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~ Survey of the Italian Monéfary Situation
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§, = Lait A 'tf. when the ru'.‘.‘l fumher of this
Pevhew puhll.ihnrlhe " Considerationi on the Pyna-
mica o the lallan Inflation " by, prof. G. Piciranéra,
the deubts on the furare of the lira were prowing,
gimulated not only by the steady increase of the cur-
rency and the rie’in prices, but above all by the grave
hidpet_ deficit estimated at not less Than 616" milliard
e for the Rnancial year aggfiy7. How. could. the
Teeasary cover such a deficit and the others of like
s forescen for the future without recourse

o new big mote’ juues which would accelerate the
disintegration of the curmency 7 What

gehts remedies could be applicd when the Govern-
meet wai losing credit, the sulscripions’ to Treasury
hills were falling off more and more, when the pom-
hﬂirlr af feating public: leans wasz becoming proble
matic after the poor results of the Reconstruction
Loan istued in December rogh,. when business was

mmpeting with the Treasury for the means required *

for teconstruction and reconversion, when the mego-
tistions for foreipn loans were proceding slowly and
Jabarigusly Thl:lcl remarks, repeated and turned
i nloﬁum, were bcginmﬂ 1o shape the market dui’
lock and to cogdition its behaviour, dbe this was lead-
ing o whal might have become the firse stage in a
natfonial flight from the lim.  DBuring March and
Apeil 1oy, but more cspecially in April, this dan

npqddredmi‘lumlnﬂ rﬂp-;lprl"lii‘:n:'|'|1l:lr 'I'I'u,'Fiira' :rl‘!il.-nudrgﬁ
iteell felt with full force in thit most senaitife of busi-
sem, clecles, the stockcxchange,  The' general fndex
samber for shares which, with ‘marked ‘wps and

hag followed si i trend,
Hick 1100 i Spad - megative features of the immediate prospects

s adjusting iteclf to the rise in other prices, more
tan doubled in a few weeks It rose from 1660 37
o 30 March' 1947 10 359306 on 5 May 1g47 (1938 =
mpen, Milan Steck Exchange). Suoch a boom, which
in placed the Bourse in the centre of the: suge
nearly twenty of sumber, clearly showed
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il for refuge investments. The orisis had bt
\in the commodity and instrumental
5, but there also the trend  of
more accentuated than in the first two
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receipis, |l to a partial
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% on the exchanges (frem 3503 on May 5 ™ 1855

disoederly and speculative humt for plosvalues and.—t

Government that occurred in Hir- !

| | plan, with esedic
& money Frlm,ll.n}!' uf'npmdim

e
ed-ly nearly .
e lseriod uneer eonsideration.

oi July 77 this was due mainly to the iightening of
eredit on which inflated poaitions rni&uls, On the
other-hand, the markets for real goods weathered the
shock, though-the fiesdn wholesile prices were less -
steep in June. Indeed they were and atill are in-
ﬂuﬂu\:d‘h]l:htfuﬂhtmlm.nu:dh\, ;
sury needs and by the scarcity of goods, apgrava

by the poor erops cbtained in luly in 1947,

. The apparently contradictory situation to which

this has given rise (July 1047) i subsantially a situa-
ton of suspenee.  What s now known as “the -
cond inflation of the lira *, thar deve since fume.
1946, has reached what might be called a aming
paint.  In some directions it has been contained and
abruptly. mastered; in others it iy continuing; Positive
and negative factors crom wires, ap one A
and ‘condition the lines of the financial policy that the
new Government is trylng to make more decisive and

‘eobierent. ‘The critieal point has not_ yet

bieen maez
even though the efforss now being made allow us.4
hope that we are entering on a new phase of consoli-
dation. : 1 S ;
In the following pnrislnphl we shall endeavour:
{a) to supply the data required for dmﬁm:iﬂg :
the inﬂ:t&:lmrgﬁt!’rmm]u.ﬂfr:ﬁh first half of 1047

(b) to deseribe thore especially one aspect of the.
situation on which Prof, anera could nor dwell,
.2, hank credit in it s with monetary dy-

namics and with the p discussions on, the need

of a more systematic credie policy;

{:]':b define the more important positive and

The growth of nole circulalion
and the rise of prices”

2. — Taken 21 a whole the note circulation (Bank
of Italy notes, AM lire, and Treasury notes) has in-
d’ﬂﬂ[&ﬂﬂ 30 Junc 146 to.31 May 1947 by 1626
milliard lire, or by about 40 %, (Table I). The aver-
ape monthly increase in this period was 147 milliards,
a rate of increasc that might have becn excecded in
June 1047.
_ This growth of the cu was maiched by a
steady. relative recovery of total production as com-
‘ta the first post-war period, a production which
Eﬁ “however remained nearly smtlonary during the
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. Industrial ﬂutl:;ut touched irs hi#hm peint inSep-
iember. 1946 whien it rose to 59,58 (193 = 100), it fell
during the winter, mainly owing to the deficient sup-
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ly o clectric power, and recovery only set in in the
rp{lng of 17, The g::'ma_l_im_bg: number of indus.
trial production varied s follows (1038 = 100} in 1g46;
emob in Oictober; 5E;5_r,,l in Nav_emh:u‘.;ﬂ.u in Diecer.
f ' EnuAry, 41-i0 dmur,r
Mlt'cﬁ'fdp:i?flpﬁ. 61 in H:; ['E'u'h'lt 1), and urideubs.
edly inereased in June.
=i Gross agriculiural production, which had falles
w 57% of the 1958 level in 1945, rose 2 755 i

146 the forecasts for 1g47 are however lets fovour.

able, owing to the poor-cereal crops.

The growth of the note currency, matched by dhe
comparatively steady level of production, would wem
therefore, at Frsr wught, fo justify 2 40 to 507, is
crease in prices 2t end of the-first half of 1o,

But the gencral vise i wholsale pricew on the free
market from Jure 1046 10 My 1947 amounited fa
B5°.; the com of living rose 1155 . In June g
the respective increases stood ar 1og 3f and 1355
{T‘Mt i S

How explain this divergency ?

To fill the gap and account mare !
inflationary plmfmf:mm as a, whole, we belicie that
the range "atid bearing of the [undamental factors of
monetary dynamics must be mare thoroughly seudisd,

fully for the

Hﬂ!ﬁal Production :
" and the Home Markel

3 — In the first place, the results of the revinl

in_production since Tune 1946 should be esthmared js

s 4700,
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e on the home market, thus helping o conuin
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lation to international trade and the wvolime of
y Which has exercised effective pressure on the
Ej of domestic prices.  To what extent and ar what”
qie has production been used by the honie market F
matio has been absorbed by exports o heen
mld to build up stocks? Whar conmibution
kat been made by imports ? MR i
The problem af etion thus heoadens out into”

3 wider problem, that of caleulating the volume of
prods which has really been available during that
ericd, 2 caleulation which may widen or narow;the
Gderence ascertalied between the growth of the notz

acalition and the rise of prices’, :

. This group of problems—in themselves so delicate
—is moreover complicated by other concomitant cir-

of undoubted im nce for the dyna-
=iy of inflation. -Among the more imporant of
hese 1 the in volume of bysiness (and in

s comnection it would be wonk while to make a
analysie of the stock-exchanpge), the peypche- -
‘:;tdl ﬂm::jlhr may have affected the velosity of
greulition, and in correlation. with them, any varia-
thoet in the distribution of money incomes that may -
shure increased the ure on 1z commodity matket.
It i difficult 1o solve thess problems, for exhags-
ive statistical data are misdng, the situation is a fuid
woenandd Immediate results are often in contrast with
kg ferm ones. The following notes therefore only
atempt to maluﬁﬁm sketch of the sifuation arising -
fom the vatious [actors mentioned.

