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1. Purchasing power paritics, — The dis-
orderly conditions prevailing in the Italian for-
ggn excharige market are the common inherit:
ance of war and of monctary inflation, BrnadI:.r

king, the most striking maladjustments in _

post-war period were: a) the dwc]npmcnr
of a:multiplicity of rates applym% to a greatly
dirersified pattern of international transactions,
§) the wide Auctuations of exchanges in the fres
markets, and ) the disparity between price le-
wels and exchange rates in Italy and abroad (1).
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The ghickly depreciating exchanges and
the successive official devaluations of the lira
resulted, directly or through an expansion in
the volume of money supply, in steeply rising

_ /internal prices.. The confused conditions pre-

vailing on the Italian foreign exchange mar

ket have often distorted foreign trade relations
or have resulted in windfall prohts or severe
losses for some categories of importers or of ex-
porters, notwithstanding official r.unr.m]s Iral-
ian cxporters often clamoured for a currency
dﬂra'luauun in order to improve their compe-
titive position in the world markets. The trans-
ition from a seller’s to a buyer’s market has
.added to the existing dj.ﬂi:ulues, makmg de-
valuation. even more tempting.

It may be of intcrest to make a retro-
spective cxamination of the Italian foreign ex- .
change structure and of the internal price level
during 15947 and the first half of 1948 with a
vicw to showing the: degree of inter-rclation:
ship existing between these two important ele-
ments of the economy, The foreign exchange
reform, adopted at the end of November !94?,3\'
is considered here as a landmark along the !
road to. the establishment of less =.hunrmal€
conditions - because a remarkable integration’,
angd rationalization of the exchange structhure |
was t!q:r:l:].r achieved. I

: murmd a higher imegration and flacrdons in exchanges were

Kegit within moderare limies,
ﬁmql:mtu.ﬂ'lide,urmduhw the
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However, an ) appr ansal of Hr(.‘l'lif* must be
based on a standard of evaluation, which, for
the purpose of this article; will be found in the
purchasing power parities calculated on the
basis of the wholesale price levels in Italy-and
in certain forcign countries, The clioice of

these paritics as the spectrum against which

to evaluate the Auctuations of actual rates does
not imply that they correspond to the equili-
. brim rates, fe. those which would maintain
the balance of payments in equilibrium. - No
‘one would, in the present highly distorted con-
ditions, spn'i_c of equilibrium in Italian for-
eign trade relations. These rates are adapt
ed as a standard of reference in evaluating
the changing economic position of import-
ers or of éxporters, on the asumption that
these rates would have secured to them more
competitive conditions less conducive to ‘wind-
fall profits, disturbing losses, trade deviations,
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foreign trade transacticsn: will be constantly
compared with the purchasing power pariiy
rates, ‘II!e calculation of paritics was magde
both t to the dollar and the pound
sterlifg because > d] these were by far the mot
important currencies in which Ttalian forel
trade transactions were s:ttln:d and &) the dis
orderly- behaviour of the pound’ 'ﬂ-ll.'rlmg-dquu
cross rates has added to the disturbed sitwation,
Table I shows the p.p.p. rates for the dal.

ar and the pound sterliig in each month of

1947, The assnmptions on which the el

‘“ation was based and the methods aunpl:ed‘;

biriefly described in note (a) to Table 1.

— 2. The muliifle fnmgﬂ exchange siructire
in 1947. — The importance of each single
rate within the multiple foreign &xchange siruc-
ture in 1947 gy be gauged on the bisis of thes,
percentage relationship of the value of trans

anfd speculation. In the examination hereun-  actions to which similar rates agplied ool
der the level of the rates actually applied to  trade. This estimate may also be helpful fer
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¥ Febe. slgs ol rRanb ] 47D ibidg 14T 0oL
fm March 4139 150,33 2574 49z FLER TS 2,79 134T
= .;I;u:" L BTk 24,86 240 (LEREY 4,37 2508
] sE0% 186,00 7.8 B30 187.1% ay.Bo ELIL]
v Jums j o oamg Tif.04 LT it TR0, 12 alag algi
» fuly Ly tot.Bs FEN T T 19118 10.74 2085
jran Aug, 1By 19843 19,34 (L H 53,08 30,66 LEEE]
e Sepn o Gama 1908 Jn.o3 J08 19507 1a.13 LELH
K ogr e Ocn 3991 ao3.03 19,71 673, 197,03 38,43 ey
 Now a6ye FLER 1] ar.as 38 200,09 ka3 2873
e e “55 2% 40 . akag gay 201,08 /-'if,lﬂ: - 278
: G

