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1.« It is always difficult to pass jud
upon an cconomic policy which is' stl] in
course of evolutiain, Apart from other con-
siderations, such a judgment must be based
upon -a variable complex of observed facts
which do not always show, much logical co-
herence. 1 consider it essential to make this
reserve from the outset, when discussing the
present econamic policy of the Italian Govern-
ment, since I do not know whether it will have
further developments. Therefore, I shall con-
fine my attention to certain particular aspects
_af this policy which, in my opinion, are in con-
tradiction with one another.

Until the middle of last November, this
policy might' have been referred to as " the

Einaudi and Del Vecchio policy ™, as in its ap- -
_proach to the problems of the money market,

it clearly reflected the mentlity of profes-
sional economists,  as dre Professor Einaudi,
Vice-President of the Couneil of Ministers and
Minister of the Budget, and Professor Del Vec-

chio, Minister of the Treasury (1). But the
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measures adopted at the end of November con.

cerning public finance and foreigy exch:

ch as to.gencrate stiong suspicions eos.

the real paternity of the Governments

ic-orientation (2). For this reason
i5 recent phase * the economic

"y stressing the fact

that ity for it s shared by all the
Minis : L
It is thus evident hat an analysis of the

purposes and charac
policy during the 5
an easy task, I Foilk to discover in this policy
afy clearly defined rytional purpose; it strikes
I ing irjeoherent and embodying
_ ic directives.  Accord:
ingly, in the following pages I shal] deal fint
with the "economic policy of Einaudi .and
Del Vecchio " (which, for the sake of brevity

istics of Italian economi

. will be referred e as " the policy of Einaudi

and then pass to the Governmeiit’s more recent

ccanomic policy, explaining why I consider the

policy pursued in this sccond phase liable 1o
hamper the success of the policy that preceded it

2. — The economic policy of Einaudi as

sumed technically the form of a credit policy;  § iraction of credit and a complete overhaul of

it was put into effect by new regulations con-
cerning reserve requirements, which were im-

‘posed upof the Italian banking institutions 1

from September 30, 1947 (3).
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There is no need to enter here into a deail-
ol examination of these regulations; still less
it it worth our while to consider whether the
“pew regulations are more or less stringent
than the old ones. During the last few rnn?thg.
these_questions haye given rise to. sharp con-
wroversy. But 1 think that everyone will re-
wgnize that even though the percentage of

its to be paid to reserve accounts’ with

the Bank of Italy or the Treasury under the
. new regulations as of Sepiember 30, 1947, are
lower than those laid down in the old regula-
tions;, in practice. the new system proves far
* gore restrictive for the banks. And this for

- mwoscasons.  First, the old rules were not gen-

enally obscrved by the banks; they were forced

to realise part of their investments before the

end of last September soas to secure the balance

- of cash thiey still needed to bring the reserve .

irements up to the fixed proportions, _Se-
mdli, all the banks were now obliged, when
waducting operatigns, to pay much greater at-
tention than formerly to their state of imme-
diste liguidiey, that is, to the relation between
cash and deposit liabilities. Because, under the
~ present regubations, if the cash is diminished
by 100 lire through the withdrawal of a depos-
it for ‘this amount, the bank concerned; hav-
ing to keep intact the fixed proportion between
its and reserves, can no longer make up

s Joss of cash by drawing 100 lire from its
meerve with the Bank of Italy, but can only
withdraw. from the reserve a sum which, ac-

Y cording to circumstances, may amount to 15, °

10, 25 or 40 lire,
- Thus pressed
‘hanking system, instead of merely refusing io
~ aend advances, was forced to an outright con-

its whole credit policy. This, indeed, was incy-

+ mised, owing o ibe devatuation of tbe lirg, from 110 30,
" Usder the mew regulatifn, the Eankyf sse sow ebliged to
1 Bt spocial aconunts the Hank J_u_g.._,__\
3} on deposis peociped wp o Sepe. 30, 1047, Mo per
eff ol the smount in preen of ten tmey thelr ner e
fapal plus roicrves). The amount thas Bed up man por,
bwirer, excend 15 por cont, of the toml depositg :
B} & from Ckiober 1, 1047, 40 per cent of sng further
Bemse n ts. The amount thut ted up muss not ex-

- mmb g per comt. of the okl deponity,
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sion of advances has now to be confined within
narrower limits, the advances should be distri-
buted with much greater care, bearing in mind
the depressing effects the new eredit policy is -
bound to have on the movement of prices and
on business activity.! Indeed, up till last Au-
gust (and especially #ill last spring) the banks -
were very liberal in granting credit, with the
unfortunate result of encouraging amonj the,
entreprencurs the extension of practices: result- \
ing from the abundance of paper money and
the abnormal - political and cconomic cohdi-
tions, which led to a far-reaching distortion of
the financial structure of Italian business,

This brings us to the substance of the pro-
blem, ie., to the examination, of the objects of
Einaudi’s policy. o ;

3. — According to the statements made by
Professor Einaudi %Iimkif, the palicy of credit
control was inspired by the necessity of im-
posing greater circumspection upon the bank-
ing system, which in 1946 invested almost the
whole of the new deposits received (252,000
million lire out of a-total of 273,000 million),
and during the first seven months of 1947 ac- -
tually disposed of a suggleio,000 million lire)
‘in excess of the received during the
same period (188,000 m%linn lire). The Mi-

tedly called attention to the

he .was seriously concermed to protect the
depositors and, naturally, the banks them- -
sclves (4). . -

In any case, the prevention of”a banking

from both: sides, the lﬁliﬂﬂ;-h-f}isis and ‘of “the numerous failures which

would inevitably follow in Italy, may be con-
sidered as the main object of Einaudi's policy
only on the assumption that, in the event of a -
run on the banks, the latter would. be aban-
doned to their fate, at least beypnd certain
after the First

was allowed to crash, Except on the assump-

5 msqmq.lmm.émnkmq&ﬂzludmuwﬂh!lqn-
wnhm}'ﬂu[m—:liﬁﬂpﬂﬂhmﬂlum
a3 inaane and esiminal 3 hanker who favets 1o per oent, of
his deponita; za recklens, one who invests go per cend; s dm-
prudens, ome who invets Bo per centg and a just ca the
margin of pradence ane who invests 2o per cont s, (Frim the’
statemend of Prof. Elnsudi st Turin, g November, 1oy}



- ticular character of urgency, as a
- run on the banks, causing a liquidity crisis, is

.
tion that the Government Sould definitely take
no interest in the fate of the crediv instinations,
the objective of priventing the hanks from in-
volving themselves in a entical situation should
be considered as of .secondary importance com-
pared with the widet and more generil objec-
tive of preventing a further txpansion of the
inflateds currency to meet the liquidity needs
of the banks. P
Professor Einatdi did not explain on which

hypothesis—abstention o intervention of the

Treasury in case of a banking crisis—he based
his determination to impose prudence upon the
bankers. Hence, we cannot jodge with cer-
tainty the real objects of his policy in respect
of the banks. ‘It is probable, however, that the