& — During the period uneler consideratiaon, which
the reentry of- Imly into the international
mde circut, the excess of imparts over exports: was
vy piarled, 1t has been caleulated ar 4334 million
Em in 145 and at 4o milliard lire fn the Arst
gurtersef 1947 (see Tables L and M in Appendix).
It therefore seem at firse sight thar the open-
ing of rade relations with foreign countries made a
mtble immediste contribution to the supplies avail-

'.{'} Exports, Hﬁirﬁ-i;i -ulm'd;rmma 3'3_‘,.-; -
P fun mgalmin 733 %, in agg) succoeded fin 1g46 in covers
8 sxoding o valuible ,..11.1. {s¢e Table L in Appendis),
£ ol importi including UNNRA supplics; in the fist quur.
;’:;’ﬂ the percentage rose ta 41 %, (ee Table M [a An.

&

free from any form of competition, our lack of goods

g7 P G, Federici alio ssserts ibat a
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_cance in view-ob-the general depletion of the home.
market nd has been the subject of lively controversy,

In the opinion of some, this peliey is held 1o have
had inflationary reactions, and to have uselenly im-
poverithed the home market, This opinion has been
expressed by Prof. Luigi Federici In o recent article:
"Acting on the presufipion that we should only
have betn able to impot. the food cnential for our .
existence and thé raw materiali required for the re-
vival of our production, by procuring by exports the
neoessary foreign exchange, we sold lan year on for
eign markets mostiof the goody in our warchouses
and the largest possible wolume of those thar were
being gridually produced " (3), :

Prof. Federici argues that the need of exporting
goods in order to secure foreign exchange where
with to make esmential imports bas pot been de-
monsttated.  His main argument maybe briefly star-
ed in the words of Federcl himsglf: * Presanishly

_ in 1046 we received an gifts and on credie about 8/ roths

of our imports.  This means that, in spite of the zeal
of the exporterss who rushed to the easy congquest.of
markets neediffy everything ‘and for the time I,uing/'}

only enabled us to pay by our exports for barely
1/sth of our purchases abroad. Now, *was forelgn ex- |
change absolutely ewential for securing this Afth ? |
And was it wri while to deprive ourstlves of those
goods to sccure so modest i return P,

We see, indeed, that in 1546 Italy was able o

-I-‘l'lil herself of various means | ment estimated
at ooy million dollars for ases abrogd, Our
total imports, ‘amounting o million dollars,

0
were covered to the extent of 4/sths (about 730 mil-
lion dollars) by these means of payment, exclusive of

- LY
(4} by Foonnsct, N Profiema dsdusteiily jsalama (** Iuly's
Inchustiial Problem ') in Ririota of Politcs Ercsomics, [ane,
oty castiom oniid-

erstion e the real pracnd aweren dwuld have enpinced ma-

Hiﬁmmﬂumd;dmdmlum:m rufamrens thut it would have been berier basiness w0 sl on
nds 1o 3 more cautious judgment.” The benefits Tral. e bome markel widh 3 view v koworing prices, checking
i comsamption and production have cbtained from -~ e e ia wage, and oy reducing libour cous, rather than
sl with fi countrics must to a large cxtent rvay et 1o poh wp Exporh, | The Ao doc nex
ke frnkly & ‘o Allied "relief”, and we may hﬂﬁ:mmm“ﬂhhﬂ
Bodore enquire to what extent and within what mituil]lphlnuhlhi:-:h:hm]:,lﬁhm-
:hl “‘; “I"E.:"f,f ﬂdﬂ';f' “‘I"'.*,"l'i“ll'_“!"iﬁ“ﬂf should have temounced in view of it Impoverishmenst.  He
. © O onsiders however tha Mﬂmﬂﬂmmh

Usder these '“‘f-‘ﬂﬁﬁm‘fﬂﬂf'lﬂl" nnnﬂmnmunr:lrdtrdlm fabrics, shoes, ewc., wpset
i ports vince the quarter of 1046, especially 4 condiiony in the country nvesd of promoting s econamiz
b cerwin finished 18 (1), is off special signifi-  and social prengeriey, In this connection, we would remind

the resdes thist the Inder murters for clohing and general

" cost, of living rose from June 1g4f b0 Jume igyr. the leemer
frem giog o

gty and the laer {iom sbia 1o ghis,  The inl-
pereenesge differesce ol jg'}c’.lldlhﬂliﬂﬂ.lﬂla.ﬁ in
1547, - As regands the relative weight of cothing expenses

13 an item in the est af living, see G, Tactiacuss, Co of
Livimg, cic,, p 58 of thi base, : ; .
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the procesds of exports (1007 = 1ramig25) (1) "B

ports therefore (372 million dollars) served for the
most part to secure means of payment which were
either not wied or unusable,

It should howevér be remembered that pare of
these means of payment (about 70 million dodlars)
wai placed at the disposal of the Treawry for future
requirements and that another part was not used for

sound reasons (4). The reasons for the failure to
spendd the part ear-marked should therefore be eone

“with long term needs, aa wj

_the first-quarter of
those who abject to'a policy of indiscriminate export- =1

sidered and this would lead ws 1o compare fmmediate
shown further on.
The heavy defieit in odf balance of payments for
hag not silenced the views of

ation, and this notwithstanding the fact that UNNRA
amistange has-comé _td 2a end.  Rather, the deubts
they express-have been) extended 1o other branches of
activity. But we cannot enter furiber fnto this dis-
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tion of this very delicate maner, for which maorese
exhaustive daty are lacking.  Undoubtedly, the crid-

struggling 1o secure possession of the scanty anil
able means (g)

Nniuml'lr. the rise in dollar exchange from m
to 350 lircoas from Alrguit 3. 1947, and the comim
of imjart leences—consdered by many inadeqicie.
have provided fresh arguments to those who e
that ﬂign e be temporarily silbject o prioy
dlseximinations, : i

5. — We cannot here make 3 (horotgh eciming

cizma ‘referied o have their importance - when we
consider contingent ‘situations of brief duration, &
ruation, morcover, “which  post-war - disequilibrium
have made unduly sensitive. They shoald therfon
induce w3 to be very cautious in estimating the &

t of the [talian supply situation as 3 whol,
durifig the pericd under review,.and it is posside e
for. certain branches, such as clothing, the resuls ik

Sarvey o the Hulias Monetary Snudidon

tlon depend on a whaole series of conditions that pre-
wme the revival of a free internationn] market: on-
daons which, as a maner of fact, do not exist,

fi. — Tightness on the home market arising in

cernaln, branches from ihe special expart policy has

thaps betn accentuated by the recovery, however

modest of the purchasing Lm'lm of the working clas-
ser"whaoe long privations
Emun- on the mpply of eusential commiodities. is

ad them naturally o put

one of the critical points of the process of infation

peought nhout by the operation of the slding-scale,
which sims at adjusting nominal wages w the rsing
coat ol living. s e

This adjustment unforunately sets in Mi%ﬂ' the

vicious cirche of wages-enst of livingwages, a3 an al-
aming fatality,  Thus, while from the first half of
1546 until Apeil- May 1947 real wages and real mlariss
jmpeoved somewhat (6), 3 further imprivement can

b [ :
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hardly be expecied as a result uig:laummni: ncljuse
ment a8, apart from such real factors as the increase
of productioh, higher labour yield, larger imperts of
raw materials, etc, 3

I any cawe, the effects of the improvement, which
for sidny reasons imay seem adanjgerous and precarious,
caf be seen ' the, ride in the com of living and of
foad, and_alsacin the velochty Index of currency cir-
colation in the food: sector.

