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. - Introduction.

1. — The purposc of this paper is not to
offer a description of Italian economic history,
but to point to factors which make the Italian
experience relevant in terms of the problem of
economic growth in its general aspects. Con-
sequently, it involves an attempt toward the
identification of that middle ground in which
the peculiar features and behavior of one na-
tional cconomy can contribute to a compre-
hensive theory of growth. Any such theory
must involve, necessarily, the construction of
a number of «models», each related to a
typical combination of facts and conditions
— in terms of natural and human resources,
technological and historical development, and
the like,

The process of growth, in our times, has
clearcut features only in reference to two
extreme cases, Z.e. the growth of the most
advanced and promising segments of the
world economy, such as the United States and
Canada, and that of the socalled underdevel-
oped areas. It is much more complex in the
in-between cases, particularly with respect to
Western countries which have shared to a
large extent in the growth trend of the past
century, but which have been unable to ex-
ploit fully their potentialities, and which at
the present time are being almost by-passed,
at least temporarily, by the main stream of
contemporary cconomic growth. This scems
to be the case of Italy, among other countries,

[t seems also increasingly apparent that the
basic factors which underlic actual rates of
growth, while bearing some rough relation to
such things as the amount of available natu-
ral resources, trends in population and techno-

(*y This is an abridged version of a paper prepared for the
Committee on Economic Growth of the Social Scicnce Research
Council of New York.

logy, and subjective preference toward in-
vesting, spending, and the like, are in reality
extremely complex. Except in a few striking
cases, growth is to be viewed as the net effect
of conflicting facts and tendencies, some fa-
vorable to development, some adverse, and
some cutting both ways, In this respect, Ita-
ly offers a significant illustration of checke-
red growth, accomplished despite a very small
balance between favorable and unfavorable
factors, and actually against definitely adverse
odds. For the progress of the-Italian eco-
nomy cannot be traced to any single drama-
tic factor, neither in terms of the environment
nor of the decisions and propensities of en-
treprencurs, investors or consumers. It was
not comparable to the outburst of the Indu-
strial Revolution in Britain, to the opening up
of the North American continent, or to the
massive growth in technology and industria-
lization of Imperial Germany. It cannot be
traced to major changes in fundamental pro-
pensities, such as those listed by Professor
W.W. Rostow (1) in his recent book, for
while they all played a part, their casual role
was hopelessly interwoven, and overshadowed
by other factors, in particular, by a steady,
while undramatic quest for small openings
here and there, and for opportunities to be
snatched out of a cloudy and constricted envi-
ronment. The gains which were made were
significant chiefly in relation to the difficulties
which were overcome.

2. — The broad outlines of the Italian
story can be summarized very briefly.

Over a period of 50 years, from Igor to
1951, the national income of Italy doubled,
and its population increased by 43%. This
meant a gross average rate of growth in in-

() W. W, Rostow, The Process of Economic Growth, 1952,
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come of 2% a year, and of a little over 1%
per person. There was a very considerable
growth in industrial production, and — de-
spite great fluctuations associated with the
cffects of wars and of the Depression of the
30’s — a large expansion in foreign trade.

The growth was rapid only during brief
spells, characterized by favorable development
of an «exogenous» nature. This was the
case in the years before World War I, when
world trade reached very high levels, again
in 192226, which was a period of internatio-
nal recovery and vast American exports of
capital to Europe (of which Italy got a limi-
ted but significant share), and after World
War II, under the impulse of Marshall Plan
aid. Growth was retarded by the adverse
impact of two wars, the second of which
spelled invasion and disaster, and of the
Great Depression, on which the Fascist dicta-
torship superimposed a policy of rearmament
and self-sufficiency.

Modern growth originates in a few focal
points of the world economy, where the truly
ploncer advances occur, thanks to an exce-
ptionally favorable combination of circum-
stances. It spreads around, in varying degrees,
to the extent to which other areas can adopt
and adapt the technological and other advan-
ces already developed elsewhere, and takes
advantage of the propagation throughout the
international economy of the waves of growth
originating from the « focal points » described.
Whenever there is a large innovation, or a
phase of rapid growth, at some point of the
world economy, there develop potential « eco-
nomies » (in the sense of factors which entail
development or a better use of available re-
sources) for most other areas, The extent
to which those «external economies», due
to outside development, can be captured, and
made «internal » to the structure of other
areas, has a vital bearing on the growth of
the latter.

Inasmuch as Italy lacked spectacular and
truly «strategic » factors of development, we
may focus attention upon one borrowing in
Italian economic development. It is the key
to understanding much of the industrial and
related development which occurred in the
Italian economy in the period under review.

It involved a very high degree of alertness,
and readiness to accept and to adapt tools for
advance (technological knowledge, industrial
know-how, methods of business organization

.and operation, etc.) which had been already

developed or refined in more highly deve-
loped economies. [t was not a mechanical but
a very creative process, since it required not
only adaptation to a difficult environment
but also the search for additional and origi-
nal advances which were essential for survival
in an internationally competitive climate.

An enormous amount of initiative and in-
genuity was also displayed in looking for
foreign trade outlets, taking advantage of wha-

* tever opportunity for development was to be

found in the area of foreign trade, and creat-
ing new opportunities. Indeed, a closer look
at the Italian picture of the past so and
morc years suggests conclusively that foreign
trade, in its broadest sense, was a very stra-
tegic factor of growth. Foreign trade is of
paramount importance, in a country such as
Italy, in inducing a high rate of investment
and an appropriate allocation of resources.

While no statistics are available concerning
the annual rate of capital investment in Italy,
prior to very recent years, there is no doubt
that investment expanded at a fast rate in
the periods when the international economy
was comparatively «open» and expanding,
and when there was a possibility to expand
the rate of imports without upsctting the ba-
lance of paymets. It is also quite apparent
from the facts which are available that there
was a considerable misdirection of resources
whenever investment was pushed forward
outside of a framework of expanding foreign
trade. The capital resources of Italy being
small and inadequate to bring about a high
flow of investment, there was little scope for
development except through a growing level
of imports.

Outright imports of capital by Italy never
reached impressive proportions, except during
the exceptional Marshall Plan period. Do-
mestic growth was brought about to a large
extent through increased imports, and increa-
sed outlets for exports of goods and services.
There was, however, in certain periods a sub-
stantial inflow of capital, in the form of
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laborers’ or emigrants’ remittances, which
helped very materially to maintain balance
of payments equilibrivm at high levels of
imports.

Since an increase in investment entails
in the first instance an increase in imports
of industrial materials and of subsistence or
wagegoods, the first limiting factor is set by
the forcign balance (see Table I). Except
under very favorable circumstances, this cur-
tails the volume of investment in the short
period, and it also limits the types of invest-
ment which are not conducive to greater ex-
ports or smaller imports in the long run. In
short, the rate of investment is limited by its
balance of payments effect, in terms both of
the short period and of the long pull. By the
same token, however, the attention which
must be given to the balance af payments
cffect helps to route new investment along
internationally competitive channels.

ITALY'S IMPORTS AND EXPORTS Tavr 1

Imports Exports
Yearx o, Index s Index
Ifmllll::?:) Numbers OIf\i:]lil:oIEs) Numbers
¢ 1901 =100 A rg01 = 100
1901 1,715 100 1,373 100
1911 3,008 175 1,914 139
1921 3,549 264 1,663 121
1931 2,658 155 2,261 165
1941 1,596 43 1,046 142
1951 5,130 298 3914 285

(a) Of 19or purchasing power,

Furthermore, in a densely populated coun-
try, investment cannot proceed without some
relation to its employment effect. Since basic
wage-rates are low, and materials and ma-
chinery expensive, there is a natural tendency
for investment to develop along lines which
involve a comparatively low rate of capital
intensity, Such natural tendency becomes in-
tensified in periods of unemployment, because
of the pressures brought to bear on industry
by Government quarters, and because under
those conditions public investment — partly
of an outright « make-work » nature — plays
an increasingly important role, while private
investment declines.

The employment effect of investment may

be held to reflect in any country the industrial
structure, in terms of capital intensity, which
is appropriate to local conditions. However,
in densely populated, or overpopulated coun-
tries, it affects productivity unfavorably. An
optimum level of investment should obviously
satisfy conditions of maximum productivity,
full employment, and least strain on the
balance of payments position. In the case of
Italy, and of similar areas, it should entail a
great rise in imports, and an intensive deve-
lopment in industries having a high rate of
output per unit of input, which have in most
cases a limited employment effect. Only under
such conditions the rate of growth can spurt
rapidly upwards. This would require, ho-
wever, the appropriate offsets, at the foreign
trade level, and it is not easy to seec how
these may be forthcoming under existing
conditions.

3. — Looking back at the century of Ita-
lian economic history which is behind us,
we can see the following:

1. There was a considerable amount of
cconomic growth, absolutely and comparati-
vely with other countries of Western Europe.
It was, however, inadequate, subject to an
inordinate degree of instability, and to some
extent self-frustrating, since it generated more
economic and social pressures than could be
satisfied under the cxisting pattern of invest-
ment output.

2. In its essence, it was in the nature
of a «holding-out» operation, which snatch-
ed from an adverse evironment the essentials
for a minimum rate of growth compatible
with survival, within the context of the grea-
ter demands made by the times and stimula-
ted by the general growth of the world eco-
nomy.

What about the future? There is nothing
in sight that might justify the hope, and even
less the expectation, that the next five or ten
years may witness spectacular gains for the
Italian economy, such as would be required
to set in motion an optimum rate of growth.

However, the longer view — barring of
course a renewed spell of emergencies and
disasters — may hold better promise, due to
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a number of factors, of which some are
already beginning to unfold, while others can
be seen only dimly. These are:

(a) The trend toward a stationary po-
pulation,

(b) More and cheaper fuel, through the
exploitation of domestic resources (natural
gas, and possibly oil), more electric power,
and cheaper steel.

(c) The cumulative benefits of a long
period of steady, if undramatic development
in the international and domestic economy,
and of appropriate changes in the Italian
industrial, business and social structure.

(d) The trend toward the inevitable
unification of Europe, with consequent esta-
blishment of a single European market.

(¢) The natural effects of the increasing
interdependence in the world economy.

The role and significance of these factors
in Italy’s cconomic framework will be di-
scussed in Sections II and III of this paper.

l{. - Problems and Botilenecks.

4. — Many bottlenecks stand in the way
of an adequate rate of growth. Among others,
lack of elbow room, a low income structure,
inadequacy of natural resources, population
pressure, and a number of factors in the
general environment.

Italy, within its present frontiers, covers
a surface of 111,228 square miles, with a
population (census of November 4, 1951) of
46,5 million people. The density of popula-
tion is therefore 400.g persons to the square
mile. This is lower than the density of Holl-
and (666.7 persons to the square mile), of
Great Britain (934.2) and of Western Germany
(507). However, almost one-half of Italy’s
surface is mountainous, and out of its go
million acres of land only one-third is arable.
It takes only a few hours to fly all the way
through Italy, from the Alps to the sea of
Sicily, and that flecting experience is adequate
to impress the most casual observer with the
limits placed by geography to intensive eco-
mic development.