- Minister acted on the second hypothesis, having

considered what is and what.is not practicable
in a country which has just emerged from
a ruingus war, is passing through a phase of
acute! socidl conflict, and has not for many
years had any really serious business fa!urc
(such cases having been carcfully prevented as
part of a costly policy of false natonal prestige).
I am therefore inclined to think that his policy

. was determined by considerations of prudent

c'urrm:}r mnnag:mmt. 5

-}.:— But I cannot help having some doubts
as to whether the objective just discussed really
formed the cssential purpose of the Einaudi

 policy, Despite the insistence with which the -

Minister himself repeatedly stressed this paint
in his public statements, it scems to” me that,
although it may have great intrinsic import-

ance, this objective is tos. modest and too li-

mited in scope compared with the magnitude

. of the problems Traly is now called upon to

face. Moreover, such an objective had no par-
nic and a

impossible while the country is still in the in-
flationary phase.. The fear aroused in Profes
sor Einaudi by the rapid expansion of bank
credits appear to me sufficient to justify the
encrgetic intervention which actually *took

o mmﬂy if they are considered primarily

the paint of view of their effects upon
the monetary situation. In other words, a
more convincing objective for Einaudi's eco-

nomic policy could be found in the reduction © -

i e
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or the stabilization of the total guantity of he -

‘means of payment available for the marke (51

5. — It is clear that this object is not 5 all -
" neutral ¥ in regard to the level and the tren
of prices on a market in an advanéed stite of
infation.

First, when inflation has reached 2 eerpiiy
point, prices rise, other things being rqual, not

only as a result.of the impulses they receive o

each successive increase in the volume of cur.

inc n the near future, Thercfore, if the
situation changes so s to eliminate this ¢

tation, the first=reaction is the disappearanee of
the impulse erante to the' rise in prices; affer
which there takes place an adjustment cr-po
of the price level to the monetary’ situation,
the extent of such. adjustment being deter.

mined by the degree to which prices had rissn.

in, anticipation of future ‘currency iaflatiay
which failed to materialize, :

rcﬁ’c}r,.lz_ui also under the expectation of furthe

Secondly, always starting from a ceain

level of inflation, business agtivity becomes

undergoes some medification. The volumeof

business is swollen by the addition of m:ngl:q:c-::.a..
~culative transactiohs and the average duration

of the productive eycle is extenied. This re-

sults in immobilizing capital resources and, |

therefore, in calling for increased supplies of
moncy. This development is cunfulative and
anticipatory in character, in the sense that dur

-ing cachi successive phase of inflation a fresh

quota of funds is immobilised in anticipation
of a future rise in prices. When the volume
of money in circulation ceases o increase, the
available amount becomes ‘ipro facro insulfi-
cient to meet thi needs of the market. There
follows a liquidity crisis which brings about 2

more intense and inelastic affer of :mumnd'th:s,

b

with a consequent fall in prices.

{3) The vyolume of elrculaion inercawd; during the year
1547, 1o the following extent (the figures in brackess seprewes:

< index numbers, the figures st the beginming of 1ngh seeving 38

basc): S
e R R Leoal fender Bank depaviti -
Leginning of rggh sog, o0 mil 5 weiion
Lo kil o e (oo}
End of g7 00 millien 1,000,000 milli
lire (156) Jiee (430 ?
EL Pt : e

_ hyper-normal and the structurc of production ;

T

_men greatly extended their o

¥

The Einaudi policy was,. therefdre, quite
capable not only of checking, but even.of re-
vensing, the upward trend of prices: all the
more 3o under the conditions prevailing in
ltaly at the time. Indeed, the Italian market,
at least up to-September 1947, was pdﬂil—utqri}-
lisble to develop an evential crisis due to lack

+ of liquid assets as a result of the widespread

e among the majority of industrialists and
merthants of practices designed to preserve

: their working capital from the risks of a de-

iation of the lira and, at the same time, o
enable them to realise speculative profits from
inflation. : -

- With a view to the first of these aims, the
entreprencurs invested as large a part as they
could of the capital of their businesses in " real
values Em:tuilng buildings, machinery, raw

. ‘materials, finished products, shares in joint.

stock companies, foreign currencies, dnd so on.
As a resuft; While part of the working capital
was diverted from its original use to an ab-

normal purpose (purchase of securities or for-

eign exciiange), another gnrt was 5o used as o
capsé far-reaching modifications in the normal
iportion between fixed and working capital

in the enterprises,  This led industry in gencral °

in develop a financial structure which, owing
to the prevalence of fixed capital, was more
highly cdpitalized than the economic possibili-
tiet of the country can permiit. :

. As for the speculative aim, Italian business-

have as large a share as possible of the mone-
tary profits deriving from the rise in prices.

- But as the capital thus immobilized, or divert-

o to abnormal uses, was not simultaneously
available for fAnancing even the normal vol-
ume of busi industrialists and merclmm__

‘. were foreed to Bave recourse to bank

 the form either

o m unpmc:dr.n extent, i
of normal working advances jn.‘.-_.lna.nu\un 8-
- curities or against 1 ndise,

o 3
- 6. — The above naturally represents only a
general butline of the financial conditions of
ltalian business at the end of the summer of
1047. Yet, on the whole, the conditions were
4 described above, for the reasons given, so
that the situation of the market was very strain-

Ddhl& its equilibrium so precarious as to ren-
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- cumstances in which

tons so as fp—
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der it highly sensitive to the depressive in-
fluence exercised ipon commodity prices

the Einaudi policys - And, indeed, as the Ital-
ian banks ded to revise the principles
and the scale of their credit policy, holdets

 securities, of merchandise stocks, of foreign ex

change or of preécious metals, who were in-

“debted to the banks or dependenit on them for

the financing of their business, were compelled
to liquidate more or less hastily (more inelattic
supply) either the whele or part (more intense
supply) of ‘these investments. " This caused a
marked reduction in the pricts of commodities,
stocks, etc., during the last quarter of 1947, but
caused also strong and widespread resentment
against the policy of Einaudi (6). i
This policy was bound to prove unpopular.
Yet | am certain that it is essentially . sound,
and 1 venture to think that, quite apart from
the idenlogical positions of the various palitical
parties, this would have been the economic
i:n!i:].r of any other'Government which serious-
¥ wanted to save the cytrency, given the cir-
ﬁ an attempt was be:
gun by Einaudi. i i :
~Mow it is true that-in saving the money,
one must not damage the whole economic sys-
tem, as happened both in Great Britain and
in Taly about 1925-1926, out of respect to the
mythical concept of money as a symbal of na-
tional prestige. Yet jt is no less tpue that we
cannot hope for normal conditions for baoth
producers and consumers, and a eco-
nomic improvement: which would relieve the
various hardships and lessen the social tetision
of this post-war period, if we allow the cur-
rency to depreciate with a ¢ uert indefinite
rise of prices. The only effective way out of