7. = The divergency we have noted between pro-
duction, foreign traile, and consimption has ot en-
tailed an* arrest in business activity, The wend of
course ja’ not unifgene, in ol brandhien” and there
has ‘been relative Gfderconsumption of clothing s
shown by the-index qumber for refall sales in the
big stores; but the other index nuembers have all
risen more or lews (Table 1IT) and, within ceftain

- limits, point to paitive lnli—lnrlhliung developaments.
Above all the ?E'toi“ui of railway waffic due 1w recod-

: : i A ER L AR e i A i
cussion, which refers for the mest part to contingent ol Ko U cceleales) TR A Ly e s of reel romaaraon bt bita Eodusard o b . struction has been and will is encpuraging,

and bnsitéey aspects of the situation. The whole b e thE bl i foe it bk 23 o ot Aot 1o el M A special reference thould be made 18 activity on
i Moeskt with is very complex, and '*!I““ ﬂ:"‘ m:;- ﬂ:m“; E i aid Iu:e e :-""SMF' “: ::: ;g;t,m p; homevey semoin  the stock-exchanges which from June 1545 w May
difficultics the coustry must face and the lively dif- Should the mafter: howevkr be consdercd over 3 = below the pre-war el and o 8 marked degres for the highes 1947 shows the highest comparative rises fof the™vol:

ferences of opinion aroused by the edimates of the ume of business and the of qugtations, The rise

lonper period than that o which the critics of de ek of alarind emplayeey (e O Tﬂ:!:m'— Cant of: Lew-

o

prborities which should be assigned o the many needs ot bey - ekt he pofichissiond Lrcached g mpeetc., i this e, poph in stock quetations, which to a. large extent has been
B : : 3 perha different. It would than be seen that p ' ; ; : ; ¥ " i
(3} Beport of the Bank of fealy, "33 March 1947, p. 45 ¢t of the means of payment accumulated as the rewh MOVEMENT IN SOME RRANCHES OF HOME TIAFHC AND.TEPAIRS TARLE I1f
seq.  According 1o this Report, luly regiiered 1o ber dedin the of inus cxports has Been available fn 1947 and o e L ! g S
+ follgwing sums in toght will exercies & henieficial effect, - Jndiea of allway walf fai it """“;'u: "";" dealt L
A On the oaber hand, had exports been restricied (Fg8e o) af s ndex o4 £
dllima i o b : ) il sades in | of Milim and Rome () ki
et il the return of Talian products on the intcrnationd Date : T = i
&) Exports: Mpttioni of doll. - market might have been wcrificed 10 the needs o e Gk e Gobmioa) | U':"k:r | S
: = repulincd by the Deerée Law a3 ! immediate consumption.  Substantally, the probl L sk s * y Iﬂﬁ?l!:'r:l' *
. of 2hfvigh R is one of a choice E’m:u n a policy favouring largr e - - i
il pepilated by penersl clearing agrees immediate consumnption, and a policy which aimgs y . i
i ':ﬂ e S e ‘rebuilding capital resourcés and reinserting lualy B Bl Ihary, e R i e L i R e
- reciprodity mansctions - . . 38" the currents of world ceonomy.  Undoubeedly, - F""-""-'"ZJF R o - e | S 1056 e |.m_: i
< enparnal by LNMRAL L 1 is room between these two alternatives for an infinie ¥ ”‘“f"‘ s s (] - 11 S Ead 1,33
e ngtons .. wa s ariety of middle courses. But in any caie it mut g ' G = = Al e 1yt
o AT also be admitted that the valuable results of expand i ;ﬁr --------- xﬁ ! :: ) :f ’: b 'g:
FErnigrants Teminances o wisible : i ‘%t fune. . i i
e e e = ing c:pumm for ﬂl‘t collective interests nf_.ﬂrtlf e & B ik 130 o 1h5
s e Waele e O Sail bl e 1k
= our e tF AN m B are o
il v mm irht!nsh'lﬂm ves (47,19 ﬁ]m, npﬂﬂ'?ie imapert e, ¢ Ooocker . . 7 53 Lt et vy 155
— UNNRA fand oL o e i Bk b b bk for g7 %) of de v Mowember. . . 0 . .o Ey s ] 7 ¥t 2544
— revidu] troop pay feed . . L 1y voasl and will provide secks for o long period. This prisi | o December, . . .. a .o £ 195 174 5. ¥ o3
—reaidupl FEA humd”. . . . . anted w0 raw mascial most of which el be proooend b : 2 ]
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4 cir e =7 : L - ) 1 30be
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= foring from scaegiry of posdu. - C v gl o = oy o e L 2
Taridl s — e On the other hand, frar is oxprosed at the resle of 8 oMy e e e e, et = Tt *41"“- g S
e - growing cxparts of frob wegriables and | frait 1 o A . b = - 3. i’ L i i
() Report above mentioncd, 1o¢, o0 The diffodties mand: g = ; L e : ;

+ maodities on foreign L

ing in the way al-the use of the resldus! mesm of payment.

have been wariont genenal scarcity of raw o materiahi and come
i impondbiliy of spending Biitich
cxchsnge cunidc the Commonwealth sies; high rate of ex-

champe fior” import from free valota coumirics,

4
T
; s

fold from Juec 1945 to Janc roqn.
3 £ I

i o

(2} Imdices calewlsted en
Ecemomiva ol A

dary -nn:plpinel. Irjr ﬂl:llmr]-l
maciagions frs Je Saciesl Infang per gzio.

foe price level (Centro per la Sigh
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() Seusreess Centro per b Stativica Aviendale of Flarcnor;
i#, 1947 Financlal mewspaper I Sole, 1547, Inddices

calculated by i :
£ ) Source) Compimminra Exonowina, 1547,
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- to 'whith may be ascribed some de

12h ®

a movement for their adjustment 1w other prices, {5
shown {n Table F in the Appendin. (T-cn:m]i;
ing, the recovery of the stock-market may be comsid-

advantageous not only to the readjustment of
the productive activities of the country, but also from

a_purely monetary standpolit.  To a certain extent
it may ﬁarc made it possitile 1o discharge on the uock
exchanges part of potentisl means af inflation

which would otherwise have ntred an the com-
modity matket. On the t hahd, however, the
bullish trend on the Anancial market, which has made
itielf felt on several cfcasiont, leading w the specu-
lative boom of March-Apnl o7, could pot fail to
stimulate infationdry. tentlencies: on the home mar
ket, especially. a5 regarthiithe general rise in the ve
Kichy of W Adssiicy: sirdalation,

8. — Ipderd, the objective factors so far mentionsd
have rescted on and are in their turn influcnced by

the prychology which leads to the fight from money
1o real %

The flight from lira towards the several kinds
investments may be represented, with the
rough approximation slready referred 1o (7), by the
velocity index for the warious branches, We will
do se by referring to the initial volume of the cur
rency in 138 {23 milliard lire) and to the volume in
April 154?%'3 miilliard lire). The increase—as shown

“hy Table IV—hax been general but in varying mea-

approximate calculation does not

sure; the roughl
- however altow u&rquming an average even if merely

indicative. - All we can oo is 6 note an upward trend
of responii-
hility Tor the rise in prices above limic marked
by currency expansion. X i

g. — Quapuitative analyses, however approximate,
do not lend themselves to a more thorough study of
the several factoks of monetary dynamics—note cir
culating, production, foreign trade, the dnm:ﬂslr mar:

(7] G. Prmieas, Couddendiens on the Dyssmice, o,
Mmﬂdﬂud.p_::g.

i

y apeak-
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ket, the Aight from the lira, ete, The difficaltics st
with In making such estimates—aggravated by the
deficiency of rﬁil'b]: statistical data=-explain indeed

the varying and contradiceory opinions held on this -

maifer, e i

Should one however wiil; 1o venture a general con.
cclusion, there would seem to be good groundi, for
stating that the increase that corurred beteween [uns

1546 aiid June 1947 In the level of wholcale prices

and'the ¢oat of living cannot be explained by the un.
certain and sometimes contradictory reactions of the
-hactors so far dealt with, Therefore at least a comid-
erable pan of the div cy alrea iasized be
Pween 5:: increase in ﬂm;t:?:rum[mmdr g
prices, still has 1o be aceounted for. To close the
gAp, Wi must tufn our amtention o credit expansion
—which has been the object of 5o much discuntion—
and 1o the connected and . sistained -competition for

* scarce materiali; this we shall do-in the following
i il [

paragraphs, : '

¥

i f M'ﬁqmu}r Expansion
i nr_ul'ﬁr_odﬂ Policies

16, — Dhirin Lh’!:liznml coinciding writh the " e
condd inflation of the lira ", or roughly speaking, since
June 1546, the maney market has enjoyed de facto frec
dom, The Government has not exercised. the con-
wols with which it is theoretically tested by the Tl

ian Bank Act of 1536 still in force (8); in practice the
Bapks have been leit quite free to develop independ

