appreciable
increases occutred in ¥gso in coal (from 1,009 metric tons in
1949 to X776 metric tons) and cotton {from 32,000 to 47,000
metric tons, with a value of 27,100m. lire against 19,600m.
in 1949)-

In the first nine months of 1g51, there were substantial
increases im our imports from the Sterling Area of wool,
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TapLe V

PERCENT PARTICIPATION OF THE STERLING AREA
AND UNITED EKINGDOM
TO ITALY'S GLOBAL FORLIGN TRADE

Imports from : Exports to :
Period Sterling United Sterling United
Area Kingdom Area Kingdom |
1928 16.6 6.6 16.8 7.3
1947 14.3(a) 20 (a) | 24.5() 9.0 (a)
1948 15.0 43 24.7 8.0
1940 17.8 3.6 L z0.8 10.
1950 22.8 5. 20.1 12,1
1951 (b} | 25.9 3.6 34:3 3.6

(a) The percentages for 1947 are to be considered merely
s rough estimates.
(b) January-September.

(iv) In June 1951, the rush to buy strategic
materials in the Sterling Area ended, although
in the case of Italy, this purchasing affected
values rather than quantities, the price rises
occurring in the early months of 1951. In the
same period, there was the usual seasonal
secovery in our exports. According to preli-
minary figures, for the first 11 months of
1951, there was a surplus in our trade balance
with the Sterling Area of 11,T00m, lire, result-
ing from exports of 310,900m. and imports of
307,8oom. In the same period (January-No-
vember 1951), E.P.U, transactions between the
two countries closed with a much heavier sur-
plus in Italy’s favour. The bilateral cumulative
position, which showed a debit of 68.97 mil-
lion for Italy at the end of 1950, presented
a credit balance of 63.6om. at the end of
November 1951. In these circumstances, our
London resources represent practically a frozen
credit since their use in transactions outside
E.P.U. countries is extremely difficult (26).

cotten, grains, copper, hemp, etc. On the other hand, there
were increases in our exports of textiles, artificial fibres, ma-
chinery and equipment, chemical goods, etc, The share of the
Sterling Area in total Italian foreign trade reached 25.9 percent
for imports and 34 percent for export (see Table V).

Exports of fruits and vegetables increased only very slowly
in 1949 and 1950. In 1951 (even before the British authorities
placed restrictions on imports} there was some decline, This
trend was due to a considerable extent to the re-emergence
and gradual increase of the German demand on the Italian
market.

(26) In addition t the E.P.U. credit and the previous
Sterling Arca credit of § 120m., Italy had at June 3o, 1051
a surplus with Eastern Europe and South America of § rgrm,,
reduced fo § 144m. on 1 September; that is a strong credit
positien in all arcas except the dollar area,

12. — To sum up, by October 1951, Italy
had already recovered a creditor position vis-
a-vis the Sterling Area in E.P.U. transactions.
This position was still more marked in the
following November. Italy was also a creditor
in B.P.U, transactions vis-a-vis the other coun-
tries in the Union (24).

The factors indicated have undoubtedly con-
tributed to the building up of our creditor
position in EP.U. But two other causes also
tended to check our imports from the E.P.U.
countries — the price movement in various
countries of the Union and the restrictive
regulations applied to certain exports by the
supplying countries.

In Ttaly between January and November
1951, the general wholesale price index in-
creased by only one percent, whereas there
were appreciable increases in most E.P.U. coun-
tries, In France, for example, the wholesale
price index rose in the same period by about
22 percent and, next to the United Kingdom,
France is our principal debtor in E.P.U. Now,
a greater increase in prices in other countries
with unchanged exchange rates could not but
restrict our imports. The situation was the re-
verse, if on a reduced scale, of the 1947 phe-
nomenon when inflation held down our ex-
ports.

The other factor was the difficulty of ob-
taining raw materials and other goods of im-
portance to our economy through the thick
hedge of international regulations. It is signifi-
cant that in 1951 we were compelled to turn
to the dollar area for hasic commodities. Thus,
while in 1950 coal imports were not included
in the E.C.A. programme, it was impossible

(27) The trend of (ransactions between Italy and E.P.U. as
a whole was similar to that of the transactions between Italy
and the United Kingdom. As the E.P.U, balance with the
United Kingdom turned in eur favour, our credit balance with
the other countries of the Union also increased. This is due to
the fact that sterling transactions predominate, and consegquently
are decisive, in our transaction with the E.PU. countries as a
whole,

At the end of October ig31 ocur cumulative accounting
position had reached a credit balance of § zosm. Italy had
thus comypletely exhausted its quota and the proposal was made
to allow a supplementary queta of $ 1oom. The position of
United Kingdom, after reaching a surplus of § 450.8m.. (April
1g51) worsened, At the end of September it had a deficit of
141r.0m. dollars and at the end of Octaber ene of 391.5m.
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in 1951 to cover our requirements by imports
from Germany, Poland and the United King-
dom and we were obliged to import once again
from the United States.

The analysis of the problems which this
situation presents to the Italian government
and the governments of other interested coun-
tries lies beyond the limits of this survey, as
do the possible developments of the present
situation, which, in any case, are difficult to
forecast owing to rapid changes from a creditor
to a debtor position and vice versa (28). For
their part, the Italian authoritics have taken a

(28) On the question of the surplus in our exchanges with
E.P.U. countries the newspaper 34 Ore has recently published
 series of articles by various contributors, For a list of these,
sec the issue of December 2, 1951, -
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number of steps to increase imports (2g), while,
on the other hand, measures that might dis-
courage exports have been avoided since these
might have a serious impact on the internal
cconomic situation, characterised by idle indus-
trial capacity and mass unemployment.

(20) The principal steps are: :

(a) tariff reductions; customs duties have heen reduced by
To percent and consequently the average ad salorem protective
duty has declined from 18 to 16 percent;

(b) credir facilities for importers; the Italian Exchange
Office will grant credits o a total of § z0mn., with intercst at
2.5 percent, to those wishing to purchase on forcign markets.
These credits are for a period of six months;

{e) State purchasing; appropriations for government pur-
chases of foodstuffs and raw matcrials have been increased from
16G,000M, to 150,000m. lire;

(d) liberalization for invisible debit items (tourist allow-
ances of foreign exchange, transfers, etc.).