The Po river and its tributaries are the
coordinates of the one vast expanse of fertile

and densely populated plains which offer
adequate elbow room to the raising of wheat
and other basic crops, and to the growth of
an integrated industrial economy, served by
adequate facilities and communications. There
are also the fertile hills of Tuscany, the
bleak and yet opulent plains of Apulia, and
a few exceptionally fecund strips of land

‘here and there, around Naples, Palermo,

Messina and a few other points. Otherwise
the landscape of the country is a succession
of steep gorges and mountains, and the beauty
and grandeur of the scenic effect is no com-
pensation for the comparative barrenness of
the land.

The GNP of the Italian cconomy at cur-
rent market value was estimated at 1o
billion lire (a little over 17 billion dollars) for
1953, as compared with 10,105 billion in 1952.
The domestic net product at current market
prices was estimated at 9,700 billion lire, and
at 8,250 billion at factor cost. The figures for
1952 were 9,023 and 4,657 billion respectively
(see Table IN).

NATIONAL INCOME: SUMMARY
(Billions of lire)

TaeLy IT

ig50 1951 1952

-

- Net product at factor cost . 6,370 | 7,380 | 4,657
of which:

{a) private sector . . . , | {5,903) | (6,934) | (7,191)
(b) public administration . | ( 695) | { 756) | { 88%)
(<) less allowance for dupli-
cations between public
administration and pri- :
vate sector . . . ., | (- 228) [ {~310) | (- 419}
2. Central and local govern-
ment taxes not included in
the valuation of goods and
services e e 1,057 1,257 1,366
3. Net product at corrent
market value [(1r) plus (2)] 71427 8,634 9,023
4. Net income from abroad | 216 114 166
5. Net national income at cur-
rent market value [{3) plus
@ T
6. Depreciation and mainte-
namee . . . . . . ., 680 842 916
7. Gross national income at
current market value [(5)
plus 6] . . . . . . 8,323 | 9.623 | 10,105

7,643 | 8751 [ 0,189

Source: Relasione generale sulla situazione ecomomica del
paese, presentatd dal Ministro del Tesoro (Pellay alla Presidenza
A4 3r marzo 1953 (Athi Parlamentari, Camera dei Deputati,
Doc. IX, No. 4).
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Farm production contributed a little over
20% to the net private product, industrial
activity almost 27%, and trade and services
approximately 14%. The combined- contribu-
tion of industrial production, constructional
activities, communications and utilities was
slightly in excess of 509, (see Table 1II).

Tasre II1

GROSS PRIVATE DOMESTIC PRODUCT AT FACTOR

COST BY BRANCHES OF ACTIVITY
(Billions of lire)

1950 | 1951 | 1952
1. Agriculture and foresry . . | 2,050 | 2,308 | 2,304
2, Fishing . . . ., . . . . 17 20 22
3. Mining and quarrying . . . 58 o8 110
4. Manufacturing . . . . . | 2,2831 3,014 | 2,929
5. Building ., . . . . . . . 254 299 [ 437
6. Electricity, gas and water . 208 241 250
7. Transport and communication 465 515 582
&, Commerce, bunking and in-
surance ., . . . . . . 978 | 1,057 | r,is1
g. Ownership of buildings . . 63| 104 i32
1o, Services . . . . ., ., 3o0| 331 370
1. Less allowance for duplica-
ions . . . . . . . . .| -199) =205] —206
Totel . . . | 6,577 | 7,782 8,081

Souree: Ttalian Central Statistical Institute,

The National Income at current market
value (net product at market value, plus net
income from abroad) reached in 1953, 9,775
billion lire, equivalent to almost 15 billion
dollars, as against 9,189 in 1ig52. Divided
by a population of over 47 million, this gave
an average income per head slightly in excess
of § 300.

For purposes of international comparison
it can be noted that in 1949 per capita income
in Italy was estimated at § 235, as against
$ 1,453 for the United States, $ 773 for Great
Britain, § 502 for the Netherlands, § 482 for
France, $ 320 for Western Germany, § 146
for Yugoslavia, $ 128 for Greece, and § 100
for Egypt ad Japan. There are, however, in
Italy, great regional differences, within the
national average, ranging (for 19351) from
some § 450 in the prosperous and highly
industrialized « triangle » encompassing Lom.-

bardy, Piedmont, and Liguria, to a low of
perhaps $ 175 in Calabria. The average fi-
gure can be estimated at $ 35 for Northern
Italy, a trifle above $ 300 for Central Italy,
and some $ 200 for the Southern regions,
including Sicily and Sardinia. Consequently,
the regional stratification of income goes all
the way from advanced Western European
levels to Eastern European standards.

5. — Personal expenditure on consumer
goods and services, at market value, was
estimated at 4,144 billion lire for rgs52. Food
consumption absorbed some 60% of total ex-
penditure, and expenditure on clothing, fut-
nishing, etc., another 15%. Expenditure in
durable consumer goods constituted only
3,5% of the total, and expenditure on to-
bacco,, travel and entertainment another 8%.

The average ltalian diet is low, in relation
to other Furopean countries. Its content in
calorics, for 1950-51, was 2,450, against 3,300
for Switzerland, 3.080 for the United King-
dom, 2,800 for Western Germany and 2.700
for France. The average Italian diet is very
deficient in proteins and in fats. Consequen-
tly, there is a high rate of per capita consum-
ption of cereals (157 kilograms in 1g50-37,
against 101 in the U.K., 117 in France and
120 in Switzerland), and there are low rates
of consumption of meat (1g kilograms per
person, against 52 in the UK., g2 in France
ad 47 in Switzerland), milk (50 kilograms
per person, as against 158 in the UK., g2
in France and 115 in Germany) sugar (1r
kilograms per person, as against 37 in the
UK., 25 in Germany and 23 in France},
and fats.

Once more, there are very significant dif-
ferences in standards of consumption between
the various areas of Italy. It was estimated
that in 1939 per capita consumption in Sou-
thern Italy was considerably below the na-
tional average all along the line: it was
41.6%, of the national average for meat,
47.5% for electric light, 25.3 for cooking
gas, 25%, for expenditures on moving pic-
tures, 57.7%, for radio ownership, and 42.8%
for automobile ownership.

Private and public consumption, for Italy
as a whole, totalled 8,000 billion lire in 1952.

ey
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Gross Investment was estimated at 2,099
billion, of which 916 billion for depreciation
and maintenance. The rate of Gross Invest-
ment for GNP was consequently 20.8%,, one
of the highest in Europe, and yet insuffi-
cient to lead to full employment.

Gross capital formation, exclusive of chan-
ges in inventories, was estimated for rgs2
at 2,120 billion lire, broken down as follows:
270 billien in agriculture, 780 billion in in-
dustry, 310 billion in transportation and com-
munications, 640 billion in constructions and
public works, 120 in miscellaneous sectors.
The ratio of fixed capital formation to Gross
National Product was consequently in the
order of 219.

6. — Considering the size of the farm
population in different couniries, the amount
of productive land available per agricultural
worker in Italy is 25% smaller than in Ger-
many, half as small as in Holland, nine times
smaller than in Great Britain, and almost
15 times smaller than in the United States.
It exceeds only (by the ratios of 3 to 1 and
5 to 1, respectively) the amount of land per
worker available in such overcongested areas
as Egypt and Japan.

The basic crop is wheat, The yeld per
acre, already high, has been further raised
in recent years, due to advances in methods
of cultivation, including greater use of tra-
ctors and fertilizers. Under moderately fa-
vorable weather conditions, the annual wheat
crop averages some %.5 million tons. This is
still insufficient for self-sufficiency, since total
requirements arc in the order of ¢ million
tons. The land reform now in progress in
Southern Ttaly and other regions is of vital
social importance, and will entail important
economic repercussions, direct and indirect.
It will not materially increase farm produc-
tion as a whole (2).

Mineral resources are few, and their con-
tribution to the national economy is modest.
Minerals available in excess of domestic re-

(2) For a detailed analysis of this subject, sce Grusepre
Meviel, The E.R.P. and the Problems of Italian Agriculture,
and Marto Bawowi, Land Reform in Italy, in No. 7 {October-
December 1948) and No. 20 (lapuary-March 1952) of this
Review,

quirements are mercury, lead, sulphur and
matble. There is self-sufficiency in bauxite,
zinc, and manganese. Domestic iron ores
are significant, but cover only a fraction of
domestic requirements.

The vast and growing utilization of water
resources, and hence the growth of hydro-
electric power, has held in check, and so-
mewhat reduced, domestic coal requirements.
These, however, are still in the order of some
10 million tons per year, and domestic pro-
duction (consisting entirely of low grades)
covers only some 109, of them.

Natural gas has been discovered in large
quantities in recent years, and it has become
a significant factor in the domestic fuel supply.
There are high hopes concerning oil depo-
sits, which are the object of intensive prospec-
ting. There is unquestionably oil in the Po
valley, ad oil has been recently struck in
Sicily. It is too soon, however, to tell to
what extent these hopes will matertalize.
Meanwhile, Italy is entirely dependent on im-
ported crude liquil fuels, which are a heavy
item of its balance of payments.

Industrial activity is based almost entirely
on imported materials: iron ores and scrap,
phosphates, copper, nickel and other non-
ferrous metals, cotton, wool, cellulose, wood-
pulp, timber, hides and skins, and so forth.

7. — The occupational structure of Italy
is unsatisfactory, and there is at present a
vast pool of chronic unemployment and un-
deremployment. A Parliamentary Committee
headed by Mr. Roberto Tremelloni investi-
gated the situation exhaustively, at the end
of 1952 (3), and it may be worth while to
summarize some of its findings:

(@) The labor force in Italy constitutes
53.5%, of total population over 14 years of
age, as against 57.3% in the United States
and 63.8% in France. The ratio of inactive
to total employable population is therefore
46.5%,, as against 42.7% and 36.2%,, respec-
tively.

(3) The conclusion of this Committce have been summa-
rized by Giorcro Rurrorlo in No. 24 (January-March 1g53) of
this Review (The Parliamentary Enguiry into Unemployment in
Italy),
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(b) The ratio of employment to total
population is 42.5%, in Northern Italy, as
against 39.1% in Central Italy and 32.3%/
in Southern Italy and the Islands.

ACTIVE POPULATION Tarce IV

Industry | Commer-

Agri- |Transpor ce papk-

Year ations
; culture| 12t

Public Inaclive
ing & Io- Admini- | Total |Popula-

Canmu- ‘ stration tion
nications| Urance

A) Milfions af Persons.

1901 9510 4.1G0 294 822 | 15.904| 16.591
T9IT | GI7I| 4.945 862 753 | 16.357| 18,314
1921 | 10,158) 5,164 1,091 755 | 18.0067| 19,907
1931 9.356| 5.730 1,408 843 11834122836
1936 9.066| 5.98: 1,640 o1y | 18.802) 24,117
1951 8.060| 7.038 | 2.020 L.0go | 19,400 27.248

B) Percenlages.

