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Considerations on the dynamics of the Italian inflation
' by :
GIULIO PIETHANERA

" 1. — The inflation panying the war
was one of the smaller! preoccupations of the
‘man in the streetdin Italy, At the moment of -
the liberation he did not yet recognize the hi-
neaments of a true.inflation in the vicissitudes of
the quantity of currehcy emitted, prices, and the
national debt. All had been’ accepted as a nec-
essary talarhity, a natural phenomenon, against
which it was valy to resist. Doesn’t war always
mean inflation 7~ The type of inflation feared
was that cxpected by minds umtutored, in mo-
dern advanced monctary theory and still im-
pressed by the deluge of tharks in Germiany
which was regarded, until the more recent

_ examples, as” the crowning jewel in the history
of monetary disasters. Because of this impli-

el “ SPart 1 - Inflation of the Lira, 1930-1945

"2, — The Italian national debt from 1938
“to 1945 increased by Bry8 milliard lire, 341
mill&d of which was in new issues of paper
currency, and currency emitted swelled to
about twenty times the 1939 quantity. :
This quantitative expansion of the public
debt is in itself very significant, but the quali-
tative transformation is of more significance.
The components of this debt as of the end of
1945 were as follows (in milliagds of lire} {1}:

Funded debt . & . i e 4 =53
Redeemable debt. . . . . . . 3P
Treasury note currendy . - - .+ o« 7
Floating debt (including bank currency) 816

555

; (1) Data taken from_ Infprmation “supplied 1o the Consl-
tative Assemnbly {Comsulta), 23 Jan, 1946, For 3 more detailed
" break-down of the debe see Appendia, Tal% A, p 51

o
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citly-held popular distinction between phases of
infiation the Italian population still dared to
. affirm at the end of 1945, " We have not yet

had inflation ", .and ‘even dared *o wonder,
" Will there be an infation 7 "

Such naive queries should be taken as an
indication of the motives prompting the public
at that period with uent effect on the
inflation of ihe lira. We belicve that a simple,
detailed exposition of the facts, problems, opin-
ions and tendéncics concerning the Italian situ.
ation would be justified cven after the inter-
esting-ahd accurate studies which have appear-
ed abroad, especially-as a means of bringing
statistical data up-to-date, of evaluating the cur-
rent opinion, of rendering precise those aspects
little noted, overlooked or inexactly

The increase, comparing 31 Dec. data
1945 with those of 1938, has been to 5.7 times
for the redeemable debt (Treasury Bonds —
Buoni del Tesoro Poliennali — included in this
category, increased to 11.8 times. their 1938 vol
ume), to 35 times for Treasury notes, to 171
times for the fAbating debt (within wﬁ":fhil‘fj
for Ordinary Treasury Bonds — Bwoni del Te-
soro ordinari — 114.74 for advances from the
Banca d'falia; and 422 for interest-beanng
current accounts at savings and loan banks and
other banking institutions) (2).

The Roating debt, particularly the advance
ufﬂwﬂmmd‘]uﬁa.urmdthﬁmmi:l@
of the war years. A percentage of floating
debt of that magnitude indubitably constitutes

{a) ncresse of the various categories caleulsted from dis
in ﬁpindlg. Table A, p. 53. i
e
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the most dangerous element in the whole mone-
tary situation, It is inflation in a latent form.
A revealing pidelight on the increases of
the floating debt and especially of the net issue
of banknotes is given by a comparison etween
the increase of currency emitted and the excess
of Treasury payments over receipts. The 29,
March 1946 Report of the Governor of the
Banca d'ltalia gives the following data: °

TREASURY RECOURSE TO. THE FlNﬁ.Hﬁ_ﬂL MAREET
{in millions of kre) - i

. i

—n

3. = The story of the incrghse in the public
debt should bcm;nced in |h?:unu-:t n%u!:lh:
general trends of the economy, and in par-
ticular should be related to the new dynamics
of i1;-h:m:11.1u:t|'a:|n, _prices, and income.  Starting
with this point of view two broad phases of
the process may be distinguished since the be-
ginning of the war period.

The fiest phase may be said to start in 1938,
a year of intense preparation for war, and to
coritinie through 1945, This phase in turn ma
be subdivided in. two -periods; from 1938 il

: —  the summer of 1943 and from then till the end
IC-'I'I'-:T. e s Ficr of r:.:lia.. Dl: 1915" e~ &
Neclaalog m;.-@anzjﬂmﬂ; The second broad phase may be taken as
i St |t | ever| fme | beginning with the first post-war year — Tgi6.
wod | A reccipes | P __In speakihg of the A-M lire we shall con-
Sllae Lo - sider particularly the rﬂd from August, 1943,
= e E: ' when the Allies landed in Italy and issuance
g s = = of A-M lire began till April, 1945, when Morth
e aran | g | st | a Italy was also liberated. ; : :
. i vb | b | Gaam |y ~ In order to obtain a cleater understanding
T iy | gy | oy 35 ‘of the :im:l:i:lm that will be deseribed below
15{a-d) g | s | Bader o we present the following tables summarizing
Tood 1y, | 98458 | 176 | oty | g | the mostsignificant data as of dates which give
lmlotes | kit | dik | = ::::IT::]’I ?II?::I picture of the inﬂnuanarg_r pro-
““ - Tpﬂ'l-_ Currericy emitted | . Free marker price b Jire
Date : public decbe (oo, oo lire) r i

e (oo 000 Tire) {2} 20 FE FH : P (‘:}dh.r per M::: "ﬂ‘iln’

|'-J‘!I aveTageE: . X T2 6 . f 5 :

1 Aug 143 i ) | 12a.ga 138 3 b:‘”ﬁ

i D, gy L ﬁz i g B Ba1 ¥ : 1a003
;_ﬁ. I!:-tﬁ v 10668 402,500 o fgy fohs
B Dec- - » : 1066169 C g7 () :.n”az 3;,; ::‘.r'gt:—

W) Dusiknates motss, apd AM fire. Ibid., Table F - g - . 1546,
) Rappono dells Comminions Emaomics all' Assemblea Co- Umé'i'iu Bgare. 11 mmr;; Tﬁd‘ll :wr}y:;.!l:f _l#

wingenee - I1. Prodlrmi monstari ¢ rommereis euiers - Table E,

b

ININCES OF TOTAL PUBLIC DEET., TOTAL CURRENCY, WHOLESALE PRICES, FREE MARKET FRICES OF COLD

AND FOREIGH CURRENCIES, COST OF LIVING AND COST OF POODSTUFFE =

(ot
__,_’ g + Free market =
o i Total | Curreney | Whgtonsle | Price carremey Comt of Giving
3 Dicka omiteed | prices of gold priee :
’ ' ¥ L paper s ' Toul |Feod enly
3 Aug 13 By 554 .
Do Tagg L 4 €81 188 lﬂﬁ i ]g -'lﬂ |rﬁ m ‘:;9:,
P lene g L i Tog | 3o | a4 1650 PR 2,500 340
Wit s .'\. ; - 2,99 b oot |0 36y 2,335 1840 1,408 3000
yiDee, s, \} i }Fl! A s loqom | age | 1w 3a | 4o
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First gﬁm First period, 1938 - Aug, 1943,

4. — By the end of 1945 currency emitted"
had grown appm:imth' twentyfold since
1938. Wolesale prices had in the same period
climbed to a point 33 times as high, cost of
foodstuf 31 14 times. The free price of gold
was up to 38 ¥4 times, the dollar 20, the Swiss
franc 30, and the unit paper sterling 11 (3).

A twentyfold currency increase coupled

“with a reduction in the volume of business to

about 3/3 pre-war would allow the price level

to reach a new :quililr‘m'm about 30 times °
The

higher than the original inerease that ac-

“wally occurred, out 33 times, leads one in-

stantly to think” of a controlled inflation.

If one considers the progresive dwindl-
ing of supplies of consumer goods and raw
maferials, the restrictions operating on foreign
supplies, the forced increase of :utar-:iy dur-
ing the war with costs rising at an ever-increas-
ing rate, the atbmization of the country a1nd
the internal market, the war-fime destruction
including the disintegration of the transport

systems, one must admit that the inflation po- -

tential until this period was practically inope-
rative and that the parallel variations of cur-

rency volume in circulation, internal prices,

and exchange rates justify classifiying the Ital-
fan monetary situation as " a controlled infla-

- tion " (4)

1t certainly could not be denicd that as of
the end ‘of 1045 this " control " existed in at
least the most important sectors affecting the

ing power of the lire, the domestic
wholesale market and, the consumer market,
which determines the cost-of living.

But at the end of 194, it would 'nclrnnrn
logical to of "inflation-s" and of "lir-e",
nm:nfv?n-ﬂ:kﬂ:iemum followed by the in-
flation and so diverse were the fates of the lira
in the various scctors of the cconomy: with
wholesale prices, retail gm food costs, cost
of living; gold price official rate, gold price
free market, ﬁnu of »exchange, free
market rates of exchange, prices of foreign mer-

£t i

{3} For calialation sec Appeadin, Thbles B, € ad ‘.
{4) * Relazions defla Sotto Commimione per | problemi
mdtmﬁuuhu".\'ﬂ._mﬂh'llﬂlﬂh“_
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chandise; also the hoarded lira and the lira
rapidly circulating, . AM.G, lire, bank-ssued
lira and Government-issued lira, banking price
of the lira, lira of export and of import, lira

: for this merchandise and lira for that. The

controls which brake the inflation in some sec:
tors are missing in othiers as the cycle develops
by the proces of simultaneous resistances and

pew inflationary pressures, of retreats and of

new advances.
The factors to be evaluated are almost le
ion. What is to be sald of the tremendow
ﬂurding which occurred, and, on the other
hand, of the changed velocity of the goods in
circulation, a concept so difficult to state ma-
thematically # What was the relative weight of
sight deposits in the war-fimance process ? Whiat
is ta be said of the velocity of currency circu-

lation, always a matter of opinion, and of the.

special velocity of the Allied Military lire ?

From all these clusive factors-and timr in-
terplay arise the situations of defaluation. or
further currency decline and in such situations
may be, built up an inflation potential which
mabiqu out with the fall of a simple psycho-
logical barricr. : ;

At any rate, it may be said that this inflation
was controlled, but thi¢ control may not be
claimed as a success of the Government's
" monetary circuit "’ technique, the technique

“used to close the inflationary gap. The effects.

of the " monetary circuit  have been poor. In
fact, the ntg:ﬂ;rvz devices that were -emplayed
td resist the rise of prices — limitation of con-
sumption, price ceilings, blocking of invest
ments, forced savings, etc. — had no sensible
economic effects then, and given the particular
situation of the time, could not-have had- any.
Of necessity the rationing thir acowmpaft

price control whs 2 modest contribution to the
bare subsistence level of the great-mass of con-
sumers, and by 1945 the tack of success of pri

control is evidenced by the 4,002 point gap be-

tween the indices of Government prices for pro-
dmym_mmmmﬂm:inm
complls : e

muﬂthﬁ-rzepmhns those agricultural food
products, and by the enormous differences be

tween prices of goods bought with ration tick-

ets and the same goods on the black market

¥io

‘d'ltalia to be placed at the disposa
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As, for understandable reasons, the real
yields of ordinary taxes progressively declined,
all possible methods were used to rake in cur-

* rency out of circulation by means. of public

loans: The items of particular interest in their
alfect on the inflationary gap are the redeema.
ble debt including the long-term Treasury notes
(Redimibili and Buoni poliennald), ordinary
Treasury bonds (Buani del Terora Ordinar),
und interest-bearing current accounts. © The
sum of 474 miilidrds re-absorbed from circu-
lation by the Treasury in the pefiod 1930-45,
or 55 %, of the total increase in the public debt
of that period, gives an idea of tht -efforts
made by the Treasury. ;

The modest results of the monctary at-
tefipts in ltaly can be better appreciated when
compared with the Apglo-Saxon countries. Tt
has been calculated t the ratio of Treas
ury receipts (public loans and axes) to the total
currency stabilized by England and the Uni-
ted States has becillated between 7 and 13 times

. the maximum of the six war years. Thes
results were aided by public loans, which in-

creased from 3 to § times, but above all by
the tax raises, receipts of which increased 3
to 6 times, that were possible under a financial
organization notably superior to the Italian
one, -

In Ttaly the corresponding index at the end
of 1 arcely reached 1.6 times the total
emission of the Banca d'Iralia and 1.18 times

the total corrency emitted (including A-M

lire).  Even by adding the unts raked in
by the banks and turned over to the Banca

Treasury, the index of double the total circu-
fation would still not be attained.

5.~ Despite all thi, at the end of the war
inflation had not yet started on its feared
spiral.
of the factors, it can be said thit in
the period prior to the Armistice devaluation of
the lira was due solely to the steady pressure

?

ccxerted by new emissions of currency; but

ﬁmcamm“ihcmiqufgdods

3

\3 e e

I of the

By and large, and ignoring the inter-;

dislocations of the entire. economic -

3
and financial i"ill.'j'll‘l. superseded the printing
press as the chief cause of jnflation,

This is a significant cl!:ng;c in the cha-

. racter of the inflation, a change which justi-

fies the division of the war years into two
distinet periods, :

6. — A tenday report:of the Banca d'Tta-
lia_give the situation as of 31 Aug. 1043 as
follows: banknote eircilation 114614 milli-
ards; A-M lire 2.065 milliards; a total circula-
lation of r15.680 milliards to which must be
added the approgimately 7 milliards of cur-
rency issued by the State,

As of the same date the indices of the de-
valuation of the currency stood as follows -
with respect to 1938: wholesale prices had in-
created 45 times, food costs according to’ the
official statistics using legal- prices by 114 3,
while using black market prices they had in-
creased 7 times, Less drastic, however, (was
the rise in the total cost of living because of
the blocking of rents and the prices of public
services, ete.  On the otfler hand, the flight to
"hard goods " had not yet become very pro-
nounced; in fact, compared to the official rates
finc gold had risen not more than 5 or 6 times
dnd dollars and pouncds sterling but 4 times (5).

As for production during that period, the
decrease is not very easily indicated by an
over-all index.; It may be estimated, however,
that agricultural-production fell by 25 5, and
indistrial by perhaps a bit more. According
to one reliable i Ttalian industrial pro-
duction sct at 1% =100 had increased to
108.7 in 1940, and.then gradually declined
reaching 65.7 in April 1043 (6).

A decrease of 13 or 1f4 in production

“cannot explain a price rise fuctuating at about

6 to 7 times. Given the moderate increase in
the quantity of the active mpnetary factors
the devalyation of the lia may with good
basis be laid to an increase in the quantity of .
the currency of about 5 times.

i5) Por baskc.duis and cabculation 'see Appendix, Tsbla B,

C, E snd G,
6) Date fursished by Alosandro Mellnari (UNRRAL For
Table G.

