The Development of the Italian Economy

The Italian Central Institute of Statistics
has recently undertaken a task which few
other government statistical offices have at-
tempted, in any country. ‘The Institute has
calculated, and published in the dnnuario Sta-
tistico for 1952, estimates of national income,
at factor cost and market price, back to 1901,
With these are published index numbers of
wholesale and retail prices, which make it
possible to express this income approximately
in real terms.

Hitherto, the carliest reliable estimate of
Ttalian national product was that made for
1914 by Professor Gini. His methods were
good and his result is fairly well confirmed
by the new study. There was an earlier esti-
mate, -for which sufficient credit has not
hitherto been given, made in the 18go’s by
Nitti (busily occupied though he was with
his political career). His estimate, like many
contemporary estimates made in the 1gth cen-
tury in other countries, is now found to be
distinctly too low. (The methods of defining
national income in those days were very ob-
scure, and many investigators tended to omit
some or all of the service industries). _

In determining the trend of real income,
we take as denominator of our fraction a
price index of market prices of commodities,
including any indirect taxes which have been
paid on them, and we must therefore take
as our numerator national income measured
at market prices, not at factor cost. Of the
two index numbers available, the retail price
index is more appropriate than the wholesale
price index for deflating money income. It
would be better still if we had an index which
made some allowance, at the appropriate
weights, for the prices of capital goods “also;
but it is only recently that the O.E.E.C. have
succeeded in constructing such indices, and
we should not expect it to be possible to
construct them, to any worth-while degree of
accuracy, for historical periods.
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Having ascertained real national income
for past years, the usual procedure is to divide
it simply by a figure of population and to
show the trend of real income per head. Such
a result may be what we want if we are
attempting to measure the trend of welfare,
or of puchasing Power, particularly if we need
a background against which we can gauge the
trend of demand for any single commodity.
But this is only one of the uses which can be
made of the figures, and probably not the
most important one. For many purposes of
applied economics, we are primarily concesn-

ed in studying the trend of productivity. It

will be seen that a number of further adjust-
ments have to be made to the figures before
we can reasonably gauge this.

In the first place, we must take into
account changes in working hours. There was
a drastic reduction in working hours imme-
diately after the First World War, and ano-
ther in the 1930’s. These reductions made
the trend of real income, when measured on
a per anpum basis, rise much more slowly
than when measured on a per hour basis.
In the second place, we must divide real in-
come by the number of persons at work, not
by the total population. The ratio between
number of persons at work and total popula-
tion varies in accordance with changes in the
age structure of the population, number of
retired persons, changes in school leaving age
etc. Then further a deduction has to be made
for the amount of unemployment at different
dates. In defining labour force, there is a con-
siderable ambiguity about the women numbers
of farm families, and in order to preserve com-
parability between different countries and at
different times, these are all omitted from
labour force, as defined below.

There are some further minor adjustments
which should be made to the national income
figure if we are setting out to measure accu-
rately the trend of productivity. We must
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convert figures of real national income into
real national product. In the first place, we
must take account of dividends and intercst
payable abroad, or received from abroad, a
comparatively small item. We must then
make a somewhat complex adjustment for
changes in the terms of trade. It has happen-
ed on occasions that, with an unchanged real
product, real income bas nevertheless shown
a marked fall, simply owing to a change in the
terms of trade, to a higher price of imported
goods, relative to the price of exports. Figures
of real income have to be converted to real
product by ascertaining the real values of im-
ports and of exports separately. Finally, some
allowance has to be made for what is known
as imputed income. The imputed income
which arises from owner-occupied houses tends
to represent a fairly constant proportion of
the national income; but we must take into
‘account another form of imputed income,
which represented a much bigger proportion
of national income in the past than it does
now, namely, the difference between the retail
and the wholesale value of the farm produce
consumed by peasant families. (In national

Fconomic Progress». It is defined as the
quantity of goods and services exchangeable
for one dollar in the U.S. over the average
of the years 1925-34, or, alternatively, the
goods and services exchangeable for 1.649
dollars in the U.S. in 1930, which represents
the same purchasing power. The 1950 dollar
is used as the new base, for the reason that
the O.E.E.C. decided to use this as their base
in measuring real product of five European
countries in 1950, as compared with that of
U.S.A. _ _

The nature of the results stands out most
clearly on the diagram. There was naturally
a decline in real product per man-hour dur-
ing the course of the First World War, but
it was slight, and by 1919 the figure of pro-
ductivity was once again « on the line »; and
this general rate of upward trend was main-
tained until 1g25. About that year began a
period of slower rate of growth.