{I} The calculatian -ol. piw:hwng pavEr :
pEices in 1gag, L. :ppmmu|'fl'!m u

paritics ‘for tggf seiames the cuislence ul’ & _p'.‘rfdﬂ eqiilfibeiam of acal raie ad
paices fi=r smbilization of the lira (rgag). The choice af a base year s far back may be crigelaed
a8 wrll ag the choice of wholmale price indices” caloulained Im_d:.ﬂnl:nl countries oa the hasis of difforent proups of

commedities.
wod far an rd of e

However, this has sppesred 1o be the least uncefiain

porax dc:u-mm:um al 3
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& .pl-musal af the cumpcumrc position of
differcnt categories of imparters, or of export-
i, and for an finderstanding of the existing
piladjustments.  In ordes to arrive at such
an estimate it will be necessary to arrange the
wmplicated pattern of foreign trade transac-
fiors into homogenous catepories with jden-

ges] or similar rates, A study of rates of ex-

thange not based on this classification would
t a picture far removed from reality;

" e conclusions’ diawn would in all likelihood

be efroncobs or incomplete,
Tor the following principal catcgories of
gansactions, similar or identical rates  were

=

 Import trade: a) Government ‘purchases

and foreign grants; 5) bilateral :'ompcnsaﬁun :
or imports
free of u:hangtf d) clearing agreements; ¢) -

ents; ¢) ! franco valuta™

mmports under the so per cent foreign ex-
change system.

Export trade: a) hilateral qmmg:m:ms
ach as barter and reciprocal transactions, and

. daring agreements; &) exports under the 56

per cent foreign exchange system,

Table 11 shows the importance of each of
these categories as-a -percentage of total im-
part :m_:T_ export trade, respectively, in 1047.
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MALY'S IMPORTS AND EXPORTS|IN 1947 DY cﬁ&
DORIES OF TRAMSACTIONS IDENTICAL

OR SIMILAR RATES OF r.xmms\

! 812 per cent of potal 5
Casrgeaies
Imparts | Exports
1
Bswernment transsctions .. 2.9 et |
Free gramus (UNHRRA, AUSA) iha e
“Peiwite barter deals {a): . . 10 E g1
Reciprocity deals (b, . L o 33
Frnco walwta () . . ) . mE e L2
Clering e 6.5 i
4 percent foreign exchange .
Wb )L s I8z fo.g
m:' ; ALy )
E i Todal | Toe,— Toe, —

o) Ser m (3} (b)) sec mote (2); {:} e nate (3 (d) #ec
Bz (1),

’llwt Tahle I i based on data obtsined from various
ey and then elaborated, Crwing to the difficalty of ooe-
Taalian foreign trade movements, and o ihe

Bl pelishi ty of official statiitics, the pereentages shenn
Bt ugh 5 lbuu.: dufnd to give an ides of the oeder
o lialian impocts in 1547 are et

l-iul.scgnulhnndumn,upoma:-ﬂmui Bl

- should ra

fixed for the sale of ih:foud

- ments which have varie

T

3. Gogernment purcharer and foreign grants,
— The data contained in Table I are anly
rotigh’ approximations, but sufficiently reliable
for the purpose of this study. It appears
that in 1947 about 47 per cent of total Ttalian
imports were State purchases or free grants
supplied by international relief organizations
(UNRRA) or by the. United States (AUSA).
For about half the voluine of commodities im-
ported, therefore, the internal price structure
was tl'lt]rt‘]}l divorced from the impact of Auc-
tuations in rates of exchange or in priges
abroad. -

With respect to-the -prices of these commo-
dities, some of which are key products — coal;
wheat, petrol —, the rtance of the foreign
exchange p llcjr is ﬁully nil, ,!ﬂl,l'u:'mnn
focussed on the price fixing
policy aduptad by the Government or by the
international relicf urgunmuum (UNRRA).

