. down in the
:ppﬂrcd “and rapld deterioration ensued: by

T8 I/j']
1. — A matterfthat 1s claiming the atten-
tion of Imalian banking circles to-day is that
of the relationships | n the banks and the
Treasury. A fetrospéctive examination of the
development of such relationships in the frame-
work of |n_|b'lic finance will show how they
have become ingreasingly intimate and close,
upm;ﬂr asa r::ﬁ:nr war conditions. In ltaly,
in all other belligerent countries, an effort
was made during the war to. limit recourse o
the priniting press by the adoption, in financing
Treasury r:qm:mmts, af ﬂ\c‘sj'mm known
as the " monetary eircuit "
duction of consumption :ml the rtg‘ulutmn of

* foreign gxchang: rates and transactions,. the
_ contral of prices and the block of investments
in r:ait].r this policy was designed to direct
,I:@ assets, in excess of essential pmdu:tlun
and ¢ mmumpnnn mquircmmt! towards invest-

ments in Government Hﬂlﬂllt! or in other

Government debts. In other words, the idea

‘underlying the firofect was to favour the back-

flow to the  Treasury of Al surplus asscts

 through subscriptions to Government loans, as

well as by taxation. -

Notwithstanding some friction, in part due
to mpﬂdut:h'l: psychological- factars, this
scheme proved adequate to meet the require-

- ments of the war effort up to the end of 1942.

Itmudmmchummﬂut.uamﬂt

nfib:gmmhmﬂmunmt: ding, the
unac—lagbmmm ditures flow of
s became increasingly

m:i-lnd mﬂmmmm,-imdncmntherun-

favourable circumstances, recourse to the prin-

ting press increased. The first signs of a break-
of the monetary circuit

S
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Through the re-
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- September rag3, when Italy signed her armis
tice, the direct flow of money from the marke
to the Treasury no longer operated. :

In. these conditions a dangerous. advance in
the level of the currency circulation was aveid
ed by the adoption of appmpn:t: legshun
measures and the manipulation of some inter-
est rates and above all thapks to sdme’ speciil
conditions 'I.hm prevailing on the Italian mon-

- mark a_ scheme somewhat  different,
which ﬂl the " indirect monetary circuit ",
viz, the flew of money from the market to the
Treasury through the banking system (mar-
ket - banks - Treasury, or inarket “banks - bank
of issue - Trmsurﬂ, began to operate. Needed
funds were in this case chiefly supplied by

banks which, as had been the case also in other -

countries, were in an mtrczs'[ng:]}r liquid
tion due to a decline in len ing “activi
coupled with a steady advance of deposin
and especially df clients” current accounts (re
Table 1)

Treasury r:qmrmmu were however fie

nanced in by banks even ‘prior 1o the
break-dawn of the " direct monctary Sreui
" In that pcn-ud liquid assets, chiefly of the prin-

cipal banks, flowed also to the Central Bink,
though in lesser -proportion than to the Trea:

sury, as the Bank of Italy ustil then had
not done much to encourage such a develop-
. ment (1); indeed, up to 1g42 it was the Trex
murhd]mlledmm:hbi:inqmdmﬂ
th:bmts Th:ﬂltghﬂl:ﬂ]ﬂ of Government

Mamcint, Mﬂpﬁmﬁmm
Mﬂ% sits cirrolesionr monctaria in perisds

mmdhmﬂmmmwh'

mhw%m:;wﬁmhm in Conpins:
wwra Eremomica, de.n.q' 19{},&. 1

i

W

 creasingly liquid.