The effects of the world depression of
1928-34 can be seen, It must be remcmbered
that this diagram shows real product per man-
hour worked, not real product in the aggre-
gate, which indeed fell seriously. The fall in
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real product per man hour was only tempo-
rary — as in several other countries. The
period 193539, when world trading condi-
tions were more normal, shows a real produc-
tivity per man hour higher than that of 1929.

It might perhaps have been expected that
the rate of economic progress would have
Jdowed down somewhat during the Fascist
regime, but it is interesting to see this ex-
pectation so strikingly confirmed in the dia-

‘ncome statistics it is only included at the
lower value).

The table gives results for five-year periods
since 1901, but the same calculations have
been made for individual years, and the results
are shown on the diagram. The units in
which all real incomes and real products are
expressed is the LU, (international unit), first
used in an article in « Weltwirtschaftliches
Archiv» in 1938, and in « Conditions of
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gram. In retrospect, one can see that there
was .far too much un-necessary economic re-
gulation by the socalled Corporate State
which was in fact « excessively burcaucratic,
and po.htical in character ». But this excessive
regulation may have heen a secondary factor
compared with the more serious matter, that
under the Fascist regime, Italy was over-taxed.
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pearly always leads to a certain degree of
impoverishment. ‘ ‘

Rega'lrding the high rate of growth of
productivity for the years before 1922, we may
conclude that the « Liberal » regime of those
years may have had its faults; but that the
slowing down of the natural development of
cconomic productivity was not one of them.

ITALY: REAL PRODUCT IN INTERNATIONAL UNITS PER MAN-HOUR
(Logarithmic scale)

kE.5 4
0.4
f 0.8% PER |YEAR
z
Q
[
@9
~ 0.2
w
-]
L
@
0.1
1800 1805 1910 1815 1920 1925 1930 1935 1940 1945 1950 YEARS

National and local taxation, in the 1930%s,
amounted to nearly 30% of the national in-
come at factor cost — at that time the highest
ratio in the world. It is an important but
W%de‘ly neglected truth, that excessive taxation
within a few years of its imposition, is likch;
to slow down the rate of growth of ‘real pro-
duct: Probably equally serious is the effect of
a thlrd factor, namely the extreme economic
nationalism of the regime, which attempted
to make Italy self-contained in a number of
products‘, and to discourage foreign trade.
Except in countries extremely well possessed
of abundant natural resources, such a policy

The decline in productivity in the Second

World War was considerably greater than in
the First World War, not only because Italy
was more deeply engaged, but also because
her commerce with the whole non-European
;Ivl;rld w;s cut off,I the;lcby further disorganis-
production. In the years 1943-45 1
was a battleground, and ig is indggg Aﬁ:m:?llz
able that productivity was kept as high as it
was. Even in the worst year, 1945, real pro-
duct per man hour was still higher than it

had. been in any year of peace up to 1913 —
an interesting conclusion.

After the minimum of 1945, recovery pro-
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ceeded very rapidly, but at a decelerating pace,
as might indeed have theoretically been pre-
dicted. By 1950, the rate of growth of produc-
tivity had settled down to 2 steady rate of
advance, and we are justified in saying that
this trend is now once again « on the line ».

It now remains to say that rates of growth
of real product per man hour of 3.5%, or
3.8%, per annum (the difference between the
two figures shown on the diagram is hardly
statistically significant) are about the highest
rates found anywhere in the world. In the
United States, which is always expected to set
a standard, the rate of improvement of real
product per man hour has been a fairly steady
2.2%, per annum ever since 1870, and in
Canada 1.9%. Even for Japan, in her period
of most rapid growth, the figure was only

32%,. For Norway, Sweden and Finland a
figure of just under 3%, is shown. Soviet
Russia, it should be added, has never attained
anything like this rate of growth, if her
productivity is accurately measured.

Many Italians have on their consciences
the amount of poverty and uncmployment
which still prevails in their country. They
may reassure themselves that the improvement
of productivity, which is the only real remedy
for these ills, is now proceeding at the greatest
possible rate, better than that of other coun-
trics where the natural and social conditions
for economic progress appear, at first sight,
to be much more favourable than they are in
Ttaly.
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