. The ratc would in this case correspond to
the ratio of prices, f.e. the ratio between prices
uPressed in the fnr:ig‘h 'I:'l.trn.'.l'lltljr and Fri;c:s

in Ifaly: two ele
extensively during the
period under review for cach single commodity,
A study of these price rattos, necessarily. con-
fined . to essential commodities, would show
that they were considerably lower than the
equilibrium rate (p.p.p. rate). Throughout the
year a constant effort was made to bring these
specific rates in line with the equilibrium rates
by upwird revisions of the sale prices fixed for
these commoditics, '

The policy of sctting low prices for State
imported or for donated commodities had two
important results, viz. a) the upward pressure
af prices was Eurbﬂi, &) badly needed commo--
‘dities could be purchased at Favourable prices.
This would not have becn Pomb]c ina large
number of cascs had the price ratio been more
in line with the equilibrium rate.

Some unfavourable results should, however,
not be overlooked, such as: #) the gains ac-
r_rum'g to certain groups of importers charging
prices that were agm ted to the wholesale com-
modity price level; &) the inflationary pressure
en the price level deriving from the subsidy
thus paid by the State to importers, Advan-
tages and disadvantages should be the object of

- a careful analysis before pasting judgment on

this general palicy. This examination con-

-



©took the forms of revi

e o
cemns, however, the peneral price fixing' and
price control policy and necessarily remains
outside the scope of this short survey, While
recognising the need for a gradual readjust-
“ment of domestic price structure, no one
. should overlook the advantage of bringing
these specific rates into line with the equilib-
rium rate, as the strict control on prices is
" gradually relaxed,

% 4. Bilateral arrange, {1}.:-5-: The prices
of commaodities impor gh private barter

- and reciprocal tpnsactions are also unaffected

by the foreign exchange policy adopted by the
Government.* It emerges from Table [I that

~ such imports made up about 11 per cent of ttal
imports in 1947. Rates adopted in the conver.
sion from prices expressed in foreign currency
into Iire, !ﬁm: varicd in accordance with the
specific price ftios for the commodities ex-
e b G &

A detailed examination of ll:;‘:rcj.ﬁc rites
adopted in these negotiations: d carry us
too far. Broadly, however, it can be stated that

- there was a certain degree of similarity between
these rates and the equilibrium rate of ex-
change approximately determined on the basis

of purchasing power parities. Excessive gains

ionally reaped by operators in these mar-

kets, who profit by the disparity between spe-

cific rates and equilibrium rates, will gradually

lose importance with the ironing out of di.

vergencies in the increase from pre-war fevels

recorded by the prices of single commodities

and by the wholesile price levels, res ively, .
in the two trading countries. Althmgh?thm& :

fore, these bilateral transactions may have of-

fered the opportunity fer windfall profits they

have also been helpful in fostering the re-ad-
justment of the price structures in the two

o {2 Hm‘pmulmminu'm:hmdmhmirmme
_uiupﬂwﬁﬁqﬂmndmb] {mpqruu

st ip in the Offick Excharge Conil, barter dealy
- are aenal exchumpes of commoditien of eqhsl valse and can
ht!phanlhmmmmuhmw&: + ol
peyments agreement. Reciprecal transactdans will anky be sllowed
with countries that have eoncluded 2 resizndity trade agree.
ment with laly, e
Ialian trade with Awmsiris and Crechoalovakia B conducied
exclinively theough barter eranmctioss. “Trade with Greece,
Hungary, Swedes, Bulparls, ihe Metherlands and Denmark
procity transactians calys- imilis iran.
;qlt::.ll‘l perenltted i the trade with Morway, Spain, Switz-

*

a
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~when the sperific rate fo-

- rate of i
~ fo import some commodities (for instance, o -
bacco), the price of which had risen from pre

trading countries, by bringing single priey
more into line with the general price leve|,
textiles command a high price in Sweden,
where they are in scarce supply, and 3 Tow
price in Italy, where they are plentiful, angd if
the oppasite is true for cellulose, the exchange -
of the two commadities may cause an adjust. |
ment of these prices to the pencral leve] gof
prices in Italy and in Sweden, - .~ .

5. " Franco valuta” (imports withons 4.
loeation of forcign enrrencies) (3). — A num.
ber of Italians had undeclared credits abroad
or succeeded in building up large balances iy
foreign currencies by evading forei exchange
regulations. . Undeclared receipts x‘Hr;n expoety
and purchases in the black markets were the
chief sources of these illegsl balances, [
order to favour the repatriation ‘of this fight
capital, the Ialian Government his permitted
" Franco valuta " imports. In 1947 the com.
modities imported under this system are esti
malc'uf-i have amounted to about 8 per cent of
the total import trade. The dollar o the pound
sterling black market rates can be taken w
represent the conversion‘rate for' commodities

thus imported. In other words, eredits or for

eign exchange balances will be urilized only
the commodity to
be imported (ratio of Italian prices to pri