Endividusl indices of production wee
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. First phase: Second period, Aug. 1943 - end

of 1045.

7. — At the end of 1945 the total currency
in circulation was 3808 milliards, of which
206 milliard, had been issued by the Banca
o'lralia, 7.8 ::ml]uud by the State, and 86 mil-
liard by the Allied Mili vernment.

Wholesale Fﬂtﬁ which from a base of
100 in 1938 had cliinbed to 500 in Aug. 1943,
had in the sixsteen succeeding months now
being considered mcrt:xd at an accelerating
rate reaching about 3300 in Dec. 1945, Frowi
August 1043, therefore, they had gained 2800
points. TThe risc of food costs was 2700 points,
of the dollar 3508, ; and of the pound sterling
about 1200,

1f we consider the production statistics we
sce how grave was the decline from 1938 to
1045. The followinj percentages of the decline
of real income can be considered not far frum
the truth (7):.

; Agriculture . 50.6 %
Industry ELR

i Commeree 433 »
i~ Construction H50 »
% 7 Profestional 35, .| »

The real value of l‘.htmmr-&ll Italian pro-
duction had decreased by 50 %.

Reduced to such straits, production” and
‘business activity, or the lack_of them, became
ufprm:unpmummthemﬂ:mﬂr pro-
cess. The indices of a
trial | reduced. as shown  above,
and even pgreater contraction of ‘foreign
mqtctﬂ'ﬂr :I.thr!btm'lﬁm 1t
mmd&stbemuhuumqmmhﬂf
Ibutr:dmﬁ H:J:omduno-lgumm:n
meore

‘I'E:dq:]in:mmulmlmmacmim
impact upon the lira is more exactly under-
stood if we remember how impressive was

i }h: war-time destruction of the national wealth,

e dislocation of the normal trade and finan-

m.l network, the paralysis of transport, the

regional giuu and deficiencies of goods, and
FE . ;

(7} Compimntwrit Econemica, Mov. 1546, 0. g, p 70 Coppodi

CEVAnms, « 11 iaddise naziopale itallanc mel g% e

tural and-indds- -

“od as the waiking

0 Bancs Mazlonale del Lavors

in a word, the frightful ruin of the cconomic
system producing real poods in terms of real
value. War damages amounted to 3,029 mil-
liards of 1946 lire, corresponding to § 13,462
million (at the official commercial rate of lire
235=§ 1). Considering that the national wealth

was placed at 675 milliards in 1938 (8) and .

therefore at' more than 15000 milliards in
terms of their tgqﬁ purchasing power, a rea-
“ionably good “estimate of the damaged suffer-
ed under World War 11 would be about 20
per cent of the national wealth in 1938 Exam-
ination of the individual scctors, industries,
and services gives an idea of the fractures and
cconomic paralysis undergone by the Italian
cconomy. Table 1 in the Appendix estima-
ting these damages in official dollar valies is
included. for thls purpase.

Thc “bhusiness *  and " material
goodl o f:tlm having been bricfly considered
we inay center our attention on the monetary
one, which at least as first approximation, may
be limited to the currency issued on German-
controlled territory and that of the Allied Mi-

litary. Government inasmuch as the issues of

the Banca d'Italia in the liberated territo
athounted to ::arceljr 1% (o) Sut].r-unc £

(8} Framceicn Coppola D'Amnat La Ricoerasione Erowo-
mica ¢ il juo Finansiemeats, p. 55 Ed. Rizzoli,

“fa) The assestion of William 0. Grampp in his artide

"The [mlias Lia Tﬁl-lm“. pﬂlﬂm s the Jowrnal of
Polisicel Ecomomy, Aug. 1548, p. 45, does pol seem accrpitable
o w8 even though stated in general terme.  Acoeeding o

h‘&:__ppn ﬂhm]hmﬂymtﬂihmm
onisiion of sn. 13 i troe that the Satr proses wite bocitnd

in serritory will occupied by the Germass, but it is alio tree,

mwrﬂq chat the luck of wcholal meam [w
producing ome of the imtruments of inflation caanot sop the
Fﬂulﬂzﬁﬂmﬂdﬁemdm
hmﬂhmﬂmm-ﬂhw
wmeed for by activity of the other cements. And in fant
ummﬂmuduqﬁw.
o ‘in 1543 W0 moct 3 wmporary defideney of currency: they
imituted rows rorrewd | rEnrodst - (iprecial time sccemnt set wp
h#mgd&,h-ﬁu:qﬁdmmnﬂhr
#ct was 3 matter of mosmitbs, Basks
lpdqﬂ;d!nrpnum?ﬂ:hdmmhﬂmlm
rrrene Mﬁmﬁm:l5:ﬂmn¢¢
Hﬁﬂlmimiﬁﬂ;lnﬂglm Ta these sheuld alw
be added the 116 milliards in cwrvent ° sight * sccount.

Thist the dberease in currency emission was Drgely and promply

nallified from 1 Jan, toq3 1o 31 Dee. m5qs, by & 254 milliad
!mﬂdﬂhlnmmﬂﬂﬁr
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cent of the new currency of the petiod was
issued by the Germans and the pseudo-repub-
lie, 37.8%, was of Allied origin,

= The impact of the emidsions of the fncudu—
republic was enormous: " The responsiliility
for the major part of the currency increase

* that took place in Ttaly is the German's and

his neo-fascist supporters ™ (10). .

This enormqus inflationistic pressire was
alleviated in some measure by the slowing-
down of the velocity of circulation which took
place in many areas and important sectors of
the market dominated’by the German lira.
Hoarding was, in fact, notable in the agricul-
tural zone of North Italy, offeetting and with-
out doubt more than compensating for the
increased vdocﬂy of the lira caused by spe-
cilators who in the samt zofie were convert-
ing to " hard goods ™

We will go into more detail below on Ihc
more reliable opinions as to the extent of this
hoarding of currency. For the moment, m:—
cepting the conservative figure of 25 % as of

. the end of tgqj,wc will cumpnre it with the
festrained rise in the prices of gold and the
foreign -hatd currencies to cvaluate the effects
of that hu{:mn:Ting,r and to study the proportions
binding it to the increase of the currency
emitted (11). -

: g — The - Allied Mﬂll:qr dire in circu--

laion at the end of 1945 amounted to 86,028
millions with 16,821 millions more in the
safes of the Banca d'ltalia. An index can be
lation of the civil and H]liui Military lira [t:]:

{12} Relarione del Pred, Mﬂ]mrmﬂrﬂ
ﬁuumﬂ-l-udhlh[mlmj.{ﬁ
ﬂmummmdmnundmm.

B

:lljlth[uﬁcrmﬁjumlhuhm;rd
mean of piyment due to b £ and the evanzstion of cities
wid gt by an muﬁdhnt:hchw-nd
_ﬁlﬁ‘dhﬁrm crcalen). More than 11 miiied

lire were elreulating Meaih 2 mol'lhellbmdnu
hh"“ubﬂwﬂ’: el
Peed, Elnsudi all'atfunarkea, esc., p. 25)

(13} The easl _mhﬁmﬁmm" bane dal

Pk, Elnaudi all'sdunaniza,.. st ", pp. 6369,

S — - SN,
B flo millos)
ALY o ﬂm:n el oot e | Tout Mﬁ,,‘

sl rmeiition Pl onnile ol okl
ni 8y 1608 aaiy | ey bl 1.78
anfexfay 1y iy 17893 174457 o3y
wisim | by |y | e | g
afeafay ;-,m" b L I LT B
wl il | ﬂa.-un Fhase | ¥oh6n .1y
il #fh man Mol | lrnp e f.ﬂ

The financial burden of the A-M' lire was
one the necessary consequences of the war and
from ltaly's point of view a moral lability, but
a liability it was and it should not be under-
cstimated as has sometimes been done (13).

It is not necessary to :tul:ljr the circulation
processes of the A-M lira in all its forms and
with -all m consequences; it is sufficient. o
arrive at an approximate measurc of its lfn
mediate impulse toward inflation. As was
well noted 'bjr the Governor: ofthe Banca d'I-
talia: In mpcr.t to the increase in circulation
that took place in the Ilbemtrd areas it should
be cautioned that the proportion between the

notes issued by the ‘d'l[talia and those
' of the Allied Mlllllﬂ“ not dlm:l]].r reflect

the mpci:lm: weight ‘resulting from the exi-
gencies of the Italian Administration and thosc

. of the Allies. Tt is cmugia to remember that

of the A-M lirc issue 6 to 7 milliards were for
anticipations to Italian public bodies and there-
fore covered expenses which otherwise would
have had to be met by the Italian Treasury; and

'~/ that in payment for the A-M lire spent out of

their pay by the American troops the Italian
Treasury has received credits which until now
have reached § 140 million and which can re-
sult in a withdrawal of notes when used to im-

{13} As, for exsenple, in the sbove cited arvicle of Willlam
D. Grampp in which he staten, " Im the Inflationary process,
however, the lisue of wZMiry currency was ot an important
clemens ', Tt s wnformsnate thar shis anide, cridencing w0
nmqinmﬂtintbelnlwm perhapn because of the dif.
+ Feulties ol the moment le wan writien, was et sccarate in it
data, - particularly in Ms caleulatioss a 1o the wolume of bank
deposits and the dets on the chreulizion of the clvil lirs notes,
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port merchandise which will be sold for the

Treasury's own profit” (14).

But beyond the long-run pressure of the
A-M lire during the whole period when in-

‘flation remained under control it is interest-
ing to know, if only approximately, the im-

mediate impact, which of course softencd
by the following factass:
) Remittagees abroad by the Allied

out of their pay. (Mr. Grampp esti-
mates them 45 1/3 br at maximum 3/4 of the
total sums paid. * We have no idea, however,
as o how such a high ctimate was reached,
especially the second).

) Remittances abroad by the Allied
troops out of the-receipts of the illegal sale of
Allied property. By common knowledge such
receipts were considerable, but is difficult to
believe, considering the psychological climate
in which sales took place, that a considerable

part of the receipts were saved and remitted
" abroad. - -

&) Expenditure of A-M lire by the Allied

_ troops for purchase and use of Allied-supplied
scrvices: post office, bars, ete.  The modest
rscope of such expenditures makes it difficult

to believe that they were very heavy.
On the other side of the A-M lire balance

 sheet, counteracting the lire which by not im-
- mediatelj entéring into circulation had no im-

mediate inflatiofiary effects, are other clements
which seem to us of considerable importance
and of which Grampp takes no account, It
is necessary to consider not only the sums paid
to the troops but alwo -the other cgreses of
military lire which subsequently burdened the
market: i )

1) Salaries paid to Iuli:.n workers at
Allied administered ports and factories;

2) Purchases by the Allied administra-
tion of raw materials and services;

3) Compensation for requisitions, indem-
nities, ete. i ;

The expenditures of A-M lire occurred

mostly in the zones and regions in which the
velocity of money is usually very high, And

no doubt the notably high pay of the Allied

{14} B Relagione,.. **, pp. 72-3, cited above in footsote,

X

*
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troops and the pa_]rthﬁingicu‘l climate exagje
rated this velocity (is). It is true that, a

noted by Grampp, resistince to this new mon.,

ey by the Italian, that is, the receivers, wa
not great. But it is slio true that it was this
money they tended to dispose of first and s
further increased its velocity; also, for unier-
standable -reasons, this money was not used
for hoarding, especially in agricultural zones,
It will also be remembered that counterfeiting
was frequent and considerable, generating a
diffused sense of fear and suspicion,

With these considerations in mind we may
now introduce and evaluare the other facton
in the problem to arrive at an answer on in-
flation and on its elements.

* l

10 — What about hoarding ? Opinion
and, cstimates have varied greatly on the sub-
ject. The total*has been cstimated as approxi.
mately a quarter of the currency emitted with
the following division suggested among social
groupst : :

. Agr!‘mlru-r:l T g
Commercial, black (sarket 3050
B legal - cansl

Other holders w0
Toml 1o

It may l‘.hl:r.:fou: be taken that_ the active
currency at the end of 1945 amounted:to 300
milliards I_’Iﬁ},' -

manded the change. Lo fax, pedize ar the oomupwdon enchasgr
“whmhﬁnﬁhdllﬂﬁ,ﬂt"ﬁﬂﬂ
the smallest coin given for alma in the Unied St All o
mmmm,hm ]

Considerations on the dynamies of ‘the stallam Inflation

What can be said of the velocity of goods
Conjectures and reliable estimates have arrived
at_the' conclusion ‘that the velocity of poods
has on the whole remained at its pre-war

“level, It is true that the commodities dealt

with in clandesting trade changed hands con-
siderably more than is uwsual, but because of
the lower production especially of foodstuffs it
it also true that the portion withheld by the
producers for: their own use increased enor-
mously and was thus deducted from commerce.
It cannot, therefore, be far wrong to say that a
certain compensation has taken place. There
is also. to be considered the already mentioned
strong contraction in foreign trade. :
_ What can be said of the changes in the des-
tinations of “sight™ deposits and their new
velocity # Mr-Grampp, in the article cited, con-

< iders the entire volumie of Italian time de-

posits, which he calculated had by May 1945
increased o 315 milliards for ordinary credit
banks and to 330 milliards for Postal Savings
banks (17). Working on these figures, which
we regret to say are completely in error, Mr.
Grampp coptinués to observe that all bank
deposits were at the disposal. of the Treasury.
T'h:agm the fountains from which the Treas-
ury,through the Banca d'ltalia drew to place

‘its securilies as they were issued, :

The nature. of the conti car'r_elgl'i-w‘nm!aﬁ
(ste footnote 9 above) of the credit institu-

‘tions tied to the Banca d'ltalia, which as of

31 Dec. 1045 amounted to 120 milliards, was
escribed as follows by the Governor of the

a

largest possible amount of fduciary funds and °
at the same time to offer the eredit institutions
a remurerative investment with interest paid
by the~Treasury without 'rchcluilhing the li-
quidity of the investment, a liquidity which

the barks recognize jas deriving from the off- .

ices of the Central Bank ", (18)

To determine the exact importance of de-
mand deposits in the total monetary picture
the variations “jn the destinations and velocity
of those deposits]should be Tollowed through
all the period under consideration. . However,
given the economic conditions in Italy within
the dates here being considered, we believe
the more correct method would be to evaluate
the inflationary effect only of currency, ex-
cluding the complete volume of demind. de-

. posits which, added to the «currency in circu-

lation, constitutes the " money ™ of twentieth-
century economics, i :

+ . Several conditions were lacking to make
demand deposits a significant part of the total
money in those years. Above all, the inflition
potential of bank money was weakened, and
weakened in unequal sectors during the pe-
riod of years conddered, because of the strong
contraction of trade and the habit now be-
come general of paying in cash rather tran
checks or giro conto, /. :

Also the sums as cash reserves by the
varions credit instWtions varied considerably
during these years and therefore varying
amounts would have to be substracted from
the total money fgure. S

«  There is a final statistical difficulty: the

deposit data are not on a consistent basis for
the entire period either because the number
of institutions covered varied {1g) or because
new criteria of selection of basic information -

_There is also little reason to attempt to fill
further gaps in the calculation of " total mon-
ey " by including’ the mass of bank checks
(vaplia cambiari), which except for the 1044-

: _ 45 temporary emergency growth of arsegni air-

colari, straordinari (sce footnote 11) as partial -

(8 See * Religlone... » chied, p. e, o :
{15) Monibly Hulletin of the Servidlo Ssudi Ecossenld
the Papcs d'ltalia, m. 6 7, By p. 30, :
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“feoni di corrigpemdruze), contangoes (rport), and loams (m-
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I adjustment for the increase in hoarding, grew

more or less apace with the mass of bank-issued
currency.