E

~ the difficulties due to the increasing disparity

between the abundanee of money and the short-
age of available goods, obviously consists in
,chrv':l-:ing the expansion of the Mu;ne of cur-
rency, on the‘one hand, and in increasing the
supply of goods on the market, on. the other
hand. :

{6) For data concerming the 83l in pricc—alow and me-
deraie’in the case of commaditien ahd wtterly ribsoud in that
of securitick—tee thr Statigical Appendin, Table I, p. afg.
This fall in prices was particularly seriow when contrased
with the movement of wages, the index of which showy a de-
Tabie e {see Table G, in ihe .'I.ppf.nlﬁlj.
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The policy of Einaudi, while painful to
those directly affected by it, is precisely intend-
ed to operate in both these directions.  There-
fore, mn judping its peneral expediency and

dealing with tﬁ: criticisms to which it gave
l‘illc, one must always consider its ultimate re-
o sl

7. — These criticisms are all focused upon
the alleged harmful effects of the credie ree:
trictions on the national economy, owing to
the diffitulties created: for “business activity.
However, while some of the objections are par-
ticularly eoncernell with the difficulties of cur-
rent management, others focus attention pri-
- marily upon: the” effects of this policy on. the
capital situatiin of the bosinesses.

The first type of objection lays stress on
the fagt that, as a result of the contraction of
credit, Italian bysinesses found themselves, in

/general, unable to-meet their outstanding lia-
 bilities, including the payment of accounts Fill-
ing due and of wages and salaries. A -danger-
ous situation had thus arisen which might
touch off a succession of business failures and,
at-the best, cawse a slowing down of the pro-
‘duction programme. This would inevitably
result in an increase in unemployment and a
diminution in the supply of goods, It was
“pointed out that, precisely with a view to pre-
venting, as far as possible, such an undesirable
- development, the State had already been com-
pelled to take the place of the banks by grant-
ing emergency fnancial aid to several indus-
trial *establishments threatened * with bank-

ruptcy. In this situation, say the critics, what -

. are the actial advantages to the country of the
economic policy of Einaudi? .

Now, in order to cxamine objectively the

reliability of these criticisms, it is essential to
distinguish between the businesses which were,
ted financial assistance by the Treasury,

“and all the other Italian businesses, The fermer
cannot be quoted in support of these critizisms,
 because financial assistance was granted by the
State to businesses which were largely d:p\qnd-
ent upon banking facilities for quite exceptional
reasons: businesses which had been typically
. engaged in war production, and d not
easily convert to peace-time cunditions; which
. had large outstanding credit accounts with the

reduction inithe national income of thesou

Bamen Maslonale del Lavers

State; which had to bear dn enormous burde
of overhead charges, as well as a large gy
plus of personnel. Sooner or later, they would
in any case have faced ssrious risks of failue
While, thercfare, it is trie that their positian
became desperate as n result of the eredif
stringency, it is equally true that the policy of -
Einsudi did no more than accelerate 3 criiiy
which was unavoidahle,

The reverse is true in regard 10 the othe
Italinn businesses, where the contention thi;. -
the pelicy-of credit restriction was bound 1
have catastrophic results has so far been proval

1 false, The simple reason for this is that the

majority of the Italian industrial establishmeny
were, and to a ceriain extent still are, in a o
sition to finance their business out of their oip
capital. * Faced with the alternative either of
closing down or of obtaining from other sorees
the funds they could no longer ‘wbtain from
the banks, they preferred, even if reluctanty,
to dispose of their reserves of foreign exchange
and their holdings of shares or, if they had 1
impor handise from abroad, to deaw o
their foreign bhalances. Thus they have done
precisely what Einaudi wanted them to do, by
restoring to its original ufe that phirt of the dr
culating capital which they had previowly
diverted from productive uses, and have suc-
‘ceeded in petting out of their difficulties in a
way which was satisfactory from their own
point of view and also to the general rconomic

~advantage of the country.

There does not seem to be any reason o
think that the restriction of credit has caused
or might cause a contraction of production in
some industrics. There is no reason to faar a
as a result of thi poliey. The more probable
restlt will be a speeding up qfth; productive :
process, due to a quicker trnover of stocks in

the warchouses and Fewer transfers of finished

goods on their way from the factory to the
ultimate consumer. But even admitting that

 there may be some diminution in the real na-
tional income, to be borne by the national eco- |

s

nomy, there can be no justification for doubt-
ing the expediency of the Einaudi policy, from

. tie national point of view. So long as it i

a matter of pasamount importance for Italy to
sce its economic conditions restored to mm:u]._

e
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that is, until we can do away with all the ab.

. normal situations created by inflation, we muse

recognize the absolute necessity of a policy
which aimed at correcting one of the warst of
these anomalies: namely, the sitiation of thoss
businesses which, having deliberately deprived
themselves of part of their W{.lrhing cupiml,
operated by means of excessive recourse to bar-

rowed maoney. . ;
8, == The second t}lﬁe of objectich is based
at since the credit re-

grictions hid caused a heavy fall in shark quo-
utions, the eompanies wmird b ‘hampered in
oheaining the necessary capital resources; in-
dee,- potential  investors, }righun\qi_;h:.l the
tlump on the Stock Exchange, are unwilling to.
sisbscribe to the Fresh éapital issues already an-

issues are designed to obtain the necessary funds
for' reconversion or extension of plant or to
make good capital losses due-to war, the
‘policy of Einaudi, according to these critics, is
in oppasition to the real interests of the country,

- which consist in attracting into productive in-

vestment a sufficient amount of the nation's
n?h-!gs‘ : ¢ - H

In dealing with this contention, it is essen-
tial that our ideas should be quite clear, as any

 apparent force in this"argument is based upon

1 misunderstanding, The misunderstanding
consists in confounding the monetary aspect of
the problem with its real substance, in thinking
that the amount. of savings available in Italy
or ihich may be accumulated within a certain
pefic of time, say a year, would be sufficient
to meet the needs of the country's industries, -
ather immediate or arising during the given-
period of time, In fact the real amount of
such savings Falls far short of the effective
demand of industry for mew capital for two
teasons:; first, in the abnormal conditions of the
post-war period, the demands of industry for—

~ ©apital are exceptionally heavy; secondly, the

wcumulation of savings during the last few
years has been, and still continues to be, relati-
vely slow, partly owing to the fall in the ag-
Bregate private income of the nation, partly as
1 result of ges in the distributon of this

+  iome (owing %o the marked levelling of dif-

1

ferences in salaries and wages, to rent controls,
and to speculative profits, :tg.‘_l. ,
Generally speaking, savings never have
been, and still are not, sufficient 1o meet the
demand for capital in Italy, Hence, while it