(8) Are. 33 provides that banks must comply with the i
strctions. given by e wperviing suthorities oy regards ** de
ireerest rates and the Conditioes regulating deposits and o
rent acecmnes; the rathe betwern the sevenal categoried of in:
vestments eoasidernd both in relation o theie liquiditg snd m
ihe weveral bramches of econemic sctivity o which thep refer;
the ratia betwren' oot aseets and - liahilies, Snd ™ yarions

. madel of inveting any deposios im excess of the wmeant

by the raid raso, ex. . :

REAL VALUE OF MI.E!\'CT (1] md.rutm uim VARIATHINS IN 'I.'!I!ZE-I'EI.'.I:I'I'!' oF mw

.
e e Y ———— — T

the rise &f -

& -
THRLE IF -

dent plans unchecked by any general policy designed
an aystematic lines, i : ;
if has been one of the many aspects of that

that in view of sharply contrasting interests ean
only be slowly ovescome!. From the technical stand-
pelnty the possibiliey far the Government oo assert its
Ciuthority was perhaps weakened by partial and hasty
peformay for instance, the abalitidn pure and simple
of the Ministerial Committee and Inspeciorate 4de the
Protettion of Savings' and the Excreise 6f Credit (Sep-
pmbet 1944) injured rather-than promoted the effi-
ciency of the guiding action of the Givernment.
Viewed from this standpoint, the Ttalisn sifuation
kat deteloped on radically different lines from those
fellowed, under more fortundte’ drcumatanees, by othes

L % [erated countries of Western Elrope, above all by

and Halland, This div dees nod con-
st ohily in the face, significant as it is, that Tualy, afier

k mr discussions, thecided to abandon ‘the idea of

ging the currency nutes and the accompanyin
weamares of 3 pastial block of tfie lguid mﬂn?inﬂhf
kands of the public, which in Belgium and Holland
ided the basis for an energetic action for monetary
rehabilitation (g), ’

ol some fundamental objective conditions, went yet fur-
ther, involving the wse of other means of controlling
market which do not require the compli-
cuied operations entailed by, the note exchange, or are:
quite pormal and even comparible with a competitiye
HOBOMY, et i :
Mone of the following means have been employed
i an efficient weay in Italy o stem the growth of ‘in-
flation in 19452 :

(#) automatic ratios fixed for liquidity ifmi.:mcr

) The "“exchange of buskpotes " found wupport in Haly
dmasf enchmively wnder the following three atpesiar f3) s 2
- mawre sgain e forcipn bolders of large parcels of lufian
bumknoeer Wegally sequirnd or carried cut of the country dure
{eg. In Gomanyl; (b) a5 & mesma of affording

B gt ihing
oty a3 e

Beserds ol the hame market snd the Treawary,

AR g e
e o
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airh of government authority broughe about in e
:.I.E,;r the grave evenis of the wir and by inflation, 2

The difference, which is correlated 1o the diversity -

L
the “Tressury, mmmlting from the cancrilation’ of the

- af investments in Government securities, such as were
fined . by the Belgim Coverment in February 1946,
Even the rationf 1 1 30 which the Ialian banks should
have maiftined hetween capital plus reserves and de.
posits has been submwrged by the forces of inflation
and has not been applied, though it has neither heen
mosdified] not re by any other rule better auited 1o
prevailing conditions; ;

(b} the requirement thae eredis tions * for
amounts exeeedin rain fixed limits b authorised
by the central autl!u iea, an in Holland. Meamres of
this king wetild- éz_have been ol doubtful value -
in ltaly owing to the different feamures of the market;

{€) the raising of the bank rite, 1o whith —sems:

. liberated coun of Weitern' E have_ had el
course. The Italian authorities ‘the cfficacy

-of an increase for such purposes. =i the ample m
at the dispous! of the banks made them independent.
In ltaly the bank rate hay thus remasined unchanged st
475 This negative avitude may be comprehensible-
ander the special circumstances, even if it may, seem
desirable in the future to_ revive the wse of the bank
riie a8 one feature in almore organic syaem Tor the
direction of eredit; i

Ad) neither has any general palicy been

for guiding ‘and co-ordinating the action of the ban
baged on an arpanic eonception of monetary and credi
problems, a policy enforced chielly by means of ‘per-
suasion and the etabllihment of ¢ rative relations
between the contralling bodics and the hanking world,
This would pe have been the wiseir plan to fol-
low. Although France has not displayed the same
wijpor as HrzFium ane Helland, yet the Conreil Natia-
nal du Crédit has made m"int:mﬁ; experiment in
this matter since december 1y, ; :

‘What has been the eff
substantial liberty enloyed e Lialian banks ? What
have beenthe characterfstic developments of lealian

. banking and how have they reacted on the course

_of inflation ? :

market trends of the

et result ol e " safity mcamires * the parties eosvem :
ol o Yo Bk Wi thind siar—th ek ome—thouigh . Toc Xreamiy)
.-m:’wn“;ﬁmlkmmu pﬂdhllupmm;tf;pdr:?n}. &n.:rm!u#g
- sdapted (Jsl 44 ot sceerd in securing | COTTERCY problems, it is the intensity and " velocity
hr:h:! PRl e ~ the movements rather than the sctual smounts that
Generally , practically na anentian wap paid . should be studied. Viewed from this angle, the banks
¢ tat fravere o, the operation which, considered s 2 meam fy. have been exercising a special influence of late, In
":9'1'“"&“":“"-- . 'm;“md ﬁm" irom Wion i on Drcembir
L LILE M i of neusralisin {: g m oa c 0,
el i i 13*]Wr:ﬂﬂmllu{mmhpdnhﬂjﬂﬂh

. dimiler ts Hoqhs credins 1o elientss from 44,0 million lire w0
i Bap millian e ; :



“ereased by a much smaller

" banks; but the credit
+ well-known correlations undeubelly a decisive

2 :
.
%

i
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deedd, the variotions both in depoiits and loans to
clients were exceptionally wide in 1og6, exerciving

~ greater pressire than ever on the monetary dynamics,

(k) In the case of deposits, there was an increave
of 63.4% in 145 and of 77.4% In 1946 (from 248

to 4ob and then 1o 7ar milliand lire) as compared to

an increase of 12.1 %% and of 297 in 1g36 and gy
respectively.  As In 1oys and w6 the cinculation in-
mpe (23 % and 315
per cent respectively), the fratia qfcd:[m!l'l to girs
culation, which had stumped from 253 %] In 1998 1o
B58 %0 in o4, ‘a partial recovery, touching
1043 % st the end of rays and 1407 %, 8t the end
of 1946, E Ry -
What this increate 11: the, volurie of bank deposin
in 1946 (315 milliard Hre) represents for butiness ex-
pansion will be realised if we dompare the figure to
that for the national income. It amounts to about
15" of the natignal income 2y apain an increase of
Jess than 5% in and a stifl smaller one in 1937
() Still mote marked has been the increase in

.H.'E'I'I'I.":ﬁ' INDICES OF THE PFOUR I-MEE_#H.U.&FT BANES (&)
i 1 ad Al
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influcnce on the " creation ‘of depasits ™ (12}, Tn ihis
way the hanks, roversing o policy followed until gy,
contributed during rogh 1o increase the inflation caw.
ed by the expansion of * legal tender ™ currency by
tiie timulus given o the expansion of bank ey

{e) Credit expansion was not halted on hecem.
bee 31, 1oyfb; it has continued ar a notable even thoug

*less rapid rass in the early months of 1oz, nobwis
“sanding ‘the first doubts and warnings. Dats g’

aviilable only for a few banks, but thow o the &
tuation of the four major banks (Bancs Commercide
laliana, Bancs Nasionale del Laroro, Baaco di Rome,
Credite: [talians) on 3ist March 1947 oie significest
enough. In their case the increase in the first quar
ter of 1o47 amounted o aboui 3o milliard lire be
the credits to clients and to some 13 malliard " lire ks
the alien funds (bank money); the percentages of i
crease remain at a faidy high level—ctcreding 6%
and 8 % respectively—as compared worover 43 %] aal
14,5 5 in the founth qtltrb:r‘nf 1046 #hd over ¥
and 30 % for thic third quarter of that year (Tahle V)

