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1. = It has long been observed that during  Finland and Sweden; the corredponding reces-
periods of monetary expansion, such as that  sion was by about one-half; and in Germany,
during the War, the increate in the volume of Hungary and Switzerland it was by t!]mquq-
bank: deposits: tends o lag somewhat behind ters (). '
the increase in the volume of notes in cir- = The Report docs not furnish data concern-
culation, : : ing Italy, and therefore does not notice that dur.
A inent place was given to this con- ing the war years this tendency was even fore
sderation by the Bank for International Set- pronounced in Italy than in any other country,
teents in its Fourseenth Annial Report (pub-  In fact, at-the end of 1938, as shown in_Table
Hthed at the end of rgaq): ™ The general 1 (2), the ratio of deposits tototes in circulation
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"fl.';}hld'ﬁ-u uvisgy and lzﬂﬁj.ﬁrpuiu:-immm fencepe ineerbunk),
trend of the Bmkdcpﬂﬁh!}x.o&cﬁum.'bemr,._in Italy was 236.7 9 : as against 22.5 milliards
vpwards, but the increase has been less mark: in notes emitted the over-all amount of bank de-
ed than that of the notc issucs, with the result  poits totalled 55-5 milliard'lire. By the end
o gz ation hars orewhere BUn  of 1942 this ratio had already declined by two-
in importance in relation to the volume of fifhts, dropping to 148.9%. And subsequent-
deposits.  The relative decline at the big com- 8,10 189 % s

o i3

m“_’“" banks_has been less pronounced in the () Bank for Inbernational Setlements, Fansteenth Ammust
United Kin where, from 1020 10 1043, Repbes, fade, end of 1544, p. 295, T
its at the ' bigfive " reced (e This tabic and those following have been elaborated wi.
s . 'Ih- s im_n.uhﬂuldmpuhlhhihglhﬂmlﬂlulﬂmdm.
in relation € note since W43, relate 1o the peincipal 5 Tdian Banking Ik
 the United States, France, Hollan - tites, bolding sbout g9 %, of antal bank deposiv in Taly,
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ly the fall became even faster: by the end of

1943 we had neared the 77.9 9 minimum

reached at the end of 1044, Ag that time de-
posits totalled 248.8 milliards against a note cir-

culation totalling 319.4 milliard lire,

2, — Quite naturally this trend led to beliel
that in ltaly, as in all other countrics, the im-
portance of the means available to the bank-
ing system, scen as a limit to their eredit ca-
pacity, had substantially decreased; and that
the system had therefore raund in its basic
function of serving as the credit intermediary
between those wha furnish capital in monetary
form and those.who peed it.

Indéed, even had prices not increased more
than the emission of banknotes, the fact that
from the end of 1938 16 the 'end of 1944 the
volume %of deposits_increased only 4.5 times
while note circulation increased 142 times
meant that the eredit potential of the banks ex-

ressed in real terms was not even onc-third
of the pre-war level. And meanwhile require-
ments of monctary capital had substantially in-
creased in all felds of cconomic activity as a
result of recopstruction needs, At the very
moment when the need for mobilizing all the
Nation's credit resources was being most acutely
felt, the banking system found itself with a di-
minished capacity to fulfill its intermediary
function. - The consequences of this constric-
tion: are obvious, also for the profitablencss of
the banking business, the latter being from se-
veral viewpeints a far from negligible prere-
quisite of efficiency in the banking system.

It is well understandable therefore that the
banks interpreted " reconstruction ™ sof the
banking structure to méan restoration of their
previous status and return to a deposits-note cir-
culation ratio not much different from and pos-
sibly larger than that of the pre-war,  Fully

" legitimate, therefore, was the tendency of the

individual’ banks to expand thejr deposits by
all means, not to say at any cast, in order to
restore their former credit potential. Ingeed,
this tendency could well be considered as.in
the general interest since only by recovery of

‘ the individual banks could the banking system
2t a whole increase its contribution to mext the

financial requirements of economic reconstruc.
tion.

3. — In truth, there were and possibly still
are some doubts as to the possibility of such a
recovery in the depositi-note circulation ratia,
a recovery which at the end of 1944 would
have required trebling the volumie of deposits,
pssuming that the emistion of banknotes re-
mained unchanged. : :

The traditional concepi—which, from the

presupposition that deposits and the formation

of new savings must have an almost invariably

~paralle] increase, concludes that an increase in
bank deposits normally entails a corresponiing
increase in depositors’ savings—has not, in Fact,
been completely dismissed. And drawing from
savings, under the circumstances of this post-
war economy, which has suffered a heavy cur-
tailment of income and consequently of saving
capacity, the huge amounts, required’ to Testors
bank deposits w0 their former rtions
would haye had and would «till have highly
pmhl:fn:z.: results.

However, @ mistaken assumption was imp-
licit in this concept: the world of credit was
considered as a ‘mere seclor of the world of
wealth rather than as a modificd reflection
thereof. This means that the supporters of that

concept did not reckon with the fact that al-

thoug credit of any form must always have 2
hase of tangible wealth, the same base tan sup-
port a greater or lesser quantity of credit; there
can be, in other words, a creation of credit out

of " nothing ", i, without any variation in

the amount of wealth. Thus bank deposits,
which are only a particular kind of credits; ére-
dits extended bI the public to the Banki

" system, can well increase without there being

a corresponding increase in the existing amount

of real wealth: sufficient that there occur a2

variation, according to Cannan's clear cxpres
sion, in "the degrec in which the banks oc
. cupy the position of intermediaries between
the persons who provide capital and the per-
sons or institutions which want to be entrusted
with it " (3). In other words, it is sufficient

{1).E. c'.'s;-mr. Moders Currency and e Repufation of
i Value| Losdpn, “igy1, p. g1,
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vary the degree of the " banking mobilization
of wealth ", that is the ratio between the
ymount of deposits and the amount of real
wealth existing at a given moment.