1901 56.8 26.3 2.9 5.2 49,0 | 51,0
1911 | 56,1 | 30,2 563 4.6 472 | 52.8
1921 | 56,2 | 28.6 6.0 4a2 47:.6 | 52.4
1931 [ 510 | 3L.3 747 4.6 4445 | 55.5
1936 | 48.2 | 31.8 8.7 504 43.8 | 56.2

1951 l 41.3 | 361 10.4 5.6 41,7 | 58.3

(¢) The ratio of agricultural to other
types of employment is still unduly high:
42.4%,, as against 31.8%, in France and 11.7%,
in the US.A. Industrial employment (inclu-
ding constructional activities) absorbs still only
31.6%, of total employment. « Tertiary » em-
ployment in commerce, banking and insu-
rance covers 10,6%, of the total. -

(d) The number of unemployed stood
at 1,286,000 persons, i.e. at 6.6% of the labor
force. It was made up of two ncarly equal
groups: workers formerly employed and new
entrants shopping for their first job. Almost
40%, of the members of the first group had
been unemployed for less than 15 hours a
week, and hence virtually unemployed, and
2,878,000 who worked less than the normal
40 hours week, and were hence « underem-
ployed ». Altogether, some 4.4 million per-
sons, out of a labor force of 17.8 million,
were cither unemployed or underemployed.

(e) With respect to the unemployed in

the strict sense, 44.4%, of their total belonged
to industrial occupations, 21.4%, to agricul-
ture, and 19.7 to nondescript employment,
which included new entrants in the lahor
market. 42.77% of the unecmployed were
located in Northern Italy, 15.34%, in Cen-
tral Italy, 31.27%, in Southern Italy, and
10.62%, in the Islands. Young people under
the age of 21 accounted for 24.18% of the
total.

(f) Unemployment in Italy is largely of
a structural kind. It extends with varying
intensity over the whole labor market, and
is a feature of the whole Italian economic
structure. The excess of population, arising
at present chiefly from the inadequate rate
of growth in production, brings about sta-
gnation over wide areas and «erodes» the
whole employment structure, leading to wi-
despread underemployment, poor employment
and low rates of pay in many segments.

(g) There is a great «stickiness » in the
employment structure, resulting in a very low
rate of turnover, and aging working popula-
tion and exceptional difficulties for the new
entrants. This may be partly due to political
pressures which tend to «freeze» existing
employment, and which by the same token
discourage the hiring of additional manpower
unless under extreme circumstances.

8. — The natural net increase of the Ita-
lian population at the present time is in the
order of some 350,000 per year. However:

1) Birth rates have been falling rapidly:
from 32.5 per thousand in 1go1, to 24.9 in
1931, and to 18.4 in 1951. It is worth noting
that in 1951 the rate was 15.9 in the UK.,
16.1 in Belgium, r9.4 in France, 22.9 in
Finland and in Australia, and 24.3 in the
United States. Contrary to widespread miscon-
ceptions, the present Italian birth rate is well
in line with, and in many cases below, those
of most Western nations (4).

2) The fall in birth rates is continuing
steadily, and it can be projected with a fair
degree of confidence into the future.

(4) See Nora Fevrnicy, Some dspects of the Italian Demo-
grafic Sisuation: The First Results of the 195z Census, in
No. 25 (April-June 1953) of this Review,

— i

3) Birth rates have already fallen as low
as 13 and even 1o to the thousand in some
economically advanced areas of Italy, while
they continue to be high in the underdeve-
loped regions. If, as it is hoped, a definite
improvement can be brought about in the
cconomic conditions of Southern Italy over
the next few decades, birth rates in that area
should fall drastically, thereby speeding up
the current downward trend.

4} Since the end of the Second World
War, emigration and temporary migrations
of man-power have once more become signi-
ficant factors, though on a much smaller

scale than was the case prior to 1915, or of

the desired optimum.

Population pressure has become intensi-
fied since the war for a number of reasons,
such as the complete stoppage of emigration
during the previous ten or fifteen years, the
repatriation of colonists from Africa, and a
large influx of refugees from Istria. More-
over, the current number of new entrants
in the labor market stll reflects the higher
birth rates prevailing some twenty years ago.

The future trend is, however, definitely
downward. In fact, the population ‘is already
beginning to be older. Population projections
are notoriously treacherous, but there are in-
dications that Italy is approaching fairly ra-
pidly a stationary population, the only que-
stion being the actual length of the transition
period. There is general agreement, however,
that, on the assumption of a moderately
stepped-up flow of emigration, this should
not take longer than 25 years. '

9. — Unquestionably the growth of the
[talian economy, thus far, has drawn impulse
chiefly from its Northern «industrial trian-
gle ». This state of affairs is bound to con-
tinue still for some decades at least, until
the great effort which is now underway for
the rehabilitation and development of the
Southern regions bring their full fruit. The
economic and social environment of Southern
Italy has advanced very considerably, since
1860, in an absolute sense. Relatively to the
rest of the nation, however, the gap bhas
increased, with serious and in some respects
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crippling effects on the growth of Italy as
a whole,

This situation adds up to the burden of
the. national economy as a whole, through
the combined effect of increasing imports of
food and other essentials, an impoverished
domestic market, and the pressures on public
finance for social security payments, relief
and « make-work » projects. Through its
indirect effects, it stunts development in the
North, no less than in the areas more directly
affected. For these reasons, the « problem of
the South » has been at long last recognized
as a national, rather than purely regional
question, and it has been assigned first prior-
ity in public investment programs (s).

‘Modern industrialism took roots in Italy
toward the closing years of the past century,
and rapidly reached impressive proportions. It
brought into existence a vast number of dif-
ferent industries -— metallurgy, mechanical
and electro-mechanical products, machinery
and railroad and other equipment, chemicals,
rubber goods, and steel.  Since there were
no major domestic materials or other condi-
tions which favored the growth of specific
industries, the development was spread all
around the compass. The only comnion factor
underlying their rapid growth was the deve-
lopment of hydro-electric power, which has
ben pushed forward since the beginning of
this century.

It was a remarkable flowering of innova-
tions and enterprise, which owed much to
the efforts of a small number of pioneer
entrepreneurs. In some cases, it was the pro-
duct of wholly independent manufacturers,
who expanded to a large extent through
self-financing ad the plowing back of profits.
More often, growth was directly stimulated
and financed by leading commercial banks,
which in turn acquired great power and
resources within the span of one or two deca-
des. Thus, for instance, the electric power
industry, the chemical industries and the steel

(5) For an extensive discussion on the many aspects of this
problem, cfr. Aimssaworo Movnam, Southers Iraly (No. 8,
January-March 1949 of this Review) and Unemployment Stati-
stics in Italy, With Special Reference to Southern Italy (No. 21,
April-June rg52). See also Frrxonmicr Voowrve, Industriali-
zation or Pre-Industriglization of Southern Italy? (ibidem).
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industry were overwhelmingly offsprings of
the commercial banks.

The character of the environment, howe-
ver, constricted the scope for initiative, and
led to a measure of misallocation of econo-
mic factors. Industrialization in a country
which has few domestic resources to be de-
veloped, and lacks even fuels, is bound to
bring about, at least for a long period, a high-
cost structure. If a domestic steel industry
is developed behind high tariff walls — and
virtually no modern country has escaped or
is escaping that temptation, because of the
military and also the « symbolic » significance
of the stecl industry — the steelusing indu-
stries are placed under a crippling difficulty.
High-priced steel starves modern production,
and it creates a vicious circle, since its users
must in turn seck shelter under tariffs and
other special benefits. Only in exceptional
cases can steel-using industries operate under
an internationally competitive cost and price
structure. In so far as they can export at all,
they are forced to fall back on a two-price
system, at the expense of the domestic consu-
mer. Since the domestic market is small,
plant expansion and modernization is likely
to lag well behind the requirements of an
expanding economy. In fact, it becomes a
problem to maintain a satisfactory rate of
utilization of the capacity already created.
There is not much incentive for newcomers
in the field, especially if the initially requir-
ed investment is large, The temptation to
« stabilize » conditions through monopoliza-
tion of sales and other agreements becomes
almost overwhelming, On the other hand,
the very abundance of cheap manpower which
is available in a densely populated country
which is attempting to industrialize cuts both
ways, and on balance it blocks the path to
higher productivity and to an effective rise
in production and income. -

Some segments of Italian industry deve-
loped through time along natural and steady
lines. Others went through long stages of
difficulties, but gained strength and compe-
titive capacity through time. Others, which
were cstablished in response to war require-
ments or to some feverish spurt of activity,
found themselves almost « stillborn», and

unable to use more than a fraction of their
capacity, except through Government orders.
They became quickly obsolescent — « petri-
fied forests », which are still cluttering cer-
tain industrial segments.

Yet, the ways of contemporary industria-
lization are many, ad their effects all-perva-
sive. Management is bound to develop a keen
talent for adaptation, which leads to appro-
priate scales of organization and operation,
under the most difficult circumstances. Scien-
ce and modern technology help by develo-
ping new industries and techniques, which
are less dependent on mineral or other re-
sources or on extremely heavy capital outlays.
And there is a host of factors which can
help to bring about a transition toward a
tolerably well adjusted and competitive strac-
ture.

The broad pattern of industry, in terms
of competitive and monopolistic elements, is
roughly similar in most countries. There is a
general configuration of imperfect or mono-
polistic competition, ranging all the way
from full or near-full competition (particu-
larly in light industries) to oligopoly or near
monopoly in certain heavy lines, such as steel,
electric power, rayon, basic chemicals, and
the like. Ttaly is no exception to the rule.
The effects of monopolistic factors are, ho-
wever, less adverse where economic growth
is rapid, since the process of industrial and
product substitution is infinitely more effec-
tive and brings into play strong competitive
factors even when the output of an industry
is concentrated into a few firms. A rapidly
expanding market leads to competitive pri-

ces and levels of output even under oligo-.

poly, since there is competition to capture
new buyers. In a market which grows only
slowly, the competitive element is stifled,
and a high-price low-output configuration de-
velops. Monopolistic factors, in terms of the
number and size of firms in certain segments
of the industrial economy, are certainly not
worse in Italy than in meost industrial coun-
tries. They operate more oppressively simply
because the national economy offers little sco-
pe for rapid growth, and because oligopoly,
wherever it exists, does not lead to active
and intense competition among semi-mono-
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polists, but to cartel agreements, and limita-
tion of output.