TAELEY
EL z T ekt Wty
i Bl i : ] 1
: “Total deposits Credine o Blients laco ot doh ;.rim
D ALE ] . sty ratin e chrul
= Amoiank Amoust i I adionn
; ; Tl e 3%
_ (it tieey | " | million i) | e | Qe
| g ihs A8 10 My | o
‘o September ogh 243,300 e 124,760 Lok bl
11 December gt . . AT ) 177395 ] k]
A1 March mngr 00,706 181 07,085 o 14140

(s} Bunca. Gommerdale Tialians, ‘Tanca Murlonale del Lavors; Manca & Roma, Credit Iliano.

lhz'mhmt of bank loans to clients] it was 11750 %

in" 1045 (from 730 1o 16o.7 milliards), and 1713 % in®

1546 (from 1607 to 436 milliards) agains a percentage
of 5.5 in 1936, the pre-war year of maximumh eredit ex-
pamsion. The rise of bank loans was accelerated in

- the second _half of rogf during which it increased by
" no

less than go %L, - In this way, the ratio between
bark laans 15 elients and alien fulds depotits
phunxgiitﬁrdm}{uj. which

is not possible b cilien in.ﬁgwu' the
extent to which™ thewe \-:ri.-lti-umi in the amount of
deposits were determined by the. Joans made by the
son—as @ reslt the

E-rl};'ﬂhnm:p,p.t:;u-fﬂilvihht. :
£ 13} 1 shonild be moted that the maritum grewth of alien
fumds in gy Gecurred in the case of Abane Rroups ol banks

L1

llen from the

e

In the séeondd quarter of 1947 there Wiy,
a sudden halr in*the concession of bank loins.

change affecting the Treasury. he
of ‘1946 the deposits placed by the banks at
pnulnfdt'l'mn:}yﬁﬂfmm;ﬁ.gu;ﬁ:.?
lire, apd the ratio of sich assets 1o total depotin
from % 1o 50.2%. The reduction would o
been yet more marked were we 1o consider only i
last of 1945 This led

need new note issies, with all their inflationy
reactions. . Events developed along line

%

' those experienced in France in 1gqf, snd would

© fumds and credits 1o dients in

which ‘di! the largest eyedic business.  Thin we fad 3 mik
mum inercaie of gp8 % and 20y %L vespectively for e
case of the theee ™ buki of
natlonsl€inierest ** 10 e inerease respectively of fat 3 38
152, % for the Sevings Manks. (See Table E, in Appeadith

Rl

-

« fions. Some business and i
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y o careful analysis like that made for that country
E: the Comiel National du Crédir in s " Premier
Rappors Anpuel *, 1947, -

43 — The above skeleton data call aptention 1o

the ‘twn peints of the [tlian banking : system now
most diseussedl, ‘The fisdt concerns the appreciation
of the so-called credit expansion which hay ocourred
Cia laly, more especiilly, from June 1 w April
137 In the opinion of Prof. (Gambino this uncon-
prolled experirnent has not been without infladonary
peaetiois,  The scoand point relates ‘1o the I
of securing a sysematic direction of eredit

2 problem w which the aforesaid eredit
apanfion and it reactions on the Treamry situation

have drawn attention.  On E! point both Prof. Gam- -

biss and [, Mancini agr the need of a more

thc central policy. 1
qn']'l?:u-;ilrr of |Iﬂzlgnq agrees ‘with the cautious
conclugions of Prof. Gambino and Dr. Man-
sinir te which be would only add a few further re-
magke % S
13. — It i interesting to note that some of
the comments contained in the Federal Reserve Bul-
ftin of March 1047 on the "rise of bank loans 7, in
ihe Uniteel States in 1046 theow light on the Talian exo
e, more eipectally on the June toab-April 1047
!;::111{ eredit :T;:irli'lgu {1z): " Strenpth in the de-
mand for bank credic-stems largely from forces ac-
“wmpanying n high level of economic. activiy .amd
dilng prices. Many of the lpans estended by banks
i et Breffivaed . the expansion in production of
oods and services during the year and in this way
watributed 1o overcoming inflationary urcs, - At
the same time, however, the addition of ‘new deposits
from«the increase in hank loans was in jasell 2 fur-
ther ‘inflationary factor, [In addition, some of the

businesd to bid for scarce material.. or

without resulting in any substantial addition o the
WH-IMM In other wonls, by borrowing
from. %, some producers were able to bid away
m::mrmi‘mmm-hinmm

active business conditions po seck addi-
tomal t with which to

encours inflationary price advances to seck
huf::dhr of ‘inventory jon, and these
h;wmqodﬂngmyoauﬁnnhuuﬁnd
® reduce total output . fifie
This passage could well be usd to describe the

Fy

‘. Thus, fi the ca Sl o ch ove o oo™
ity " in the
~ mwh more marh_e&

o o T

R
R

1y reveal an increase of some im|

fusds made available through bank loans were psed _': ft scem ‘H‘h[‘f that they

0= =

wshers tor swell the demand for goods in short supply, -

their own’ opera- [
hidmlt.m_-wrﬁ.-g&-_ those who consider the matter from other standpoints,

. activity of the i
ts of the Italian situation, enly the colours
tened.
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pansion and the creation of bank money; to eanfirm

- this one need nﬂ'lrummpnrﬂ the force of this last in-

flationary factor. to the companitively statlonary sltia-
tion of lulion prochiction snd the moderate upward
tremd of seaffit-the data for which will be foand in
paragraphs 2 and 3. ° ;

Giiven these conditions of searcity, there can be no
doubt that the influx of erecdit waves must have fa-.
voured an eager search for scarce materials by com-.
petitive pfoducers, leading to funthes price inflation,

In Ttaly, moreoves,.the” desire 1o secure raw ma-
terfiaty was stimulatgd - not only by the competition
among produceri [ seoure-priority in- the resumption:
of production, but alio, ‘and to a much greater degree
than elsewhere, by the endexvour in build op_sccks
a1 an insurance against the wavering policy of ‘the

Government in making allocations, and againu Fira

. ‘The hoarding of raw.manerisls, lasting
apricultural priducts, and’ fnkthed products, in ex-
tion of pﬁrﬂﬂu" price rises, had uadoubsedly
direetly and indirectly fostered by the espansion
of bank loans with its inevitable resctions on the in-
Hationary plessures, :
" Nor can it be excladed thaw the effects oF credit
expansion have not been limited 1o the ereifion of
bank money and the sapport of ypeeulative wends;
it 1s mpre’ thani likely that in some r:u:'?inal cases
y nog e

" they have reacted on the’ legal tender jisel

indicectly by compelling the Treasury 1o have recouf

to the printing press, but directly, by farelng the Cen-

tral Bank 1o intervene for liquidity purposes, The
statements of the Hank of laly (sce Table C in Ap:

pendiz) from the end of Pebruary to the end of Afiril

nce both for:
discounts {abour 7.5.millfatd lire which cannot be ac-

counted ﬁur:b:r‘tie food pools) and for advances

{over 5.5 milliard lire).
tions are not known, b

“reason foe these varia-
loms clrcumatances make

due fdr the most part
to assistance ghven—by new fssuci—to strengthen the
liquidity of some banks that had responded perhaps
oo willi to the growing request for credie. It
would scem that similar operations occurred also in
May 1947; this would confirm a somewhat inflationary
pattern of the previous banking policies. :

e
14. — To avoid misunderstandings on the part of

it should be remembered that when inflationary re-
actions are attributed to, the credit expansion of 1645
pi the :.:I':nn- Ir_mﬂdr.r;d: a) in des mﬂﬁ
only, an a Fofn ARy lnﬂ'ﬂ:ﬁ_