It would be just as difficult to arrive at
acteptable estimates of the effects of the chang-
ed destinations of demand its with their
new relative velocities ofithe inflationary sit-
uation.- With every passing year the quanti-

- ties and percents invested in favor of the Treas-

ury increased while private investment declin-
ed. The above<ited Report of the Governor
of the Banca d'Talia/ exhawstively documenis
this movement:

"Od considering the destination of the
fumds collected, & decrease is observed in the
traditional investments in commerce and real

of g.4 milliards by the end of 1944, fol-
lowed by an increase og 160.7 milliards to the
end of 1045 " (20). If one further allows for the
diminished purchasing power of the lira as
measured by the rise in wholesale prices, this
decrease in the use of such funds for real in-
vestment -purposes is even more evident (1),

thesis of a wmp.mm.:inn by rising public in-
vestment for the declining private or at least
omit the inflationistic pressure of sight depo-
sits, :
We are now at a position where it would

be useful to summarize the points we have |

covered :
i a) By the end of 1945 the currency in
circulation amounted to about 4o0 milliards.

B) We have not been able to draw any
;ﬂndul.!.m a5 to ch:.ngﬁ catized hr the vol-
ume of cheks in the new inflationary milien.

¢) We have reason to believe that on the
whole the velocity of goeds did not change.

- d).We are constrained to disrfgard the

displacements, both quantitative and qualita-
tivE, 'I:}_nt?took place in the "sight" bank de-
Pm.iur_-—' Y 3 ;

¢) The cxicnt of the hoarding that took
place may be cstimated at :pprg:_i_mat:ly a
fourth of total currency emitted. * ;

f) It may therefore be inferred that there

: : ; i {
=g LT s e .
Purchasing
= Total Rask Come Real -value of :
~« Dave Piduciary merehal Inven- mah;::.lt ¥ ; i i
; its et : : ;
(30 Jumie] [o0m.008 Hre] [0, oo lire] whelesale  Prices Dejaits Inverzmends
[0 toa] :
g 5 .?Irslli T T Gy bealEel s
T TR b7 Bz sy o AR
() sy ' e .21 o e il
S g a4 o % i . L T Y g

Under such conditions a calculation of the
of this displacement of im'utl-

ment funds from private to Treasiry ciitro
mﬂuvdncit;ufwjihdhﬁimn
within the current dynamics of prices would
be highly desirable, cven if it could be done
only roughly. But confronted with the im-
possibility of following through a ealculation

of this type we may cither advance the hypo-

o {ao) Op. it p. 3. :

. {ar) The bank investments Inclisded in the table given bn
the text are: hilly oa band (pertafoplia), sdvences (andlope.
accounts

i, ., po o,
%

P

were 300 milliards, 2 15-fold increase aver 1938,

in active currency to meet the varying increas-
¢ in prices.

£)"Wholesale prices increased about 30-
fold, the cost of living 3438 times, foodstuffs
31 times, free market price of gold 38 timesy
black market exchange of the dollar 20 times.

#) &nd all this with business reduced to
two-thirds of the pre-war level.

i) The conclusion thus seems legitimate
that there cxists a certain correlation, and yet
as the same time an inflationary tension, be-
tween currency prices and exchange rates.

The inflation, it is truc, was " controlled "

*

Conslderstions an the dynamics of the dalinm Inflation 30

but it broke out at many points, presenting all
the symptoms. ; ;
. A dlear picturesof the phenomenon would
naturally require a precise notion of the velo-
eity of money, a Toncept as valuable as it is
difficult to valuate. Among the opinions cur-
rent an this matter particularly interesting are
some of those expressed during thef investi-
gations of the' Economic' Comimission for the
Constituent  Assembly. The ex-Minister of
finance Guido Jung replied: " The velocity
of circulation was greatly reduced by hoard-
ing, but even more %0' by the sluggishness in
the economic life of the” country, by the rc-
duced volume of trade, the hoarding of goods
cornered and _concealed for speculative pur-
and fininced by an -inflation of bank

“eredit. However, one has the scnsation that

in bringing the velocity back to normal the
present volume of currency would support a
far higher. level of economic activigg™ -

. Mr Jung's reference to the cornering and
concealment of speculative s s icu-
larly striking hmTmeﬁnngd-
mitting the inflation, the mind recalls the fa-
mous gophisms of Helferich, Havenstein, and
Wolf — sophisms in which, during the most
acute devaluation of the German mark that
had ever been experienced, they that
in;Germany there was no inflation. - The opi-
‘nion. then prevailing in Germiany was that
Germany was suffering less than any other
country, except Italy, from inflation; indeed,
there inflation had decreased in 1g21-22, while
in the other countries even with the deflation
politics they were following the situation was
stecadily worsening (22).

was the " realsvatuc” of the ciren’

lating media in Italy at the end of 1945 7 Was
{u]mm.--lmkamir' del mmaren

eumple of ah Lotorosting ic sop The mominal value
of the paper maney issued, it was m2id, was oortadnly cnormous
:h'ml , L., the vilue cbtalned By cosverting

mann ol metes g at the cusrent exchange i
much bower than thé-otsl valus of mﬁqu:m:-
Germany prios ta the whr. For , on the.7ih of Angusr,
}:tj.ﬂllhﬂ starks,

T
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ee olficdal exchange . . . 1

Pricen of U, 8, gnfd.! busesd 7 W] o

the necessary-and sufficient condition in exis-
tence to Again support the famous sophism ?
Had the Velocity of the currency yet gone into
the whirlpool rhythm of the collapse ?

The two problems of " strictly real mon-
ey" and velocity of cireulation are econnect-
ed. The " real value " of the quantity of pa-
per money circitlating is the ratio of that quan-
tity to the priee index. The ratio between
the new (and increased) velocity and the for-
mer velocity is equal to the ratio between the
onginal quantity of money and the redl value
of the inflated paper money, and this ratio is
ouir index .of changes in the velocity of circu-
lation.

This method of measuring the welocity. of
money was by Bresciani-Turroni in,

. his well-known woark on the paper mark from

1913 1o 1923, The author himself recogmizes,

~however, that his attempt is a very rough

system/requiring the postulate " that the quan-
tity of goods remain constant ", Notwithstind-
ing this, the indices that may be derived are
exceedingly significant. . | ;
S A s

11, — With the guidance of the calculations
of Bresciani-Tueroni-we can now cxamine the
situation of the Italian lira. ‘Taking the 1938
quantity of 22 mi lire as base and the
end of 1045 quanti®¥ of 390 milliards as the
point of interest, let us: calculate the ' real
value ” and the index of variation of velocity
as baseqd on the most typical price indices:

REAL VALUE OF CURREMCY [N CIRCULATION AND
VARIATION IN THE VELOCITY OF CIRCULATION, s
= -

"‘Hr &
Type - badex 7

. i . index
I"I!I."] ﬂm‘- ra38=1)

of price index

Whilgale prices . . . . B ] oraag | 18

Ml]'ill:l‘i:lﬂﬂl.lnllu . 35.53 |m 14
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The following graph shows the close re-
lation between some types of price indices and
the velocity index:

ﬁ_ﬁ |;Ii' el

1945

* These velocity indices despite their nppm
imate._nature as discussed above do permit
some tic conclusions. Those indices
which fall below unity have no significance,
being derived from the artificial price indices
of official gold price, official dollar exchange,
and level of U.' S, prices as per official ex-

. change rates. At most, by asserting a com-

paratively small amount of inflation i Italy,
they-imply a high degree of devalution abroad.

The maximum velocity, indices are obtain-
ed with the indices of wholesale price and

 free market gold price (1.80 and 1.79 respes-

tively). Dn]'ylh:a_'mdummdunfhm:v
worthy sig as the velosity/index is
based on the hypothesis that * the_quantity of
goods remains constant™ and we know -that
in fact the quantity diminished by about 50
per cent, necessitating an a reduc-
tion in the velocity index. The indices based

on prices of free market gold, foodstuffs, and
~ “the UL 5. level at the free exchange-rate (1.79,

147, 146 rcspectively) make more sense.
Spcahmggmr_m]ly,rhmmdmmn very

rough measute of the degree of confidence

‘the population had in their national currency

1
k3
L7
i

* the Great Inflation of the “mark

and the paychological crises- it was going
through " (23}

Analogously the vnnatmm in the "confi-- °

dence "' in the Italian lira from 1938 to 1946
are shown in the graph at p. 3t

Given the above it may again be asked: Is

a parallel possible between the Great Inflation

of Germany and the inflation of Italy today

-even if only broadly indicative 7
The .political and économic structures of

the Weimar and Italian republics are not too
different to be. classified under the same eco-
nomic system provided this system is broadly

enough defined. This granted, it may be re.
called that the typical indices-of the German
hyper-inflation showed a cerain tfme trend
during the downfall of the mark with the fol-
lowing velocity indices roughly mesuring the
element-- mnﬁdr._[lpt " (24):
o Quly  Awp. Sept. Ot Nor, D
Autumn, 1921 o g g 1B
Summer, 1533 297 457 5.8 ﬁ.gg go1 -

It is immediately- appareat that none of i]'m !

Italian indices {25) approaches the Germa

ories nor follows their rhythm of increase,
However, for Italy r.hc indices of 1.79, L:q,

and 1.75 based on the free :&gc rate o

gald, free price of the dollar and price of Euod

stuffs mpc:meh do ﬁ:v:
ficance.

ahle llgm

ed (26). Dering the first and l:rng:ﬁ the reval-

uation is above all a proportion with the quan- -

tity of paper moncy emitted. Then the in-
fluence of the new emissions is intensified by
the incrgase in velocity, the return of the na-
tional money from abroad, and dis-hearding.

- 1o the war and

Conslderations an the dynamics of the itallon fnflatlan

1

— fdex of vatielion of Mhe velocity of lhe cirewlation

'.u_ reladed o the
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replacement of ‘the national money by for-

eign currencies and by other means of payment.
If we attempt an analogy bnmrﬁptaﬁc Ital-
ian"situation and the German one we may

uay that the inflation of the lira at the end of -

1945 had stopped at the first stage although
including two aspects characreristic of the sec-
ond, and that the infation had not run its
full course. In fact if we consider the con-
figuration from 1938 to the summer of 1043

mbknulymmm:, that of the free
pm:ut’gnldtndptrha that of the cost of
foodstuffs. =

OnE:numthup:rnd,m,th:tth
hwdndhmlrcmﬂbungjﬂiwﬂpmmm
ed and the

the characteristic
from the diser

%m dl:rl\"bd
fation. Certainly

begun to replace ﬂ:l: lira in mulaunh Italjr

of prm:lw:uun is still dnc ;

was definitely- hﬂWcm in the first phw: and

in sun:JcIypmnu hra&:: ced into’the second
ially as rega ing of gold and sav-
ing: in the form of goods, especially food-

Dgwcwillr:mmhtrtbattbc“mi
ulu-: the quantity of lire emitted as cal-
culated wsing the free exchange rate index of
the dollar was much than that of the
,mark during its fint critical and alarming

_the increase in the welocity of the currency is* phase in the attumn of r922. And the velo-

mrmd::wuﬁ.pgﬁortlumukmmpmd
m:ltqfurlhcllﬂ ’

Note on the lowering of the middle classés,

- 12. — If we now consider the cconomic
situation. in the "real™ terms and ignoring
the losses and profits of the war, we may iso-
late and observe the machinery by which an
inflation. operates, comprehend its specific
character and the mechanics of its' operation.
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_ flation upsetting the whole structure of so- -
‘ciety and bringing the individual down to a

what clements were pr
changed in the first’ stage of the inflation ? -
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"Real " goods and " real" terms of con-
tracts exercise a striking and well understand.
able attraction when men believe themselves
on the biink of inflition, And all the mure
attractive are these " real " things to one whe
sees before his eyes the operations of the in-

lower level.
Surveying the " real” didle of the ﬂrﬂhh:m

uced, what elements

A national income cut in half was onc
real result of an-economy embarassed by the
damages of war.- On sgriculture alone there
was a drop of about 6o %,’in 1945 compared
to 1gi8: 552 %, grain, §i.1 rice, 47.3 maize,
54.8 rye, 44.3 08ts, 54.6 barley, 28.6 dried beans,
s0.8 potatoes, 55.2 tomatocs, 12.3 sugar beets,
36.5 hemp, 41.7 olive oil, 75.7 wine, 81,6 oran-
ges, and 67.2 lemons (27).

Industrial production at the end of 1045
was not even onefourth of the pre-war level.

. In this connection see Appendix, Table F and

Table G, which give the declines in the prin-

cipal types of production (28).

One element of comfort, however, was Ilj:_
vided by the fact that industrial apacity had

suffered-but a small percent during the war,

perhaps 6 or 8 percent. The reduced produc-

. tion and the mme tme the difficuldes of

- of view of vital interest It

From 1513 1o g2 imports

recavery were. mostly due to the reduced pro-
duction and supply of raw materials (the avail-
ability of coal alone dropped more than 5o 5.},
to bottlenecks in transport (358 milliards of
damages to the railroad system), and to the
reduced volume of forcign trade (29). To this
shiould be added the no less notable reduction
inhh&rpmduﬂiﬁt]r:which is of particular
im s :

This last reduction is fromea cértain point
cars that in

decreased

{17) Source of data; UNRRA. lulisn Miwion, Haly's Evo-
momy i IGyT.
© {28} Appendix, page

Taly the productivity of labor

ww,rmmumnhﬁwmnﬂumﬁm

per- capita; spocial trade (in doflans June soab) Bp @ 1940
dropped § g6.10 per capin w0
§ 13.00; exporns rote from § prr w §organ

25 or 30 %, compared to rg3B: This is not
much and is indeed a comfortable datim com.
pared with the reductions being experienced
in England and the United States. In a de

bate on English industrial production Mr. Lyt
iclton observed that the productivity of the

English worker has declined by 20 to 30 %;
and in the U. 5., Ford has claimed that a 30

reent decrease in productivity was expericn.
¢=d in his plants.