The flow of fresh savings.to the banks is
therefore but one of the factors which can re-
ault ik o variation in the volume of bank de-
posits, But these, we repeat, can and normally -
do'vary without requiring a corresponding for-
mation of fresh. savings, cither voluntary or
forced. The variation in the amount. of depo-
ses is also and above all dependent on the
changes made in the distribution of preexist
ing savings among the various types of invest.
ments; deposits may increase even without an
influx of fresh:savings if there be an increase
in public preference for bank deposils to other
forma of investment, amehg which is of couree
included the holding of banknotes, This is
what is meant by saying that it is sufficient to
vary the " degree of banking mobilization "
of the existing wealth. .

- Under the specific circumstances referred
io—the rapid expansion of note circulation—

- the increase in deposits required for the desired

recovery is an increase expressed in monétary,
terms, and not a *real ' increase; as such, re-
ferences to existing wealth should be made
terms rather than'in its real value, -

We thus bring into the picture not enly
uvings from curcent income, which already
and of themselves are likely to expand consid-
erably with the expansion of currency and
priced, but above all " savings " fromgains re-
lting from the revaluation of existing pro-
perty. At the same time these revaluation gains -
mady result in a variation of the " degree of
banking mobilization " of the existing wealth:
# the existing real wealth becomes adjusted to
the changing value of money, the individual
ewners of this wealth acquire a correlated possi-

only with its expression in current monetary

bulity of monctary ™ savings™ which can resuje—

in an increase in the " degree of banking fno-
bilization " if and as the revalued capital is con-
verted into currency deposited at a bank.
This may occur, and under the above cir-
cumstances we think that it docs occur o a

large extent, mot only for wealth that is capital

N -
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in the strict sense of the word, such as manu-
facturing materigls held by proflucers, but also
for durable consumer goods held by cofisumers,

" Thus, for instance; any " consumer "' can
increase his deposits until (deliberately or not)

- they reach their former ratio to the volume of

banknotes hald on hand, even if he realizes no
savings from-his current income (indeed, even
iF ‘his expenses ark in excess of his produced
income) by simply selling an automobile, a pic.
ture, an apartment, or some other object and
depasiting  part of the sum realized at a
bank (4). A e

The recovery gf bank deposits can there-
fore be conidered @ but one specific case of
tecovery in the nominal level of all the va-
tious types of assets which make up the wealth
of the individual and directly or indirectly in

- aggregate make up the evaluation of the na-

tional wealth. It is well known that such ad-
justment is not immediate, that its speed varies
from one asset to another; depending upon cir-
cumstances it may be faster in"the field of mo-
vable property (Stock Exchange quotations,
cic.) than of real estate, or viceversa, And the
samie miay by said of bank deposits, the reco-
very of which, as for any other asset, should
therefore not be considered as necessarily de-
pendent upon an increase in the public’s desi

and capacity to save, z .

4. — These considerations explain why dur.-
ing 1045 and '46 the volume of bank deposits
could register an incre iceably exceeding
the increase of note atian,

- Actudlly, because of“the serious doubts en-
tertained as to the reliability of the evaluations
of real income and consumption in those years,
it is rather difficult to determine whether the
increment in monetary income was really being
derived from savings on current income.
Among the many conjectures, the correct one

{4) 1f the purchaier pays in hank money aed he for othen
im his behalf) doey not peson o bank oredit w0 procuse i, there
is no Incresie in the over-all volume of drpositi, The i
s ke il of depouits made by (ndividus A
wvings from current intome that invelve s change in the
“ depree of bamking mobilieston . Thin resuln from  the
fsex thet sn slmoit equal incresie in orodin coiended by the
banks may be o necesary, cven if po sulficinr, conditan lor
ke imerease of bank deponit, .
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may be that for the cconomy s a whole the
aggregate of the various kinds of savings curlld
not have exceeded the total value of foreign
remittances, and these remittances, considering
their actual yield in lire, are lower than the
increase in bank deposits,  However, dur-
ing the two years considered, and expecial-
ly in 1946, revaluation of various property
assets has progressed rapidly, and it is with

/this revaluation that wecan 'rightly connect
‘the increase of bapk deposits, which totalled

157.8 milliard lire in 1945 and 314.0 milliards
in 1046 !

In spite of such” considerable increases (634
per cent in 1945 and'77.4 % in 1046), the de-
" of deposits, in the meaning
set_forth above, is still far from attained. In
fact, since mcan®hile new banknotes were be-
ing emitted (increase of currency: 22 9, in 1045
and 31.5 %, in 1046), although the deposits-note
circulatiog—o has considerably increased
{from ﬂ%@t end of 1044 1o 104.3°%
at the end of To45 to 140.7 % at the emd of
1946), it has -remained’ less than three-fifts of
the prewar level,

* 5 - This confirms, of course, that the

hanks are still lagging behind their former sta-
tus as credit intermediaries, considering the real
valite of the funds they have at their disposal.