) Qd:ﬂ#m'l banks. :
~ First of afl, the admisnion of the® inflationary e
actions of that credit expantion does not imply failure
to recognise the service it rendered to the needs of

Ttalinh economic reconstruction, Prof. C, Bresciani- -
- Turponi (14) has called attention to this point, by not-

Ly Frdenad H.rmrrf.mm..: March lgq? T e g the newipaper Corviepe della Sers, Jaly 16, 5047.
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ing that the wigorous action of the banks was the
necessary means for the recovery gl lallan productve
activities, and iz therefore deserving of approval fiom
that wiewpoint, 'We muit share this opdnion, but
with two limits, The first is the limit beyond « hich
hank loans may have been used to encourage cermaln
5 forms of speculation or for competion in building up
stocks and securing products and raw arerials on a
puurlr :qupilrd market.  The second limit ix traced
by the needs of the Treasury. We cannot expect
that the Ttalian Treasury, in this very difficult periial
of adjustment, could and should be able w do with-
out the support of the i v The miecens of the

poliey it paraes depends indeed on their co-apsration
hhﬁ

alone can sufplement the other sources of re-

venue and prevent an excess of infladonary lowes
which be injufious to ecouooie recovery it
wlf. One of the fumdimental problema that the libe-
rated Européan’ States have ho solve in thefr effores at
securing monetary rehabilitation s preciscly this of
adjustipg the needs of public finance and those of
pooduction. © The solution which Fnally i comtidered
to be the most during and logical, the Belgian plan,
simed at preventitg, ever since February regf, that
monetary rehabilitation should ‘be sscrified 1o the re-
quirements of private investments.  In the opinion
of some, it would have even ended by piving priutity
o the former purpose over the lapter, a8 a result af
the automatic features of the system adopted.  In
Trdly, where a longsighted and systematic policy of the
 Belgian type was impouible, o solution of this jrob-
lem can no longer be delayed, Undoubtedly in our
country 1t is much more difficult to conciliate public
+ requirements with those of business, for in laly the
available supply of capital is far more inadequats
‘meet-the several competing needs, and the presence
of 3 million unemployed makes it necessary to en-
cotirage prodiction ‘and therefore o follow a more
. elastic eredit policy,  But an arrangement under which
the meeds of the Treasury are not neglected should
be reachied here also, even if the priorities be differ-
ent. Indeed, it is efsential for monetary stability that
production be assisted and encouraged; bur monetary
stability isin its turn essential to the sourd develop-

mene of productive setivifies and it cannot be secured |

if the Treasury should be compelled—here and now—,
by 3 oo marked inversion of bank” credit, to hnance
exclusively by inflationary measures the deficits aris-
ing from the bequeathed by the war, Recourse
by. the Trenury to the money market thould of coare
be coordinated with a strict fnangial which
will select the objects of national expenditure and
make sure of their productive charatter; perhaps the
difficulties_encountered in this matter cin e the
resistence offered and the . perplexity felt even by
"neutrals " at the clhims of the Treamry,

able 3 reactions, does dot, h'ilhll'zﬂror
sible exceptions, authorise us 1o blame the et
of the individusl banks. = Left o thelf own devices,

&

In the sccond place, credit expansion, with its prob-

and in the absence of a systematie plan for co-ond)
nating their action, the several banks could only be
jrifded in their conduct by the clasic rule which wlly
them to seck their own ddvantage by applying ke
rules likely o amure the best returns on unilaten
limes. 'This inevitably led them to pive their prefer

ence 1o commercial transactions and mlgnrlin:llm: "3
L

highly profitable business arising from coftngest
virdtion, Market a:liv’il\_i ted toa rise in the =|rud-,
high rates and commissions,  This made it formisble
to consclidate the profit and boss dccoiints, depresied
by the growing cost of stafl. - [ should have bem
the business of the monetary authorities incorps
rate the necessarily one-sided eriteria guiding e
banki in a body o{-gml rules drawn up 1o mes
the requirements of monctary rehabilizztion and e
direction of eredit policies. This is the taik the e
Goveinment is now tackling, though later than de
othier liberated countries of Western Europe.

15. — It is ot yet pouible to. sy how this ik
will be accotiplished. The wotk is uill in the
stage and only the 1 outline of the plan oads
contbderation i so far known., The two sspects of
the quimion are: (a) the reorganisation of cfficem
drgans contrpl, and (b) the determinstion of the
genefalfules regulating the coatrol itself.

(a) A special decreé, DNLP. No. g, of Tuly 13,
1047, har just been issued which deals with the fm
poant. Tt sets Gt an " Intesministerial Commitice o8
Credit dnd Savings™ 1w which it assigns * geners
supervision for the protection of wavings, and o
matters relating o eredie transactions and forelzn o

" change . ‘The Minister of the Treaniry is the Cluir. -

man of the Committee on which sit the Ministers of

Public Works, Agriculture, Industry-and Co r

and Forelgn Trade. . The Governor of the Hank ¢
Iealy takes part in the meetings of the Committee exer
cising ' the powers and funetions vested in the Hesd

of the Inspectorats of Credit™ by the Bank Act o

tg36.  "In making its enquiries and carrying out it
decisions the Committes makes ose _of fank of
lialy w0 which are assigned the fupstions i the
pectorate of Credit ™, which, as stated, was s
by the D.LL Mo 336 of September 14, o4

We have thus returned in part fo the - prews
system; the su son of the In
still helds iiualxt being tken, generally spek-
( Tssue. :

would scem from the statement of princples made

by Prof. Eimudi—Minister of the Budget and Gov

cinor of ahe Bank of Ttaly—that in excrcising thee

powers the Awthorities will the indrpdﬂﬂ

initiative of the individual banks. Thus, as regan

the control-of the " quality of the invesiments, ac
£

i

te of Crefit',

s f
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ton would be limited to laying down peneral lines

' which would not mortify the responsibility and “en-

"".rilr of the banker. The announcement of these
rinciples has been received with satisfoction as in
rﬁ-pmn with the free enterprise symem existing in
Traly, and with the proved capacity of the [Italian
hntlnﬂ: ystern.  On the other hand, a new device
woulll be introduced 1o assure quantitative eontrol,
ind this gives rise to some opposition dnd o many
doubts,  Substantially, the proposal contemplacés the
sutematic mechanical control of bank depoiits by
enfereing special ™ reserve requirements ** related par-
tially to the eapiral and reseryes of the banks, and

sially to the alien funds héld by them. us, for
Eg fime being, particlpation of the Treaudry in the
fesources of the money marker, and in the long run
i mete efficient means of controlling expansions aris-
fag-from cyclical movéments would be apured, A
semmary deseription of the proposed sysém is given
b Dr. Mancini in his gidy. Tre proposal s sll
bowever the subject of lively controversy. The eri-.
wedens which the Belgian and Dutch banks have
exprencal in more or less explicit werms of the strict-
ncit of the systems of eontro) introduced in those
countrics (15) are-now heing repeated in laly.  What

b ment dreaded @3 inclasticity in the banking eys-

wem and the draining of resources for  purposes
that are not those most ndv.\nuﬁmur to the com.
grunity, These are the.dangers inherent in any auto.
mathc syuem; they can onaly be atenuated when the
prgare of control possess 2 degree of sensibility and
equilibrium which enables them to vary the reserve
percentages as conditons may require. Comnadered
frem this angle, the organistion of the control organs
beeomes & matter of much importance, now de fure
disciplined by the above mentionéd decree of July 17,
1047~

th. — Meantime, prior to the mq;nnin:hm. of the
control prpans, and while nw:ili:é;; the elaboration
of the new principles to be adopted, the banks have

ghrried] out a general policy of eredit ‘resteiction.  June

and July 1547 sre marking a typical phase of eredit
wringency in Italy. As was'to be expected, this sud-
den change of policy has already given rise to deli-
cate problems for those many branches of Ialian in-
dustry which are in need of rebuilding stocks or must
ceeert or modernise their plants. The execution of
wch pliny calls for Jarge Investments of capital the

companies do not possess, and they therefore need an

ey money market. On miny sides anention w3k
mady being called 1o the danger that " stiingeney ™

the eritical point beyond which it de-
feats the oljjects it has in view, acting a5 2 drag on
the * rocovery of production,  Pressure Js already being
aeried from important quarters in- favour of lews