" may be admitted that the slump on the Stock

Exchange Between May and December 1947
prevented The investment in shares of a certain
amount of the nation’s savings, this does not
justify the deduction that, if this slump had
not occurred, all the fresh issues of capital
launched by our jointstock companies wonild
have been absorbied by the public. It is pre-
cisely the effective ‘absorption of new capital
issties that constitutés the essential point of the
whole matter, but this aspect is rhlirdj_ﬂ'[ﬁ:r\-
looked by the critics of Einaudi's policy, * |
If it had not been for the restriction of

nounced by many companics, And as the new ~ credit, which reversed the trend of Stock Ex-

change prices by increasing the sales of secu-
rities and keeping down the demand, thenew
issues of capital would have been easily ab-

sarbed by the market.  But, just as happened '.

with the capital increases “oated during the
early months of 1947, the balance of the new
issues, in excess of the volume of savings avail-
able for investment, would have been subscribed
by speculators with funds obtained from the
banks by contango operations. Hence, a more or
less considerable part (which; I imagine, would
have been very large) of the capital required by

. industry would not have come out of genuine

savings. but from” tredit.  This would mean
that in order to meet a demand for new capital

which was out of ortion to the savings
capacity of the countfy, another.impetus would

have been given to inflation by ereating an ad-
ditional amount of bank money.

The dangers inherent in such a solution are
obvious. First, an cnormous increase in the
volume of Auctuating stock on the share mar-
ket, with the result that this market would
become even more unstable than it was in May
1947; the prosj of a slump in stock prices
would then I:ncp.::n more. npgdling than was
the slump that actually took place during the
second half of that year, tragic as that was.
Secondly, the stability of the banking system
wotlld have become even more upon
that of operations on the § Exchange.
Finally, the enormous extent to which bank .
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money would-have been substituted for genuine
su't'ilugq, creating a’' huge amount of purchasing

power not accompanicd by a corresponding ex--

pansion in the volume of available goods, would
inevitably have incrensed the pressure exercised

by the mass of money on the market, leading

to 4 further rise in prices. And this rise; amon

other results, would have made the amount o
“capital raised by industry in order to finance its
vatious programmes insufficient for the pur-

Taking all this into consideration, the
policy of Einaudi could y be condemned
cven from the point of vfw of its effects upon
the capital situatign of Italian industry, pro-

vided the judgmetit is based upon the real and

lasting cconomic interests of the country,
Ohnie: becomes bath perplexed and apprehen-
sive at the insistence witk which some people,
including some in officidl positions, clamour for
administrative and fiscal measures designed 1o
reverse the downward trend of Stock Exchange
prices (and thus % favour speculation on the
rise) with the aim of allowing our businessmen
to proceed with the fresh capital issues they had
planned.  Apprehension becomes. fear, when
one sees slocEEr_uk:’ru pushing the demand for
a: public financial institution, naturally support-
ed by the Barik of Italy on behalf of the State,
- which should acquire thic fresh capital issues of
the Italian companies with 2 view to dispesing
of thent gradually on the market. Those who
suppart such schemes have evidently failed 1o
‘understand that the real problem which must
now be solved in the national interest does not
consist in supplying business concerns with all
the capital they want, but in adjusting the vol-

ume of the demand for capital to the available

-volume of savings.  They have not yet under-
stood that any artificial device which attempts
t satisfy the demand of industry for liquid
funds beyond the limits fixed by the available
volume of monetary savings, is excéedingly
harmful to the country, as it opens the way
o inflation: i : :
Should Italian industry have o pay o rate
. of interest in proportion to the mgdfsut voliume
of available savings, its demand for capital
would immediately be reduced. But those
who maintain that prodiction should be fi-
nanced on a liberal scale, naturally imply such
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hnancing at low interest rates; in other word,
though perhaps inadvertently, they propose i
continue along the inflationary way.,  Unfor.
tunately, they do not realise that =0 lang as the
abundance of money keeps the rates of intere
law, the small amount i available savings con.
tinues to be weed most uneconomically, being
scattered in relatively unprofitable investmeny

iuglt:u[ of being concentrated in those product-

ive activities which yield the greatest relative
advantages to the national economy,

6. — During the last moriths of 1947 the de. - -

pressing effects on commadity prices of the Fi

_naudi policy were gecentuated by a combination

of other factirs, There was, for instance, the
abundant production of olive oil; there was 3
certain slowing down of cxports, as ltalian
prices were tod high, at the current rates of e
change, in relation to prices in other countrie;
there have been very Lnrgl: imports {rcpresent.
ing a total value of go,000 million Jire in four

months) of meat, sugar dod other foodiufs

authorized on the system " franco valute | that
is, the importers being permitted to pay for
these Tommodities out of their :wni.la&: for-
eign balances,. It is clear that the reduction i
the Italian price level can be lasting or, rather,
the level-of prices in Ttaly may be expected 1o
oecillate round about a lower point than that
they had reached in the summer of 1947, only

on condition that costs of peoduction are simul

tancously  brought down. -~ Otherwise, one
would have to agree with those who imain
that the policy of Einaudi forces manufacturers
and traders to sell their goods at prices which
are bound to prove lower than the future costs
af replacement, : =

MNow the restriction of bank credit can baly
contribute to a very limited extent 1o the redu

~ tion of costs, Tt if true that there has been rome
reduction in the prices of certain industrial aw

materials, as a result of the restriction of credit,
which means thar the cost of production of
certain commaodities has been reduced. s,
on the whole, such reductions were slighe, be

. cause, given the types of product and the me-
thods of production that prevail in ltaly, raw

materials only account for a relatively small
part of the total cost per unit. A really signi-

sheant reduction in the costs of production

il

¥
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".g[f“i_[iIIES consideration of the other ftems of
expense, which may roughly be grouped under
the following heads: fiscal burdens, overhead

" costs and labour costs,

Fiscal burdens in Italy cannat, for the pre-
sent, be reduced; they are actually tending to
increase, owing to the ominous growth of Gov-
emnment expenditure (7). o

As regards overhead costs, there is reason
in believe that, precisely because of the change

in the trend of peces and the restriction of
bank credit, industrialists have: been induced

o overhaul the technical and administrative
orgenization of their establishmients, The new
crelit policy, expressed in a monetary policy
of stringency, tends fo modify the conditions
which determine the. scope, complexity and or-
mnizational costs of business. projects. So long
a5 money wis abundans such projects could he
conceived on a grand scale, without paying at-.

tention to the cost.  But since money became
“starce and dear this attitude has been reversed,

afid it is reasghable to assume that business-

_mien are now making every possible economy.
Hence, provided the policy of Einaudi is strict-