It would be grossly exaggerated to con-
ceive the Italian industrial structure as an
unmitigated « world of monopolies ». There
is a very large segment, actually the largest
in terms of value of output, which is ruled
by competition, or near-competition. Natural
monopolies (electric power and other utili-
ties) are regulated industries. There is unque-
stionably an important segment in which
there is an excessive concentration of output,
or necat-monopoly, and there are definite
areas of restraints to trade. However, there
are at present some countervailing factors,
such as a more intensified growth trend,
which leads to larger outputs and lower prices
even under monopoly or oligopoly, and a
more enlightened policy concerning the im-
ports of industrial products, which helps ma-

" ny producers to reduce costs and to fall more

in line with international competitive con-
ditions,

There are also signs that many industries,
which in the past owed their existence to
protection, could at present stand on their
own feet, if there were certain changes in
industrial environment to increase allround
productivity.

10. — Institutional factors and the role
of Government affected economic growth
both favorably and unfavorably.

There was little direct Government in-
tervention in industrial and business affairs,
outside of the sphere of labor relations, up
to the First World War. The management
of the national finances was, with a brief
exception in the early 80’s, austere and effec-
tive. There were periods of currency weak-
ness, but also of complete stability, notably
between 1600 and 1914

The emergency of World War I required
far-reaching measures of Government inter-
vention, chiefly with respect to the alloca-
tion of imports, After a short reversal to
Laissez-Fair there followed under Fascism a
renewed period of active Government inter-
vention in the economy. The tendency acquir-
ed momentum in the early thirties, under
the impact of the Great Depression, and

also because of the Fascist attempt to bring

about a measure of economic self-sufficiency.
When, after 1930, the commercial banks and
many segments of heavy industry found them-
selves in acute difficultics, the Government
stepped in, and took over their ownership,
through an instrumentality known as IRI
(Ustituto per la Ricostrazione Industriale) (6).

Once that step had been taken, it became
extremely difficult to undo it, even when,
after the end of World War 11 and the fall
of Fascism, there was a turn toward greater
freedom of private enterprise. The IRI con-
stellation has remained to this day a peculiar
feature of the Italian industrial setup. It
entails Government ownership of some 40%
of the nation’s steel production, 80%, of the
shipyard’s capacity, 30%, of the nation’s clec-
tric power facilities, and so on. In addition,
various mineral productions, including the
exploitation of natural gas, have become lar-
gely controlled by Government agencies.

The Ttalian capital market is so thin, and
the problems connected with the liquidation
of the vast amount of assets held by IRI are
such, that it would be unrealistic for the
time being to expect a reversion to private
ownership. Efforts are being made to reor-
ganize the IRI structure, and to hand over
to private enterprise some of its assets. On
the other hand, one should not exaggerate
the implications of the IR1 phenomenon,
since it involves to a vast extent « eminent
domain » and financial assistance rather than
direct Government participation in day-to-day
industrial policies and management. The in-
fluence of management in IRI-controlled in-
dustries and banks is often just as large as
in ordinary private industry.

The Italian capital market is still distress-
ingly «thin», and as such it is not condu-
cive to a vast or rapid rate of investment.
Industrial investment was, up to the early
thirties, by and large a matter of « forced
saving », through the channels of the com-
mercial banks. Direct investment of public
funds, in one form or another, has become
of increasing importance ever since.

{6) See GuanpomzNico CosMo, Steie Partecipation #n Busi-
ness Concerns in Iuly, in No, 19 (October-December 1951) of
this Review,
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The tax sistem is unsatisfactory, and it
constitutes one of the major hindrances to
the development of a healthy industrialization
and of fully responsible practices on the part
of management. The situation may have so-
mewhat improved as a result of recent (1951-
1952) reforms, but it will take at the best
years before its effects really materialize,

11. — It is very difficult to assess the role
of labor and social pressures on the econo-
mic and industrial development of Italy.

The labor movement developed on a
great scale, and scored considerable gains,
between 1900 and 1gz2. This led to a defi-
nite improvement in wage scales and labor
conditions, both in agriculture and indu-
stries, at Jeast in Northern and Central Italy.

The scandalous conditions of the earlier
times by and large disappeared, and were
replaced by a Western, if low, wage structure.
The Government attitude was on the whole
enlightened, and favorable to those changes,
in welcome contrast with the policies of for-
cible repression which had been attempted,
and which had failed, in the last decade of
the XIX century. Some important beginn-
ings were also made with respect to social
security. Management attempted to hold back
the gains of labor, but was mollified by the
atmosphere of comparative prosperity of the
period.

"There was, of course, no freedom of trade
unionism during the twenty years of Fascist
dictatorship. With the fall of Fascism, the
pressures of organized labor became power-
fully intensified. Thev led to increases in
industrial real wages, with respect to pre-
war, and to additional fringe benefits. To
that extent, they were a factor leading to
high productivity. They operated, however,
against productivity in other ways since (a)
they led to an excessive degree of equaliza-
tion in take-home pays of unskilled and
skilled labor, and (b) they «froze» the ex-
isting employment structure in their attempt
to maintain employment, to an extent de-
trimental to productivity and hence ultima-
tely to employment of younger people.

It is particularly difficult to assess the
effect of the social pressures which accompa-

nied the economic and industrial development
of Ttaly after its unification, and especially
after 1900. They brought about strong incen-
tives for betterment, and as such they led to
more rapid growth than would otherwise
have been the case. They involved, however,
a great amount of friction and unrest, be-
cause of the iron-clad marriage of the labor
movement with politics. This marriage might
have led to a peaceful evolution, as was the
case in England, if the leadership of the So-
cialist Party and of the labor movement had
not been confronted first (around 1912) by
the extremist challenge of Mussolini, and
by the demands (after 1919) of the Party’s
« maximalist » wing, and had not been finally
repressed and disbanded by Fascism itself.
It is idle, however, to dwell on « might have
beens ». The fact is that the pressutes — open
or repressed — which developed within the

~Italian social structure of the past 50 years

outran by far the mitigating impact of eco-
nomic growth, To put it differently, eco-
nomic growth was inadequate to meet the
aspirations and social demands of the masses.
The moderate improvement in living
standards which occurred among industrial
workers in Northern Italy, and which found
expression after the war in the rapid shift
from bicycle to motor-scooter transportation,
was insufficient to meet the demands of the
classes affected — and the more so since the
specter of chronic unemployment added to
the insecurity of those who were employed.
Surprisingly enough, the pattern of distri-
bution of income, while unsatisfactory, does
not suggest a concentration in income much
greater than the one which obtains in other
Western countries, including the United Sta-
tes. The features which make it burdensome
and oppressive arc chiefly the following:

(@) The level of income for the great
number of people is extremely low, and in-
volves definite hardships with respect to the
satisfaction of basic needs.

(b) Income differentials are pyschologi-
cally extremely painful when the average in-
come is low, since their visible effects are
more blatant and offensive.

(¢) Since labor is cheap, and materials
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and durable goods are Very expensive, an ex-
cessive amount of domestic help is in evi-
dence, even among the less well-to-do. On
the other hand, the great number of people
have virtually no access to the consumption
of durables, which would have such a stabi-
lizing effect on the economic and social
structure.

. (d) While the progress of industrial
workers, though unspectacular, has been
steady through time, the lower middle
classes have suffered through inflation, and
through the lack of openings for their young
people in business or in the professions. At
the same time, the economic upheavals asso-
ciated with wars and inflation have created
new layers of « nouveaux riches», and the
emergence of a crust of luxury and lavishness
which spreads resentment and bitterness.

(¢) Labor management, and industrial
relations at large, are still unsatisfactory.
There have been improvements, but the ge-
neral atmosphere has still heavy overtones
of mutual suspicion and hatred.

These and other social pressures should
of course become much less intractable if the
rate of industrial and economic growth were
considerably speeded up. It would be absurd,
however, to expect that they would disappear
overnight, even under the best possible as-
sumptions, and to overlook the fact that
some increases in income and living condi-
tions may bring about a temporary intensi-
fication of social friction, rather than the
other way around.

Ill. - Patterns and Paths of Advance.

12, — It has been already indicated that
the Italian national income, deflated for pri-
ce changes, was in 1951 twice as high as in
1901, as against a population increase of
about 43%. The broad pattern underlying
that modest and yet definite measure of
growth is evident. .

The size of the wheat crop increased, over
the period, by approximately 45%, thereby
keeping pace with the population increase.
This kept the import requirements of wheat
within tolerable limits. It made though very

4

53

little room for increased consumption of the
basic, subsistence food, and it diverted land
from other uses, Livestock and dairy pro-
ducts remained almost stagnant throughout
the period, thereby barring a muchneeded
improvement in diets with respect to meat,
fats, and dairy products,

TarLe V
ITALY'S NATIONAL INCOME
(Millions of lire) (a)
Year At production costs At market prices

1901 13,913 15,011
1911 17,140 18,601
1921 17,430 19,300
1931 20,240 23,644
1941 22,290 25,928
1951 28,196 32,870

(8) Of 1go1 purchasing power,

Foreign trade and industrialization were
the twin dynamic factors in growth, aiding
and supporting each other. Industrial pro-
duction rose over the period by approxima-
tely three and half times, and the level of
foreign trade, deflated for price changes,
almost trebled. There were large foreign
trade fluctuations, in relation to the two
wars and to the great depression, but the
long-term trend was of definite growth both
in imports and exports. Each additional stage
of industrialization was associated with a
growth of imports, absolutely and relatively
to exports. After a while, exports expanded
in turn restoring their normal ratio to im-
ports, which was in the order of 75%. Im-
ports stimulated investment and exports.

No comprehensive statistics of investment
is available for the whole period prior to the
recent post-war years . There are no reasons
for suspecting that the rate of capital accu-
mulation was unduly low, in relation to in-
come. However, the actual flow of capital
accumulation was limited by the low level of
income, and by the lack of investment op-
portunities which alone might have justified
a vast expansion in foreign borrowing and
investmen

Looking at the major trends of the period
as a whole, we can discern the broad outlines
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of the picture quite clearly. There was a
general configuration of growth as exhibited
by the behavior of industrial production,
national income and occupational structure.
There was not, however, at least after 1914
and even more so after 1g2g, a pull strong
enough to swing the major segments of the
economy into an effective balance. An undu-
ly large fraction of the active population con-
tinued to be engaged in agriculture. In addi-
tion, there developed a situation of structural
maladjustment, associated with chronic unem-
ployment, both open and disguised.

13. — The recent postwar period marked
a definite turning point not only because it
brought Italy into close association with the
Western family of nations, and with the Uni-
ted States in particular, but also because it
led, for the first time, to an up-to-date and
coordinated consideration of the economic
problems of the nation. And while Italy
attempted to effect an almost complete re-
turn to the free-market system, immediately
after the war, the attainment of a high rate
of domestic investment became a settled na-
tional policy.