{ree Table II).

e
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CIANGES 1N DUPOSETS (cooepn fnecbank) HELD 0¥ THE ITALIAN MANKING INSTITUTES () i
'ilrl‘l-l'lrgi anil Sundiy Depoaits t"ullvrm Jl.:munl:w SEhp
End of Perind Adreuig : 3 Piréenta Adeii

- pan i i jn_'d'“ i hirgped II:I oA {poe ey Ll :::E:r:f:

Yre} Lo Ry the peeked i) o b gyl B et

; et e s :

1338 = December oy ] g 17 (1] e

(01 ] 3 TS (L] 1 0,071 [T & 190
(L0 i i o, (ETH 4o W o7 1928 Lo aed e
i " LU 1528 ! A0 ] & 1489
B . Follt s 1o 1L o6 e KL FIRE B 6.5 b sty %
(] Baik {1 oy + b e 078 + g %
1 = 18353 g L o I T LT + Bre %
1548 L ] 63156 + 9% t'ﬂ:ﬁ a7 + 9.y

el B g LA + 58 prp el (b By t A7y
n, S—
1947 = Jamuary e | Tty (¥ L T T ] 10y L | ':f,k
Fbruay LA | ‘wire 1oy BN s (P8 + 38%

March E FITaL s + 4% ¥ el 3.0 T

{i) Begimning vpqp, this table and thne followisg relie 1o 36 lmsituees; holding shout og % of all Rank i L
(W) Brginniag I5gf. curient acoounns are exclosbie of the ™' valuts seeounts 1 (iniitibed afine M { whis
o the cadt of 1pef wois in cvoom of . 13 milliird lire. i : :I.“ e AL Y, b

bonds and lJirnugh d:poeuu by bhanks in

grown almmt entircly mdcptndmt of the Bank
their eurrent accounts ".ﬂth the Treasury

of Issue, At the end of 1942, when the break-
down of the ' direct monetary circuit " became
 apparcnt, a cautious and systematic policy 3’;«
signed to recstablish the connections of
Bank of Issue with other banks was envisaged

: L TamiE I
BIRECT BAMK LENDSING T THE TREASURY ()

l[in tilllsansy of lite)
prec— it - to favour the npr_rnunn of thie " indirect mon-
A iy et Cuarrent etary circuit ' Reaa
End o perlod Ginwernment | EEUD ‘i.'n-:.tl AL
o ! - Becurities | With the : 2. — The methods adop by the Bank uf
T Italy in draining liqui from the money
b Bt o market to make the ilable for the Trea-
:L- T :;: :",3 i sury were: the int tion of new categories
ey TR 20,431 $6 |0 6 . of deposit accounts with special interest rates,
e L BAE L g i3 | and the eompulsory deposit with the Bank of
';+ : :ﬂ ﬁ :;; Issue of o percentage of the monthly increase
AT B0 T80 R in' deposits and current accounts at banks.
- v st | - kb | afnes The new !;hﬂdlllc of interest “:tu was ap-
a4 - Mirch & 3 ; plied for the first time during the period De-
» - Jume ihges |4 :ﬁ; : ﬂ,__:'mhﬂ' 19p-]amm]r 1943 when banks and
¢ - Sqeember | igpsed | sme | smadne | other institutions were required to hold with
: 'nﬁﬁ. 2385 | 3 | awss | the Bank of Italy time deposits at an inferest
) Eght and e b i rate established at 3 ‘per cent (15 days notice)

nr:l.gupucmt(ﬂdnrl notice) angd when the

idniende & Credira) with the Bank of luly are eacluded . o
J T _M- rate of interest on demand deposits was raised

Table ¥, mote (a), and Table VI, now (s}, 3.

o 1 per cent.
At that time, y as a result of l:lmr mpe;ur compulsory deposits, it was ruled in
ition, | 1‘:‘:11 bmh d ]anuiry‘t;qa that all banks whose total depo-
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sits exceeded 100 million lire should place cach
“month with the Bank of Ttaly an amount cor.
responding to 75 per cent of the increment re-
eorded by deposits and current accounts during
the previous month, after deduction of the
aount invested for som ticular war pur:
poses (2). These- deposifs/ were entered in spe-
eial interest bearing current accounts and with.
drawals were allowed only in exceptional cases,
This provision proved to be merely a timid and
complicate attempf which, when applied, gave
only indirect results, 'The deductions consented
were tgo numerous and thie made evasion pos.
sible; fact that the provision regarded only
hanks with total,deposits exceeding 100 mil-
fion lire also explains its limited success (3).

A provision of an old law might also have
been useful for the same purpose, a provision
that had had practically no hpplication before;
but then, as a result of the substantial increase
‘in deposits at-hanks, the situation presented an
entirely new aspect.