When this decrease in productivity (2510
percent) is compared to the decline in real
wages (about 60 %7) the result shows in faves
of the efforts of ‘the Italin worker, whos
productivity, onc might say, " had the ‘right ®
to a reduction of at least 559L. H one con
siders further that real wages in England had
meanwhile advanced by about 20 % one might
speak of the ahsolute and relative hyper-pro-
ductivity of the Italian workman.

I d be especially interesting to at
tempt a comparizon” between pre- and post
war income- distribution conditions in I taly
and England, with spécial atténtion on the
middle and laboring classes. [Tt is precieely
in this upheaval of the social stratification that

inflation transforms and séts new bases for
the social relations.

The pyramid of so<called " carned” in
comes " in Italy in 1938 rested on a tremend
ously large base rising by few gradations to
slender point. The incomes of the profes
sional, commercial and non-laborer- employeo
(including 3,100,000 recipients) espegially fol
lowed this dissribution (30): :

LS r ’

a1 follewrs;
Abewe e 0000 e ]
o 12,308
& Fo,mon 34fem
30,000 | ngn fon
14,000 541500
Lo than 30,000 458,500
1,000,000

I Tetsl sumber
punh.udhmcgppum;muu
in Florence - Indes, n. 8 po 41
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i Ea

Comsiderations on the dynamics of ihe ftallon |g|!|".|.-_-|| H-

Anwual income fa live Mumber af recipients

above 16,001 aﬁ,uun
d Bar, o0 3fi,500
iy, oo 54,000
50,000 7 0000
40,000 1, 4,000
30,000 145000
000 334u00h
10,000 1 ‘rﬁj.nm
Less than 10,500 3‘ 201,000
o ;tu-cr.hn

Toual number

The 5 or B million recipients of the labor-
ing ‘classes, farm and non-farm, are concen-
trated in the "below 10,000" catcgory with
slight infiltration intti the income groups im-
mediately above, e :

¢ The war and the devaluation profoundly
altered the shape of the income pyramid.

‘PDespite the Tack of up-to-date statistics we
“may be sure that the alteration decreased the

numbers in the upper strata, depressing those

whose incomes were fixed to' broaden the Lol Lt L e o

" types of expenditures, : :

base even more.. The base subsistence of this
hupe mass at the base of the pyramid has been
wrested from the distribution of rationed food-
stuffs and recoyrse to free and black markets.

‘A rough attempt to compare prices afd in-

comes -oFthe 10 millions of persons and their _

families in Ttaly and in England may give an
idea of their relative living conditions.

In England the system of food rationing
and price controls effectively covered the en-
fire Ewud requirement. This lack of compar-
ﬁ]iqr. of the conditions of expenditure make

attempt to identify the transformations in
Italian and English real income very difficult.
It is known that in Italy expenditures at con-
trolled prices amount to some 105[ of the

total expenditures for foodstuffs, and given .

the present conditions of the country it is mat
probable that this small figure could be raised
by much. Indeed, it is in the nature of a
public contribution to assure at least the harest
minimum subsistence to the great mass of in-

digent persons. Thus, for example, in De-

cember :Ig.\ﬁ\\ﬂll: average ration-card holder
could ‘purchase. mmumwad charfniels

857.8 calories 'dfly, i g_}s_?% of his

normal minimum réquirements (the percen-

" tage had been 31 for the previous January) (31),

The remainder was available only through free .
and black markets and only at free and black
market prices, The crushing weight of this
situationon_the middle and working ¢lagses is
the translation into " real terms " of the indices
of cost of living and real income,

The national index of foodstuffs (ealeulated
using .official prices for rationed quantities and
actual prices for.nan-rationed requirements) had
by December 1045 climbed to 3156 compared
with 1938 = foo. ~The index of the total cost
of living lagged behind somewhat for several -
reasons : blocking and control of public Seryice
rates the maximum of which (gas) increased
14 times and the minimum (" fixed " electric
light services) doubled, blocking of rents, etc,
and could be placed at 24 to 2800, Living costs
for the middrc classes in particular {the class
which is of special interest in the middle brack-
ets of the income pyramid) had by the end of
1945 reached 26.59 times their 1938 level: 3g.29

. The wapges and incomes of the middle
class (32) had meanwhile increased 1o a far less
extent. The paycheck of the private employee
had inereased 6 to B times, of the government:
white-collar worker 5 to 6 times; in all, the real
incomes of. thesé groups had decreased by al-
most 3/4 and 5/6 respectively, Recalling that
the national in reduced to about 45
percent, we see that these groups -And them-
selves worse off than the average by a good
20 9.

Workmen's wages have risen 10 10 20
times over pre-war, and thus their real in-
come has been reduced by 35 leaving them
also in a condition below the national average
of the reduced income.

Varying forms of non-wage com tion -
mmtmer be 'm'nemb:md?!fur l]ll:ym:preu
sented to the manufacturer a social charge of
an additional 40 %, of his wages bill

{11) Monchty Bulletin of the Servizio Sfudi Frenomici of the
Banca d'leslis, n, o1 (Mov.-Dec. 1oy - Jan; 1948).

" (42) Induded in the middle clam n the imvestigmics by
Prof, Livi being cited are the professional clasies busings men, -
and white-callar group. ;
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To arrive at more precise conclusions it
would be mecessary to consider the facts, hid-
den and discounted in a general index of living
costs, of a) the high relative proportion of food

hases — which rose most— in the budgets
of the lowerincome groups, and ) the large

“ amount of unemployment (33) glutting the

labar market and weighing on the budget both

. of the State and of the workman's family.

In sum, the fact that arge mass of
wage-carners found themselves below the re-
duced avefage incom® shows in itself the in-
creased inequality of income distribution. Tl‘u:
displacement of the income groups, the di-
minution in numbers at the upper and mid-

_ dle sections of the pyramid are evidenced not
«only by these calculations but by the large de-
crease in consumption during the war years. -

The Italian in 1938 spent about 109
milliard lire for consumption. Taking this
“as 100, in 1945 their consumption in 193ﬂ*'rc

had been reduced to 738 after slight (77

milliard) betterment over 1944, *

. Following is the breakdown of consump-
tion expenditures in Ital and England, and
it may be recalled that the higher proportion

spent for foodstuffs by the Italian population .
. iz ‘evidence of their more modest standard of

livimgz-.
R England Inaly
: (T L 1T L TR
Food .« 0. . . yhal . gfys gy Goy
Clothing and furnishings 1760 1155 139 68
Housing, light and- heat-. 2
tTmg it ilD Labey By 9. 136
Transport and communi-  © . ; i
cation . P 453 68y 6B so
Various, incl. taxes and
- jmposts. . . . . 308 3164 133 103
1oolo 1000 1000 100.0

(32} The Misietry of Labor give the follofing by the us.
employment stmtion-a the ead of rogy: -

. Agricultare Wb 7 -
Indusary
Commerte gL
Oneher s mb
1384 75

" These Fgures are only approzimste sn the Mivhitry, wapdn
process of reorganising it serviees in that peried,

. Banes Nazlonale del Lavora

Another index of the decrease in consump-
tion may be taken from the situation in vari.
ous citles, as, for instance;, Milan, The de-
crease in various foodstuffs from 1938 o 1945,
correcting for population change, was as fol.
lows (34): i ;

Meat . 3800
| Poulery . kL i
_EEE‘-' 1%

Fish "~ . 3%

g Milk 63 %5
Fruit 63 %%
Vegetables 53%

. Wine . 58 %

The gravity of this decline in mn.fumpli?ll

is further shown by the decline in calories
consumed, a decline which is even mdre strik-,
ing when it is noted that ft:]]r‘s " normal "
consumptitin is low compared to other coun-
tries- Ej in_terms of caily man-units,
the pre-war.was as follows: :

Germany ~ 409 caloriey
England 3804 - ©
France AT
Tualy 3200w

In 1945 the average daily per<apity calo
rie consumption, including rationed, non-ra-
tioned, and black market purchases in terms
of calories had beet almost halved in Italy (35).

16. — On the the whole the lowering o
the central layers of the pyramid .nd tife en-
largement of its base must have been consid-
erable in Italy, much more, from what may
be calculated approx
I;\iﬂ-lﬂﬂd, than occurred in England {35)

The decline in savings is one of the maost
significant indices of the change. The real
income of Italy in 1938 permitted a total sav-

(34} Thesc Figeres 2re bawed on the amount of foodmelf
insrodused imn Milsn, They were provided by the LS.E. ({5
twto & Sredi Ecomoesid), Reems, -

i} s Eromomy 8 1947, 18,
ﬁ}ﬁmummﬁ?ﬁm information in lualy
it has beem impossible o proont a dire comparien of the
pre- and post-wer disufbutions of income in Maly and England.
‘ i : i ’

imately and what may be . [
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ing of 5 milliard lire; in 1945 it entailed a dis-
aving of 4 milliards (37).

Individual holdings of the national wealth
were in large part liquidated and the savings
of the middle class were particularly, hard hit

as may be seen by their relative pre- and post-

war”_holdings, -

The former ratio of-turrency to deposits ha
gone through its characteristic expansion, from
an index of 37 in 1938, to 92 in 1945 (after
having been wp to 121 in 143 and 12e in
1544). 1€ inparticular we consider the typical
forms of savings wsed by the middle classes
we arrive at even more noteworthy results.

At the end of 1938 the deposits at ordinary
mrings banks were 183402 milliards; on 30
Sept. 1046 they were 122.123¢. Deflating this
by the cost of living of the middle classes com-

" pared to 1938 the purchasing power of the

1045 deposits becomes about 4 1/2 milliards,
193 lira. If one considers-further that living
standards of these people had through a series
of privations mieasured in years been reduced

| by Bo%, the reduction in-.tl'_mi: savings' of
| = only 85 %, give reason to appreciate their ca-

pacity- for sacrifice. But that which is hidden
under. the statistics, even if thew r;'u,trv.-_d:ld!r
anslytical, is the dlow canwerin 'of the fa’
mily wealth, eyen the mast neéeSsary and dear-
est items; into foods, a minimpm of clothing,
and medicine:  In ‘eve f,fwn clearing houses
of gold were organized, more squallid - but
more hecessary than those of the Efhiopian
wary ‘and by this method, through i
middlemen;, the gold and valuables fowed
into the hands of those who had the means to
seck "a secure ‘investment . Only centuries
of servitude, interru brief periods of
: pcd by i perids

and resumed in all its harshness and horror
until this latest catastrophie,’ can explain th
endurance of the Italian people in such a black
fear as 1044 : 3

To valuate, even if only in an indicative
way, the lowering
ltaly, the economic life of the millions of per-

e

30 Bruno Rowd Ragaal, * Reddid © consuen della popo’”
inaliana pegli annd 1

s € wrllj 1546 ', Compiun-

,-""‘—\

s Eronomice, p. 7 M,

between 1861 and 1g1s,

of "the middle classes in

sons in the base and central sections of the
pyramid may be considered.

At the base thiere were 2,036,000 wage-earn-
ers and their families with less than 10,000
lice in the year 1938, To live at the same
standard in-rgys they should have had 300,000,
actdlly they had approximately 70,000, M
we take the dle group, that from 10,000
to 50,000, we Al 594,000 recipients with their |
families receivirty in 1938 an average of about
30,000; the samestandard of livihg today
would rzquiggtgbm 900,000, whereas, on the
average they have no more than 240,000 avail-
able (38). - ey

This lowering of the middle clastes and
the altering of the income distribution become
‘more evident if weicompare prices in London
and Rome (39).

Average British wages were 121.4 shillings.
per. week per adult person ‘(about 5400
lire) (40) in June 1945; by the end of 1945,
they had incressed about 1% raising the
average to about %000 lire a week, :

Italian ‘wages may be roughly placed at
not more than 2,000 a week, Deflating these’
carnings by the cost of living, which in Eng-
land was at 122 at the end of, 1944 (for Aug.
(1939 =10a) while in Italy it incréased about
30 times during a salary increase of 1f or 12
times, we arrive at a 6.9/ decrease in the real

salaries of the Italidn'middle class (41).
m-'.d:g:} We have calculared lnqd.i ol 1|1ld:|; coat of the

classes, which, with 1588100, war a8 20014 0t the
end of Dee. Toqs (practically go). This index was caleulascd by

cihe Cemtro per la Statistlen Aienddlile di Firenze,

{47} Figures from the Cenaro per la Statites ‘Aziendale o
Firenze. Prices for the month of May ‘148, They have been
eonverted oa the busks of exchangerite £ 100 lire,

() Mimictry of Labowr Cavete, Feb, 1946 :

{41} A comparison of Isdices in Loadon sad Rome, con-
sideving foe the lyer slso black maiken peiors, yickds signifi.

. CHlfacial 1 Hl. market
Bread’ * (L iy 48
Wheat Boar e —- v kb
[Bacon e A e
© Bajar iR iby ‘1,000
Milk (per liter) 39.70 n *m
Butter 15,30 i - bse
Fousines .80 M M
Epgpy (per wni) 7. — 16
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The same Centro per la Statistica Aszien-
dale of Flarenee from Jan. 1945 on has been
_calculating an index of the cost of living of
the middle class. According to this index the
purchasing power of the lire moved from 1 in
1938 to 3.8 in Jan. 1945 to 3.4 in December
of the same year; a slight increase during the

e

summer months culminating in an index of
3.7 in August and Scptember was short-lived,
In December 1946 the index was down to 3,

in February 1947 had fallen to 25, Thes |

indices are presented in Table M of the Ap
pendix. :

Pft 11 - -T.ﬁ; Inflation in 1946.and the Economic. Emergency.

17. — The recovery of industrial produc-
tion during 1946 was notable. Bur it is dif-
ficult to assess the direction, the magnitude of
this recovery and above all the extent to which
it was a healty.and permanent gain in the
sectors in which'it operated.  However, it is
evident that from a level of 259 in January
1946 compared to 100 in 1939, overall pro-
duction had moved up to 59,9, by September.
But in the final months of "46 and in January
1947 many types of production were foreed to
cut down their output for lack of coal and

; Avdro-clectric power.

tnghs INDICES OF OVER-ALL PRODUCTION AND WHOLESALE PRICES; EMITTED m;?ﬁcv; FREE PRICES ||

Despite the technical obstacles, the tight

nezs of transport and the shortage of raw ma- §

terial, overall production increased 64 % from
January w April and again 34 5{ from April
to July: In part this rise in the general index
is also due to the considerable recobery in the
agricultural sccior by the end of 1946 (42)

- The "quantity of currency emitted (as con- B

trasted-th moncy) remained practically stable
the first 4 months of the year (from 382.6 to

{43} Accarding i data publidhed in he Glabs {1B-1-47) sgi- B8
wultural production by 1645 was up 0 jo-gs 55 of the averape of B

the laag pre-war years {to3f-1530)

OF GOLD AND FOREIGN CURRENCY [1) e g
Overaall Enﬂu-;} Wholesale P mib e e
; Money - : '
Month 3 ::-;“::;] F:;h:ﬁml:m {“:ﬂmﬂ P;HF P“ i per & IjI“lr.ls:'It
cmoe | gms wio | om 2 el
i .59 b 3 4 » o8 s
34 wmoe |yl # L 5 .
s - iy P P 79 L)
P LN 4 b e = Py
514 L ] “ ‘7 £ =
ss.) {Ilur' 9 L] 408 ixza L
8 ma | TV gmb 5 ~ L 2
T 411 oy 7 L =
= . asg 193 o - *7 G ol
i 5 o = “?3 . e kgt L
P sraie 46 w6 Gl

- o) o o In Goatisien. Anlcadill of Pirene,
() Includes Bask notes, Treassry notes, and A-M bire.