However, besides considering the status and
the amounts available for investment at given
dates (e.g., at the end of the year), we should

- not lose sight of the variations and movements

occurring within those dates, In fact, while

on -one hand an appraisal of bank funds can -

be of considerable interest in determining the
banks' position in the sense above discussed,
on the other hand the investigation of move-
ments thréugh time can be of no less ifiterest
in determining what degree of influerice the
banks exert on the dynamics of ‘money and
colit. A

In this condection it is almost needless to
recall that besides their credit function the
banks exercisc a no less essential monetary func-

tion, which consists in the mere fact that they,
* according to John Stuart Mill's brilliant defi-

nition, "coin " the credits entrusted to them

[l

by the public, lurnin'g them into " bank mos.
ey "' especially such types as current account de.
posits, which can be utilized by means of
checks or giro operations. In"other words, be.
sides and independently of the influence they
canl exert on deposits through their eredit fune.
tion, the banks carry ous a monetary Function
a8 a result of the mere fact that they ™ collect”

deposiis, It s also needléss to recall the im-

portance that bank deposits have gradually ac
quir{d as "' bank money e cnmpumi with bank-

"notes ‘as legal tender currency: according o

Fisher's keen remark ™ the tail now wags the
dog " (5)-

I both the monetary and the eredit fusctiea
the most important factor affecting the econo-
mic dynamics is movements rather than quan
tities. The important thing is not that the vol:
ume of note eirculation or bank money hi
reached.a given level, be it high or low, but
rather that it s moving with greater or les
speed Towards 'expansion or shrinkage. In
other words, just as we look at the variations
and not the volume of bannun:s“m study dy-
namics, #o'we should look at the viriations and
not the volume of bank deposits, ]

6. — From this last vi:-.-:-pnint it can defi-

nitely not be sald that the banks have -]-?t
their importance. Far from it. .

As a hasis for comparison it may be borne in
mind that in the pre-war period the expansion

of deposits which took place in 1936 and 1937, °

after a period of shrinkage lasting from. 1927
to 1935, was respectively 5.8 and 1.6 millia

(including interbank accounts), that is, a tIT
per cent and a2 2.9 9/ increase over the respec:

tive volume of deposits at the beginning of the .

year. In real terms, this increase even in 193
did not reach’s 2, of the national income.
But during 1945 and 46 the increase in
depositt was 157.8 milliards and 314.9 mik
liards, which with all due allowance for the
depreciated value of the lira are figures fr
higher than those reached before the war
This -is emphasized by the percentage of -
crease |over the volume of deposits at the be

(5) 1. Fisux, The Money Hilssion, New York, 1030, i 138
; : . i
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ginning of the year: as shown in the Table 11
it was 063.4 %, in 1945 and 7.4 %0 in 15405
and also from the order of mugnitade of the
increment of deposits for 1946 which can be
estimated dbeve 10 %% of the national income,
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To s sure, if we want to correctly evaluite .
the importance of the variations of depasits, it
woulil be unjustified to consider anly the fac-
fors outlined above, “Due considerhtion should
alio be given; as we said at the beginning, to
the greatee<money and credit requirements
which were and stll are being cxperienced in
every sector-of economic activity, especially in
sonnection with reconstruction needs, . But one
must:also proceed with caution in evaluating
thete greater requirements, always bearing, in
mil:::l Ricardo's classical admonition thae " fhe °
mm required for such purpose cannot be de-
fined. Commerce is insatiable in its demands,
and the same partion of it may employ 10 mil-
lions or 100 millions of circulating medium; the
quantity depends wholly on its value ™ (6). In

_other words, as Bresciani-Turroni observed in—

oonnection with the vicissitudes of the Germian
mark_ it is not to be believed that the increase
in note circulation (and therefore, we add, in
bank money) are a consequence rather than a
cause of inflation because of the mere fact that

10 My, Bosrsgwed's Practical Okt
s on phe Krpors of Phe Pullion. Committer in The Works
o Iurd Ricards, of, Johd Mugray, 183, pe 3,

| e
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these increases are preceded by price increnses
and Ilhrrcl":rrf by greater monctary and credit
FEquIrements,

All things considered, we therefore believe
that one ma¥ affirm that: taking into consider-

' ation the=variations in depoiits, the [talian

banks have acquired in this phase an influence
on the ménetary and credit dynamics such as
they never had in the past. ;
7. — One ther'huppens to wonder whether
the banks have actpaired this greater influence
through their own actions or merely as a re-
sultant of circumstanees. - This, substintially,
means wondeting whether the appreciablé in.
ereates in deposite can or cannot'be aseribed
to the credit policy pursued by the banks:
whether, in other words, the banks are in a
position to "' ereate ™ deposits at their own will.
It is understandable that in the banking
ficld there would be no whelly clear ideas on
this matter since even the major economists
have contributed to render. this question ™ con-
fused and confusing *, The acceptance as an
abnormal phenomenon, or even'as a determin-
ing factor in the business cycle, of the fact that
depaosits can, as we saw, increase without a cor-
responding inflow of fresh or at least volun-
tary savings has led to belief that besides the .
"true "' deposits, representing real savings and
allegedly acting as the " heatlhy ** basis for the
bulk of deposits, there gt " fictitions ” depo-
sits corresponding to BB "' cash funds"" of bu-