This was art. 15 of the decree-law n. 1830
‘of November 6, 1926, merely designed to pro-
tect-depositors.  On the basis of this provision
the ratio of bank deposits to eapital plus re-
serves was not-to exceed 20 to 1. Any amount
‘in excess of this should be invested, not later
than six months after ascertainment, in Gov-
ernment bonds or should be deposited or placed
in a non-interest bearing current account with

{3} Investments in Governmot bonds or Government gis- |

ranteed t in e 2 of Endustrial enen-
st direcdy engaped in wor producties. er in debestores
and mlar securicies of banky and Esimcisl companies issunl
sprimx loany mude 1o indwstrial compasics or for Bnancing the
whest poeds; Fendy depotited i correst sceune beld with the
Treinsy or with the Bank of Maly; invetments of pordouli
ingrreit for the eoumtrr's war effors. .
Lster e these sdditional dedurtions werg allownd

— depesins of wavings basks st the " Ttituto di Credino |

por le Comse di Biparmio Talisse ** up 3 the amosresdepo-
sited by the limer with the Tresmsy of inveded in Govesn-
ment hondi; 7

— Fundy supplied by it sock holders ta the reglonal agil-
cultural erodit instinuses o be maed in Sissnceg the pools of
farm peodacs e in finandng nosmal (arming sctivitio or lm-

74 provemcnts)

- — loapt o public administrations, when Government su-
theshy, war previowly obvaimed;
. = finzncing of organizstions desling with the food policy;
— advamors gapne Governament securitics, made daring
_# the ‘month. 2
{3 This proviion wai repealed early in 1545,

L

the Rank of ltaly. The lspettorato del Credito,
a Government Agency at that time charpged
with control of credit, issued provisions foe
the strict implementation of this law; how.
ever, the ratio 20 to 1 was not exceeded by

all banks, and often some opposition agaims, |

application: of the law was made.  This ex.

plains the scant success of this provision.

Briefly, thie new policy proved only mode.
rately fuccessful during the first period (firt
half of 1943). Presumably, circumstances did
not allow of more. Tts results have been quise
different since September 1943

2. — From the armistice (Sept. 2043) to the
unification of the national’ territory—Italy had
been divided in two parts by the front lines—
the Tresdbury, both in the northern and south.
ern territory, financed its: requirements: almost
wholly with means supplied by the money
market hecause; as can be easily- understood,
the yield of taxation had shrunk greatly and it

was very difficult to raise money through loans,
*  The "indirect monetary circoit " by that |
time had completely replaced the direct one,

and it must be recognized that its successfill
operation was chiefly a result of the circum-
stances and conditions which in that period
characterized the Italian ecoriomy. Diie to the

stand-still in productive and commercial acti- -

vities brought about by war, liquid” assets of
banks could not find investment inobusi
activity and were naturally shifted to Govert-

ment investments. Liquid .w;; flowed in
large amounts to the Bank of ltaly, which ia

May 1044 opencd, in its branch offices of the -

South, other kinds of time deposits in the
name of banks. These deposits—available for
the Treasury—were made for. longer periods
and at higher rates of interest (3 and 4 months
at the rate of 4 and 4.50 per cent). This furthér
strengthened the ™ indirect monctary circuit ",

In this way the posifion of the Treasury
was greatly improved not only because it ob
tained substantial amounts without calling for

. excessive efforts on its part, but also because it

was this possible to avoid recourse to the prit:
ting press and the consequent pressure on the
note circulation, so widely practiced by the Ger-

*

TR

" Jeeel of prices and wages, resulted in a consid-

"movement of capital’
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man and Allied Authorities. The largescale  Treasiry debt and
hoarding of new notes was also beneficial, es-  debt),  °
rfdi[l?' in some parts of the country, where it This w5 ehiefly due to the different chia-
contributed to chek price increases. Soon after  racteristics of these two sources, It is known
the unification of the ‘national territory, a par- ~ in fact that loans can’ be successfully floated
dal dishoarding of notes took place, and the  only when certain technical and psychological -
flow of money from the market to the Trea.  conditions prevail in the financial marker. But
wry, through subscriptions to medium-lerim  there are no limi t an expansion in Trea-
Treanury bonds and through an incréase inbank  sury debt, the bulk-of which is aceounted for
deponits with the Bank of Issuc and with the by the floating debt, except for some items;
Treanlry, went on at a sustained rate. This in.  this was largely responsible for the increasing
flow, how automatic and favoured by the exist. - recourse to this source of cash when other sour.

particularly the foating

 ence of liquid assets in excess of needs, by the ces had dried up.