%
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o0 milliards); only after April did it re-
sume its expansionary movement reaching
445.3 -milliards by the end of August, a
209, increase over 31 Décember 1945, Until |
the- end of April, it may bé presumed, occur-
red a period of watchful waiting, a slowing
down in the velocity of money and speculative
transactions; but the rapidity of turn-over of
merchandise increased markedly as a result of
the increasing unification of the marke and
improved means of transport (43).

From January to April the free ! market
price bf gold dropped by more than a third.
The drop in the free '_\_'_';fjung: rates of the

_more important foreign currencies, as seen
from the preceding table, was also notable
though slightly less. But by May, however,

* the ppward movement was resumed.

As for prices, at the beginning of 1946
wholesale prices were 34 times their 1938 lev-
el The first:6 months there was an appre-
dable. drop of about 155/, but the increase
in the second half year quickly wiped out the -
improvement, prices rising by about so %
w0 that the level at the end of 1946 stood at
M times the 1938, base,

The stability of the quantty of cited cur-

rency, the—decrease in the velocity of money
seeking " refuge poods ™, and the increase in
the velocity ‘of circulation of merchandise de-
limit the ¢lements of the problem for.the first
half of the year, confronting what in the final
analysis are the monetary elements with the
“reql " ones, the former remaining practically
unchanged, the latter increasing greatly.

At first sight the reasons for a decline in
the wholesale price index of only 15° arc,
not evident, especially considering that the
prospects during these months were of a con-
tinued and prolonged fall in prices. {

18, — The forces restraining the fall in
prices were multiple. Forcmost was tl:n; ex-

port of the new industrial production, a pro-
duction which was not a_mere recovery to
peace-time conditions but an entirely new im-
pulse to make up the dearth of goods or the
disappearance of -goods in foreign markets
causedd by the abor unrest in production cen-
ters once our competitors, The domestic mar.-
ket in these six months remained practically
inactive, all new production being disposed of
outside our houndarics (44). This explains in
large part the stéady-conduct of- prices.

It may also be observed that this first six
months was in every sector of the econofiy a
period of watthful waiting, waiting 16 sec the

. direction the market would take in capital

gn-TI:. consumer. goods, and supplics in gen-
eral, . S
In contrast to the stability of currency,
credit activity expanded notably in this pe-
ricd, an expansion which to some extent work-
ed against the downward tendency of prices.
From the 15t of January to the 1st of July the
volume’ of loans of the 165 banks which ad-
minister about 99 %, of all the deposits in the
country increased by about 41 %7 (from 160,664
to 226,960 milliards) while avallabilities increns-
ed only 11 9, (from 189.435 to 3r1.820)., ¢

19. — By the second half of the year the.
emergency had assum much different cha-
racter. Despite the s creasing velocity of
goods (45), the negative dlements, those produc.

- ing inflation, were indubiitably prevailing.

The general index of industrial production
rose from 55.53 in July to 59.34 in September;
and then, as was above noted, began to fall-
below the July level.

The currency emitted also began to rise.

— From May to October the monthly increasc was

about 12 milliards, bringing the total increase

{44) Evidence of this s given by the forvign uade sestieies; -
in milBons of Bre, imporis incressed fiem 5,38 s Jaouary w0
7458 exports from 741 In Junwary 1o 4,340 in Jube. The com-

* pantively prester increase | exports is metcwoeghy. Sec Appen-

slone from §1-7-45 .00 the end of
Aprll 1gq6 wrack im tion increased 37 54, tractios wnisy in
‘weration 44,7 %1 averaje menarcend (that i, pumber ol
Ireight cars vimes number of dayi inthattime period divided

by mumbes of effective ed - 1a dayi 13
Ithmﬁq

{43} Por ‘the r

bours in Oer. 45 10 1
¥ mare intense utiliation,

¥

dix, wlble O,
Las) Index of tomnape carried by rofl increased from sf in

] Juine l.u-_\ﬁ; in October; muritine ionnsge unloaded, 33 i June,

35 in Noveembers musiime tonnage loaded, 16 in June, 17 Ia

1 vodsme of reeail sabes cosrecond for price changm, 100
ip faune, agn in Ocober, 11 ln November, These indices were
calealsied by the Centro per ls Ststiica Aziendale of Flosence,
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the whole field of recovery by small and slow
steps of partial or relative progress, accompa-
nied by considerable and more or less una-
voidable errors.

* The recent bald rchahilii&_ﬂ'ﬁn of the Hun-

t_. .-

Banca Wazlonale del Lavora

garian currency, which required a profound
transformation in the social and umun:ﬂc
structure of the nation, offers an alternative
solution the general rejecticn of which iy rich
in warnings and instructive comparisons.

ﬁm‘r: £ THE REPORT READ BY PROF. LUIGI EINAUDI TO THE GENERAL MEETTNG OF

SHAREHOLDERS OF THE BANCA

The report of the Governor ofsthe Banca d'Ttalis,
Prof. Eingudi, is always awaited with great interest as
affording ene of the widest and at the same fime oo
of the most detailedizu that Italian economic 1t
eramre can offer, and this year it has natrally been ex-

with more than usual eapernest. :

The serious situstion now existing in Iy, which
gives rise 16 50 many rumours, either pessimistic or op-
timbitic, but rarely of such authority,,Jeads men of =il

ies and all tendencies to hasten to consult the thick
volume of which the proofs have just been publith-
ed (1) i \
;{:}1;@::.1 therefore be of interest to run over the Re-
port, stopping to consider those podnts where the
tvards of- the Governor clearly reflect the views af
Einaudi the economist. - Special consideration should
thus be given 1o the ocbeervations on the participation
of Taly in the Breton Woodi Agreement, and on the
condition on which the posibility of balancing. our
budget of foreign payments depends, and here pro-
spects Are cestainly less unfavourable than they were
year ago. ' Consideration should be given 'to the
long and able dnalysis of our commercial ts
orcign exhange market, which enables
workjng of the invisible econ-
under nows
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DITALIA ON DECEMBER 31 1947,

months and 1 the newspa have hired ;
a'hlhﬂtg‘mufd\tﬁﬂhﬂj ing ?
What is that man doing who goes on repeating to
day his old exclamation of iga0: smash the pres
which prints the bank-notes, byt who cofitintes and-
lenly signing nowes of the infcrminable W osc-
riee? ' (2). And be wees " words inspired by a feel
ing of ﬂ-ﬂt and responsibility ™ to assert "‘d:_nt the
Treausry of the Staé has no direct responaibility for
the incresseof the cikgilation ™, (1) : _
How then hasthat increase of the cireulation arisen
which, singe the enid of May foqf until January 1947
has Jel 1o the printing of 103,817 million lirc?
The responsibility-docs not lic with the Treasury,
The debt of the Treasury to the Bank has increased

over the period mentioned by only o7 million lire,

ie. in a ratio of litthe more than o per mil. Nor doe
the responsibility lie with the Banca d'Ttalia .ﬁ]’lId?.Jﬂ
lts capacity as a bank transmcting credit Gperations
has withdrown from circulation 3,750 million lire,
Whese then is the fauic? As a hypothesis, the
Governoe aseribes it first of all "o that mysterious
entity whom the ancients alled Fae™ () :
The increase of 1o3817 miﬂ.:::;:nq-ﬂr: circulation
can be more than ntmnd‘ Jisbursgents

. notes which " fate 5 ha oo us. They
be summed up as follows: . 3 .
Payments m Allics L to6e8, oo,0m
Endiscoene for the ocommedity pooly LI e
Parchase of forcign cchasge » 37y e s
Repayment of tind bank deposits B G g
Redacrion ¢f the oredit bhalance Treswery . 455500,

Teeal L. 1ol fog noo e

‘Mo one can deny the unavoidable nature of thes
dishursements. ™ We had no choice; we had cither

chaos * (5); but i it was fatal that the Banca d'ltali
should lucrease so consi the note circulation,
it was not Fare which forced it to do so; but 3 seris
‘of circumstances which are

tified, f o

() Report, page 346,
(3) Report, page ary.
4} Report, page 315,
(5} Repart, pape 325,

.

A

clearly specified and iden-

Contideratians on the dynamics of the atalisn infisilon

It is indeed necessary " 1o look anid see what lies :

pehind the necessity which has compelled - the Banca
dftalia to jssue in seven months and: twenty days
potes for no bess o sum tan 104 millinrds of lire  (6),

The English-speaking reader can now, appreciate
the inflationary effect of the policy of . compulsory
commiosdity pools and of the political price of bread by
reading o very-clear anticle written by Prof. Finauwdi
hismielt (7); he will thus be able ‘1o make his own oo
eralization and to ascertain that a peneral cause has
been responaible for the inflaton of the note isues:
they Bave been made without cover,

Thie notes put into circuljtion to. meet the cost of
the political price do not réfuim, becanie the bread is
consumed and the consumer pay their debt consuming
the bread, bat it is the Treasury which pays the di-
feredice in price. It is indesd true that notes have alwo
teen printed to mzke payments 1w the Allies"and 1o
pirghase foreign exchange from exporters, but by'so
ddng correiponding counter-items in appreciated for-
dgn exchange are credited 1o Ialy; and deeir infla-
tionary pressure on prices should thercfore only be
LEmpOTArYy. i i

And this would really be the case provided two’
eonclitions were operating: the foreign exchanpe thus
secured should be eollected in the form of purchases
ef essential commoslities, and the proceeds obtained
iherefrom should” bé wsed. 1o reimburie: the lira- ad-
vances made by the Bank of lsue: By this means
the circuitire—foesign exchinpe—foreign commodi-
ties-lire, would be established. -

Hut this sircuit does not really work. The fore
eign goods purchased with the forcign exchange are
net always essential; moreover, they are uently
sold st E”lin] Instead of cconomic prices; lastly
It may

uied o meet current expenditire.

In this way the Governor of the Banca d'Tualia has
rot only :lm-lzrﬂh-n the lack of responsibility of the
Bunk of lisue for the increase of the circulation but has
pointed out what are andoubtedly some of the causes
of the depreciation which b related 1o the fact that

the shove-described cireuit doet not work. ot

The general situation responsible for the process of
hﬂh‘lﬁmﬂhﬂﬁhﬂmﬂnﬂd’ i Prof. Einaudi, a
i suppartcr of frec and the principles
of finance, ascribes it to something less an-
cient and less tremendous than dreadiul ™ fae™; he
sicribes it to the deficit of the national budger. ;
" The means.for aveiding it are known.  There are
o miraculpus ics for finance " (H).  The meaps
aee wbstantially twoi-taxes and loans, A wise useof
these means, which first containg and then wipes
{6} Report, page 213, 1
{7} Lesae Emwsvpe; Cureescy orculation and compaleory
wheai pools « flance di Muma - Review of the Economic Com.
ditionr f fraly, N° 2+ March, 1e47. :
(%) Repart, page 331

that the lire collected by their mle areinot
reimbursed 1o the Bank which advanced them, hut are *

1t

out the deficii, is wifficlent—the Governor mid— 1o
arreqt the anward rush of inflation, :

lialy ‘s etill far from that fearful moment when
every few flote fusue 1s vhln, and no longer Is of any
advantage to the Treamury. The Governoe still hay
confidence: " We know—he stared—that the end of
the lira must not gome . 2 i

The fate of the lita depends to some extent on the
respective speed o slx finners in the, race, whose vel-
ocity may be shown by the following index numbers

1o half 34 balf Thecembty

e o
- Directpaymests’ . . . . 2 . (T s 14y
Toas! of direct aned indirect pay-

B L tom (11 IR
Fovenmie Peccipti . . W 0 . . (E5) (PR 11 1
Meani supplied by the Anancisl :

L oo =
g Yo e o
Wholesabe pricesn . ., . . . | (L] 1 141

The ‘dreaded runner who causes sa much l'mth_e,
it that known as wholesale prices; his race is encous
raget paymerits and the note circulation,- He s
indirectly encouraged by the redyced strength of. the
means supplied | by the money market (loans and
current accounts ). The only hope lies in
ing_]q::t of reverue recelpts,

e Governor of ave Banca d'lalia fs 3 man of
tried and manifolgl experience. ‘The present defici is
a huge one, G1o milliard But the defieit—which
were nevertheles wiped past times were even
maore alscming, as is seen

present day lire: E
[ITLETY 9 milliands
1HEg-an W
1gaa-3t 0 =

158142 oo

% ! -
; We must remembet the example set by our Fathers:
" It does not require a very great effort of will 1o leave
the path d\ltiﬂdsb:tbelﬂ?cyhnhnfiﬂﬂlm

W:mdmljdummtih:mldm:bgdﬁ__

men of the past generation ™ (). ;
In ltaly, and mot in lualy only, all have listened
with deference to the volco l.'ﬂ'ilﬂ!‘.l!'db:'l‘l‘lkh
—carrying the weight of authority as it does—tis nev-
ertheless only one of the many in the discordant chorus
of the wouldbe reconstructors.

Uhdoubtedly there are some who da ot accept the
Governor's diagnosis of the illness or the remedies he
«proposes; there are some who point out that the fa-
mous runners of the race lend themselves mutual as
sistance, and they note with anxiety that the moncy

(3} Reguit, page 347, :

S

gillopp-

we reduce the figures 1o
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* ‘pation of the mark beginning in 1914 and in .

pound sterling which lasted almost a century
isa muntﬂpgk which needs no comment,

" From such a comprehensive point of vicw
“the problem of the inflay of the Hm_ ceascs
being one of finance & simple economics but

- becomes a sociolggical problems; or an econo-
yes, but now understood in a more |

mml d ¢ and | sense. Iris
i¢ and structura

E:: wir]:mi'r. ::;:;lﬁ:r remember—and this con-
sideration recalls by contrast the limitation in-
cludeg in the quote ™ at lcast inthis country "
—that while in England inflation theories have
been rather la®, in coming and were therefore
opposed and considercd heretical, in Italy the
sociological theories of inflation have_had such
eminent and radical sustainers as Parcto and
Gini. B b

: 36. — The social and ccnnumi:_di:cquili-

britum at the root of the inflationistic process
were sb evident in Germany duringthe deval-

_other countries of retarded capitalistic develop-
ment that they are common knowledge by
now, and the difficulty of obtaining informa-

- tion consists in selecting from among the ple-

thora of texsts and citations which exist.