{ug) Ser, h'ﬂ!:um:t. the 1047 Beports of the Bemger .l‘f.

b Bacited Géwérale e Belpigne (pp, 262700 the Rokterdgs
Bandperernigrup w};n o } ’W

o= s

i

* had risen to gaz milliaed lire, but recel

stringent measmires. 1t will be -||l: 1o the pew organg
of control 1o perform the very diffucult ek D['ﬁnj;ng

the right line of demarcation, apd of |11mp|w|linx

credit polictes in - wider peneral policy desigried to
stern the forces of inflation,

=

o

" Prosent Frnhl:im:
and Prospects

“t7. — Prof. Elnaodi is baillipll his plans fof - the
control of inflaticn on the clanic principle that the
solution of the fidancial problem §s the necesary pre-
mise for monstary tehabilitation, Public expenditure
must be curbed, and) national revenoe foroed up, o
a1 o reduce the budpget deficit. and with it the isue
of hank notes. Such iv the policy pow guidingthe
management ‘of Italian finance which hat led to the
creation of the new * Minlary of the Budper ™,

Undoubtedly a remarkable effort has already been
made to balance the budpet for the financial year
14748 [see Table A in Appendix). ‘The ariginal
estimates, drawn up lase April, placed receipts at 20
milltard lire, almost four times the figure of the ori-
ginal estinates for poqfyy. To secure these resul
the Government courits abave all on strengthening or-
dinary taxation, assigning 1w extraordipary taxation
o subisidiary and emergenty function, Thus the lar-
ger Itn:lrtl- an compared o the estimates for 15af-47
are provided to the extent of 275,000 million lise by
ordinary taxation, and 1o the extent of 97,450 millions
by extraondinary (capitil levy, war and emergency
profits, ete.). . :

As the April estimates placed expenditvre at B
million liee, the deficit was forcscen in 301 milliards, o
abaut half the probable amount of that which, will be
shown by the final account for so4f47.  Even leav:
ing aside the depreci of the lira, this result is
undoubtedly encoura

Bt will it be really red, of will ‘the estimates
be overwhelmed by unforescen developments in na-
tional finance, 5o " dynamic " in this eritieal stape of
cvents ! The experience of 194647, during which
the gap between receipts and expenditure continiued
to widen until it resched 610 milliard fire, i a 'l:.lm-
ing that weighs on the eitimares.  Speaking
msllnl'ﬂ 18 ule., Minjster Emﬁ ﬂpﬁ:d:’lhe wﬂz
comtisty in preventing estimated ex iture
ing mofe rapidly than assessed receipts . Foruna-
udgr.mmlr is the situation clearly undersood by
out finsncial suthorities, bu it is being encrgetically
tackled by an elastic’ policy which aims ar covering
cvery increase of expenditure by a like increase of
income.  Until now thess two " racers ™ have
abreast. In the revised estimates, presented in Ju
1947, expendituze, as a result of recent d

had also

risen to Giz milliards, and the estima l_il:E.tit thus
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continied 1o stand at jo0 milliard lre.  And this is
another and very encouraging [aet, 1
What will be the further developments in the race
between revenue and expenditire #There seems 10
e Hitle doubn that expenses will show further Increa:
st many factors are already an work to bring this
abaur,  Ameng these, o speclally dangerons frem s
that
Which abaoch nearly one third of the revenue orgis
nally estimated, The rsing cost of living and ile
agitatlon m secure wlary rikes for public employees
are premonitory symptoms.  Again, Government pur:
chases abfoad of sich essemtials an wheat are rsing
with the higher exchange rates § [u;\u since August
2 (from 225 1o 390 lire for
If the Government fs i 6fset these and similar
negative factors, it wifl have to persist tmrf‘tltulh'
in the policy of which we have noted the hint in-
stances: it mus’ ‘woure new receipts by means ui
heavier taration, raise 1::{1'!5:1! peices kept at an arti-
fieially low level, contiif cerfain items of expenci-
wre. It shoubd undoubtedly be pouible to act on ex-
penditurey need only remember that the Miniery of
Defence absorhs over 153 milliand lire (over 18 9, of
total estimated expliditure). of which more than %4
per cent it accounted Tor by the cost of wlaricy, mouly
. to civilian stafi; moreover, generally spraking, the
civil service is over-staffed with unproductive persons,
Theoretically, the ineregse of political prices might alio
be jusificd.  As for the revenud, ‘hopes of ™

increase are, hased above all on the improvements o

heing -introcduced into the services for asessment and
conrol and the repression of tax évasion,  Here, how:
" ever, & is hindered by serious rcasons of @
wocial rharacter {about 2 million unemployed, real
* wages aill considerably below the prewar level) and
by the need that the pressure of taxation on produc-
Ve ises, now burdened by the eapital lew
decided ‘on in March 1g47. be not rabied 1o an anti-
cconomic Jevel. iy K
- But the really critical point in the financial situa-
tion is not to be found in suchlike difficulties. It may
be summed up in two paints: (3) the bunden of the
so-ealled ** panive balances *, e, expendinure pledged
in previous financial years but mor yet settled; and
(b} the danger of 2 steady, rise in prices.  ©

18. — It is reckoned that expenditure pledged in
3 mrﬁusﬁuudﬂrunthulﬂ“hutn‘b:m-dmn:b
cd on [une 30, 1947, to nearly 500 milliard lire. This
- +if 2 burden weighing dafigerously on the current and
on future fnancial years The extent to which it
will afffer the situstion in the mext
_cannat be caloulated, but very probabl
hlinﬂmfﬂtalﬂnﬂlmdwdﬁuulg

e monthy
¥ will make
the cash

cutge of the Treasury beyond the 310 m
which hawve been estimated,.

It would already be very difficult for the Treasury
‘to cover a deficit of 310 milliard. lire by recourss i
the Iralian money market thus aveiding the need of

£ = 4 #

represented by the com of clvil service salarles

i

i
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further currency inflation, at least in the fext fow
months,  The system of " reserve repuirements *, o
which refercnce has been made above a5 8 means of
securing for the Treasury a share of bank funds, las,
like all else, its limfts (16), and the placing of 2
mediam or long term loan “would call for o piedi-
minary conmlidation of publie eosifidence. This will
make it inevitahle, at least in the first monhits of the

financial year, o have recourse o new, even though |

linlted, note issues. :

A further catse for the capansion of sach imee
_may be found precisely in arrears of expenditure,

Then again, during the next few ‘months the

ﬁ;tuure on the currency of the -needs for fnancing |

the wheat ls will make itself fl.‘lll‘.. ll'lﬂligﬂ'l ko a
much less extent than in 1946 owing to the poor hap
.aest, a3 a result of which currency expantion from this
cause Bs estimated at 1o to" 15 miblliard lire 2 agin

314 milliards in 1046 (17)-

19. — The lalian market wil] therefore have o
uand for yer other months the re of new mobt
{ssues, notwithstanding all the efforts of the Goversr
ment 1o avedd them. This calls sttehtion o the peo-
blem already so critical, of pricesc Willethe, market
suceeed in absorbing |h::u=w nite ismues, neutralising
their presjure on prices ¢ :

facy is that in the two months following mid-
May, whilé siock-exchange quotstions Fell from the
speculative helghts previcudy touched, pirices continised

1o rise, by 525 %) the foodunif cost and by 1478
per cent for w}lagh_dc prices in May, w AR
and 205 % respectively in June, nor has trend
been reversed in July (Table VIR :
: C TAmEw
PRICE MONTHLY INCREASDS I ITALY: |}
- ganmiyfune. t47) :
onin | whoteale | Fooduun | contot
5 prices L et Liing
ey = v amn
Febyuary + oA Eonmtl ) et nAD
March oAt | A + o aMR
Apeil s oasi o4 mad | o+ e
May %l s+ =R
Jume & e B + ema L+ g 25
i s

14) Calenluned From dita of the Bolfemise dei preesi, &}
o the Ceamal lanrsse of Ssesissicr.