Briefly, the deficit of Bo8 milliard lire by
June 30, 1046 was met for 185 milliards by
loane and other small items, while 68 mil-
liards were supplied by the moncy market, and
18.5 milliards by other Treaspry debts and cre-
dits; the balance, ie. 2 milliards, was” avail-
able.as cash on hand. :

With respect to the. money market, thé lar-
gest contribution to the Treasury was made in
the form of advances by the Bank of ltaly (342
milliards) and, in diminishing: order, by Tréa-
sury bills of 1 year or less (229 milligrds, of
which no less than 138 milliards subscribed .
by banks and 68 milliards by the Bank. of
Italy with funds obtained from- the banking

system), by the "C:luﬁii:iﬁ e prestiti " (77
milliards) which hold#®leposits of the postal
- savings banks, and by bank “deposits with the
- Treasury (47 milliards), These few Agures
afford a summary idea of the contribution that
the money market, through the banking sys-
temn, has made to the Treasury during the pe-

shirp reduction in cconomic activity and, e

pecidlly in the North, by the relatively low

eraMe reduction of the interest burden on the
greatly expanded amount of deposits at the
Central Bank, owing to a decrease in the inter-
ot rates coupled with an extension of the not-
ie required for withdrawals; this interest bur. *
dent was, however, later on transferred to the
Treasury which made use of the means thus

phaced at its disposal.

4 == system, adopted in a period of
emefgency for Italian economy and finance,
cwuld not, however, become permanent. Sooner
or later it was bound to weaken and become
mpracticable, - :

Statistics of the Treasury cash position dur-
ing the war and in the early post-war months
show how large was the contribution made to
the Treasury by the money market and that

i the course of time the market undoubtedly”
Ro¥ed ot o cotecont . Y riod Jul 1, 1938, June 30, 1046,

From July 1, 1938 w0 June 30, 1946 tuta}"‘ﬂy 1?:: e mli:nins - ?m"imniml;.;ﬁ
J ) Tl money market, 8 attention s

Government payments and receipts aggregat-  be paid to its successive mlnpmmu. In the
o 1,312 and 420 milliard lire respectively  course of the fiscal year 1944-45 the indirect
see Table IM). The deficit of 868 milliards  circuit developed to an urforeseen extent. The
wai in part financed with the issue of medium  money market by supplying 380 milliard lire
ferm hnndlrfsind g year Treasury bonds) lead:  made the biggest contribution of thie whole war
ing to variations, shown under the heading  period. With the end of the war, however, in
" ', and in part by f&  all likelibood a rapid revival of productive ac-
wrting to ordinary} and inary Trea- tivities would have resulted in a diminished
fry means, It be stated howeve that  supply of money to the Treasury, and perhaps
the deficit was met Jargely with funds obtained  even in a contrary trend. A sudden and mas-
from' the money market (by increasing the  sive return to the market of the funds drained
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off by the Treasury during the war years and

~_in the period immediately following the lil-

b T

~up to tha

‘eration of the whole country, might have led

to dangerous inflationary developments—which |
ore or less avert-

time had

ed—with riila“rﬂuf: unfavourable consequences

by a business rci'iv;h a more intense demand
for credit by’ productive activities induced the
banks, whose first thought is for their profit
and loss sccount, to shift their capital from
Government igvestments to - more profitable
forms of credit.” As a result of this, the yicld
of the money market to the Treasury fell from
380 milliatds in 1944-45 to 146 milliards in the
first post-war fiscal year 1945-46; this shrink-
age (see Table 1T} is cven more marked when