The words of Wagner, written B6 years
ago, arc well worth repeating and have in fact
been a preferred text of students of the great
inflations that took place under historical con-
ditions analogous to those of the Russian ruble:
" Powerful groops are interested im maintain-
ing the agio and even increasing it. 1f meas-
ures are taken for the rchabilitation- of the
currency the powerful of the protection-
ists will nppnf:rh:m mETh“j:rll.t‘bé’mcam at its
disposal. Bankers and industrialist_are in
agreement.  This was proven every time in
Austria during the nuimerous attempts made
to rchabilitate the currency; the same occurr-
ed in Russiain 1862. In the United States the
attempt to turtail the agio was fought with

~ real fanaticism. The opponents of paper mon-

ey afe called traitors and on the payroll of
a foreign government in the rebuttals of the
selfish industrialists ™ (55).

"+ Naturally the social and economic picture

%
e ﬁﬂ&f&ﬂl{!ﬁnﬂhﬁb.ﬂ 1ot
. = |

{ § Cl

J

%

“like the Italian one w

Banca Mazlonale del Lavora

of the ipflation and anti-inflation forces. in
italy is !j{tﬂc(; t from the above. There are
no groups or igm!::t openly suppart the
inflation, but accusitions and retorts have not
been -lacking to indicate that the possibility
of a monetary policy being impelled toward
inflation is arising. A liberal like Minister
Corbirio, who has followed the policy of brak.
ing the emission of currency and paring ex
pentes to the bone while—according .to hii
numberous critics— closing his eyes to Facton
much more menacing to the Italian structun
in this emergency, has sometimey specifically
accused the Communists;and some groups of
manufacturers and businessmen of being sup
portersof the inflation (56). 1
an opinion, cspecially if raken liter
ally, miy causc a certain perplexity. Whik
it is true thot.of his day Lenin wrote, " The
most effective means of provoking the collape
of a society is that of buryng its mongy ™, pee
sent day l:{muriurﬁsiu is rnlig:h mﬂl’EFlItm i

“tic in form and could hardly countenance ents

of this type especially in"a political situatio
e it shares with
litical partics the responsibilitics of governing
?:wouldpi:: more ju.athr:!bwv:' that the ant
‘gonistic relations born of the present inflatios
and its latent future are decply rooted in th
social and political structure of the Italian econ
omy; it would, be misleading to w:fuux
antagonism individually or tn materialize thes
within this or that industrial group or socid
class or political = :
e raiag thy dailfvaf the Iuka
economic or financial situation certain rdl
factors are apparent which almost indepes
dently of the particular wills of individuals @
_groups do not exclude the probability of
inflationistic solution. Above all, there is th
imposing national debt, already- devaluated
through inflation by as mhuch as 98 % (5
which continues to become more troublesom
and more burdensome even in the face of !
i _ =
I o the on 1 . 1
ey e

at only onc-terth ol their preowar value, the Governmen bl
already applied an Endirect real tax of aver g0 %, ol the 3
public debt, See If Tempo, Rome 17 Avg. 1945 'l i

di guerra ', by E. Corbino,

Comsiderations on ihe dynsmies n'-!.ll‘!t"ill”-lnu|ﬂl|llll'll'|
3 ¥ -

possible future revaluation of the -ctrrr:n:].r.'

Moreover, the vital necessity of exporting dnd
the enormous potential demand for investment
cfunds to rebuild obsolete plant and”to carry
on public works find themselves up against a
greatly reduced quantity of real savings.! The
wtal annual real investment is greatly helow
the requirements to repair war damages or
the necessities of the population and industry.
Indecd, the year 1045 braught with it a nega-
tive saving or net disinvestment of zbout 4
" milliards. Time deposits, as corrected by the
index of wholesale prices, by 1945 had been re.
' doced to 39.0% of 1938, During the first seven
mopths of 1046 the growth in savings, on the
aame base, was about 7 milliards (2106 mil-
liard lire 1946) as compared to 1.8 milliards
during the same period 1938. But the total

. savings in terms of purchasing power had

been reduced to 1f3 of 1938 (58).

The curb which_the lack of real savings
imposes on the reconstruction and industrial
expansion is made graver by the potential flex-
ibility of Tiominal wages and by the still un-
wlved dilemma inherent in the necessity for
.aiding the masses of unemployed and the de-
sirability of balancing the budget. @ne must
add that in the period of contintous inflation

from 1913 to the end of 1946 during which :

- thedira lost go.5 %, of its original value, a net-

[work of vested inflationary interests and spe-
culative positions has been woven, making
ever more difficult the rehabilitation that would
signify a completely new national economic life.
Monetary
obeyance for a long time until the fortuitous cir-
cumstances for its concrete realization present
&mﬂm "The history of inflation in coun-
tries of belated capitalistic development has
shown at Jeast DMT r
has often

reconstruction and rehabili-
‘tation not:beca

it was an cssential conditiofy

- but because at a n:u:u?-m equilibrium

 had been reached between the int - and

those against inflation, It might be that

somctimes this equilibrium is reached after in-

 flation has run its full course, no longer serves
(3¥%) Ririira di Politica . Fromamica, Feb, lm P 143,

e

ilitation therefore may rest in -

ing: currency stabilization

44
pnrticul:ﬁr;-ﬁpl.'but wreaks its damage on
the whole_society. .

37- = On the other hand it is difficilt
for the cutsider tg judge the Hﬂu condi-
tions in Italy and their relation to inflation, It
is too easy to mﬂilr: -: negative or unwarranted
opinions, to speak of the political emer
which has led the Hﬂimu?:lm m-d:ﬁ’é%::'_m.{
roads and has made defgnse of the lira impos-
sibile, or to write as did the Milan correspondent
of the Zuercher Zeitung towards the end of
Movember 1946 : : c -

" The economic situation in_Italy 1oday is
considerably better than at the end of April
1945; but it is undoubtedlysless good than it
could have been if instead of a contradi
and-indecisive. cconomic policy it had followed
a_monétary, sevenue, and - commercial policy
based on the authority of the State, conscious of
the ends it had to achieve, and inaccedsible to
interested influences " (59). o

Observation of this type, not fully substan- -
tiated by a profound understanding of the life -
and necessities in Taly are frequently repeated

by Italian critics of the Goverhment. One
easily forgets that it only in 1045 that
Italy began hér dem life, -began slowly

and painfully, by a means perhaps even more
painful than economic reconstruction jtself.
While it issa commonplace to say that political
life and equilibrium have their price, it seems
necessary to repeat. it in face of the profes-
sional distortions of certain cxperats in things
reonomic.  One must remember that the econ-
omic and political life being attained and re-
newed today in Italy is a result of struggle and
trials ‘which after all arc healthful and bene-.
l;cid:] :; - :hr:d with the universal silence

calm  dictatorship preceding and
the economic ruin that accompanied 'itx even

_initimes of general relative prosperity.

If inflation is a process, especially in ltaly
where it embraces the whole organic structure
of cconomic and political and social life, re-

_habilitation can only be conceived of as an

apparently discontinuous series advancing in

(50) Newe Ziecher Tevmng, a1 Nov: g, " e Entwick.
fung der [eabienischen Machkriegenwirnchaf ',
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' ezr::'md Rnancial sspect rut"iui-'ial:i.-:clzn is being
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* balanced and foreign payments and receipts put

in equilibrium. Well now, utJh': mun;::q cx-
periences during and especially in years
imimediately nfu:gr the first d War if they
have not substantially altbred have certainly
somewhat modified#this. conception. That is,
they have demonstrated that a sharp separa-
tion cannot be made between basic conditions
and offshoots, between cause and effect,
"It is assurcdly true that the monetary

troubles pf a country are the consequences of
" the war-<created financial difficultics and of all

the other vicissitudes-that have overthrown 'h.':
previous balance of foreign payments; but it

" is also true that while depreciation continues the

monetary difficulty reacts back on the causes
originating it, intensifying thém-so that while
it remains exact to say that monetary stabiliza-
tion cannot be achicved without at the same
time reestablishing balance in the Government
budget and in foreign payments, on the other
hand it becomes equally justifiable to claim that
monetary stabilization is the basis of recovery
of thé national econamy, which recovery will
then have among its consequences the balancing
of foreign payments. In other words we have
here an example of the interdependence found
in all economic phenomena, and which must

- always be kept in mind when formulating plans

of economic policy.  And it is preciscly this
interdependence of '
tutes. the enormous difficulty of cconomic pol-
icy in whatever ficld it is being considered. .

" The practical lessons for Italy which !
would like to draw from these al consi-
derations are the following: It pethaps
be fatal for our country if in the-€xpectation
that the conditions basic to monetary stabili-

zation will appear of themselves we allow mat-

ters to slide and evade putting into practice

" an-energetic monctary policy. During the wait-

ing for reestablishment of the conditions on

- which monctary stabilization in the last analy-

sis depends, we must non relax but must do
our utmost to_bring an active monetary policy
into operation ", ;

— It is interesting to observe how else-
, the purely mon-

L
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which consti- -

much less dwelt upon, while much more em-
phasized are the " real " premises that condi-
tion the feared event ; :

" Never in our history has the danger of -

inflaion  loomed larger ™, Lord Cherwell
warned the House of Lords last May, Nev.
ertheless the researches of the Englith econ
omists have not been directed toward the risks .
of classic inflation, which floods the market
with means of payment. They have not dwelt
upon the " importunity of the buyer " which
follows an exaggerated emission of currency or
hurried dis-hoarding, but rather uponsthe ™ vo-
racity of the selles ™ resulting from rising costs
of production and the influence of such real
factors s fhe scarcity of raw materials, decline
in the productivity 6f labor, increase in nominal
wages though real ones have declined, et

The most ruisus phase of inflation is con-
sidered only as asdistant and- even improbable
danger. It could faterialize only if the hold-
cfs of currency and other means of payment

should all decide upon an orgy of :pcn:ling,. :

pujting an uncxpecied sky rocket under prices,
From experience the English have not seriously
worried about such an  eventually, telling
themselves as the writer in the Ecomomist, " It
has never happened—at least in this country—
and it is not very likely to happen.in the near
future " (53). -

35. — The kernel of the lalian problem
might detected in the phrase " at least in this
country ". England, like all the countrics of
carly and highlydeveloped capitalism, never
experienced those most acute phases of infla-
tion which in modern times have elsewhere
transformed whole economic and social struc-
tures.

Italy, however, may be included among the
broad grouping of countries in which the In-
dustrial | Revolution came late, and in which,

.

as in Germany, czarist Russia, and the old

Austro-Hungarian empire, there was continued
need of the instrument of inflation to mntfnlt]!
the economic organization into the capitalistic

industrial pattern, and in which, by a com-

(43) The Ecompmint, n. 536, May 5, 1946, ** The Risk o

he

eRale a1 3 lﬂ]“'ﬂ‘liﬂﬂ-’f'
- mest ol 1.4 millisnds smd iq ) ml:ﬁlr%il and current
L R |

ey conmralled the four majof nations) eetallsrgical plams (pro-
fing 75 % ol the wol pig dron, 45 % of the unfinished ueel);
3% ol the Julism mereantlle fert "', . Rapporto della Com.’
Simisne Economlea preseniaio all*Auemblea Contituenite, In-
deia, 1 Relasbone, p. 15,

Comslderations an ihe dynamica of ‘the hnlisn Milatian
: -

plementary growth, the banking system did -
not follow the classic English pattern of 7a
institution for deposit dnd discount but became
an institution for financing and lofg term
eredit. miL

The development of productive capheity
and of the Italian’ industrial ‘structure accord-
ing to the usual capitalistic methods required
a large concentration of financial means’ from
the beginning of Italy's existence as a unified
state.  Unable to depentupon.an influx of
‘pontancous savings that would keep pace
with the vast and growing needs of the pro-

. ductive organization, Italian industry has been

bound to the banking system through-out the
course of its_history; thus the ordinary eredit
bunks have had a notable say in industrial
development. : :

Against such a background it is well un-
derstandable how rescues, state intervention,
and fiat currency have been normal occurren-
ceg; and their extent and importance have so
increased as to change the periodic problem
of rehabilitating the currency into the com.
plex one of banking reform, .new financing
methods, and above all of a complete over-
hauling of the economic structure. = -

This evolution culminated in 1933 in the
creation of the Institute of Industrial Recon-
sruction (LR.L) which following the reorga-
nization of the three large Italian banks found
ielf in possession of the major shipyards, al-
most the whole mercantile fleet, and the four
mijor national metallurgical works (54).

The credit and finance system in-Italy re-

47

in other countries with differént historical and
local conditions were gradually overcome, in
Italy set in motion and reinforced the poten- - -
tially.inflationary basis of the national econo-
mic development and provoked such crises
as to radically change the structure of the ere-
dit system and t6 alter-the entire economic
structure of the eountry, _

A certain chronic monetary instability, o)
denced by the tecurrent crises and reform, has
therefare been a continuing evil in ltaly, or,
pethaps, a nécessity and an instrument of
growth that might appear indispensable 1o ar-7 +
rive at Italy's present stage of industrial ad-
vancement. - The very beginning of her uni-
fied political life resulted inva deficit, which
grew until the famous balancing of the bud-
get in 1866, with which the name of Quintirio

" Sella is connected. By 1882, this had again)

given way to unbalance. Only by the end of
the century was Italy able to enjoy a period of
relative finaneial prosperity, which lasted until
the Lybian War of 191112, . e
The fiat money of 1866 was nominally in
force for 15 ears, ufitil 1881, and actually for .
17, until 1883, From “until the great
crisis of 1893 a series fn#utiw and legisla-
tive provisions continually enlarged the limits
put on the volume of bank currency, de fucro
if not de jure continuing the wse of fiat money.
In 1893 thele banknotes were made conver-
tible to metal or Government notes on -

* sight and to bearer, hl{l.' the convertibility into

metallic was s0on suspended, a

vealed its intrinsic weakness in its reaction to —-suspension which lasted until after thé first

the crises following the first World War. The
shock of inflation and the crises resulting from

dsinvestment and post-war reconversion, which

540 ™'+« . On the occasbon of the founding of this bedy the
et bunks wken over by LRLL (Banc Commersiale, Crodito
lslismn, Banco di Roma)'with 13 millisrds of lire in the mos.
taied types of indunrial i :
Eepusti were bn posscuion of the major [iafkin thi {which
twanage of the mercamile
L and 72 % of the submarines);

parallel eco

other countrics late in developing the modern

industrial structure, especially a study connect.

ments, would be very interesting; it would,

however, be interwoven with facts alread

m:niz'.m:s reportd and at least in macroscopic
ily

for

World War.