Servey of the lalisn Moncary Lﬂ-lﬁ' |

Should this trend persist, the Anancial palicy of
the Government would be serivnisly endangered, The
‘;5 between income and expenditure would widen;
ad the dreaded spiral of mutual reactions, now
further strenghtened by the sliding scale for wages,
weald accentuate inl'lnlnn_nr:r d ety A relss
iive stabllisation af prices, therefore, is nor only
the alm of present Ttallin financial policy, but als
it mecessary  premise; as vas clearly stated in the
debates on the chances of
fevy (18). . ;

Thus the netion taken. to fight Inflation broadens
wit beyond the purely financial field and cniers that

cof general ecomamic problems.  Within this ampler

few, a more vigilant eredit palicy finds it place,
an!lq‘ which, without mnlﬂfﬁngﬁmdm[nrgcﬂ_
wity, abould find the means of preventing note ex-
don and the price movements from belng accen-
maated by forms of credit cxpansion. But while ere-
it policy plays a mpﬁrmu!y pirt to monetary
pliey, and demands the mme spantancous” collabo-
ptien of the banks whese biye interess require -the
sreit of currency depreciation, ‘::( ‘there are limits
w1 policy which must needs clastic, especially
ig the present sage of reconstruction,
et all, the -primary factor for neutralising noe
imurr and Mocking-price movements i 1o be found
in the prowth of production and of the supplics avail-
shle for the bome market. Thus the Reld of action
difis once more and includes lems whese sal-
tos o longer depends one the cfforts, however ener

e anid eo-ordinated, of the Italian Government, |

E::Il}. and to-a marked degree, on foreign colls-
torstion,  Indeed, rever so much as now hai the
menetary problems become for Iialy 2 problem of
sontribations from abeodd, more np::i_.ll;ni"hm the
Unlted States. : e
x. =+ Now, what arc the prospects for praduction
:nr!-lurp]ici in the near future ? ;
As lor fndwstry, the production plans drawn up
e fime ago by the ltalian Government estimated
Eﬁ' at a comsiderably higher figure than that ac-
Iy ateained in the second half of 1946, a3 they
plieeed It at-not-less than Bofs per cent of the pre-
wir, figure. This expeeration is very encouraging,
but (a3 past experience shows) it must be accepted

"plans ™ are

weh cution a3, in Ialy, the socalled

mgeess of the capil.

. ( 111
drawn up by fovernment organs for the purpose of
determining needs with a \-irﬁ-n- b diut!:“huF:uM of
certnin ::{c materiols and semifactures, and mon
niof be looked u]:m an systematie plang for coordinat.
ing growth in the several branches of lndisirisl o
dhisctioni,  1n any ense. the executbon of these Indlug-

- tefal plane, which would allow of neutralising and
absorbing, bt least partially, ihe increased volume of
ciirrency, s dependentt (0) on the avallable supplics
of rav miaverfalScoal, liguid fuels dod eleciric power;
(b} on the inereased facilities e deean transpoets and
inland trafhic.

{a) In the case of raw marerials, the outlook, =
rather” difficult. for ferrous metaly, §s favourable . for
coal; a further Increase I available “;PF“H of liquid
fuel, which have alrésdy heen much mare abundant
in the Lt &E’_mﬂﬂhr_‘jl- also expecipd. :

As for electric powen, difficulties are forescen for

the winter months owing to weather condit i
also owing to the much heavier conmmption for do
mestic &

induitrial purpowes, which hay cuturipped
_the market increate in productive potentdal, m
branch of production it one of eritical importance,
requiting Jong-term financing for the erection ol
e I'lhntt. : i
. (b) Sea transport facilities are steadily increasing
and further developments are x| thanks to the
hmi]dinla now going on'in the shipyards and o the
hoped-for prant olFm.m-u tons of tonnage Hy the
Unired States. ‘The improved condivions of railway
carringe within the eountry are more than satisfactory.
. On the whole, sympaoths point ta.an improvemsen
in the industrial ginestion in the next few months
In the month of July it {s believed that average acti-
vity will have risen to about 70 %% of the 138 aver-
ape; during the ensuing months—until winter—
will probably be further develogiments and “the eiti-
mated pereentages are likely to be reached, with fa- °
vourable reactions on/the monctary sliuation,
hﬂ'ﬂ the other hand, the gprienlinral sitnation as 2
whale causes anxiety, ¢ o8 regands the su
of cereals. | The amount wheat o u.-,;meu;"'}j
Mo the pools was theoretically estimased ar about
. pomoon m. tons, Mow, thil amount would provide
_ the nl'-rmdlﬂnmll ordinary bread ration only for 2
few mon To asure that ration until new.
harvest, imports, reckoned at about 3.2 million tons,
wotld be required.  Moreover, a situation of scarcity”
continues in some other importane branches of agri--
cultural production, both a1 comparedsto 1998 and
as compared to,the requirements of the country, in-

" creased by the steasdy growth of the

The critical feature of the lalian situation, and
the nﬂmﬂﬁm c:;rn to the ﬁmnddhmd:w-
LI Government preciscly
::Tm r ﬂfwﬁnnﬂiu._h il]'l:-::.
ahove all, that the battle for Rnancial rehabilitation
will be fought in the next few mombs.
In other occasions also the fate of the Jira has beea
KRR Foian,

e _'f ..
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: Imm;: fundamental needs that hlﬂ' beeri neg- hﬂ“
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bound up with the fate of the dfop.  The lant ocea.
sion, which it i interesting to recall, was when, in
tgag, the failire of the cereal erops reacted dan
ously on the plans then in hand for monetary stabili-
sation, beading o a marked rise in prices and ex-
hange n‘m?g}. Today, the status of Ialian eco-
different from what it was in 1gay, and
m; resistence abid recovery !l imcomparably

nomy is

- Beceed for years past, 2re now_placing pressure on the
market, again impoverished by bdverse seasonal con-

ng)-ln vy the wilkan ereg? fell 1o 4 6 million poan; oo, =

wlﬂﬂuﬂﬁrlm*ﬁ#hpﬂhﬂww. Thia
led o 5 peneral e jn sod enchasgs rwes, While n
&u“mmldllwmwkﬂlﬂlwﬂk
r.-u¢n Bachi, bad Pocrusied seound

abrs, while the dellerdirs rate
ﬂrwlmt:: . quotstheni for whr pownd seorl:
ing and ke Swing Psrtubed more widdy, ﬁﬁl‘ freen

Hf ik first Badl of thee year, b 10023 6N
h‘h‘] pound, and from goo.g9, the average
of the yesr, 1o ggof ln Decormber for ahe
Mear draulation was sl sffecied by the Brw
marked af increaie of we lews than 876 mdllion
. Moavaks, -Preipeniie Ecosomicke, 198, p. 22

B
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ditions,  Food prices are being forced up more and
more, and the upward movement threatent tn oo
tinue, perpetuating a dangerous inflationary epinl
ariting from the connections between cont of living,
wages, costs, and the prices of other commoditels, they

mutual reactions, the social unrest and the psychols 3

gical alarms to which they pgive rise.  Should we

rca:h the threshold of winter before reliable u!b
preds have been secured, the present co-ondinated
efforts of e Tallan Goviinment and | their resly
~would run the risk of being undermined, . Unfor
I-.I:I,, llalj is now as dependent on foreign tupplin
for her food as she is for her raw materiale The
problem has® thus become one of foreign Joans (x]
and alio of priotities and of rapidity in the allocation
discussed at the revent Paris conference. It b aln
for this that the ltalian Government has respoaded

with such keen interest to the Marshall plan, and ow .

country is one of the most usconditionsl s
of ever choser forms of intcrnational ump:mE-T“
' 4
: g LG
(20} Dinr ithin
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STATISTICAL APPENDIX"

ITALIAN STATE BUDGET (i)
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