- siness concerns deposited with banks (the so-

called pracensze di carea). And only for these
" cash fungs " would it be generally admitted
that the volume depends upon the credit ex-
tended by the banks, as if in this relationship
there were something abnormal if not im-

proper. :

It is obvious that the "cash funds™ may
depend on credits whenever the depositor (the
bank’s creditor) enjoys at the same time the
bank’s credit (becomes the bank's debtor).
The designation of " fictitious " th these de-
posits is in a certain scnse appfopriatc: the
bank’s aseets and liabilities cancel out on this
transaction without any real change in the net
pasition of either bank or depositor. The si-

’ \
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tuation is not much different if the various bu-
® siness concerns are considered as an entity and
the hanking system too as a single entity: the
credit extended by any bank to any concern can
be passed on to another concern, which iln. i
thay deposit at the same opanpther bank its now
increased " cash funds " In ‘substance, as long

. as we remain within the circle of business con-
cerns, it is apparent that the interlinking of

. eredits which intercbnnects their ' cash funds '
in an involved nétwork of the most varied re-
lationships makes it possible to " create " de-
posits by an extension of credit.

However, if the situation is carefully ana-
lyzed, this muk, also be admitted as true for
all other types of deposits, even the typical sav-
ings account saved coin by coin and m.:ern! in
the savings book. Even these depositi—and
it seems a paradox—could be considered as
" fictitions " according to those same eriteria

- whereby the deposits created in the form of
* cash funds ™ are clased as fictitions, The
credit interlinking of " cash funds " is not con.

" fined-to the husincss circle but more or less

finishes by affecting, of course to a lesser ox-
teiit, the typical savers. Thus, for instance, a
typical eountry saver who deposits his moncy

*in a rural bank can or cannot keep his deposits
up t a tertain figure. depending on whether,
buying a plow or fertilizer-or whatever else, he
may arrange to make deferred payments (a
credit facility) with his dealer, who in turn
is or is not in a position to grant this facility
depending on whether. he can obtain credit
from his bank with greater or less abundance
and promptness. -

The_same is obvious for a typical city saver
trying to arrange for deferred*payments when
buying an apartment, an automiobile, a radio
set, or asuit. Therefore, ™ creation ™ isnot of
peculiar importance to " cash funds ™ as com-
pared with other types of deposits; it is not 2
question of setting up a contrast but only of
acknowledging that in the former the pheno-
menon of credit interlinking cal’ operate more
promptly and intensely.

Should we then infer from this that all de-

posits can be created by the banks by an act of
their own exclusive will #. The very contrary
"l.‘ 3,
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* have deposits at a bank while having no peo-

_sequence of credits extended to him by e

it true, for we must recognize that the increas
of " cash funds " depends upon the same cos
ditions required for the increase of the othy
deposits. In the case of the " cash funds ™ the
good will of the business concerns keeping
these amounts at the bank is required; we mi,
always reckon with the public's ™ preferences”
within this meaning of the term. That fs, the
public muw prefer to extend credit to the bask
and hold bank deposits rather than other type
of investments, including banknotes.
Although' rejecting the conclusion that the
banks can create deposits at their own excluse
will, and therefore that they are capable of
creating credits * out of nothing 7, it remaiss
however casy to argue that for " cash fund®
as well as for other categorics of deposits the
concesdon of credit by the banks can ded
sively influence the trend of deposits (7). Ie
deed, crediv interlinking can in itself act 213
sufficient factar in pegsuading the public #
vary the " degree of banking mobilization”
of wealth; as-an outside hypothesis, anyone e

perty at all, or even negative property, in oo

persons who in turn are the more or less dirnt
recipients of banking credit. Aside from the
eredit interlinking (which we mentioned fint
‘ot because it is the most important system of
deposit expansion but simply because swe had
started talking about the " cash funda ™, wh
which interlinking is especially npcnti'vc].
are also other ways by whicii the extension o
credits can influence the increase of deposin:
they can vary the ™ degree of banking mobd-
zation *, affect the size and distribution of the
current national income, give rise to consider
able development and emergency profits (such
as the above-mentioned revaluation gains). I
‘is especially on these latter possibilities of in
come variations, either ordinary or cmergenc,
and upon the related possibilities of changs
in the volume of voluntary savings that am

i) Indecd, 33 meptioned 0 footaoie 4 v, an appest
mately feompuarable incresie. in the volusic ol eredit

by the banks to the public can be considered :mu:‘pﬂd
if nes auliicient, condition  far  the increamr of deposin & !
whale,

* uses of the deposits,
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based the so-called ™ productivistic " concep-
tions of eredit, in connection with which, whit-
hout referring as far back as the book Lo Ma-
pit del Credito Swelata (The Magic of Credit
Revealed) by the Itilian weiter Fuoco (1824),
we would do well to recall the atill living
pages written by Francesc Ferrara (1857).

In conelusion, therefore, the banks raken as
a ‘system have through many different ways
and methods a considerable capacity to exert a
decisive influence upon the volume of deposits
by ‘means of the crnr]_illx they extend to the

public. ¢

¢ 8. — In accepting the mﬁcrptiun outlined
abiove, we ackpowledge that mutually depen-

“dent relations exist between bank deposits and

eredits just as in other ficlds of economic acti-
vity, We rl_:cngniz:, in other mﬁi, that the
" pathering "' of depbsits is not a phenomenon
that cxists by itself, necessary as an antecedent
i the extension of credits, but rather that the
" gathering "' progess is also a function of the

However, the reference 1o a general inter-
dependtiice among the various factors of eco-
nomic activity implies that' the credits and de-
posits interconnection is not only between them-
selves, us is implied by some mechanistic theo-
ries on the creation of deposits, but that one

can affect the other only if, and to the extent

that, other factors concur, among which, as
we have alrcady noted, a special importance
it to be attached to the public's " preferences ™.