Iy adhered to, without direct or indirect conces-

- sins, costs of produttion ought to be lowered

by a reduction in general overheads, - But it 4s
eseless to exaggpeérate the possible extent of this
reduction, as there are several factors which
limit its effect. , Both the length of time and

ihe financial outlay involved in rfa':-réq':hing
modificatibn. of the organization of an indus-

trial éstablishment depend wpon the size of the
establishment, the complexity of the technolo-

 gieal processes used, the degree to which it is

engaged in production with joint of comple-

‘mientary costs, etc.  Thus any significant re-

duction in costs will only be realised after a
tonsiderable period of time. Moreover, beyond
a certain limit of ‘contraction, there exists a
womewhat rigid link between the vilume of
everhead costs and the technological arganiza-

 tion of production, so that costs can be further
reduced only by a change in this organization-

which may easily involve an increase in ‘costs

{7} For the Increase in Aecal burdens see below, paragraphs
1 5l 11, For the Halian fiscal problens, ses Crsaes Casctun
lislies Tar Policy in this Review, laly, 7, po 86, and

; hﬁm Griziorrs: Theee Formy of Copital Levy in laly,
= thiy Revie ober 1547, P 140 : :
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under another head. “Finally, in branches of *
production charatieriged by diminishing re-
turns, a reduction in uv:rh;.sl(l costs nuay often

.be offset by an increase in the costs of pro-

duction due to the smaller volume of output,
Under such conditions, there remaing only
the-third solution: a redoction in labour eosts,
Here we ennfront a complex and delicate pro-
blem, as-this solution affects the standard of life
of millions of people whise economic claims
have E;crn social importance. In fairness it
miist be recognized that any peneral reduction
in wage rates in Italy would be impaossible ae
the present time’ Hence the contribution
whicf: labour might make to a reduction in the
costs of production-could be dbtained in three
specific ways. The first consists (in conformity
with an agreement on this subject already
reached in August 1947) in lifting the embargo
on. the dismissal of workers, so that surplus
manpower now maintained by many business-
es may be dispensed with. This surplus-man-
power is practically idle, thus representing a
dead weight on the balance of the establish-
ments concerned and merely incredding the
costs of production per unit. The second form
of contribution is an increase in productivity per
worker in factories. and offices, by mieins of
greater effort and better organization. In this
respect some progress has already been made

~during 1947, compared with the preceding

years. Yet much still remains to be done in,
increasing the discipline and the goodwill of
the workers and employees before the average

output per worker is restored to the pre-war
standard in lraly. ally, the third method
by which labour elp consists in revising

the system of supplementary bonuses, paid in

‘accordance with a sliding scale based on the

:-

cost of living index and Know as contingenza.
At present this bonus is being paid on the arbi-
trary assumption that cach worker is the only
member of a family to be gainfully employed,
while, in Fact, in inost workers™or employees’
families there are two, three or even more per-
sons cmployed in, factories or offices. As a
resilt, most family units'receive several tdmes
over the supplementary bonus, which should
only be paid once to each family in-order to
bring the income of the family group up to
the level determined by the changes in the cost
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of living. This system represents a very heavy
burden for the national economy; apart from
its other defects, it increases the costs of pio-
duction. It should, therefore, be thoroughly
overhauled,  This sncmt}t[t?'\uf all the more

reasonable since: the ecoomic policy of Einau-

“di has effectively® raisied real wages, restoring 1

unskilled workers to the conditions in which
_ they were in 1978 (B).

As things how stand, however, it is discour-
aging to have to admit that the structure of
costs in ltaly is decidedly rigid, for the reasons
given abave, There is little of secing costs
reduced sufficienitly, other things being equal,
to keep prices permanently below the level
they reached in the summer. of 1047, “Even if
the policy of Einaudi continues to be applied
~with all the initial vigour, there are substantial
reasons for doubt whether it could produce a
‘lasting reduction in the Italian price level.

10, = The sceptical nature of this conclu-
“sion is confirmed by the fact that the economic
policy of the Government (as defined in para-

graph 1 of this paper) gave free play to forces

which are working against the Einaudi policy.
I refer to the measures concerning public fin-

ance and the new policy for forrign exchange

inaugurated at the end of November 1047,

The necessity of balancing the Budget in

order to eliminate the principal cause of the
increasing issue of paper money has been recog-
nized by everyone, in ?:aly as elsewhere, For this
reashn last spring a special Ministry of the Bud-
get was set up with Professor Einaudi at ifs
- head, having the responsibility of co-ordinating
“the work of all the other Ministrigs whick dealt
with public revenue and expenditire.  The
 financial sitation of the State at that moment
allowed for an_estimated budget deficit of
about 312,000 million lire for e current fin-
ancial year. This deficit resulted from eeti-
mated revenue of 530,000 million lire against
. expenditure estimated at 833,000 million: and

this gap, unless it could be reduced or financed

- (%) The' check in the rise of prices uriag the lat e

manthi has been aciompanicd by increaien in wages, dise 0

sxbemive unrest apsbng organioed . labowsr, with the fesuls that
_the fndex numbers of wages of mang esiepuries of werkers

biavey scrually sisen abee the corresponding indices of the cost

uf living. See in this connection Table G in the Appendi
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by some other means, would necesarily haye

caused a considerable additional fssue of e
money. During_t]w following months, the .

venue expectations improved considerably, Jn.- -

deed, as a result of more efficient tax Assesiment
by the fiscal offices; the normal progress of tag
collection, and the revival of economic activity,
ete., by the end of September 1947 it was esti
mated that the revenue for the current financal
year-would actually amount to about e,
million lire, which would mean an increase of
280,000 million, or of nearly 54 per cent., o
the original estimates.  Unfortun tely, how.

ever, the expenditure of the State Tad ala i
creased during the same period, so thar the

estimate. for the whole financial year had p
be ra'rs@u:nll by at least 264,000 million lire, Thus
the only «ffective résilt obtained 6] then
the Budget Minister was to keep the defict
approximatively unchanfed at tE: originally
estimated figure of about 350,000 million lire.
As to the means by which the Budget should

‘be balanced, both the Mirister of Finance and

the Minister of the Budget, speaking in

Gonstituent Assembly at the beginning of G

tber, gave it to be understod that they di
not consider it possible to increase taxation,

Signor Pella, the Minister of Finance, cileulat |

ed that, compared with the financial year 1938
39, ordinary taxation had been inereased about
4o times, while extraordinary fiecal lesiss ha

- been raised 48 thmes, so that, taking into ac-

count the depreciation of the lira, the Italian

taxpayer was already paying the State the equi- .

valent of his pre-war hscal contribution. §i-
gnor Einaudi added that the present taxation
took from 20 to 25 per cent. of the private in-

- come of the nation, which was exceedingly
heavy, considering that the average income per

capita in Italy hardly reached 160-200 dollars
a year, compared with 1,200 dollars per capita

;in the United States. " The sacrifices we are

making by the payment of taxes ™, to quote his
exact words, " are thus far preater than thoss
made in countries with. which unfair com-
parisons are frequently made ™', T
After such authoritative statements it wa
legitimate to expect that the measures taken
in order to improve the budget situation would .