The Marshall Plan, and other aid pro-
grams, gave a very great impulsc to invest-
ment. Their methods of implementation have
been criticized on different grounds by diffe-
rent people. There may be justice in some
of that criticism. For instance, it may be true
that aid was not channeled in such a way
as to bring about much needed changes in
the country’s industrial and social structure.
On the other hand, most critics forget the
difficulties inherent in the lack of precedents,
and to the haste with which those programs
had to be implemented. They also overlooked
the fact that American aid, though large,
contributed only a comparatively small frac-
tion (10%, on the average) to total investment,
and consequently could not accomplish mira-
cles. And it is completely unreasonable to
say, as some people do, that American aid
went down the drain, without having any
marked or durable effect. Obviously it would
have been impossible without that aid rapi-
dly to restore production to the pre-war level,
and to expand it by over 50%,. Also without

it pre-war levels of consumption could not
have been restored or the lot of large segments
of the population, including that of indu-
strial workers been improved. Nor can one
disregard the notable ECA-financed expan-
sion and modernization of plants and equip-
ment which took place.

There bhas been much discussion as to
whether the Italian central authorities took
full advantage of the opportunities created
by the Marshall Plan in order to expand vi-
gorously investment and absorb more unem-
ployed into production. The controversy was
precipitated by the publication of the famous
ECA «country study» of 1949, which took
to task the Italian government for allegedly
restrictive monetary and credit policies car-
ried out at the expense of investment and
employment. Tt should be remembered. on
the other hand, that runaway inflation had
been stopped in Italy only less than two
years before, thanks primarily to vigorous
policies of credit control. While it is concei-
vable that, during the Marshall Plan period,
investment could have been pushed in ltaly
somewhat further than was actually the case,
without generating inflationary pressures,
there is no guaranty that such policy would
have been successful, both in the short term
and over the long pull. Consequently, even
those who, like the present writer, felt at
that time a little impatient with the cautious
pace maintained by the Italian Treasury and
the Bank of Ttaly, they must acknowledge
that the balance between the two opposing
viewpoints was a very close one, and that
the problem involved a question of degree
rather than of principle. Be this as it may,
the maintenance of monetary stability was
unquestionably of great significance, and it
helped the country at a later date to cushion
the inflationary impact of the Korean deve-
lopments. On the other side of the ledger,
the fact that Marshall Plan and other aid
was not associated with a bolder attack on
the unemployment problem had adverse
effects, substantively and psychologically.

It is fair to add that, partly as a result of
the 1949 controversy, the Italian authorities
developed a more positive attitude toward the
investment problem, and adopted a number
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of noteworthy programs involving conside-
rable amounts of public financing (). These
included a low-cost housing plan, which was
pushed forward with vigor, with the construc-
tion of over 100. 000 housing units, aid for
the construction of new passenger and mer-
chant ships, a long-term plan in aid of agri-
culture, and a twelveyear plan for the deve-
lopment of the depressed areas of Southern
Italy, including Sicily and Sardinia. TLand
reform also entails a considerable amount of
complementary public investment.

The development program for Southern
Italy entails an annual expenditure in excess
of 100 billion lire' (equivalent to over 150 bil-
lion dollars). It is operated by a special agen-
cy, known as « Cassa per il Mezzogiorno »,
and it deals with basic works which are
essential in order to create general condi-
tions favorable to rapid development, includ-
ing industrialization. By the end of 1953 the
actual investment under the program had
been in the order of 300 billion lire (over 450
million dollarsy distributed as follows: 46.6%,
for irrigation and land reclamation work,
36.9% for aqueducts, %.2% for hydro-elec-
tric power facilities, and 9.3%, for industrial
and related financing. The International
Bank for Reconstruction and Development has
loaned thus far 20 million dollars to the
Cassa per il Mezzogiorno, and is expected to
finance approximately 109, of the total pro-
gram. It is worth noting that the program
is making an important contribution not only
to the long-range development of the South

but also to the economy of the industrialized

North, which is an important source of ma-
terial, supplies and services. Thus, it has been
estimated that, out of each «slice » of inve-
stment of 150 billion lire in Southern Italy,
954 billion lire are spent directly in the area,
52.4 billion lire are spent in the North and
some 2 billion lire are spent in imports. On
the assumption of an investment multiplier
of 2.53 this would lead to an increase in total
resources of 384 billion lire. According to
one set of estimates, prepared by SVIMEZ
(2 research organization which has made a

(7) See Bruno Foa, The Iialian Investment Problem Revi-
sited, in No. 16 (January-March 1951} of this Review.

leading contribution to the programming of
development in Southern Italy), 48%, of such
additional resources would be contributed
from the North, and 20%, from imports.
According to another set of estimates, pre-
pared by the MSA Mission in Rome, the ra-
tios would be 509, 429, and 8% respec-
tively.

14. — The latest industrial census was
taken in Italy at the end of 1051, Tts find-
ings give a comprehensive view of the Italian
industrial structure (8). For that year the
largest contributions to the national net in-
dustrial product were made by the mechani-
cal industries (18.2%), the textiles and gar-
ments industries (18.29, in the aggregate),
17.7%, by the food industries, and r0.5% by
the chemical industries. The construction in-
dustries contributed 8.3%, and the steel and
metal industries %.1%. The contribution of
electric power, gas and other utilities was 6%,.

All together, the present structure of the
Italian industry can be said to exhibit a
small nucleus of basic (steel and metal) pro-
duction, a few large segments (food, textiles,
construction, and some parts of the mecha-
nical industries) which have developed stea-
dily through time and are responsible for
a large share of total industrial output and
employment, and a number of « growth »
industries which are advancing very rapidly.
In addition, there is a very definite and sub-
stantial growth in power and fuel production,
which in itself is of the greatest significance
in terms of the general industrial environ-
ment (g).

(8) Cir. Bunmperro Banntri, The r95r Census of Industry
and Trade in Italy: Some Freliminary Results, p. 207 of this
Review.

(9) The textile industries are in many respects a pillar of the
Italian economy, particularly in terms of employment and ex-
ports, While they constitute the oldest segment of the Italian
industry, their Jutput has expanded considerably since the war,
to reach levels far in cxcess of past peaks. However, it cannot
be considered as a « growth industry », except for its synthetic
fibers segment.

The output of the Imalian steel industry was of approxi-
mately 2 million cons per year before the war. A considerable
loss of capacity was suffered through air-bombings, and it took
about 4 years to restore ontput at the prewar level, At the
same tme, a modernization program, involving a rearrange-
ment of many industrial units and the introduction of a vast
amount of up-to-date equipment, was put into effect, partly with
ECA financing. This led to an increase in capacity which, while
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Taeie VI
GROWTH OF DIFFERENT INDUSTRIES
Index-Numbers
(Base: 1938 =100)

1951

Nateral Gas . . . . . . . . 1,297
Motorcycles and Motor Scooters . . . 1,187
Calculating Machines . . . . 1,144
Plasties . . . . . ., . . 657
Oit Refining . . . . . ., . . 458
Cash Registers , . . . . , 432
Tractors .- e P 349
Oil and Coal Derivatives . . . . 356
Typewriters . . . . ., . . 254
Roller Bearings . . . . . . . 212
Automaobiles ce e e, 203
Aluminjom . . . . . . ., | 193
Rubber Tires . . . . . , 189
Electric Power Production , . . . 188
Eleciric Motors {large) . . . . . 161
Soda, Potash, Cellulose . R 153
Synthetic Ammonia and Sulphuric Acid 145
Steel Plates . ., . . . . , 143
Cement e e e e 139
Steel Ingots . . . . . , ., . 112
Cotten Yarn . . . . . , , . 124
Wool Yarn . . . . . . . 115
General Index . . . 138

The progress of the growth industries is
the fact of greatest significance, with respect
to future prospects. Their aggregate contri-

small in terms of the scales of output of the countries which
have large steel industries, was very significant for the Italian
cconomy. ‘The output increased from 2 million tons in 1949
to 3.5 million tons in 1952, when the Korea emergency created
exceptionally favorable conditions for the industry, Production
slipped early in 1953, but it picked up vigorously later, so that
the 1953 output was only 1.5% below the 1952 level,

An extremely significant parallel development was the rapid
rise in domestic steel consumption, from 3 million tons in 1950
to 3.5 million in 1551 and 4.1 miltion in 1952, This reflected
not only a rapid rate of expansion in certain branches of the
mechenical industries, but also a greater use of steel for con-
structional or other purposes,

On January 1, 1953, the Eurcpean Coal and Steel Com-.

munity, of which Italy is a member, went into effect, Under
the terms of the Pact, this involves a progressive reduction,
over 5 years, in the Italian steel-tariff, This might amount to
a revolution, which could step-up considerably further indu-
strialization (see A, V. R., Featuwres of the prosemt Italion
Customs Tariff, in No. 26, 1953 of this Review),

Aluminium production, which uses domestic bauxite, has
expanded very considerably, and taken its place among the
« growth » industries.

The mechanical segment includes both old and new (or
« growth ») industies. It is in part the « problem child » of

bution to the nation’s industrial product,
though, is still limited. Furthermore, by
their very nature, they are characterized by
a fairly high degree of capital intensity, and
hence absorb comparatively small amounts
of manpower per new unit of investment.

The data so far published of the 1951
Industrial Census, give a rough indication
of the capital intensity of a number of major
branches of industry. The garment industry
absorbed in 1951 approximately .79, of

Iralian industry, but it includes also a number of industries
which have expanded very rapidly since the war. Its crucial
significatice for the Italian economy is bound to increase over
the long period, since this is the one segment in whick rapid
growth, and increased productivity, can go hand in hand with
adequate increases in employment.

Many of the « problem children » of the mechanical in-
dustries (including several large shipyards) belong to Finmecca-
nica, an industrial holding which in turn is controlled by the
Istituto per ln Ricostruzione Indusirisle. TPersistent efforts are
at present under way to streamline and reorganize their struc-
ture, to cut out the dead wood, and to place the various com-
ponent units on a sound footing,

The « growth » featares of the healthy branches of the
Italian mechanical industry are very striking,

The post-war expansion of a number of products within
the family of the mechanical industries has been phenomenal,
as can be scen from the following indexes for 1951 (base:
1938): Motorcyeles and Motorscooters 1,187, Calculating Machi-
nes 1.144, Cash Register 432, Tractors 379, Typewriters 256,
RoMer Bearings 212, Automobiles 203. Those rates of increase
with respect to pre-war compared with an average increase in
industrial production of 38%.

The automobile industry has reached large dimensions, but
the advent of the automobile era for the masses is held back
by the insufficlent level of income and, above all, by excessively
high gasoline taxes, Some 20%, of the domestic production is
exported. Calculating machines, cash registers and roller bear-
ings are gaining increasing acceptance in foreign markets, toge-
ther with sewing machines and other light mechanical pro.
duets, Traly also produces and exports considerable amounts of
heavier industrial goods, including railroad and electric power
equipment, Mechanical goods represent now over 25% of total
Iwalian exports, as against 5%, in 1929,

The chemical industries are undergoing a very rapid expan-
sion, especially in aew lines, such as oil and coal derivatives,
the output of which increased from 1938 to 1951 by 256%
(index number for 1g51: 356). There has been also, naturally
enough, a spectacelar expansion in plastics, the output of which
increased by almost six times over the same period,

The output of rubber goods is alsa expanding steadily.