The relation of tl:&j " formal "' state of
fiat money and increasing emissions to the

development of Italian industry and growing
protectionism are well known and «easily un-

derstood on purely theoretical grounds. A
: economic and sociological study of

positions in the develop-

detected. Thé golden age of the

D
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absorb the unemployed and raise production
to the highest possible level.

This financio-economic objective in the last
analysis must be based on a sqgial structural
reform of such a natire as to demand a more
or less radical change in the basic conditions

" whence originate the inflation and the dis-
equilibrium.

Within the frame of such prospects and
such economic and financial objectives the
other projects of curtency change and the ex-
straordinary tax on private wealth should be
evaluated. : -

The currency change was projected and
studied when ana " measures were being
adopted in other countrics and was at first
primarily consideredt to protect the currency,
preventing counterfeiting and influx of lire

_ notes from Germany, and for statistical and

financial® purposes of determining the liquid
availabilities. As §, subordinate but much dis-
cussed purpose it was thought to lower the
* denominations of the currency turned in for
exchange. = =
Technical difficulties added themseives 1o
the growing untimeliness of this remedy, mak-
ing it more and more unusable. The affir-
“mation preceding. the last public loan that it
was certain to be adopted is quite disputable
as concerns the sincerity that was behind it,
and only psychological reasons of propagan-
dizing for the loan can explain it. By the be-
_ ginning of 1947 uncertainty changed to con-

N

32. — When in 1938 he reviewed the Eng-
lish translation of Bresciani Turroni's The Eco-
momics of Inflation, D. H. Robertscn very
justly observed: " For not only did these new
notes directly provide continuous fuel for the
flight of capital over the exchanges; the key
to the whole cansal tangle mtm'befmght in
the consideration that, as the ﬂt;lal‘. ultimately
proved, the whole complex cumul live process
could at any time have been stopped and re-

- versed if the determination of the authorities

Bances Marlenale del Lavorm

. Irn;q.virnh:u'l (zo).

~ Part 1V - T:_;adeun}r and. oﬂ&?;m on the recovery of the .[m:
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viction that no such step would be taken,
and official declarations strengthened this

As for the extraordinary tax on private
wealth, the press was full of it after the ar-
mistice and during the early months particu.
larly of the Partl Government-when Minister
of Finance Seoceimarro cutlined a plan whose
main lines gradually became public know.
ledge. This part, which Minister Scocci-
marro had wanted to present to the Govern.
ment as early as the autumn of 1945, would

have levied a progressive personal tax on per- -

sors whose wealth was over 2 million lite net.
After much diseussion and cross-planning the
plan in March 1947 seéms to have been put
in definitive form and was ready for exami-
nation . by the Government. Exempting all
valuations of less than 2 million the tax rate
ranged from 3-4 %, for a tax base of up to
5 mﬁﬁm to a maximum of 505/ for a*base
greater, than 200 millions. i

31. — Today the following urgent guestions
must beafswered : has the recovery process al-
lowed action against inflation by purely mon-
etary means :nfprinr to a gencral economic re-
ordering ar has it shown the convenience of ac-
companying measiires especially aimed at ex-
panding the productivity of tiie economy and
decreasing unemployment, or, finally, has it

demonstrated the necessity ot changing more

or. Jess radically the social substructure that

conditions the development of inflation ?

. 1o restore the public ﬁmnm:ﬁdmm;ﬁ‘i.th"—

moncy supply had been placed beyond 2
doubt” (51). s

Only those who have not looked at the
devaluation experiences of the German mark,
thcﬁ.us:{imkm:,mduﬂiutmﬂn;iui_bm

{56) The dechion e mot efiect the cusrency chasge wal
Fonally drcided by 3 deerec smtting wp the Exirsordinary T
on pivee feetunes. ;

'::ljn.}t.m:“whmm".m-
Bix Reviewy, pip. 1fz. 5

Copsiderations on ihe dymamies of tle lislian inflatian
£

analogous falls were intensively studied in the
aftermath of the first World War are ircesis-
tably driven to asking: why the ltalian autho-
rities do not establish the conditions thar will
allow the restoration of the lira ? Naturally
this question will be put forward enly by those
who have considered the damages, econbmic
and social, which inflation wreaks on soclety

in general. In Germany and Austria after the.

first World War the most obvious and classical
anti-inflationary expedients, both monetary and
fiscal, were all continually being announced,
discussed, invoked, rejected — and. never rea-
lized: It scemed as if the monetary authorities
of whom Mr'Robertson speaks were cither pow-
erless or élse had no real desire to act.

An analogous experience is taking place in
ltaly” according to not enly the public but to
many financial experts and persons who for

- . whatever reason are concerned in the inflation- -
ary path being fellowed by the lira,

This viewpoint, however, may be seen to
embody a certairf relative optimism. The mon-
elary situation seems ever restrainable and
ever curable; to put the economic house again
in order one needs only apply strict Anancial
mmeatures to bring the budget into balance; and
other classic remedies.  Thus the menetary
authorities are held responsible and invested
with considerable pawer; they are conceived as
eing detached from the socio-cconomic orga-
nism as compounded at this particular histo-
rical confUncture but yet equipped to operate
upon ‘the economic forces moving within it.
This conception is accompanied by a type of

~ public formula after the April "46 rise in pro-

duction, which was accompanied by inflation,

which began spreading eflectively, and which -
foas somewhat as follows: " No more issuing

of paper money. The finances must be put in
order.  We must conduct oursclves according
to the tried and true rules of cconomics. This
will take care of speculation, inflation, and
black’ markets, and we will retirn to nor

_ 33 — This tendency toward considering
:ﬂ!‘;ﬁﬂﬂuipob!moiﬁuu:ialunbp]m

cause the often con
exigencies of the different industrial and social
%, 1d sac
B »
4 :

ek

.would be vain to
lization without first passing through a long
pre-condi-

—
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(et ; _
groups his rarely, among those who have studi.
ed the problem most intently, taken the simpli-
fied aspect implied in the nbnég formula.

In a certain sense it has been superseded by
the more ‘modern  empirical concemptions of
what measures should be adopted for the rehal:
ilitation of the currency, which conceptions rest,
it is true, on the classical necessary conditions
— balancing. the Government budget and. ba-
laneing the foreign trade balance of payments,
But while they still give tumid:th weight
to the purcly monetary factor they deny pos:
sibility of independence between premise. and
consequences, betwetn causes and effects, Par
ticularly interesting deduction on currency
and on foréign exchiange rates are drawn from
this wiewpoint. Prof. Costantino Bresciani-
Turroni, interrogated by the Economic Com-
mission of the Ministry of the Constituent As-
sembly, restated his well-known views on the
devaluation of the lira, which we quote ‘in
part as follow for the convenience of the Eng.
lish-speaking reader (1): i

"1 will begin by recalling to your memo-
ries that by tradition bcgh]ﬁing mg. before
the first World War the monetary disorders
of 3 country ‘were conceived of as a symptom
of a much deeper disturbance, . Monetary phe-
nomenay it was said, are the outcropping of
economic _phenomena; they have deep roots
which will have to be followed thmugﬂ if we
want to establish order in the: monefary phe-
nomena. AT : :

" In other words it was said: Currency sta-
bilization after a morgggr Tess lengthy period
of financial troubles'@innot be accomplished
without first satisfying certain basic condi-
tions — balancing the State finances and re-
establishing equilibrium in thé balance of for-
cign trade payments. These are the two nec-
essary pre-conditions of monetary stabilization,
without which, it was generally believed, it

for monetary stabi-

period in which the two necessary
tions are achicved, ie, the Statc finances are

M-'. H'l.r { T, 1-' - -.l. :
P'Asscenbles Comtuente, W, PreMemi Mosctard ¢ Commerns
Eitero, Appendiz, p. 86 and p. By, :
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least within certain’ limits ﬂ%umim of the
currency-is inevitable,
Secretly they perhaps entertained the sus-
icion that inflation and the sad state of the
Eu:!g:t were symptoms of the economic state
‘of the country, of its underlying social and
political conditiogs, and the historical pattern
of the Italian economy. Deficit and infation
therefore would historically be an integral rm
of the entire system, and Jittle could be done
about them through the techniques of pure
classical -finance.” 5 .

28, — The* first mentioned tendency had
such influence, on=Treasury politics that the
change ‘in Ministers during the summer of
1946 from Corbino (Liberal) o Bertone (De-
mocratic Christian) brought no - substantial
change in practites. The policy might well
be sall to have beéen inspired by the statement
of Prof. Einaudi before the Constituent As-
sembly: " In the ficld of finances there is noth-
ing more that can be invented. All systems
and expedients have been tried and re-tried .

The desirable systems and expedients which
Italy would have tried weret reorganization
of the fiscal organization with consequent ra-
pid increase of ordinary revenues, loans and
extraordinary imposts to meet the extraordi-
nary. deficit, suspension of currency emission.

These mechanisms for healing the state of

the budget were undertaken in the spirit of 4
ratiomal fnance, but were too far removed

from the concrete historical reality and the

concrete cconomic and social present: they
could not have the results hoped for, although,

something of a positive ‘nature undoubtedly

was achicved. : Ly

The reorganization of the revenue offices
required overcoming. tremendows physical dif-
ficulties. Buring. the war 18.5 % of the of-
fices had been gravely damagedsand 350 to-
tally s ligre ey space
made systematization difficult. ~ The wigissi-
tudes of war ilso resulted in notable loss .of
asscssments and. other documentary material.
By the time the liberation came 25%, of
the personnel was missing and the entire or-

o +

 + ganization was in many ways infected by the

20 years of Fascism,
ji :

i
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Within a few months after the beginning

of the fiscal year 104546, office reorganization &

and methodical adjustiment of imposts raised
the receipts by 1o milliards monthly. In five
months alone more than 1oo milliards were

collected when the expected figure for the |

whale year had been only 142 milliards.

The largest yields came from taxes on by |
siness, net monopoly receipts, and direct im- |
The damaging effects of war and of

the chinge 'in ‘cegime operated particularly on

_the direct imposts, where adjustment was and
still is proceeding very slowly, and =ven more |

particularly on indirect taxes on consumption:

One source which, according to some
schools of opinion, might contribute notably B
to the recovery of Italian finsiices has been the &
so-called ” profit of the regime * (48). By De | °
cember 1046 unfortunately only. 190 millions, |
through agreement and séutlements, had ms | °
terialized, but ex-Minister of the Treasury |8
Scoccimairo fofesaw that in 1047 the revenus |
from this source would reach some tens of B

milliards, : i

The impma-‘c'ni:nt@:.- -\"Blldgt!arf situa. [
' y satisfactorily a far |°
as post-war burdens arc toncerned; these were [
in fact kept within strict limits, which doas |
not seem true for other expenses. The provie |
sional 1046-47 budget provided for (40) a tofll §
of 350.875 milliards for fixed expenses and |
transformation of capital divided as follows: |

tion proceeded suffici

milliards

_ of lire
Pesoninel .- .0 i FL T isgY
Miliary deparents . . . . . B8 —
Repair of war damages . . . . 6l
Public works and unemployment relief 117
Interest on public debe .- . . . 179
Allicd Miliary ocxupation . . - 123

War dimage indemnities. . . . o

The go milliards appropriation for per
sonnel in itself constitutes more than one-quar-
{48) Profis secumalued durinj the Faichn regime.

(43) Theie outintstm woe chormously sepassed dusing
it; in Febraary voyy o towml iggbeg7 cxpet-

ceeding 1 1546
ditare &l goo milllard wai being wlked shour with g presos:

¥ el

_lﬁz___tleﬁd'ldﬁmmmhlﬁ- -
L Mt

 traordi recei

Considerations on the dynamice of the Italion Iilatldn

ter of the total, but if one considers the criti-
cal situation of the average government worker
no reduction can be argued in this sector.

The expenses incident to° war total 112.2
milliards (repair of war damages, public works
and unemployment relief, Allied Military oc-

cipation, war damage indemnities). Most of

the 68 milliards appropriated for repair of
war damages, 45 milliards, has:been allotted
to the repair of the railroads, which ‘are being
reorganized in a very satisfactory manner.

On the other hand, considering thit . the
wat has been over for some time, one cannot
be but perplexed in observing the enormous
weight of more or less pure military expenses
still being carried: ; ]

R

gy
ol e
Minlury of War . . . . . .- g3
® » the Marine . . . . 138
" » Aoomaute .- L~ 9.9
Ba B

‘The import of this figure hecomes all the
more heavy when one considers that with go
milliards onc has not begun to include such
jll:ml as, for example, pensions for widows
and orphans of the military, These fgures

r stilLimore impressive when compared
with the § milliards planned in war damage
indémnities, the 18 milliards for veterans and
the " bombed-out ", the approximately 6 mil-
fards for the Ministry of Justice, the 25 mil-
liards to Public Works, and the 26 milliards
to Education. : :

The rigidity of many expenditures, the
tlow revival of ordinary r}orn&plt;,mand the dif-
ficulty of recourse to extraordinary measures
have shown that the proposed program of
fighting inflation by firm financial mecasures

{‘-‘-\— i II:I'
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2. = According to mmrf: the decisive so-
lution ‘to this financial impasse was to be the
Reconstruction Loan in December, 1946, But
in reality the results achieved would have been
considered most unhappy if the loan actually
had the ﬂbﬁlium jective of solving the
graye situation of the Treasury; this as of 30
Sept. 1946 was loaded down with 423 milliards
in shost-term debts (total of Ordinary Treas.
ury-Bonds - Buoni Ordinari del Teroro - and
the intorest-bearing. current adeounts opened
by banks with the Treasury and those being
carried with-the Past Offices),-of almast 150
milliards of accrued Government debts over
credits, and of a budget deficit which urder-
went a fearful increase during the final months

- (610 milliards as per April 1947 calculations).

I, however, this Loan it considered within
the restricted limits intended by the originat-
ing circles and the propaganda, beginning
with the very name of the Loan, is discounted,
the results though modests did ¢ome up o
expectations: 231 milliards were collected, 112
in <ash and .the remainder by conversion of
ordinafy treasury bonds (Buoni del Tesoro Or-
dinari) and long-term Treasury Bonds (poli-
enmall), 4 : e

Prof, Einaudi, in an interview on 18 Jan-
uary, 1947, jostly observed that no one finin-
cial operatior could bring peace to the Treas-
ury: ".. the Treasury must assidously culti-
vate the ordinary sou finaneing, that is,
bank deposits and o Treasury bonds, [If
the Govérnment makes these types of invest-

. ments a ‘free port’ of savings, in 1947 it

will see flowing in not less and perhaps more
than 20 milliards a month, and when the pro-
per moment comes it will be possible, as has
been done before, to transform a part of the
funds so gathered into long:-term doans "

did not find its necessary premites in this par-- 3 ¥

ticular background; it finished by finding ‘it-

wlf going round in a vidious drcle.