It may therefore be accepted that on the

onc hand cach credit extended by the banks in .
whatever manner and form always gives rise/

to the possibility of an increate of deposits.
And, on the other hand, there is no way of
finding out if, in what measure, and with how
much delay, this possibility acrually -materia-
lizes, In other words, it is impossible to deduce
from the mo

much of the variation of the one is to be atiri-
buted 10 urinr.ioa; in tho'other. However, cven

without arriving at quantitati imates, it
can be mumndf.hat the larger the upward and’
downward swings of credit, the greater are

nt of deposits and credits how

g

tllF'tr cf_mnc:# of Jr'l'l.'ing licpmin in the same
direction. - :
Ang_thercfore this discussion of how the
banks employ the means at their disposition
also serves to determine the direction in which
they may affect the " creation of déposits ™. In
the particular case in question, it rells us
whether the banks have been instrumental in
neutralizing. orin aggravating the inflation
of legal tender currency through the obstacles
they. have imposed or the impetus they have
given to the expansion of bank money.

g. — Before going into such a study of the

mode of employment of banking . fugds it
should be puinml out, if not a'!rra:lf obviois,
that everything said above about deposits is also
true for asegni circolari in circulation (8).
. As shown by Table 101, the volume of as-
:tg'n:" circolari grew considerably faster than
the volume of circulation, and more rapidly
still than that of deposits: at the end of 1946
it had increased 61 times since the end of 1938,
while notes, emitted had increased 23 times,
and the volume of deposits only 13 timed,

It is therefore natural that assegni circolari
have acquired an impaortance. to the banking
system which they gigwer had before: while
at the end of 1538 made up only 2.3 % of
the total ™ alien funds " (fondi dei terzi) (o), at
the end of 1946 the were up to 0.9 5.

It therefore follows that the trend in the
employment of bank funds should be consid-

#

(%) The agrpes’ aireplarr b4 laerally llt.l'l-lhh'drl ™ giseular
choek v, Bor doms not oresposd exactly e the Emtnemess
q!l.;dl:,-qhnwhr.liluh. |tilllFl'i-l1|Ir'.‘l‘d‘-ﬂl“-..‘“
potisbde inarumem signed and inucd oaly by duly sstherizad .
credit institetionn for & fpecified amoust end w0 the ordoy of 2
specified persoa and) puyable s wght we the payee o indanioc
st all offices of the ivuing insisuion) the amosnt must be
made availsble by the cosomer ta the eredin inbtnstion at the
moment of baging by puymen ehrough cash e mons fre-
guent caw), deposin soooust, of credit facilices. 1t s there-
fare quite different from an order 10 pay, roembling rather

+4 promiseey nobc| in the lalise marken it hae gained moch

imporesnce, as 8 convenlent and aale medns ol making pay- -
aemts and of tramemitting fands from place 1o place. (iee B.DLL,
Mo, 1145 of 21 Sepember 1953,

() The ouside capital pleced at dispoal of the banks,
Py savings and susidey deposin and currepa secounty of the
chients, plus anegni creofan’ In chrculagion,
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ered in connection with the behavior of " alien
funds ** as shown in Table 1V, and not with
the behavior of deposits alone.

T e

*LABSEGNT CIRCOLAR] ™

able increase in the so-called ™ availabile agsets

att

(] I.N_EII:EU'I.ATMN I ITALY

TABLE It

{d‘r':i:u#iﬁﬁ.r&] {10), not only of those deposited
e Bank of Issue in " ordinary ™ and " spe.

Receny Developments in

%7 % of the tatal amount of "alien funds *,

nﬂamst 147 % at the end of 1938, Less
ﬂ'lﬂ'l'll variations were registered by the invest:
ments in securitics, the bulk of ‘which were

Treasury bills and other State-issued securities;
. the percentage in these investments moved men

Banking Activiy (o fuly” - { gy
absolute figures as well as the percentages; the
coverall amount invested in eredits to bank
clients drépped from 29.4 milliard lire at the
end of 1942 to 66.8 milliards, at ‘the end of
10435 at the end of 1944 it was only 73.9 mil-
liards, 165,350 of the 1938 figure while notes