 have as their primary aim the reduction of -
- ~public expenditure. Yet instead of taking this

.

 the tanable capacity of
less [ am mistaken, the yield of taxation is be-
. ginning o show some signs of reaction), but

. on o put it in

Sim Manths of Jeifisn i"_:r_mr\-milg Podhcy

Tourse, the Government introduced at the end

~ of November, 1047 a series of new ingreases
* in taxation whicli were expected 1o yield g6 000

million lire before the end of the current finan-
cial year, and this not with'a view to reducing
the deficit,” but merely o keep abrease of the
increase in expenditure, Now [ recognize that
the anxiety to prevent an increase in the defi-
eit perfectly well founded; but 1 am equally.
convinced of the impragticability of increasing
taation.  This method, which has beén prac-

tized in Italy for years, has by now become very

dangerous, Mot only, as stressed by the two
Ministers quioted above, because we have al-
geady apparently reached the extreme limits of
the people (in Fact un-

also becatise it is contrary: o the spirit of the
Einaudi policy te base the management of the
public finances exclusively on forcing an in.

. ereate in the reveive. In my opinion, this is
“the crucial point of any judgment passed on

the present financial policy of the Italian Gov-
emment. :

1. — The policy of Einaudi, as-1 have

shown above, is essentially aimed at‘fnodifying,
tlrough a liquidity crisis which it produced in

private businiess, the psychological and mate-
flal conditions which determine individual be-
haviour on the market. It has, indeed, the
effect of forcing everyone to keep a certain sense
of proportion in his business activity, while -it
abo demands certain sacrifices from both the

terest,  Now it is inadmissable for the Stite,
at a participant in the economic life of the na-
tion, to be diverted by political pressure from

 following the lines of economic policy on which

_ithas decided.  In other words, it 15 inadmiss-
able that the State should be prevented from
doing itself whiat it pretends others should do;.

another way, that the State

should continue manage ifs fnances accord-
ing to principles linherited from the egoch of
monttary abundance.

- This attitude iz always dangerous, because
by favauring private interests on the false pre-
text of serving the common good, it generates

 the practice of casy-going administration and

-
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leads to inflation. At the present time this is
altogether ruinous for the countey, becaise op-
posed as it is to the spinit wilia:rt inapires the
other Government measires, |t COMpromises
the :ﬂurtibcm:a.t.-\u,!'_tl:c Einauwdi {H'.ll'lf:}' to such
arv extent as actyally to threaten it with failure,
Even if it-wite possible to keep the budger de-
ficit unchanged atits present figure, which in
the long run is impossible as the ciimmtatve
growth of éxpenditure cannot be made good
by a cumulative increase in revenue: even if
the Treasury succeeded in systematically draw-
ing on the money market by the sale of Treasury
Bills; even so, the increase in Governnent ex-

penditure would tend to cause a rise in prices.

Such a rise in prices wogld be all the more
probable as the new fiscal burdens, failing 1o
hit the dwindling income and capital of the
citizens, will be borne by the production and
exchange of commodities, as actually hapipe-
ned with the ‘new taxes introduced in Novem-
ber 1047, : L _
Thus there exists a sharp contradiction, be-
tween the palicy of Einaudi and the financial
E:EE::}' of the Government. This may probably
attributed - to” the pressure of political in-
terests and perha iderations of electoral
strategy, which I:a e better of sound eco-
nomics. If this is so, an-explicit warning must

- be given that the problem of public finance is

_employers and the workeys in the general in- ¢

so0 vital an issue for ltaly, whose future pros-
E;criq;' is *dependent on its right solution, that
it must be faced, even in the political feld,
with much greater courage and in a more dis-
interested spirit than is usual among politicians,
It is perfectly true that the greater part of the
public expenditure in Italy is at
time due to various forms: of public assistarice:
to industry, to the unemployed or to the poorer
groups of the population. In September 1o47,
it cost the Treasiury 1oo,000 million lire to keep
the price of bread artificially’low; another
24,000 million lire were spent in social subsi-

dics, and s0 on.  But unfortunately it is caually 5
, the

trie that, until the expenditure is reduce

budget will be bound to close with a deficit;

that so long as the budger deficit exists, the
country will always be tened: with infla-
tion; and that until the risk of inflation has

- passed, the economic life of the country cannot

resume its normal cotirse,

present -
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- This is proved by the latest available Agures
. concerning the fnancial situation.  Poblic ex.
penditure is increasing at a rate which, aceor-
ding to data referting to the last days of 1947,
justifies an estimate of expenditure for the
whole financial year as high as about 1,400,000
million lire, while the revenue is estimated for
the same fiscal year at about goo,o00 millions.
The total amount of money in circulation at
the end of October ji47 amounted to over
60,000 million lire, as against 406,000 million
* in January, 558,000 million in May and 667,000
* million irf September of the same year, By the
end of December 1947, it. rose to 787,000 mil-
lion, with an En_creai&'uf 5,000 million in the
~course of a single month. Such an alarming
rate of increase in the volume of money appears
to have been due, since the manth ng
the increased demand of the market, which re-
sulted in drawing more money from the Bank
of Traly by means of expanded rediscount opera-
tions. Yet precisely because the monctary situa.

tion is already so strained, the pressure of public

+ expendinire upon the resources of the Treasury
justifies-a feeling of grave apprehension.

* The rchabilitation of Italian public finance is
therefore an urgent necessity; any delay in
taking decisive measures will inevitably make
the situation ‘more complicated and a solution,
still more diffieult to achieve. -

12. — Anbther aspect of ﬂu;rcmmmr.':pn]ici _

which: conflicts with the Einaudi policy is the
change in the foreign exchange system which
came into force at the end of November, 1947,
_ Up to that time, anyone receiving sums in
foreign currency was obliged to hand part of
- this money over to the State at the dow offitial
rate of exchange of 350 lire per doflar (pro
rata for other currencies). Dnl'[); after haviag
complied with this regulation, which in most.
cases involved the surrender of half the amount
-of foreign currency received, was the person

concerned permitted to sell the balance at the

_free rate of exchange quoted for the so-called

"wvaluta di esportazione”. As from the end

~ of November these repulations were consider-
- ably modified. The holder of foreign currency
is still compelled to hand over at least half,
- and not less than half, of the total amount. But
. the S}g‘tc now pays for this foreign exchange at
: ¥ e |J| = :-__,---\.
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‘May,

a rate varying from one month to another and
eorresponding, within' certain widely fixed 5
mits, to the average prices quoted on the free
market during the preceding month for ghe
"valuia di ciportazione "', Consequently the
average. price at which foreign CUrrency can
now be legally sold in Taly is much closer gy
the effective market price and, inde=d, may
even exceed it if the trend of prices on the free -
market has been going down or if a phase of
declinitig prices follows a period of rising
prices;