~abroad) is higher than the black matket T

The specific rate for cach commudity will cor-
respond to the equilibrium rate when the pri-
ces of each particular commodity in the two -
countries are adjusted to the general wholesale
price level. Structural disparities™in price s
tems may explain the convenlence of cffecti

- " franco valuta " imports even when the black

market rate is at the same level or 2ven higher -

than the equilibrium rate. In January 194 =

when the p.p.p. of the dollar ameusited 1o 472
lire to onc dollar as against a black market
lire, it may still have been profitable

war less than the general price index in the

() * Frasto valuta " Emports are sllowed in 1 lic ooy

when the importers indertike ot o sk fae am

ﬁrﬁ;anrgn_nqundmtnqn'pmuuhhlnlrhﬂn;hdlﬂ
balanees held abroad before Mharclt o6, 1geh oe free dosstions -
o Mallan cideens, i b 1

| I
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. USA. and more in Ttaly, As trade is inten-

ified, such’ discrepancies are gradually level-
lljlujﬁ'. the " lmm?: valuta "' system h_nl prob-

made a contribution to the n:l;ust._tp::nt
of disparities in price levels in Italy in addition
 favouring the re;urria.tian of Hight capital.
_ As shown in chart 1 and Table I the
spread between the dollar black market rate

. and the p.p.po raté in the early months of

1947 was gradually narrowed during the se-

. Tams 11

PRF, ﬁ:‘*ﬂ'l BLACK MARKET EXCHANGE :RA'I_T.E
©iLirsDallar snd Lira-Poucnil Seerling) (3}

. () Black muarket ﬁmﬁum are mesihly average ‘quctations
s the Rome markes, #

-

: 1 S
Eschampe Rete Struciurs and Price Lvebi dn fisly: ipgg® &

Gap [
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cond ‘Half of the year. ']'ii]!‘{nhout July 1947
the dollar black market rate mnin'mﬂu;lrn
higher level than the corresponding equili-
brium rate, which proves that on the whole
"franco valuta"' imports. were niot profitabile,
except for"products commanding in the two
countries fitices markedly out of line with the
nqiliiil:uriu::n levels. Later, the blak markes rate
fell below the equilibrium rate, which ||1mf'l
the advantage of importing tnder the system in
question. | : P i
A large number of imports was in fact made
during the latter-part of 1947, which not only
favoured a reduction of price differentials and
the repatriation of balances HI:g-n;!!L_Il:Id
abroad, but, also relieved the upward pressire
of prices in ltaly. The liberalization of eon-
trols with respect to this forth of trade is but
ane of the measures adopted by the Italian
Government in order to stabilize thie imernal
purchasing power of the lira. Needless to say :
that the foregoing remarks on the convenience
of importing under the " ftanco valuta ™ system
-arc of general nature and their -actual import-
ance is greatly limited by the strice controls and
hindrances to which this system of trading is
subjected. :
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' 'Thé pound sterling black market rate main-
tained throughout 1947 a lower level than the
comparable equilibrium rate.  Theoretically,
therefore, the convenience dF importing from
the sterling area under the " franco valuta "
system needs no further demonstration.  In
 practice the flow of such imports has never
heen  sibstantial; the undervaluation of the
d in the Italian black market may have

; min part a result of the impossibility of cf-
fecting. such imports on the seale that purely
sconomic reasons would have sugpested. Strin.
gnn.t.e:part restrictions”in_ the UK. and the
ifficulty of u‘ma'gﬁng import licences in Italy,

explain the displrity between price levels and

exchange rates in Ttaly and in the UK. (4)

6. Trade under clearing aprecments (5} —
In 1947 the foreign exchahge policy adopted
by the Government directly affected prices
only with respect to commoditics imiported
from mmﬁ-:gllinktd to Italy by a clearing
agreement or for imports under the 50 per cent
forcign exchange system.  The value ﬁf?:llpﬂm
in the former case did not pxceed 7 per cent of
. the aggregate value of all imports and amount-
éd to 16 per cent in the latter case, This
shows that the influence of actual rates quoted
in the foreign exchange market on the do-
. mestic price level was only limited. :