e _ 3 Total l‘.lll'l"lll_rlrl':fl.lr in -:hwlmun “rnrl:r_lr.ni-ldn_m .ﬁ4ql Lt D.I: 1938 up 8 k of cmit!:ﬂ' e s 10 1419.9./4 And llen .
e End ol e 458 % at the end of 1043, lhm duwn to 342 funds" to 4!13 e ! i
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| : : Tl LN ] 4 - — - e | p
Ty | 1.5 o] g £ ) o 238 Rakial Ameand , I""!""_ r-“l‘l' |- Amoust lieden .""" Lo T S ladex Ratia 1a I}
- oo et I IX] v 71 (K] W Feriad {mlhmr ;"“":"" ..Hi'm [mdltiard L i """:", {midtiand pusnber’ | afien
, g fr b s 74 1 534 1 o Ea o Ha iy | T et | D s
5 78 . By P L] g ! : hiE] < B i i
i ity 3l 6 Ly =3 w5 M . % ) Sty
i ' :; s L "4 " iha Y 5o “Eod 1 LB sone | aggp 0.7 wao | ghy #7 | e Wy
: ; : 1 2.1 fi, o0 155 u7 i * oo | oamg 165 HE Ly us s iy g
s - O Y a P oty 76 By | ama | s wy |, ‘u;u.p_ ;::
Ked Bipinme 0V ] '3 T h hea i E 3 g | 401 g P ot .2
) .umr F o i o I [ 1 TR 216 2.2 174 554 : ahia, B e " 1776 Byt
i : : QST i ;5.::'!' ELE B Go |- gl a8 t. R 1488 41
E i ; i . o ) LB 1405 LR 2 A g4 F 4 - ,.
1o. — It if quite natural that the employ-  cial " accounts but also, ind in Smounts far . |:; .]:;.4 :.:H:.; j;‘i ':;: ;::: :T; IE; ;t?-:-: ::; ¢
- ment of bank funds dunng the war years fol-  from n:gllg‘:.h-l:, at the Treasury. These ™ avail- . togh amaf | oafenl I are N sy 1oty g o 4_|ﬁ.n 754 P e

Iawcd t.hl: same pattern in ltaly as that more

T
B

able assets

increase I:].r the tnﬂ of 19.14 to

) A explalned dbodk G !muqr v neloens ) m on’
Baned fiwurahy Jl:l sisms available ar wipght (retmer .Eupwu&n'. A

{5 Includes malply Governmsent ithles (roasll
milliard Hre by ihe ":l of 1546 it H'I,ﬁ ﬁj .

" ALIEN FUNDS ' fa) IN ITALIAN, BANKING INSTITUTES -THLF i -l N ;E::tdl T-iﬂf:i;:;;ﬁ?iallw&% :}dr'!ﬂﬂ in ﬁwl’?:ﬁ:lzﬁ?fﬁ'k m;;;ﬂﬁ :
Bl NS w7 oher Ina 1] siacnlany peeia wigre. o gocoans wil ercalinn, loans of Pled
|| M 1
- L Toul :Hm funds ** Yearly varistlons ::' e n:m hr;:l:'mk:n: 1:E #‘:El {'ﬁ ll!;d!;?w m.rlnTt :ﬂ, 1c:ln: m; :1: ::ti:uﬂm-w-d-mm mmﬂ ealy -
© o Perind Amount | Index ¢ umber |~ o Aot Frrsenta e N
: | of inoreass h B* ! . Rt .
Son - pleillaed He b (rpplersn) f B SUERY | S ey | neresie percent at the end of 1944. On the other hand, It was quite reasonable that the banks
T » e i lmnlr as°a counterpart to the increase in - should tend to revert to previous propartions
gk . 58 wwon g . e "andilable assets”, there was a sharp cur- - among the various kinds of investments. [t
1o fig.1 T B e 8.1 e tilment in :d?an:cs and other credits to clients  was quite Aatural for the individual banks to
3 el e B a0 e il el which dropped to 26.7 %, in 1944 as against interpret " reconstruction ™ as meaning not on--
ot e e il = % ex ;&?3{, in Igss.hw * ly the return to their former deposits-note cir--
5 5y e oy 32 o sn3 This shows much ground the banks culation ratio but alsg the restoringof the for-
F gy ara, | e = By 538 bad lost in their credit intermediary activity. - mer ratio - between the credits extended to
158 3:?: b T ';E & 1740 6B Ihm!]h:dthtammmtofﬂh:"aﬁm funds®™; clients and the volume of the “alien fundss™
e : s 2 9 75 # com the volume of note circu- hnd:tuﬂtm[oumymmwhywboc-
B bxtion, to as low as onc third its pre-  quent * recovery " of bank lending activity. in

(=) A3 mated showe fn fesnote g, this faem

. or less followed in other countries. Consider-

.~ ing the principal ca of bank ‘assets and
 their ratio to the " alien funds** (Table V), we

++  seethat thnn: oomrr:d first of all a mnnder—

e

e ; - L
: ‘_-r.”.".-: o A_.. e MM e e

s ] include
i;-p-d fomdi terrd) n*lhp

-

(normally
MME&mﬁlnﬂm“mﬂfﬂwﬂﬁﬂl.ﬂulm;ﬂmdnm

war level (the ratio of ™ alien funds ™ to-cur-

feacy emitted having dropped between the end

1945 and "46 was received with unilmlyni
faction, and not only by banking circles; wh,,

(1) Disponitilis (* avaiable anets ™) i the prsctcal and :,338'"& fmasz-ﬁmﬂﬁ,sjz;),bur _ in other words, it;ﬂlmﬂnﬂd si uut::
i : nucs ) bt prae + ardly one-quartet, of this curtailment was ipe  evidence of the mighty contribution whi
Efrﬂ:h:&h:mﬁf;ﬁ,?@?x' wested in advances. m{m_rﬁ_r. dits to clients,  banking system through its own was

 available ¢ for typical bank credits, such a3 those deposted .

at the Treasury, bank of isue, ond similae Enstitiom.

in the
d:mushuwn: the |

- 8 against three.
- prewar period,

,

capable of giving to the general economic re-
-.‘nmmn:hum During thesc two years, as we

-
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~ to 436 milliardsat the end of 1946,