The reasons which suggested this new po-
licy were manifold, according to 2 statement
made by the Minister of Fdreign Commerce,
However, if we eliminate all the duplications
occurring i his explanation, it seems: that the
Government adopted this new foreign exchange

. system for Yhree ‘reasons. First, in order 1o

facilitate the salé of our and services to
fareign buyers. Then, inﬁﬁ;npr af indcing
Italian citizens holding balances abroad to
transfer these balances to Italy. - Finally, it
was intended gradually to picpare the ground
for restoring a single market fate of exchange ¢
in ftaly, which is an 'mu.h's;[:wi:ns:ﬂ'.nle_n::rJrs.EEilinri“bg
for the eventual stabilization of the lira: and
such a return to a uniform rate of exchange
would also be indispensable (according to the
Ministers statement) in order that Italy-could
avail herself of the assistance of thic Interni-
tional Monetary Fund. T
~ This last reason ‘was considered particularly
important by those who maintained-that the

- official rate of exchange was not propostionate

to the depreciation of the lira inside the coun-
try. The supporters of this view have failed,
and still fail, to realize that at the present rime
no equilibrium in foreign exchange can be

_achieved. So long as international trade is

hampered by barriers put up by ourselves and -
by other countrics; so long as there is no free
international circulation of péople and of capi-
tal; so lohg as the monetary systems of prac-
tically all countries are under infationary pres-
stire; so long as prices are subject to Govern-
ment control, and consumers are stll rationed,
ete., — just sa long will the market be unable
o quote a rate of exchange that would make
ices at home and abroad effectively equal.

3

n any case, the Directors of the Monetary

Cae

Fund have recognized, in regard to membet
States which established their exchange pari-

. ties several months apd, the precarious character
_of such declarations; while our own seform in
 this field was received with evident reserve,

Tiie real peasons for this ‘measure, at 4 time
when transactions in foreign exchange must of
necessity remain subject to Government con-
tiol, are the two others mentioned above:
facilitating the repatriation of capital which had
fled from ltaly since pg4h, and encouraging

. our faltering export trade. . But if these are

the reasons, [ cannot help fecling doubtful of
the“real expediency of this measure if it is con-
sidered, as 1 insitt it must be; From the point
ol=view of the general advantage of the country,

Meanwhile, it is strange to try to encourage
the repatriation of fugitive capital by acknow-
|¢dﬁir1g the J:;m!r:i:lliﬂm of the 1_1'.rr|. Such ci:
pital might, indeed, return if the owners could
be:comvinced that there would not be another
devaluation in' the near future, which might

- have been true if the lira had r::il?{b;-::n on the

¢ repulations

eve of effective stabilization. As, however, this
is very farfrom being the case, it is possible that
the * incentive ' offered to these who had trans-
ferred their capital abroad will actually produce
an ecflect exactly contrary to that &jﬂacd at by

the -Government, by generating new doubts
concerning the stability of the lira. Until the
int of stabilising the -
return during a period of reva- -

country is really on the
lira, capital W']ti'

luation upwards of the currency but never du-
ring one of devaluation, so that in this respect
our reform of the foreign exchange regulations
may prove quite useless. At best, on the other

Skx Months of Tualisn Eeeenotiule I!nlir!' w
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were Ilrmrrtd in 1047 by the rise in our price
level, and by the revival of intense interna
tional competition. By reducing the value of
the lira in terms of foreipn cirrencies, the new
system could secure compensatipn for the ad-
verse cffects of the ibternal depreciiifion of the
lira; Italian home!prices having been restored
to the level of normiyl eompetition. Now [ do
not ohiect to this practice on the ground, so to
speak, of " fair play ", considering that owing
to the marked rise in our prices the adjust-

- ment of the rate of exchange, on which our

:xlpurtm have to base their caleulations for
sales abroad, does not actually involve under.
selling or dumping.  Accordingly, | do not
condemn this measure on the ground that it
leads to the wholesale export of our labair and
our wealth at prices below cost price, or because
it has disadvantageous results on our interna-
tional ‘trade. Instead, while recognizing that

this measure has done away with multiple rates

of exchange and the discriminatory character
inherent in such rates,.1 deplore, for reasons of

a more general nature, its climination of bar-

riers which restricted our exparts, because at

this time | consider-tmensive and indiscriminate

exports to he harmiul w the Imlian cconomy.

This attitude to Xport problem seems

to me justified be , other things being

equal, the rise in prices jn Italy would not have

‘been so pronounced during the last twe years
if some of the poods exported had been sold

on the home market. These exports, as we

are always told, were necessary to secure the

foreign exchange we needed in order to bu

_from abroad essential commodit®s and food-

hand, it has been superfluous, since a certain-* smffs.  This statement, however, is not con-
~ amount of capital had already been repatridted,

owing to the liquidity crisis and the fall in

~ prices (which actually involves a certain reva-

luation of the lira on the domestic commodity

market) produced by the Einaudi policy. Why

then, it rrqu'[-{l] be asked, change the existing
7 ' :

'I'i_;.—-..‘_.t first ght, the Dgr)g tive of encour-
aging Italian exports 15 more in line With the

general interests of the country. Our exports,

'indfﬂd,a&ﬂap&iudufbmm?niﬂﬁductﬂ

the urgent European demand for goods and to

~ the absence of competition from other countries,

5 o

vincing, both becatise it misrepresents the ob-
jective pursued and because, even if this ohjec-
tive were as alleged, it did not ent a
genuine need. In fact the aim alleged is' false,
because by far the greater part of the foreign

~ exchange obtained by the cxport of Italian pro.
ducts was not actually used to pay for essential
imports but served to transfer abroad Italian
capital. There are naturally no statistics to

* prove this fact; but the available evidence is
sufficiently convincing.  Thus, it will be
enouph to notice that between January 1946
and May 1947 the value of Italian exports, ac-
cording to official returns, amounged to 135,000
: : il i
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million lire, while during four months in-the
second half of royy Italy imported foodstulis
o the value of 50,000 million lire, by drawing
on the balances in foreigecurtency Italian citi-
zens had fraudulently “accumulated  abroad.
This means that af’least to the extent of 50,000
million lire, but really to an amount certainly
-muchlarger, Italian exports up to that time
had served not 'the alleged interests of the coun.
try but those of certain groups of private indi-
vidualse  Besides, to pass now tw the second
point, even if all.the foreign exchange recéived
by the exporters had really been used to pay
for essential imports, the actual necessity of

such imports would still need to be proved.-

In fact; from the moment after the war when
we resumed our foreign trade telations, 80 1o
o per cent, of our imported goods have been
free gifts, as we have been unable to pay with
our exports for more than 1o to 20 per cent, of
the value of the commoditics imported. [t
‘must be added that some of our exports are
oply-possible on condition thar the necessary
‘raw smaterials are first imported.  Under such
conditions, on what reasonable prounds is it
possible to assert that exports are essential to
permit Italy to. import the commodities her
economy needs f s
This truth is beyond dispute in normal
timcs, but in our present conditions it has be-
come a slogan bordering on absurdity. It can
become dangerous when it justifies a policy of
indiscriminate encouragement of exports; be-
cause the only commaodities which it really suirs
~ Italy to export today are luxuries (such as mar-
ble, silk, high-class motor cars ang, in geheral,
 highclass goods), the cunsump[igp}'::f.which
we ourselves must renounce owing o the_im-
poverishment braught upon us by the war.
export of any other commoditics, such as gen-
eral consumer goods, causes economic harm o
the country, even if it suits the private interests
- .of the producers concerned, because it contri-
butes to that shortage of commodities on the
market which, combined with the increase in
thé note-circulation, causes high prices — with
a rising cost of living, higher wages and higher
costs of production. o .
~ ‘Unfortunately, this attitude finds little res-
ponse, in Italy, as everybody secks to profit by
the present state ol cconomic difficulty. It is
s i i) .