The rates of exchange adopted in the set-

~ “tlement of clearing transactions were, durin
a first period, the same for all countries an
stable. Towards the middle of 1947,.25 an
- experiment later extended to other clearing
agreemefits (Anglo-American and Russian zo-
nes of Germany, Argentim, Poland and Fran-
ce), a sliding rate of cxchange was adopted
with respect to the Belgian clearing agreement, -
which was calculated on the basis of the aver-

{4) Be= in this connection Guide Carll, Owr Trade pdth the
Sterieng Area {report presented to the *' Coslerence on [nter-
ratiopal Trade Policy ' Rome, March 1548) :

{5) Trade with Belgium and Larembusg, France, the Anglo-
American and Ruwdan zoeen of Gormapy, Argening, Yuge
slavia, Bumanis and Poland was conducind whder " clearing ',
sgreements.  Trade with: Spain: amd ¥ i perdy in ihe
ume form,  1n mumm:mmqumqu_.:?ndim
lirs (Yugoslavia, Ruymania) o the 1.5, dollar (Germany, Argens
tina, Poland) or ether cusrencici (Freneh francs, Helpian francs,
eic}. The dollis. rate cofreipesds ta the export rate quobed
with the £ per cent market. The Belpiin Franc rate is the,
croasrate Based on the lirs-dellsr expor mee and an the dollare
Belgian franc parisy. Slmilar sysiems are adapted in cilculat-
ing the ratry applying to other clearing sgresments, ;
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age dollac export quotation during the

vious month, or fortnight, ete.  Table IV showy
the average dollar cross rates for the principal
clearing rates to facilitate comparisons, The
same rate of exchange applics to both im

and exports under clf:aring Agreements, E:,ﬂ
ing the first half of 1047 all clearing rates mar.

kedly overyalued the lira and their level wa .

considerably lower than the equilibrium levd,

Since the volume of such imports was onlya

modest percentage of total import trade in

1047, it may be gafely assumed that the restrain

placed by the low rate on the rise in the internal
price level was only very slight. It is more
likely that the sale prices of these commoditia
were in the home market adjusted o the pen-
eral wholesale price level, which indicates that
itnporters from. clearing countries may. have

been the only ones to profit by the overvil. -

vation of the lica. The rapid exhaustion of
available clearing quotas, the pressure to secure
import licences and the Ercss'of'impmu aver
exports are further

the o r-vah;sjyn'uf the lira with respect o
clearing- trade, corresponded to the payment
of a subsidy. to importers. Large payments in
gold or in hard currencies had also to be made

in order to settle the substantial clearing over-

draft. _ L
The considerable spread between clearing
and equilibrium rates has also resulted, at leat

. in part, in distorted trade relations. [t hasbeen

constantly more convenient to divert purchase

from countries using an undervalued lia o

countries using an overvalued lira, or from
. hard currency to clearing countries, while the’

oppasite was true with respect to Italian e

Porl’s... i ; i

Stable exclnges in a period of su:'fdm%%\

vinlent fluctuations in- price: copstitute 3 dis

turbing clement, which may result-in rapid
changes in the competitive position of import

ers or of exporters and discourage infern:
tional trade. The transition from stable
Auetiating exchanges with respect to clearing

- rates, to have clarified a hi
cated situation where speculation fou
vourable ground. The system at present if
use s certainly not without shortcomings. The
method of id)i;plilig French franc and Belgian

proofs of this distorted
tation, In fact, during the first Bialf of 1oy7,

trade, and from overvalued to equilibriom

mitied cxp
| preeat of

i

r

; F.r{hanr Baie Strocmire sml Price Leveli |n Eil1:|-| rpﬂ-ﬂ I/" Ty 1

franc rates caleulated as a dolla r-cross-rate does
not eliminate the influence of disparities be-

. wen price levels and exchange rates in the

USA. and in the "soft" currency areas. It
kas often happened that the clearing rate has
valued the lira below the equilibrium level or
below the black market rate, so that the pre-
vious eituation was completely reversed. fmi-
an exports became profitable, imports from
drring countries were discouraged and bila-

. penal trade relations” were again unbalanced.

rencies—115, dollar, pound sterling and Swiss
franc—with the provision that the foreign bal-
ances available -should be within a spe-
cified period of time for the import of essen-
tial commodities. 'In this way a foreign ex-
change market was soon organised where these
curréncies were- freely quoted (6). This sys
tem can be” considered a first attempe to con-
duct - forefjimtrade on a multilateral basis;. the
rates quoted in this market are those on which
attention is usually centred,  In fact, the rates
adopted in settling these transactions are im-