Electric power production increased by over roo%, between
1938 and 1953 The construction, with ECA-financing, of a
number of large thermic power plants, has corrected the pre-
vious complete dependence on hydreelectric power, which re-
sulted in serious power shortages after frequent spells of
drought,

The oil-refining capacity of Italy has been subject w very
rapid expansion since the war. The production index for 1g5%
was 657 (base: 1938=100), Tt has been a very valuable addi-
tion to the nation’s industrial equipment, with a favorable
impact on the balance of payments position. There are some
indications, however, of over-capacily, with respect to the
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Tarry VI

CONTRIBUTION OF DIFFERENT INDUSTRIES
TO INDUSTRIAL NET PRODUGT
AND TO EMPLOYMENT IN 1951

%of | No of [ ¢ of

Industry Indli}ittrlal En;g(l{o- [g,?,:l;;;;ﬂl
Product | ("ooo) trent
Mining . . . . , . . , 21 (14,4 2.7
Food . . . . . . .. | by | 476. 1.5

Leather and Skins ., . . | 5 19.2 To .
Textiles . . . . .. L b y4y 642.6 15.5
Garments . ., ., ., , . 3.8 406.8 9.7
Wood Processing ., . . , 1.6 | 284.5 6.8
Paper . . ... .. . . . .| 2.0 614 1.5
Printing . . . . . . . . 3aI 81y 2.0
Steel and non-ferrous Metals | 7.1 146.6 3.5
Mechanjcal . ., . ., . . 18,2 859.6 20.5
Chemicals . . . . . . .} 10,5 200.8 4.9
Rubber Products , . . . |, 1.8 301 7
Costructions ., . . . , 8.3 464.5 11.5
Electric, Gas, Water . . . 6.0 91.6 2,2

Processing of non-ferrous Mi-

nerals % . . . . . L, 2.6 | 200.5 5.0

100.0(*}| 4,106.9 [100.0 (")

{(*) Asbestas, Caolin, Chalk, Graphites, Sulphur, Talcum,
Gypsum, etc,
{(**) Rounded off,

total industrial employment, while it con-
tributed only 3.89 to the national net pro-
duct of industry. The «wood» industries
(home furnishings, and the like) absorbed
6.8%, of total employment, while contribut-
ing only 1.6% to the national industrial
product. The construction industries absorbed

projected domestic requirements of the near future and to the
potentialities of foreign outlets,

The growth in natural gas exploitation is unquestiontably
the most significant and dramatic development of post-war
industrial Italy. Its production has increased by almost 200
times since 1938, and by over 1o times since 1948, While it
was a negligible factor in fuel consumption before the war, it
was responsible in 1952 for 5.3% of the total, and when the
productive capacity already installed will be in full use the
proportien will soar to 17%,. At the present time, the produc-
tion of natural gas has reached a rate cquivalent to 4.5 million
tons of coal per year, with a saving on coal imports of over
¥ 6o million,

Prospecting for oil is being pushed very actively throughout
ltaly, partly by a government-owned agency and partly by
American and British oil companies. Small quantities of oil
have been produced for many years from a small arca in the
Po valley, and therc are favorable expectations concerning future
discoveries, Qil was also struck a few months ago in Sicily,

11.5%, of total employment, while their share
in the national industrial product was 8.3%.
Conversely, the ratios were 3.5%, and 7.1%,
respectively, for the steel and metal indu-
stries; 4.90% and 10.5% for the chemical
industries; 7% and 1.8% for the rubber pro-
cessing industry; 2.2% and 6.0% for elec-
tric power and other utilities. The two ratios
were roughly even for the textiles, and for
the mechanical industries.

15. — Detailed studies made under the
auspices of the MSA Mission to Italy (o),
with the joint participation of Italian and
American experts, and based on the Input-
Output approach evolved by Prof Leontief,
indicate quite conclusively that even a large
expansion in the Italian national product
would make only a moderate contribution
to the employment problem. They also indi-
cate the extent to which any such expansion
would be predicated upon” an incrcase in
imports and exports.

The MSA study is based on a revised
version of a number of projections, for the
7 year petiod of 195056, originally prepared
by the economic planning staff of the Italian
Administration in connection with a similar
study, on a larger geographical scale, under-
taken by the Organization for European
Economic Cooperation (OEEC).

The MSA projections cnvisage a 329
increasc in GNP over the 7-year period, i.ec.
an annual rate of increase of approximately
45% (see Table VIII). «Final Demand » pro-
Jections for 1956, with respect to the base year
1950, would indicate an increase of 24% in
agriculture and food, ¢79%, in minerals and
metals, 269, in textiles clothing and leather,
54% in chemicals, 48°%/ in mechanicals,
48%, in construction, 66%, in fuel and ener-
gy, 37% in other commodities and services.

The projected increase in overall produc-
tion would be 389. This would entail (gi-
ven a propensity to consume of 679/ against
757 in 1950), an expansion of 41%, in total

{ro) USA, Mutual Security Agency, Special Mission to Ttaly
for Economic Cooperation - The Stracture and Growsh of the
Italian Economy, Rome, 1953 (available in mimeographed form),
Chief contributors to the studies were Hollis B. Chenery, Paul
G. Clark, and Vera Cac Pinna,




258 Banca Nazionale del Lavoro

investment and government expenditure, of
40%, in imports, and 40%, in exports. The
required expansion in imports would conse-
quently be more than proportionate to the
increase tn GNP — the ratio shifting from
about 10%, in 1950 to 12.5% in 1956 (see
Table 1X).

TasLy VIII

NATIONAL ACCOUNTS PROJECTIONS

(billion lire at 1950 prices)

1950 | 1956 | Index

Total Final Demand . . . . . [ 9,734 [ 12,017
Exports . . . . . . . , 766 | 1,370 140
Investment & Government . . | 2,373 | 3,345 141
Consumption . . . . ., . | 6,504 | 8,502 129

Total Supply . . . . . . . | 9734112917
Imports . . . . . . . . 896 1,254| 140
GNP . . . . . . . . .| 8837]11,663 132

Note: Indexes and totals may not check cxactly because of
rounding.
Source: MSA, Rome.

The industries which are deserving special
attention in Italian developinent programs
are natural gas, mechanical products, build-
tng materials, non-ferrous metals, electric
power, and chemicals. The use of natural
gas could increase from 5 to 30% of total
fuel requirements, while coal could fall
from 60%, to 35%. The existing capacity
limits in agriculture are, in the opinion of
the MSA study, «the principal bottleneck
for the economy». Imports must expand
more rapidly than GNP «because of agri-
cultural capacity limits, and because industry
with large raw material requirements is -
kely to expand more than agriculture and
services. Thus the trade deficit will probably
increase, and the stimulation of exports
should be an important policy objective ».
(P 79)-

The industrial employment effect antici-
pated in association with an increase in pro-
duction of 38%, would be only about 6°.
There would be in addition, however, an
estimated increase of 149, in total man-
hours, of which less than half would be pro-
vided for by the increase in employment, and

TasLe IX

PROSPECTIVE EXPANSION OF IMPORTS, 1950 to 1956

(billion lire at 150 prices, and thousand quintals,
unless otherwise indicated)

6

1950| 1956 950 | 9 Inde
Valuel Value Qtli]ta;— Q?ii{;ﬂ *

Agriculture & Food
Wheat . . . . . | 60,5] 12%7.4|10,276] 21,783] 211
Corn . . . . . 41 545 944| 1,265| 134
Other Cereals . . . 41 16,3 903| 3,529] 399
Tobacco . . . . 40 el 43 45| ¥1L
Ot & fats . . . . | 371 53.6| 2,503 3,999] r44
Livestock & Meat . | 17,5 67.0/ 589 1,583 382
Fish . . . . . .| 18.5] =236 1,080 1,330/ 118
Sugar . . . ., . 3.1 4.0 256 325| 127
Coffee . . . . . | 24u1] 30.1 477 596| 125
Other foodstuffs . . [ 30.6] 481 n, a] un,a| 122

Textiles, Clothing,

Leather
Cotton . , , , , 101.9) 124,20 2,045| 2,459 122
Wool . . . . . | 57.3] 84u4| wyo| 1,132| 147
Hemp, flax, jute . 871 106 n, a| n a 122
Cellulose for textiles 5.6 6.2 6oyl  Gy3| 111
Artificial fibers . . 3.1 31 28 28| 100
Other texdle & cloth-

ing products . , | 25.8] 28.3; o oa| o, a1xo
Hides & skins . . | 10.3] 23.: 378 858 225
Leather products , 2,2 303 moal| o, alg 149
Chemicals . . . . ! 46,1] 566 noa) n.af 123

Mincrals & Metals .

Metallic minerals 3.0 14s2| 3,761} 26,244| 467
Yron & steel scrap . 8.2| 10.9| 5,035 7,646| 132
Pig iron .. 5.8 .+ o 2,080 7=
Crude steel . 2.4 340 631 w64} 121
Ferro alloys . . 8 1.4 81 134| 165
Finished steel pro-
ducts | 344 365] 5261 5,392 106
Copper . . . . . [ 20.5) 3L 784| 1,198) 153
Tin ., . . . . . 5,6 8.3 43 72| 167
Nickel . . . . |, 2,2 41 19 35 188
Other non-ferrous 5ud 6.8 353 430 128
Non-metallic mineral
products . . . . | 14.6] 25L6] n, al no a2 148
Mechanical Products . [ro4e2] 122.8] n, 2| 10, a) 118
Other Commodities
Timber . . . . . | 218 418 4,779 w,24%| 192
Lutnber & wood pro-
duces .+ . . ., LY 2.5 0. A 0, 4| 143
Cellulose for paper . B.1| 11.2) 1,439 1,085] 138
Pulp . . . . . . 1,0 L4 368 489} 133
Paper . . . . ., 3.8 449 327 42z 129
Raw Rubber . . . | 12,4 10, 423 5641 136
Rubber preducts . . +9 L4l moal) oo, 161
Other manufactured '
products . . . 2,6 2,8 moa) ne ol 109
Fuel & Energy .
Crude petrsfeum . | 58.6| 84.5 820 133] 144
Petroleutr products , | 21.3| 26,0| 11,042 12,317 122
Coal & coke . . . | 78.7] 74.2| 83,427 78,612 g4
Coal derivatives . 1.5 2.4 163 282 156
Eleetric Power (mil-
lion KWh)y . . . L9 2.9 274 429| 154
Total . . {B96.1|1,25445 140

Source: MSA, Rome,
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the remainder by an extension of average
hours a little more than an hour per week.
In the absence of such increase in man-hours,
the employment effect would be 14% (sce
Table X).