This program, in fact, an eco-
nomic, social and financial situation that would
allow a contraction of expenditures and a ra-
pid and timely increase in ordinary and ex-
ipts, in short, 2 situation that
ing fmrﬁ inflation,

1 T

s

was al Yy not s

30. — In contrast to the optimistic fith in
the ordinary sources of funids as a means of -
dying up the financial situation, other schools of
thought seem to be leaning toward -the attain-
ment of a finance and a policy of-an economy
for production which would get the budget
into balance through enlarging its scope, link-
ing up receipts and expenditures in order to
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interested in economic expansion and a pres-

sure by those who object to being lforced to
save, :

Nanen Pihlivnlﬂt' del Lavore

And in this clashing and the unstable equi-
librium set up about it, inflation .continues its
march, '

Past 111 - Distinctive aspects of ltalian finance during the inflatio period.

14 — Taking into consideration the fact
that the Italian ecomomy had often, for Peasons
inherent in its historial development, assum-
ed the characteristics of an ﬂunnmyh:r o
enterprise is preavilingly public and that t
luli:fu har:PTl:wapghhd to devote a large
part of the national income to. public expen-
*ses, one should not be dismayed by the pre-
sent national debt with all the consequences
that it implics, all the more so as that debt
scems excessive only if considered ‘at its nom-
inal value. - .

The inflation has strangely transform

the State’s position as a debtor.* In 192829

the ratio of the national debt to national in-
come was 66 %/, ¢ then this ratio began to swell
so that in 1942-43 it presented us with a debt

morc than 2 % times income. - Then, in 1945- -
- 46, the devaluation of the monetary yardstick

restored- the ratio to 65%/4. The thousand
milliardls in debts now represent no more than
two-thirds of the annual returns of the nation,
and expressed in dollars at today's market pa-

rity Italy's pdsitioni as a debtor is half what it

was twenty years ago. In the pre-war bud-

- gets interest on the public debt-held first jﬂm:;

in the budget of 1946-47 it was in sccond. e
" Thie widespread pessimism .as to the size
of the national debt is therefore’ unjustified

since the nominal increase has been nibbled .

away by the inflation. ‘ But the qualitative as-

pects of the debt and the particular meaning

of the present deficit are jusily pmdx}:ﬁm’g
25, — The present deficit in the State bud-

get, over and abote the real, reduction in the
national wealth, income and production, and

" the dislocations and disorganizations of the

economic system, could be considered as a bat-

- tleground between the reapportioning of war

and the recovery and: reconstruction,
deficit added in the two fiscal years

CXPEnSes
The

i,

194344 and 1944-45 totalled 350.89 milliards
of lire. The currency emitted between June
1943 and June 1945 was 197.186 milliards, a
properlystyled paper moncy inflation which

sufficed to cover 50 %, of the excess of Treas-

ury payments over receipts. There remained
€0 L, whi:h‘Fu 2/ was met by subscriptions
to ordinary Treasury notes (Ezomi del Te-
soro Ordinari), by the proceeds (106 milliards)
of the " Soleri " Loan of 1943 (47), thedncrease :
of Treasury debiz, by borrrdwings from the
current accounts maintained by credit insti-
tutions withi the Banca d'ltalia or the Treas
ury itself; the varioui means used to cover. the
remaining 50.% were always stages on the
road to inflation, pushing off toward the [u-
ture the problems of the present. S
The report on the budget for_the year 1945
46 is not yet complete, but the following data,
still being refined, may be cumsidered: The

total deficit amounted to 332.382 milliards, §

while the excess of Treasury payments over
receipts for the year amounted to 215.405 mil-
liards, A few idess as to the situation envi-
saged for 1946-47 will be discussed later.
ge_;ihc growing foating debt at once posed
the problem of how to meet the maturity
dates and therefore of the eventual necessity
of recourse to the printing press. It is theo-
retically true that the control exercised- over

&mlxtnkingsjmmmﬁsﬁmmdancﬁacﬁn'

brake on the inflationary expansion; but ac-
tually the entire equilibrium of the banking
system wis at the mercy of unexpected de
mand, of a tidal wave of panic and of what-
socver political or economic accident.

Above all loomed up the frecovery of the
nation, implying a sharp competition bcl:wﬂill
public mionctary needs and private cconomic
needs for the supply of available capital.

(47} Nambl afaer the then Minisser of Finance Scberl.

¥

Cansiderations on the dynamics of the italian inflatinn

#fi, — The economic costs and the financial
costs of the war had already weighed down
upon the persons: and groups directly struck.
It was now . timle to re-apportion this total cost.
amonp the whole population, requiring each
to contribute according to the financial prin-
ciples arising from new.political conditions.

But at the same time the recovery, of the
ceonomy could be undertaken only at a tre-
mendous cost, a cost certainly -greater than fthc
real savings .of the population under volun-
try conditions. -

Thus the new-born economy was bequeath-
el two burdens, the war-time losses-and the
jstinitiated reconstruction, These two bur-

are causes of the ecconpmic and social
conflicts which beset Ttaly: today, with the va-
rious ‘gocial and cconomic groups attempting
“to shift the proportions among themselves.

The old road of inflation. and the new onc
that followed after the pause during the first
half of 1946 offered the solution most expedi-
tiows @nid at the same time most traditional.

;;‘. «All this was quite clear to those who at that -

+

time coolly considered the possibility of a full-
size inflation. i '

*This danger ‘of: an uncontrolled inflation .
was all' the more immanent in-that a large
part of the Fovernment expenditures were still

going toward immediate cofsumption and
only a small’ part were of a producriye na-
ture. In fact, in the preliminary t for

1946-47 three-fourths of the proposed

ditures were for consumption, more one-
fourth going to military Ministries. the
remaining quarter destined for productive ex-.

penditure, 75 %, was o go toward the re-

habilitation of the railroads, public works for .
the alleviation of unemployment, and the in-
sufficient indemnities paid against the dam-
apes of war.

77. — The 1946, which ed with
all the mpnmrﬂ:f an ;fm-w::,u?:; charac-
terized by all the preoccupying problems
unally gathered together in the word *' recon-
struction "', ing to approximative esti-
mates somé-one ad
1650 could the avera

?
i

©  faton constitutes a natura

8 |

5' 4

this should prove true Italy will have found
herself in the same condition as 37 years ago
on the eve of several wars, A penalty of
17 years befote being allowed to return to the

-same starting point | In this simple and ex-

treme. form may be expressed the economic
and financial costs of war, autarchy, and ex-
pansionist palitics,

On the subject of reconstruction the diverse
tendencies and political outlooks have result-
ed in divergent poipts of view. For many " to
reconstrict " -micant te-return the: lalian eco-
nomy as rapidly as possible to the tradjtional
economic equilibrium and balanced finances;)
the " fan of prices " should close and stabilize
at its new median, the budpet be stabilized at
300-350 milliards and the exchange rates raised
to correspond with their proper level, and the
same normalization should be expected of ceil-
ings on rent-and rates on publié services, EF-
forts should be n;l:n‘c to bring the national bud-
get into balance," especially through a reorgani-
zation  of the. ﬁnﬁ:inlfadminﬂi\rmthn@l:d
through recourse to extraordinary measures; the
recovery of production should make itself felt
in the absorptiod of the unempl and in
the decline in the cost of l‘ood\ll:ung:dmd cost
of living. The maximum possible freedom of
trade both internal and international compati-
ble with the chanfing phases of the emer- .
gency and the gradual fationalization of free
and official prices wo Ip lift the Italian
economy out of the quicksands. This ap-

-proach, however isolates the purely financial

mechanism of the inflation, a mechanism
which is always manouverable. The adhe-
rents reduce the problem to balancing the gov- -
ernment budget and encouraging the sources
of investment and other living forkes of the
cconomy. In thort, they the. clas-
sic principle of old financial , that the
problem of the budget is the formal one-of
bringing it into balance and the balanced bud-
get is the fundamental condition for the

- sation of inflation. g

Dthers, inspired by the proposition that in-
[ proces i econo-
mic development, sustained, with greater or

less clarity, and more or less publicity, that at
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' in the first ten months of 1946 to 596 mil-

liards. By the end of 1oy6, notwithstanding
public subscription to the Reconstruction Loan,
the total currency had reached 51a.4 milliards,
a growth of about 3o milliards a month. Ve

logity of currency also increased in this second
half of the year, murdilﬁh usual indices,

S 4

ISR T S

1946

an - The net resulant of all the abgve
was that {1938=1) wholesale’ prices rose f

* 0.8 in April to 44.1 in December; the cost of

living in the same period rose from 26 to' 38,
of food from 36 to 46 (46).

21. — Whit were the actions and mmm:
of the inflationary process as it accompanied

el
(#5) The comparison mry again be cude briwoen food
ooz in Losdon snd in Romé. (Enchange: K [ goo):

Dhta ai of the ond .ul Dut:-:‘nhr

Figures 272 lire per kilogram
London & _"r Romie '

i cfal free market
. Boead 15 ‘oz T
¥ % Wheat flour s ¢ 1y
Hazan g lg ; oy
Sopur s 150 ]

" Malk fper Heer)  qo.rs 40y ™
Tatter Sl oaams &; 0
Potames 1265 - 40

2 afi

+ Eggs (per unly) 13.15

3"
1
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the industrial recovery # And which of the
classical phases of inflation had we reached ?

While the inflation moved apace with the
remarkable export recovery (especially of tex.
tiles) and industral conflict, it is. a strange

fact that it also decompanied the recovery of §

industrial production. It was around these
elements that the Italian economic pres

“have clashed; arriving frequently at contra-

dictory conclusions sometimes even when opér.
ating within the same basic philosophy.
The hopes of industrial and commercial ex-

pansion and the progress (aefually realized in §

some sectors were impeded by many obstacles,

materials and fu:l,u!g-ockir_g of lay-offs, resik
tance of wage-tarners to the lowering of their

" real " wages, -difficulty of attracting sizable =
capital to have sufficient work- §
ing capitat and to reconstract the damages §

amournts of ncw

left by the war. rtc.

But the most potent obstacles fo industrial
e scarsity of |
"real ", savings, to be divided -between the |
needs of private enterprise, public works, and |
2. reconstruction, &) the elasticity of wages, and &
) the burden imposed by the Govirnment §
wage policy and measures against unemploy- |

expansion were shown to be'u}

ment.

the war.

Tlminsunim!h::pﬁm:ipaldnnmﬂ

to be considered in judging the progress of the
inflation. _
Y "

23. — The recovery of indistry and the
expansion of credit clashed inevitably and im-
mediately against two obstacles: competition
between State and Industry in the diviton of
the available " real ™ savings and the elasticity

of wages. ;

The tension ed in the first obstacle
first showed itself in the stock exchange boom
that began in May 1946, Industrial stocks,
which 1938 =100 had risen to 739 in

April 1945 (liberation of Italy) had on the

-
.

-Completing the picture of the antagonistic |
clements was the ever more appreciated and B
ever more pressing neeessity to restore the Got- |

_ernment finances, distributing among all the— {8
possible contributors  the - En:ngiﬂrhurd:n_ of I

Conslderstions on the dynambes of the ltallam Inflatlon

Milan exchange dropped to 324 by the end of
April 1046,

. Beginning in May the rise was swift. By
the end of June industrial stocks had risen Ho
percent over the end of April. Though slight-
ly influenced by speculation, this risé was fun-
damentally sound, being based on solid in-
dustrial plant and equipment and the “strong
development of exports. :

‘There was not, in this first recovery of the
stock market; a strong movement from gold
to investment or Imm} foreign currency to

stocks. The rise in stocks from April to June

some already mentioned: “high cogt of raw | * (439 1o 586) was in fact paralleled by the rise

in the price of fine gold (from 525 o 6sg)
and foreign currency (dollar 281 to 366, pound
stgrling 983 to 1057, Swiss franc Bg to 123),
which is different, as we shall see, from what
happened in the winter of 1946-47.
The importance of speculation in the stock
market rise was shown mare by the contange
potition where rates by the end of August had
reached as high as 6 and 7.,
- The rise of stock market prices, the specu-

lative tendency, and the accompanying out-

break pf-public alarm over the inflation were
quickly heeded by the Treasury, anxious that
a decline in Government bonds might endan-
ger the success of the Reconstructipn Loan,
then in preparation, and ab&\fc_':ﬂ]'wnm}d

over the growing favor shown by savers. for
to public securities with

private ai com 1
the consequent shifting of funds that would
be kept at the disposition of the Treasury.
Under these circomstances decrees were
isued compelling a 2530 deposit on- stock

i

The pigssure of wageearners for an in-
creiise i_q_mg_l_’nekramirig: gtew in the course
of .the year. “The total cost of living had in-
creased by 40 % during the year, of food:
stuff by 3190, The accompanying increases
in ‘money wages and the systems adopted to
alleviate unemployment intendified” the infla-
tionistic impulsel| But in this field as in others,
while it is-casy to.set- up the -ideal policy of
blocked wages and decreasing prices, in reality
it is not casy while the inflation is going strong
to convince® the wage-carner to rehounce 'a
partial equalization of his Jost purchasing
power when the other social classes will nes-
ther renounce the benefits they have reaped
from the inflationary situation nor can they
be annulled by the Treasury policy.

L]

33, — In the tangle of discussion, fenden-
cios ‘and contrasts the inflation gained ground.
It may seem astonishing that the unanimous
opposition to inflation and all the efforts ap-
plied against it were unsuccessful: biit look-
ing at the heart of the intricate situation: one
is led to wonder whether inflation itself is mot
a tool. :

The increase in currency emitted may in
part be justified by the cyclic, émergency, and
other factors, Payc ical factors cannot
have a_decisive weight in the-long run and
‘misst be assessed only for their efectivenéss and
intrinsic reality. It is rather the economic and
political complex of the situation that must be
studied, the relations between the social class-
¢s and industrial . groupings which give rise
#® the infation d:mmglfﬂho st ﬁ:cc, the

exchange purchases and levying a tax on in- . point below which real savings are insufficient

_duﬂryu[g%?lt_'lmtb&riﬂnm” in plant due

to revaluation, provision on revaluation
(13 Sept. 1946), which came on the heels of a
break in the market, was followed by a drop
of 15 % in only two days. el

Without wishing to iudge among the

many di stirred up bj" this stock mar-
ket boorh and the measures adopted by dhe
Treasury, it is i ing to hote how a.sim-
ple recovery in investments, ifi~the ab-

~ #ence of other Factors, is sufficient to set in
| motion a :

ential inflation situation,

But o factors did not lack. o

the needs of reconstruction and FoCovery,
the effects of voluntary compared to forced
savings, the sum which savings must reach
to overtop the critical” point. ;

In short the problem has been considered
very closely by experts and respdnsible groups
in the econorhic life of Italy, Perhaps ir con-
sists more in the continuous deficit in the State
budget and the technical means used to cor-
Jrect it than in the expansion of money and
credit, in_the clashing of urgent demands for
the expenses of the war and the costs of reco-
very. There is a pressure by those who are.
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