] F
L

already mentioned, not only did the banks fill
a substantial proportion of the gap between the
level reached by the note circulation and the
new Jevel of deposits, but they also reveried
with unexpected speed towards their former
proportions amohg investments. By the end
of 1946, advances and other credits to c]1cj1t-
had actually reached s54.4 % of the " alien

“funds”, a percentage twice as high as in 1443
#and their absolute .1;?.- t had increased 6
o

times from 739 milligfds dt the end of 1044

11, — Evaluation of this behaviour cannot
hut leave.one pc'rplrxcd if, finstead of mhii:ltr-
ing, as we have %o far dong, the amount of the
various investments at the various dates, we cnn-
sider the variations gradually registered by these
investments : fastead of considering how much
importance the banks were able to recover in
their credit intermediary function, we consider
the amount of influence the banking system
was in a position to exert upon the dynamics
for currency and credit.

" 1t is clear that the influence exerted during
1945 and ‘46 was opposite to that exerted dur-
ing the war years. During the war, as shown

by the figures on Table VI, the variations of .
—ndvanees and other eredits to clients were ex-
_tremely modest, and in 1943 even negative, as

was mentioned above. At that time banking

= YEARLY VARIATIONS 1N PRINCIPAL CATEGORIES OF ITALIAN HAMKS ASSETH
AT AND COMPARISON WITH " ALIEN FUNTS
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activity, either deliberately or unintentionally
tended to neutralize growing inflation in bank |
note emissions,  Following the reasoning uw
in discussing the creation of deposits, one ma |
. come to the conclusion that this limitation o |
credits has served to brake rather thin ene
rage the rxpans[nn'nf deposits. In other wank,
the initially painted out sharp decrease in d
posits as compared with note circulation i aly
to be attributed to the Timitation of credit o
the part of the banks. And thus, in'a certais
sense and mensure, the expansion of legal o
rency could be, at least partially, counterhalisc
ed by controlling the volume of bank mone
During 1945 and '46 the reverse phem
menon took place, and this too, in & centm
sense and measure, could be considered w
voidable.  Actually, if the hanks were tom
cover their former positions, including the
former distribution of investments, it wa:'is
voidable that the increase in credits to bl §
“clienty should absorb a larger portion of fe
increase of déposits than in preceding years,
was ndt necessary, however, that the "rno
very " in distribution of investments took plar
at the same time as the ” recovery ** in the &
posits-note circulation ratio; and much les o
for the said "recovery '’ of investment dist
bution to take place with such a fast "o
scendo " as first appeared in 1045 and reachel
* its peak during the second half of 146,

!
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It is enough o remember that, during the
Pr;ﬂ-; tﬁ|lﬂﬂliﬂﬂ of bank credits r:ghttrcd he-
fore the war {1936}, the increment was 2.2 mil-
liard lire compared with a total volume of cre.
dits 10 clients in the vicinity of 40 milliards,
while the increment in' the 1945 expansion was
868 milliards and in the 1946 expansion 2753
milliards, corresponding respectively to 117.5
per cent and 171.3 27 of the volume of credits
at the beginning of the year. And, ‘s for the
"erescendo " of credit granting, it is sufficient
to notice that, during the third (or. fourth)
quarter of 1946, the percentage of increase for
wme of the principal banks was 3 times that
of the first quarter, g
Of course, the increased reconstruction needs
in themselves called for' appreciable increases
in bank credits. However, we cannot overcome
the suspicion that under the various -:im.tm;lan-
tes- that physically limited economic activity—
lagk of electric power, raw ‘materials, etc.—the
increase of eredits may have gone beyond the
actual needs. Or rather, we cannot reject the
possibility that it was-this very intrease of cre-
dits which, as per Ricardo’s abovequoted ad-
monition, caused the increased requirements
of business activity under the most varied as-
- pects inasmuch gs it mostly resulted in price
and wage increases and a correlated accele.
ration.inetie revaluation of capital property, in-
cluding stocks. ;

12. == This tends to confirm, | on a
study of the employment of banking funds,
what ias been said based on the study of the
“gathering " of deposits, It is true that the
banks have lost importance as regards their po-
sition in the credit intermediary system, but at
the same time—and especially during the second
half of 1946—they have acquired an unprece-
dented importance in the influerice they can |
etert on the dynamics of currency and credit.
In Italy too the tail may have wagged the dog.

Actually, the credit expansion, consider-
ing its amount and rate, could not but affect
the creation of doposits in the sense amply set
forth above, Besides other reasons, we saw
(para. 3) that the increase of its may h

‘considered as onk. rtirular/rasc of the réval-

2

)

[

1y

datlon 6f property assets, AF:.:I we have also

suggested (para, 1) that the successive waves
of credits inserted by the banks Into the pro-:

ductive process may have substantially contri-
buted to this revaluation. Under few ather cir-
cumstances; perhaps, could the creation of de-
posits have Fd spch a decisive effect as it may
be presumed to have had in Ttaly during 1946,
The expansion of credits would have therefore
been the propellent factor in the expansion of
deposits, so that the inflation -of legal tender
currency was accimpanied and even out-run by
a no less serious™inflation of the bank money.

This occurence could have been avoided, or

. at least reduced to almost negligiblé-propor-

tions, had the " recovery ™ in the distributian
of investments, that is, in the increase of credits
to clients, been kept under control as long as
the " recovery " of the deposits-note circulation
ratio was in progress, iz, while the increase
in deposits was following an upward trend (11).