TasLe X
ESTIMATED RATIOS OF PER CENT INCREASE

IN EMPLOYMENT AND MAN-HOURS TO PER CENT
INCREASE IN PRODUCTION

Ratio of Ratz;;
per cent|per cent
Tncreass | Incrense
1-0 Employ-| Man-
- ment to [Heurs to
Caode per cent ¥cr cent
Incredse | Increase
Produc- | Produc-
tion tlon
Mining, incl. Fuels . . . . B—11| 0,445 0.636
Food . . . . . . . . . . |12-21| o204 | 0.556
Textiles
Cotton . . . . . . . . |=22 0.154 | 0.462
Wool . . . . . . .. |23 0.039 | 0.118
Silk, Rayon, Nylon . . . . |24 0,092 | 0.276
Other & Finishing . . . . |25-26( 0,068 0.318
Clothing, Knitwear, Toather , . [27-30| 0,074 | 0,223
Lumber & Wood Products . . [31,33 | 0.334/| 0.66%
Pulp & Paper . . . . . . . |32 0.308 | 0,462
Printing & Publishing . . . . |34 0.033 | 0,100
Rubber . . . . . . . . . |35 0,074 | 0,223
Other Manuf, Industries . . . 136 o.100 | 0,300
Chemicals . . . . . . . ., |37,30 | 0.053| 0.158
Cellulose & Artificial Pibers . . |38 0,122 | 0,369
Metallurgy . . . . . . . . |4o0-41| o.121| o293
Mechanical Products
Machinery & other . . . . | 42,47 | 0,133 ]| 0.400
Electrical Bquipment . |43 0.I5I | 0.455
Transport Fquipment, Ships,

Planes e e o | 4446 00148 0.333
Non-Metzllic Mineral Products . | 48 0.:244 | 0:445
POL Refining, Coke & Gas, Elec- :

tric Power, Water . . . . |50-53| 0,056 ]| 0,056

Source: MSA, Rome,

In the opinion of the authors of the MSA
study, the goals envisaged by the OEEC pro-
gram are feasible. In point of fact, the rate
of expansion in the Italian GNP was satis
factory in 1950 and 1951, partly due to the
effects of Korea. There was some «slippage»
in 1952, but an estimated increase of 109,
in GNP during 1953. However, it is perfectly
clear that the accomplishment of the broad
objectives of the program requires a further
and extremely large expansion in exports.
Furthermore, under the best possible circum-

stances, the increased employment in industry
will be comparatively moderate, The MSA
study estimates that, excluding construction,
increased industrial employment will absorb
about one third of the prospective increase
in the labor force. The increase would be
much larger, if average hours were kept
unchanged.

Tame XI

DIRECT DEPENDENCE OF VARIOUS INDUSTRIES
ON OTHER INDUSTRIES

Percentage of total requi-
rements (a) deriving from
Other | Dol i

Industries Dcﬁﬁg Exports
Fuel Fxtraction . . . . . 95 5 ¢
Ferrous Metals . . ., , ., 94 o 6
Non-ferrous Metals . . . . 94 o 6
Non-metallic Mineral Products 84 Iy 5
Trade and Setvices . . . , 82 18 o
Petrolcum and Detivatives . 81 14 5
Mining . . . . . . ., 76 6 18
Cellulose & Artificial Fibers . 21 o 29
Paper . . . . ., ., . . 70 24 3
Gas and Coke . . . . ., ., b 32 1
Agriculture . . . . . L, 58 38 4
Electric Power . . . . . ., 549 43 o
Chemicals . . . . . . , 50 45 5
Transportation . , . . , 46 54 a
Rubber Products . . . . . 32 6o 8
Lumber and Wood Products 3I 65 4
Textiles . . . . . . ., 16 62 22
Other Manufacturing , . . 13 81 6
Clothing & Leather . . . 6 a4 o
Food . . . . . . . ., 5 92 3
Mechanical . . . . . ., , 4 84 12
Construction a 100

{(2) Total requirements for these caleulations is defined to
exclude use within the same industry, and also change in
stocks.

Source: MSA, Rome,

16. — An adequate flow of emigration
and migratory labor is consequently essential,
in conjunction with a further stepping-up
of the investment and industrial effort which
has been in progress since the end of the
war. :
Prior to 1914, cmigration was she great
safety valve, as it had been for Ireland in
the middle of the previous century. The
outflow of population, temporary or perma-
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nent, was constituted chiefly by young people,
thereby relieving the pressure on the labor
market, while there was a large repatriation
of older people. In addition, the Ttalian eco-
nomy benefited from a vast amount of re-
mittances and from the repatriation of sa-
vings accumulated in America and elsewhere
through long years of hard work and fru-
gality.

The recent movement of emigration of
migratory labor reached a total of 246,858
persons in 1950, 253,979 in 1951, 317,818 in
1952, and 61,275 in the first half of 1953,
Movements to the Western Hemisphere ac-
counted for 105,098 persons in 1950, 87,940
in 1951, 85,887 in 1952, and 33,991 during
the first half of 1953. Canada, Australia,
Argentina, Brazil and Venezuela are provi-
ding moderate outlets to permanent Italian
immigration, while Switzerland and Belgium
are significant as outlets for migratory man-
power.

The Italian annual immigration quota to
United States is in the token amount of 5,000,
which cannot even be fully utilized, because
of the further stipulations as to classes of im-
migrants prescribed under the McCarran Act.
It is also very doubtful whether the theore-
tical quota of Go,000 allotted to Italy under
the so-called Refugee Relief Act of 1953 can
be utilized except for a small fraction, due
to the crippling restrictions and complications
in procedure stipulated by American Con-
gress.

Considerable cfforts have been made since
the establishment of the Organization for
European Economic Cooperation, and later
of the North Atlantic Treaty Organization,
to stimulate some action at the international
level on manpower problems. These efforts
are predicated upon the assumption that man-
power requircments of the Allied nations
should be considered complementary, and
treated as such. There have been, however,
no tangible accomplishments to date, beyond
the appointment of study groups and the
passing of pious resolutions,

Yet, the size of the Italian surplus man-
power problem is no longer of frightening
proportions — nor is it going to be any lon-
ger of a chronic nature. A temporary inter-

national effort for its alleviation, partly
through increased oversea immigration outlets
but chiefly through the elimination of undue
restrictions to migrations of manpower, would
pay handsome dividends, as it would help
more than anything else to bring about con-
ditions conducive to stability and progress
in an important area of Western Europe.

17. — To step up investment well beyond
the levels which are currently envisaged, lar-
ger capital resources would of course be
needed. What are the possibilities in that
respect

Capital formation could be intensified
through a policy of economic austerity, in-
volving a definite degree of forced saving
and the cutting down to a minimum of non-
essential imports, A degree of austerity, re-
sulting chiefly through an effective enforce-
ment of personal income tax payments, would
be desirable on social grounds, so as to mi-
tigate the more glaring instances of existing
inequalities. There is no reason, however,
to expect that all-out austerity through the
devices of a planned economy could make
a great contribution to capital formation,
unless it forced intolerable standards of con-
sumption on great numbers of people. An
economy of rationing and planned sacrifices
worked for a while in Britain, because the
original standards of consumpfion for the
masses were comparatively high and because
of the strong texture of the British social
fabric. Evens so, it did not work indefinitely.
Under Italian conditions, it could not work,
except under extreme circumstances, even for
a short time, PFurthermore, even if it were
possible, it would lead to an insulation of
the Italian economy from broad international
trends, which would be artificial and dama-
ging in many vital respects.

Some degree of austerity could be enforc-
ed, however, through indirect means, i.e.
better and more equitable taxation, as already
indicated. It might have valuable effects,
not necessarily in the sense of restricting
unnecessary imports and channeling more
funds for public investment programs, but
rather of improving the conditions and cli-
mate for private domestic investment.

- .
s
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It cannot be doubted, in fact, that, while
domestic capital resources are not large, they
could be more effectively marshalled, and
lead to higher levels of investment, as a re-
sult of some changes of economic « clima-
te», The elimination of defective methods
of assessment and collection in personal cot-
porate taxes would cut through the heart
of the problem, since it would bring to an
end one of the major bottlenecks to indu-
strial investment, which is to be traced to
a lack of effective and realistic information
on corporate business earnings and oppor-
tunities. Despite some recent progress, cor-
porate life in Italy, as in other European
countries, is still surrounded by a screen of
secrecy, and characterized by a paucity of
reliable information, which is a definite de-
terrent to investment, except for small co-
teries of «insiders »,

There could also be a more effective use
of domestic capital resources through chan-
ges in the financial institutional setting. Ita-
ly has an excellent banking network, co-
vering the whole range from commercial
banks to saving and loan banks and spe-
cialized institutions for medium-term and
long term mortgage and industrial financ-
ing. There are, however, certain weak spots
and unsatisfactory features, Most commercial
banks are overstaffed and operate at high
costs, which in turn are responsible to large
cxtent for an unduly high structure of inte-
rest rates. Comparatively high interest rates
are paid not only on saving or time deposits
but also on checking deposits.

Though insurance companies, pension
funds and other institutional investors are
playing in Italy, as elsewhere, an increasingly
preponderant role in the financial market,
the investment of their «free» assets is
usually restricted within a somewhat narrow
range. There is no such thing in Italy as
SEC (Securities and Exchange Commission)
in US.A., which would be important to re-
gulate effectively corporate financial practices
and to surround them with a climate of pu-
blicity and safeguards to increase the confi-
dence of investors. Some beginning is being
made in the field of mutual funds, though

real progress appears to be predicated upon
important changes in existing legislation.

The Italian mortgage credit system has
performed very valuable functions in the
past, but is utterly incapable of coping with
modern requirements, and with the key eco-
nomic and social role of housing and of
the construction industries in a climate of
devclopment. Sweeping changes would be
required to make mortgage credit for new
housing more plentiful, cheaper, and less
encumbered with legal and other formalities.
Serious attention could be given to the adop-
tion of a system based in its essentials on
modern U.S. Federal Housing legislation. It
would be also important to cut down drasti-
cally the traditional sale and transfer taxes
on recal estate, which, because' of their high
rates and of great uncertainties concerning
their actual assessment, stand in the way of
easy circulation of real estate asscts.

There is no reason to fear that the sti-
mulation of higher levels of domestic invest-
ment through the development of more up-
to-date channels and facilities would lead
to inflationary pressures. This might have
been so in the old days, when the control
of the Bank of Italy over the supply of credit
was at the best a very loose and indirect one.
Under present conditions, the Bank of Italy
has adequate and effective weapons of mone-
tary and credit control. It has also given
conclusive evidence of its ability to operate
them with vigor,

18. — We turn now to the crucial que-
stion of the extent to which domestic capital
formation needs be supplemented from fo-
reign soutces.