-

- The continuous overvaluation of the lirg
with respect to clearing trade during 1947 and
the more balanced conditions prevailing at the
end of the year clearly appear from the com-
parison of clearing rates with uilibrium rates
in Table IV. The effort made by the Govern-
ment to narrow the wide gap these
ntes was slow and required lengthy expen-

ments in order to avoid sudden shu-czs to the
ftonomic system. _
- 7. Imports and exports in free exchdnge. —
I 1946 the Italian Government per-
) to sll on the open market 50

receipts of some foreign Sur-

tween these -
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of Italian foreign during 1947 (about fio
per cetit of exports and 16 per cent of imports),
‘but also because these rates may offer a rough
indication of what would be the equilibrinm
rate if iil restrictions were removed. These
free rates are indeed adopted as a basis for the
establishment of the clearing rates. :
An examination of developments in 1947
in the 50 per cent foreign exchange market

must necessarily be preceded by some import- ©

ant distinctions. It is above all necessary to
keep the doflar area and the sterling area sepa-

{6) The dollir, pound serling end Swiss franc can be
quoted | at prescnd some other currencies mch a1 the Egypeian

“F"ht: : i 3 2 e
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_of a very

] &

rate because of the inconvertibility of the pound
sterling throughout 1047, with the exception
short period.  Moreover, a distine-
tion should be made between (o) the imporr
rite of exchanpe, iz the price demanded by ex-

. porters or holders of balances in foreign cur-

rencies for sale to importers, and (8) the ex-
rate, which is the pe between the
Italcambi (Italian Forefgn Exchange Control)

- buying rate for ghe part surrendered and the

import rate for the freely transferable portion.
The percentage available to exporters, as a rule,

 corresponded: to half the procceds, except for

certdin commodities during a short period
when,it rose to 75 or 95 per cent. .
A, Table ‘V'_‘mrnpar-:s the dollar and pound
sterling fmport wates with the p.p.p. rates,
Tams ¥V

DOLIAR AND POUND STERLING: BPPE AND
"IMPORT © RATES OF EXCHANGE
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" A", Table V (see Chart I) shows clearly that

up-to August 1047 the dollar import rate main-
tained a higher level than the equilibrium rate;

- subsequently it fell slightly belowit. To under-
 stand the factors making for the exceptional in-

stability of the dollar import
borne in mind that: W i

— in practice this market is far from free.
The demand for foreign exchange is limited
by the small number of commodities that can
be freely imported or by the number of licen-

- ces pranted, i
= the varying degree of liquidity of the |
- money' market and the marked :

. changes in
market psychology were responsible for the dis-

.urdni]y fluctuations recorded by these rates,

.

*
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« in lira equivalents are compare

_percentage of Italian import trade.. Thelin:

‘prices expressed 10 lira equivalents of about

 prices of imported products rose inelaly 73

fate’ it must be

During the early part of.1947 the high e
gree of liquidity ufyt e money market added
to the strong demand for imports from ™ hard
currency " areas {other sources of supply bejng
scarce) in causing a marked depreciation of
the lira, The dollar import rate of exchange
rose_high above the equilibrium level, Later,
latgely as a resule of the restrictive credit pal
icy adoptéd in Sepember 1947 and of the " El].
ing price mentality " thus created in the Inl.
ian. markets, and in- part as 3 result of the
greater possibility of obtaining supplies from
other areas (from countries linked 1o Iraly by
bilateral agreements, etc.),: the clui]:r"im;m.
rate rapidly fell to its equilibrium level,

The rapid depreciation of the lira on the
free exchange market was a seriows factor epn.
tributing to the loss of purchasing power on
the home market. Importers at 2 rate which -
stronglf undérvalued the lira were quick o
raise their sale prices, thus adding a new che.
ment to the inflation cycle. To show the clue
relationship existing between the external and
internal depreciation of the lira, Table VI na
been prepared. U.S. wholesale prices expressed -

. j é‘wld:'t}a: peice
indexes of products whicii make up a large

crease in the dollar import rate. from January
to May 10947 coupled with the rsc in the }{1}'&;
level in the ULS. resulted in an increase in US

78 per cent. During the same perind. the
cent, which shews the close relationship exist-
ing between Auctuations in- the import. rate
and the price level of imported products. The'
decline in the dollar import rate during the
fallowing period resulted in a 35 per cent fall
in the U5, prices in lira equivalents; the prices
of products imported by Italy. declined during
the same period by only 19 per cent, which
proves that internal prices are " sticky " inthe
downward ‘adjustment. e