_we remember that the lira had depreciated

greatly during that year, :
. During the past fiscal year (10946-47), the

. depletion of the money market (4) has become

inereasingly evident (ree Table 17); in the pe-
‘rind July-October 1046 the monthly amounts

 raised by the Treasury gradually declined from
~ about 18 milliard lire in July to less than g mil-

~ liards in October, From November 1946 to

it

April 1947 this decline continued at an accele-
rated rate. -In December 1046 and January
1647, at the time of the isfuc of the:" Recons-
truction Loan ™", a revérsal in trend wok place:
it can be broadly stated that during that pe-
riod large amounts of money flowed. from the
to the market. This abrupe change
was cawsed by the considerable quantity of
Treasury bills converted into the i

that this implies® -~ o
The end of the, war was indeed followed

and
by the withdrawal by hnkg_,?mmﬁ:l-

amounts which they held in theig ac-
counts with the Treasury (ree Table IT).  This

new development (a shrinkage of 12 milliard
¢ lire in Treasury bills outstanding and of near-
- ly 17 milliards in bank deposits with the Trea-

sury) did not result in a corresponding shrink-

~apein the volume of total floating debt, which
~ diminished only by 2.4 milliards during De-

ar g:m j\'l..h'ln;wl, i gemite del mercara saonetarie meds
Peririns fmansierss fu corio (Punds’ Sapptied by, the. Mosty
ket in the Current Fiscal Year) in Rivid del Commercie,

F

‘w = i (e .

i
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cember 1946, This is explained by additiony |
Treasury calls on the Rank of lssue in Decem. |
ber, to an amount of nearly 22 milliard lire, |
representing funds supplied to the Allied Ap |
thorities hy the Bank of Italy in the course of |

1046,

ing of the new imue,

5. — Attention shouid naw by focused e
clusively on bank current accounts with ‘the

Treasury and bank time deposits with the |
Bank of Ialy, leaving aside bank investmens §
i rnment securities, because in gl likei |

in
hood binks. will keep them at their present
level, and bank sight deposits held at the Bank

of Issue, as their volume is less than the volume |*

of time deposits, and because, by their vey

. nature, they are subject to fuctuations of 1 §
termporary character and rannot therefore be |

taken to represent the peneral trend.

* Bank total liquid assets held with th;:“ﬂ{n‘t-. _

of Traly and at the Treasury (ree Tuble 1)
reached a record high in October 1546, ie,

96,7 milliard lire. It was then that the flow:
~of money from the Treasury to the marke

commenced, rapidly accelerating ity paceis
December 1046, as the combined result ofth
issue of the " Reconstruction Loan" and o
the expanision of hank credit.” ~ -
The market situation’ was such that
vield of deposits held by banks with the Bask
of Italy and with the Treasury was compan-
tivelyvinadequate, while banks were reluctant
to make further investments in Government
securities, of which they already held a large
volume. Data in Table V compare the down
ward tzend shown by bank deposits with the
Bank, of Issut and with the Treasury, and the
rate of increase shown by bank deposits. A
further and rapid growth in bank credit would
no doubt result in the withdrawal of larger
funds from the Treasury. Some light on this
development may be thrown by considering

the varying ratios to bank deposits shown ()
by Government investments (this percentagt

su/ﬁ\’ '

When the money market was no longe |
under-the impact of the " Reconstruction Loan™ |
it again contribiied to mect Treasury needy, ||
butto a smaller extent than prior to the flos. |

e ¢
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showed -a declining trend after 1945) and (8)
by private investments (increasing percentage
e 1945) (ree Table VD),

se didd not seem sulficies

.l!'H[ H 4‘! o1 or _ﬁll‘ o 1 r:ltif_l was su

It was also proposed that current

should not be included in total deposits; thy
i . 1 al o [£ [

20 to 30. This incre

The Julisn Money Markes aml the Finonc

on capital plus reserves, In accordance with
these proposed provisions all banks would be
required to deposit 30 per cent of the difference

petween their total deposits and an amount
oo o sl e : 2 B P, R PP

t o the Teeasmy

1rr||'

underlying the 126 law, In addition o the
protection . of dé'pmimr'., it also tends to fa-
vaur the ﬂgt:{ to the 'I‘rranury_nf a part of the
savings éollected by the barks
1 [T

it also enables




tion.
ilit; when business is still fecling the effects of

2 easy moncy p-uhc‘f

Py

nd

L3
vailing in Italy, which are still far from having
attained a stable equilibrium, it appears ob-
vious that banks could not possibly abstain