; § o

- power in the homle market, one may

fad of some isolated economists.
cording to members of the United States Con- |

* population would seem to be essential  res
~ tore the incentive to production (g).
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particularly regrettable that this attitide is o
shared by some persans in positions of respon.
sibility who, undoubtedly in good Faith, refus, -
as a matter of principle, o believe that 3 re
triction of exports may in certain cases be fy

“the general economic advantage, et the e

sons adthiced above certainly deserve o be dis
cussed, not simply rejected a piriari, They tei
to show that in the peculiar economic condi.
tions of present-day Italy, serious doubts ap
being entertained as to the universal walidity
of the traditional view, thut Iargc'fxpnru are
beneficial to a country, These doubts are basell
on the fact that there exists a marked Jis
parity between the average income of the grear
mass ¢ Italian population and the average
level of prices on thé Italian home market, 1
well as on the rather discouraging consideration
that so lang as this disparity lasts the miserable
condition of life of the Italian people will be
bound to continue.  This will inevitably mean
a continuance of the present state of social and
political tension and, through the necessity
granting successive increases in wages, will’

10 a risc in the costs of production and a gen.
eral rise in prices, creating new difficulties for
the exporters themselves. Thus, 2 moment will

© be bound to recur when, with the customary

justification of the need to adjust the lira's vt
of exchange to its” diminished purehasing~.
b com-
pelled to have recourse to anotiicr devaluation.
The view that, under conditions sintilar o |
these now existing in Italy, exports of hasic con-
sumer goods showld be reduced rather than e
panded, is not, as some people insist, merely
Indeed, ac

gress responsible for the preparation of the
Harriman Report on economic aid to Europe,
it would not be wise to encourage Europen
exports by means of an excessive restriction of
consumption (such restriction may result not
only from rationing but also from excessively
high prices), because a certain increase in the
volume of consumer goods required by the

(4} On \his w'hj:'l (par. 13k see o L. Gt .i.nr'vq on ple

il :

lrafien Monesary Situstion, in this Resi F'-l!\j’“?- P
sy, eipecially note {2l ,-’E

' other Hand, the.d

w
.
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14 — Sub&;antig]]y..thrrrﬁ:u, the contro-

yersy over the export of essential consumer

podds reflects a fundamental disagreement as
 the cconomic policy thatds best for the coun-
wy.. In Italy, with the policy of Eimfidi, in
farce between September and November 1g47,
combined with the temporary difficulties en-
counteredd by the export trade, the sapply of
goods on the home magket tended to increase
and, consequently, prices came down, In this |
way onc might have hoped ta reduce the costs

_gF__P,[‘Q[Tuﬂiﬂ_l'l or, at least, to prevent their in-

crease, 0 as to fecure, in the end, more Favour-

_ahle conditions for the export trade ftself.  Yet

o the end of November it was decided to.
change the regulations on foreign exchange in
sich 2 way that, by favouring exports, they are
bound to counteract the effects of the: Einaudi
palicy. Now, why reduce financial pressure
upon those who had not yet liquidated their

* stocks of goods and reserves ‘of foreign ex-

change 7 At a timé when the prices of many
foadstilTs and industrial products, as well as
the rates of forcign exchange, were already
moving downward, why reverse this move-

- ment and suddenly offer the exporters the un-

hoped-for prospect of selling abroad the com-
madities w';l

an the home market, even though at less pro-
fitable prices ? :

It may be said that the reason lay in the
necessity of mitigating the difficulties in which
many businesses were involved by the policy
of Einaudi.

a whole, but of particular sectors of its eco-
nomy; f.e, on the’one hand, the complete res-
titution to productive use of the capital with-
drawn from industry was prevented to the ex-
tent to° which the export trade cnabled it to
escape from the liquidity crisis; while, on’ the
al ownward of pricesWas
more or less hindered, alsolowing to the fact

that the increasé in the mra-u‘("fmiigu ex-
change rajses t:;f: prices of imported commo-

dities and of Italian goods made from imported

ich they could quite well dispase of

Yet in this manner the Govern- ¢
ment served the interests not of the country as

g

materfals, It is true that the Government, rea-
lizing these harmful effects, decided to kee
unaltered the prices of imported materials
{wheat, coal, ete.) which the State sells to pri-
vate traders, This practice, however, is only
applicable_ withofit.cost to the Treasury in res-
pect of commoditicd received as a free gift: for
all other goods it involves an addition_to hid-
get expenditure, and therefore does not elimi-
nate the price-raising effects of the new for-
eigh exchange regulations wpon all' the nu-
merous other imported commodities, -

- The present situation does not allow s o

~cherish any illusions as to a further recluction

in the domestic price level, " And if we recall -
the somewhat similar contlusions we_ reached
in the preceding papes with regard to the pro-
bible effects of the recent fiscal measures, we
feel justificd in malntaining the opinion put
forwird at the beginning of the present study,
to the effect thae the economic policy of the
Government, since the end of November 1947,
has been definitely in opposition, beth in in-
tent and in methods, to the policy of Einaudi.
v 7

o

First, that within recent Italian Govern-
ment there is not Mifhcient agrecment as to
what should be considered the peneral eco-
nomic interests of the country and, consequent-
ly, as tosthe efforts that must be made to serve
these interests.  Secondly, powerful pressure
must have been exercised by private interests
upon the Government in recent fimes, to secure
tljujcua ion of meisures which could relieve
the pressure of the Einaudi policy upon the
mmarket, - : : :
~This does not imply that the policy-of Ei-
naudi has been rcdu::sz' to-a-shadow, as it will
still continue to have a certain effect 5o long
as the credit restriction on the banking system
_remains in force, But we must admit that this
‘policy. has certainly lost much of its original .
power. And if, for some unfortunate reason,
its residual power were to be neutralized, by
one mearis or another, the consequences for the
country might prove very serious,

From this we ni deaw two conclusionis.