. The-marked depreciation of the lira during
the first part of 1947 (January-June) placed in-

- an cxceptionally profitable position importen

from clearing countries: or those | L
Sta rted commeditics; in fact their rifs

 overvalued the lira while their sale prices were

more or less a&jmtod to the genm.l price Jevel

Exchinge Bate Structure and Price Levels in Teabys “npgigh {
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A’ The maladjustment was even greater for
“the pound sterling impore rate fn: Chart I}
After a short period when sterling” was con-
sertible.ir1tG dollars and the import rate roughly
wincided Wwith the equilibrium rate, the import
ate fell (August 1947) to a point far below the

- the general tendency of the pound steling im-

¥ one of artificial overvaluation of sterling
which rguibcd from a clause in the agreement
~ncluded between Italy and. the UK. in April
Iy whereby the Itilian Government under-

b cross-rate in the Italian market would cor-
mpound to the official parity (4.03). After
e suspension of convertibility this clause was
- 8 longer respected and sterling recorded a
arked depreciation. : :
_ The undervaluation of the pound sterling
E:l:ln Italian exchange market is a dirges
- mault of the post- lpﬁgﬂsu:plui in cur-
i wransactions with the U.K. ~€ommodities
Ahort supply in/ Italy could ;?mmh.y
b obtined from that market. Those who

th s
R
e

spuilibriuin level. “Table V shows inefact that

poft Fate was to sink to a level far below the .
sqilibrium point. The period April-June 1947

wok to guarantee that the pound sterling-dol-

<A

succeeded in importing from the sterling area
were, throughout most of the yeat, in a very
favourable position. It is unlikely that the
cheap imports from the U.K. resulted in a gen-
eral.advantage by curbing the rise in the do-
mestic price level, It is much more probable,
in view of the relative importance of these im-
ports in the peneral framework of trade, that
the internal sale prices of thest esmmodities
were adjusted to) the general price level, so
that the profit from stecling devaluation was
reaped almost wholly by importers. i

After the foreign exchange reform “of fayt
November the pap between actual import
rates and equilibrium rates is poticeable with
respect to the pound sterling. The new trade
agreement between Italy and the UK. in
January 1948 providing for an expansion of
Italian imports from that area, strengthened
sterling rates in the Italian free market.” Even
now, however, the margin between impart and
equilibrium rates is very wide,

B. Table VII (sec. Charts | and 1) com-
pares the d{o.!ﬂa‘rnndpaund’:mﬁug export rafes
with the purchasing power parities, It 'is not
necessary to dwell on the importance of these
rates which apply principally to lalian exports .
to the dollar and sterling areas. In 1947 more -
than half the total volome of exports was f-

fected under the 50 per cent foreign exchange
system, to an almos al extent in dollars
and in pounds. e

- These rates are naturally under the impact
of the same forces as the import rates since
they are the average between the latter and
the Italcambi buying rate. The changing pol-
icy of the foreign trade authorities in ing
import licences, the, changing psychology o
the market which ean make it convenient to
!dluﬂﬂzblehalnnmnmunélmham’ly,th:
ing conditions of market liquidity, are
all factors which infuenced during the colirse.
of the year under study the behaviour of im-
port, and consequently, of export rates. In ad-
dition, the fuctuations in the export rate may
also reflect changes in regulations with
to the proportion of proceeds which is to be
surrendered to the m authoritics, revi-
siong of the official or Italcambi buying rate or
changes in the time limits within which the
balances are to be surrendered or utilized, etc,
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.- These conditions varied extensively during 1047
and culminated in the new foreign exchanpe

system of last November,
 Tamy VI

¢ DOLLAR AND POUND STERLING: PP, AND
YEXPORT ' RATES OF EXCHANGE

res

_ {z:|. See ooe 1),

B A study of the movement during 1947
of the dollar export rate supgests the following
observations: a) the export ate remained cons-
taritly below the equilibrium level; #) the rate
recorded disorderly fluctuations; ¢} after the
adoption of the foreign exchange provisions
of November 1947 the export rate rosc to the
equilibrium Jevel, = -
- The conditions prevailing up to December
1947 deeply affected the positibn of Iralian ex-

porters. . The widely Auctuating rate was an.