The problem of the Italian economy, in
this connection, is peculiar (though by no
means unique) because there are very few
natural resources which can create invest-
ment opportunities of real interest to the
American investor, either in terms of profit
differential or of the development of resour-
ces complementary to those of the domestic
American economy. Significant investment
opportunities can result either from special
situations (such as oil refining) or from a
stepping up in all-round economic growth,
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and related market and other opportunities.
Thus, in a sense, private American invest-
ment could be conceivably attracted on a
large scale only by the development of the
very conditions which it is called upon to
create. ‘The fact is that the primary pro-
blem of the Italian economy, with respect
to the investment level required to bring
about a satisfactory rate of growth, is foreign
resources, adequate to sustain an expanding
import level, of which foreign private in-
vestment is only a facet. Economic growth
was rapid so long as there were large pro-
ceeds out of the invisible capital invested
abroad in the form of active manpower. It
was also buttressed by the large post-war
flow of American grants. In turn, both
factors brought about conditions favorable to
moderate amounts of private capital imports
— such as those which occurred in the
twentics, and the modest recent flow (esti-
mated in the aggregate at some § %5 million)
of private American investment into Italy,

Briefly, American or other foreign invest-
ment requires a climate of monetary and
foreign exchange stability, and of expanding
investment opportunities through the overall
growth of the domestic Italian economy.
There must be consequently a « cushion »
of some sort to insure the availability of that
floor of imports (hence, of foreign resources)
which is required to encourage both foreign
and domestic investment. It is not suffi-
ciently realized that the «capital shortage »
which holds down the rate of investment
stems from the lack or insufficiency of that
cushion, just as much as from low dome-
stic accumulation. Domestic capital require-

ments are not necessarily related to direct

expenditure of dollars or other foreign ex-
change, but the sccondary effect of additio-
nal investment entails almost invariably an
increase in imports, for materials and wage-
goods. Consequently, it is the anticipated
foreign exchange effect of investment which
compels the central Italian authorities to
keep a tight rein on credit, and which pre-
vents the full use of the domestic capital
resources, ‘Thus, considerations of external
stability prevent full employment not only

of manpower but also of the available and,
to begin with, insufficient, domestic capital.

At the present time, the export of man-
power carns to Italy a little over $ 100 mil-
lion per year in the form of remittances.
There is also a sizeable cushion of American
assistance, in the form of troop and other
military expenditure, and chiefly of offshore

- procurement orders. These bhave been runn-

ing at an annual rate of some $ 150 million
in the past two years, but are expected to
taper off in the future. The period of large
American grants in direct assistance of ba-
Inace of payments equilibrium is obviously
over. The question is whether some other
type of assistance for special purposes may
be forthcoming, if needed, once offshore
procurement bows out of the scene.

Will special aid be required, or can
«trade » in its widest sense do the job?

The indications are that if one must pre-
vent a relapse into lower levels of consumer
cxpenditure, and if an annual expansion of
45%, in GNP is essential to safeguard #
minimum of cconomic and social stability,
a cushion of some kind is required. This
would be even more essential if the rate of
growth were stepped up enough to take
the Italian economy out of its «danger zone».
Offshore procurement was an ingenious de-
vice, tailored to the requirements of the rear-
mament period. It is open, though, to certain
objections on economic grounds, since it may
lead to overespansion in defense capacity
and hence to some defective allocation of
resources. Yet, ecohomic stability makes 2
contribution to defense, and to security in ‘its
fundamental sense, which is just as important
as armament production. Hence, it be rea-
sonable to offset anticipated decline in off-
shore orders for a number of years by « de-
fense support payments» in the form of
assistance to investment. Such an assistance
would not need to entail large or blanket
grants. It could be keyed to specific perfor-
mance in terms of aggregate investment and
employment, within the framework of a
continued policy of financial stability and
gradual trade liberalization, It would amount
in fact to the underwriting of the expected
foreign exchange impact of a given ratc of

..
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investment, if and as the latter occurs. It
may be mentioned that this « indirect foreign
exchange requirements » approach has already
been tried by the World Bank, in connection
with financing first the investment program
for Southern Ttaly, and later development in
the Belgian Congo.

It would be unrealistic to expect that Ita-
ly, any more than any other country, could

" be cushioned in advance against normal

fluctuations in her balance of payments si-
tuation. Moreover, these could be ironed
out, as far as possible, through the Interna-
tional Monetary Fund or, in the last analy-
sis, wad hoc» devices. At the same time,
it would be of vital importance for Italy to
have a contingent reassurance that current
investment efforts can be continued and in-
tensified without the fear of increasing the
sttain on her foreign account. Such a reass-
urance, other things being equal, would help
to cut down the actual amount of dollar re-
quirements from public sources, since it
would lead to a more effective utilization
of domestic resources — as it bhas already
been indicated — and it would create more
favorable conditions for private dollar in-
vestment.

The opportunities for such private invest-
ment would certainly increase in a gencral
environment of growth, and cover a much
broader range than is presently the case.
Room would be created to an increasing de-
gree for profitable investment in new, or
« growth » industries, and in utilities. Italian
public opinion would probably insist on cer-
tain safeguards concerning the ownership of
basic national assets, but the impact of even
limited amounts of American industrial in-
vestment would be heneficial in creating an
increasingly dynamic and competitive indu-
strial climate,

It would be idle to speculate at this stage
on the possible effects and potentialities of
an effective European economic integration,
or union. It will be sufficient to say that
Italy has very much to gain, in the long
run, but that the problems of the transition
period would be serious, and would require
important safeguards.

19. — The grounds which justify a mo-
derate but definite degree of optimism con-
cerning the future of the Italian cconomy
have been already listed, and do not nced
repetition. It may be appropriate, instead, to
outline a few tentative conclusions in relat-
ion to the more general problem in which
we are interested. ‘

While non-typical in some respects, the
Italian case is an important illustration of
a situation which is shared in varying de-
grees by other countries, ranging from En-
gland and Holland at one extreme to Japan
at the other. It is the problem of growth
in comparatively averpopulated countries, ad-
vanced enough in terms of skills and of
industrial experience, and poor in mnatural
resources.

In pre-World War II days, one would
have assumed that there was nothing that
could be done at the international level, and
that each country had to «sweat it out»
as best as it could, cutting down birth rates,
putting up indefinitely with depressed stan-
dards of personal consumption, and moving
slowly and painfully toward some readjust-
ment, through the play of the price mecha-
nism, foreign trade, and — if available —
private international investment.

Under the stress of the tensions genera-
ted by the war and its aftermath, and by the
cold war, a new conception has been gra-
dually taking shape. This is based on a
growing recognition of a degree of Ameri-
can responsibility not only as the leading
creditor nation but also as the lcader of the
free world. This entails some responsibility
not only for a minimum of international
economic stability, but also for the develop-
ment of a rising structure of income throug-
hout the world. American postwar aid pro-
grams were the product of acute emergencies,
and were not meant to be other than tempo-
rary. However, it soon became clear that,
while massive direct aid of the Marshall
Plan type could not be perpetuated, a mea-
surc of American cconomic assistance to
many foreign countries would be still requi-
red for an indefinite period. Economic aid
to Western Europe was sharply curtailed,
but replaced to some extent with offshore
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orders. Aid to the underdeveloped areas of
South Asia and of the Middle East became
a regular annual feature. In addition, a
technical assistance program (Point IV) was
set up on a permanent basis.

While American aid is meant to make a
contribution to the security of the free world,
and in many cases is directly related to im-
mediate strategic considerations, the signi-
ficance of its long international income effect
cannot escape anyone. Moreover, American
activities, initiatives and responsibilities in
world economic affairs at large have become
so vast to lead to an unprecedented gravita-
tion of individual national economies, outside
of the Iron Curtain, toward the United Sta-
tes, United States have become intimately
involved with the economic and other affairs
of scores of countries — and their policies
and domestic economic developments have
become factors which are in varying but
invariably large degrees «internal» to the
domestic economy of other countries. The
income of most countries tends to fluctuate
in response to American fluctuations in the
level of income and imports. The growth in
the income structure of most countries is
predicated in no small degree upon the beha-
vior of American economy or the trend of
its economic policies.

There has been of course in the latest
years a swing in American public opinion
and Government policies away from direct
aid programs toward the restoration of an
international equilibrium, through automa-
tic cost, price, exchanges, and other mecha-
nism. However, the realities of the world
situation are pressing hard , and are conti-
nuing to entail the discharge of a wide range
of responsibilities for international economic
stability and development.

There is by now a definite degree of
acceptance of some responsibility toward the
economically underdeveloped areas — though
there are different opintons concerning the
extent of that responsibility, and the compa-
rative effectiveness of investment v. aid, and
of public v. private investment, It should be

appreciated, however, that there are very -

few countries in the world which can be
said to be « advanced » or « underdeveloped »

in the strict sense. Most situations are mixed,
and are to be dealt with accordingly, as far
as this is feasible.

In the case of Italy, or other countries in
a similar position, we are faced with bordet-
line situations, ie. with arcas of significant
importance which are capable of normal and
healthy development if certain structural
factors of disequilibrium are corrected. They

have 2 temporary but acute problem, stem- .

ming from surplus population and an invest-
ment problem, also of a temporary nature,
which, if faced realistically, can be dealt with
reasonably and without unduly large outside
contributions. Beyond that point, they call
for nothing else besides an international cli-
mate of steady growth, in which national
barriers place no excessive restrictions to the
movement of materials, manpower and ca-
pital.

I would readily recognize that the requi-
rement of the vast underdevelopment and
overpopulated areas of other regions, such as
Asia, have at present a prior claim upon Ame-
rican and international assistance. On the
other hand, the play of multiplier effects is
bound to be higher in more advanced areas.
Hence a limited measure of continued sup-
port directed to correct structural maladjust-
ments in countries which have already deve-
loped, but in a repressed and « stunted » way,
would pay handsome benefits, in terms of
interpational stability ‘and of the required
rate of growth of the world economy.

I have advocated in recent years (11) that
the United States should allocate a rockbottom
minimum equivalent to at least 2%, of their
national income for purposes of world eco-
nomic stabilization and development. I have
also held that steadiness, and continuity of
purpose, are even more important than the

actual amount of resources allocated for that

purpose. If T had my way, I would allot a
majority of those resources to areas outside
Europe, but I would certainly earmark a
sizeable, if moderate, amount to sustain in-
vestment and growth in certain Furopean
countries, and to facilitate European economic
integration. Moreover, the industrial economy

(1Y) See Bnuwno Foa, America Picks Up the Check, in
Harper's, July 1949.
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of Western Europe would gain great, indirect
benefits out of aid programs to underdeve-
loped countries.

The spectacular recovery of Germany, and
the higher dollar earnings of the sterling area
in the wake of the Korea emecrgency and re-
lated devolpments, should not blind us to the
fact that the economy of Western Europe re-
quires an accelerated rate of growth, and the
climination of factors which lead to stagna-
tion or instability. A greater degree of cco-
nomic integration, and the conscquent deve-
lopment of a large unified market. is essen

»

tial for Europe because the area is too depen-
dent on foreign trade and export matkets,
and because the foreign resources which can
be carned by many of its individual units
through export development are insufficient
to underwrite the necessary rate of domestic
growth. Moreover, the all-out quest for for-
eign markets is conducive, beyond certain
limits, to international instability.

In these fundamental respects, the diffe-
rences between Italy and some of her stronger
and more privileged neighbors are a matter
of degree rather than of substance.