« from financing the Treasury, to devote ail

their liquid assets to the financing of produe-
Apart from the fact that excessive cre-

war, might be wed in financing speculative

activities, un:mnum'lca"(n_miﬂ, and wasteful
1

longterm investments, there is the risk that an
mighit stimulate post war ac- -
tivities beyond the limits set by economic pos-
sibilities. Furthesmiore, this p-ull:y would ac-
centuate the donditions prevailing in the second
half of 1946 and early in 1937, characterised by
dwindling: supplics to the Treasury from the
money market; this would lead to a further
deterioration of*the monetary situation and
thus hinder, rather than favour, a business re-
vival. In‘other words the " indirect’ circuit™
must be maintained, at least until tax revenue
is adequate to cover a considerable part of the

: 'Guvcmmml." deficit, ]l:.wi.ng the issue of loans

to cover the rest.
The chicl problem is therclore that of se-

. curing a more rational disttibution of availible

deposits; this should be-done by gradually in-

: Eé'ﬂing the amount wsed in financing produc-

ti'l.rc activitics, including foreign trade, while

: pmpumun:tc!y rcdu:mg amounts used ‘in fi-

nancing Treasury requirements.

No doubt it will not be an easy task to take
a decision on-the right nppnmunm:n: of bank
funds between busmm activities and ithe Trea-
sury.

The nhpecttm of I'Eu.- new credit policy m:h
the 1926 legislation appéar obdolete.- Even if
the ratio sct by such legislation (20 to 1, later
increased 1o 30) were raised to 40, as suggested,
the position of large banks would npt be preat-
ly improved because, in their ::ue.f its ex-
ceed capital plus reserves by muc |argl::r
amounts; furthermore, any improvement rwould
only be short-lived because thic actual ratio of
d:puml to capital plus reserves is an increasing

Sone, owing to the steady gﬂ:wth of deposits

- and the unvarying amount of capital plus re-

serves (H).
{8} Sek Repart of the Bank af fuly, Mirch 31, 1047,

«

o .

e s,
i F o

“to capital and reserves should be applied aho -

‘hut which now engage in operationi fu'rmérl;

; Lh:bm&mgsymmﬁmng;mgrmamw
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The new scheme would instead introduee 5
distinction betwieen the present volume of de.
posits and its further growth and allow fo
changes 1o be made in the percentages; jt ;
seemns a miore fexible scheme that could réad

ily adjust itself to the ever changing marke
situation.  Furthermore, as a result of this new

sysiem, banks would not be forced to shify
thizir capital from one investment to another,
they would know in advance the percentage of
the increase in d:_p-u!ils that lhr_i' cannot dis
pose of and thes they could adopt a suitable
lean policy.

Finally, tiic new system would secure great
er uniformity in the percentages which. wer
widely cllﬂ:rgmg from bank to bink under the
old system, ranging, as pointed out abave, [fom
7 10 75 per cent.

Im| nt- problems are those. relating
the scope of the new sheme, and o the ot
blishment of the percentages, which are now
only tentatively set. .

As for the first problem, it must be decided
whether the rule regarding the ratio of deposiy

to soime credit institutions he::_h:!&m: excmpied

proper to regular bunks and whether, should
the application of the rule be gencralised, the
same percentages should be nppl:cd to all bank-|
ing institutes.

The fixing of the percentages and J]'H.‘ir
sible subsequens variations will be one of The
miost delicate features in the cxcgution of the
new system. A too severe policy might reslt
I oa En.radn:l'.l..‘ﬂ choice of investments by
banks; some less profitable operations might be
avoided in favour of others, profitable from 2
business wrw—pomt, but which are preciscly
those the policy aims at discouraging. The mat
ter is certainly a difficult one, especially un-
der present Italian conditions; and will call for
special skill -on the part of the Authoritis
charged with assuring the role to be played by

flationary expansion of the currmcy