It may even be wondeged whether-one of
these ' recoveries” is not incompatible with
the other; Or at least it cannot be believed that
the "recovery " of .the deposits-note circula-
tion ratio can be permanently achieved as long
as there is a "crescendo ™ in the emission of
banknotes.  Such recovery did take place from
1944 to 1046 inasmuch as from 1944 to 1945
currency was being emitted at a decreasing rate
{see Table IT): from 1288 9/ of the initial vol-
umic in 1943 the increase dropped to 76.3 54 in
1944 and to 229 i 5. It is possible, al-
though over-all data"re still vnavailable, that
the " recavery ' of this-ratio had already eeased
by 30 June 1947 a3 a result of both the increase

* (un) bt ean be sepued thag the Limittion of credinn sdw.

eated, apary froen the [nflwence which it ould bave crenied on
deposits, would abio have bern Imerumenl in provesting the
bulkk of the new eminion of bankeeers, I fat, had the 1948

o imereased of the " alien fundi ©* beem ditriboted b the same

percentages as i the preveding yeer (i Table V), the smoust
of credit eviendnd to clients would Buve incroased by

1748 millisedy instesd of a7s.y milllapds,. while dhe differ
e of 4 lde over joo millirds would have been di-
tribusid smesg [nvestment in securities and  diypewdbilitd, in
cither way rewldng in » conrespondingly lower Imwuance of
banknoter, The hsusnce, in thiv case, cosdd have Been keps

. within leid than one-fifth of the amount scedally reached {1z

milliarde). 1n"any event, even il allowsnce §s made for the
probable reduction of deposie, a limitation of cedit could
have “appreciably reduced abe eminion of banknobes.
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in the emission of notes and of the opposing
declining rate of deposit increase,
. This eonclusion would also be consistent
with the fact that, with just this intention of
preventing the piling of a credit inflation on
top of a monetary inflation, it has already (sc-
cond quirter of 1a47) been necessary to consider
the advisability of restrigtiag=the extension of
credits — and siich restriction has actually oc-
eurred. "It is not Seyom! possibility that this
policy of restrictions may be further extended
in order to face thejexpected decrease of de-
posits; but, in 30 doifg, while cach individual
bank would be following the " sound ™ rules
of tradigional banking policy, the banking sys-
temi as a whole would be running after its sha-
dow :- endeavoring~to counterhalance the re-
duction of deposits by reducing credits, which
very initiative in addition to other factors would
Further reduce depasits, i i
And thus the banks would once again ex-
crt ‘a dominating influence upon the dynamics,
of currency and credit: they would be rausing,

" even with the best intentions of cheking in-
flation, a true credit deflation that would be

no less” harmful than the inflation they pro-
posed-to fight.

13. — What conclusions can we draw from

the analysis, perhaps overly spelled out, of the

preceding paragraphs 7 * In truth, they are all
but farfetched. - . i

First of all; it is to be streised that the banks
have the greatest intefest in preventing mone-

tary and credit inflation. Only by stopping

inflation can they recover their former. import-
ance in their essential function as credit inter-
mediaries. . Needless to'repeat, it would be vain
for them.to hope to recover that importance
without preventing, in proper mapficr and in
due time, an excessive expansion of their cre-
dits — and it would also be vain to hope to
rescuc the situation by purtuing a contrary po-
licy of credit contraction.

This leads to the stressing of another fun-

. damental aspect of banking policy, which is

that while in other ficlds Adam Smith's thesis

S

seyele with all those serious disturbances of the

may still be valid, that the hest interests of all
individuals are served by each individual ope.
rating for his own private benefit, in the hank.
ing ficld this does not apply. Mo matter how
much each hanking institution seeks its own
good, maintaining the most scrupulous com
pliance witk its duties, the banking system m
a whole can cause, or at least intensify, the
"seesawing " to the opposite phases of the

general .economic-activity which are nowadip
rightly considered so important, especially af
regards employment. j

As far as this question is concerned, it may
be said that a general agreement has been
reached in the ficld of genizral economic policy,
whatever the "creed ™ of ;the inditidual coo
nomist. : It was Ha}*:k, the staunchest suppor.
tef of ccpnomic freedom, who represented an
uncontroiled banking system as a cart travell
ing dowm-a read bordered on each side by
walls, which instead of kcclling o the middle
of the road, proceeds by bumpirg back and
forth from onc wall to another (12).

All feel that this should be prevented, and
ﬂ'|.i:II pmc:n:rling from the |.'f|zﬁ|ﬂ!ll!l:‘ to the con
crete, means that banking policy must be g{
etned by an integrated understanding of
over-all needs, especially those that affect the
dynamics of currency and credit. It means
that those who are responsible for banking po-
licy must be given, through an 1P'Ff"'1i“-i"t‘
choice among the various technical possibi iﬁhﬁb\
the "levers™ necessary to implement the
functions, : !

This, fo be sure, will imposé restrictions
on the initiative of the individual institutions.
But these restrictions, on the basis of what ha
been said above, rather than braking the oppor-
tuniticssof each bank, should serve to ensure 3
more steady and consistent s0 that
the individual bank and the banking system
as a whole may cfectively and stably recover
and even-increase their former importance,

|
(12} E. A, von Hark, Toofis, Inicrese end npeitmes,

Londen, 1939, pp. go-gl.
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