element of continuous wncertainty in the cal-
culation of costs and proceeds and a serious
hindrance to international trade relationships
- The constant overvaluation of the lira harmed
Ttalian exports to the dollar area. Except for
cases: of marked divergency betweefi single
prices and the wholesile price levels, Ttalian
exporters had cither to raise their prices expréss.
ed in dollars, thus harming thei competitive
_ position on the U.S, market, or had to be satis-
fied with smaller returns froni their exports
. than they could obtain on the domestic market.
~ Because of the exhaustion of the possibilities

offered by, the " seller's market” various mea-

surés were taken to relieve the ior

position of Itilian exporters (see note (1) ), such

as th:cdﬂil'aﬂm of the official rates in August
§ : '
.-""& =
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1947, the granting of a larger proportion than
so per cent of proceeds 1o some exparters and,
finally, the measures of November 28, 1945,
whiciehy the Italeambi buying rate was i
creased to the average level of the import raee

quoted during the previous month, - :
Chart I and Tibles V and VI show that
these. measures resulted in a remarkable wnif.
cation of the previously maladjusted levels of
the dollar import, export and equilibrium rs.
tes. Shottcomings which in 1947 had impaired
Italian international trade were in large part
climindted, ie. (g) the overvaluation of the
lira with respect to export trads, (5) the wide.
ly Auctuating exchanges, (¢) the divergence
between import and export rates. 4 |
These provisions do not dppear to have had
the inflanonary results which normally accom.
pany devafuatio. The incréase in the mon.
ctary circulation calsed by the rise in the Ital.
cambi buying rate did not result in a further
rise in the doniestic price. level thanks to a
simultaneous reduction in the velocity of cir-
culation. It is trué that an éxpansion in ex-
part trade may cause a shortage of goods on
the home market and thercfare fising prices;
: h_unﬁ':\':r, the devaluation was not very: notied
eable; it benefited only exporters o' the dollar
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. ale price level

area and in all likelihood did not result in a
marked revival of Italian export trade.

Table V1T, comparing the price indexes of
finished products exported by Italy, expressed
in'dnlisri!cquiwkms, with the U5, wholesale

index, may help to show the disparity

rice
frrwm price levels in Italy and in the U.S.
“in 1947, The indexes’ of ltalian prices of ex-

ported finished products were recently caleul-
atedt biy a statistical research office of Florence
(Centro per la Seatistica Azizndale). A com-

rison of the data in the last two columns of
Table Vi1I shows that during 1947 the dollar
prices of Jtalian products had risen from 1938

+ much more than the price level in the U.S.

In December 1047, after the foreign exchange
reform, a remarkable adjustment of Italian
prices in U.S. dolfar equivalents 1o U.S. whole-
walf prices was achieved. -+ .

B, The same improvement was not realized
with respect 10 the pound steriing export rate

e : ' I:H.A'F“ i
POUND STERLING = DOLLAR CROSS RATES
- FOR EXPORT TRADE
TITTE
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" (e Chort I1). The large Italian export ur-
- plus in trade with the UK, resulted in a strong

undervaluation of this rate (7). It is tue that
the commoditics “chicfly exported by Imaly to

1"_1,|:||$||.t Rate Stmciurg and Price Leveh in Dlys ng]l-.q.l

{

other markets, using a lcis overvalusd lira, This
situntion, which remained almost unaffected by
the new foretgn exchange system of last No-
vember, pied Italian monetary author-
ities wnd in January 1948 an agreement was
concluded with the United Kingdom provid-
ing for an increase in the volume of imports -
from’ that area; this has already_ resulted in a
hardening of pound sterling quotafishs and in
an irhp:m@_t;ng,_uiliﬁzt position P[ Italian ex-
porters, }

Table X and Chare IV show the deprecia-

Cm

. tion of the pound sterling in terms of dﬁr}l

the UK. are sold in Italy at prices which haye

risen from p
that exports can ecven Jbe
t sli overvalues the
rs to the U ve becn

effected at a rate
Eta.. : Hﬂ'li'wr-r,‘ﬁ

yar less than the general whole-

at a disadvantage compared with exporbers to.

8 B ks hesiity o this ke e, s Coall, Boe. e’

in the ltalian market during 1947. The pound

sterlinig-dollar. cross-rate was at the official pa-

rity level only in April, May and June 1947,
i.e. when the pound sterling was supported.
by the Italian Foreign Echange Control. Later,
after the suspension of convertibility, the ster-
ling cross-rate fell rapidly to a low point of
307 dollars in December 1947.
: i T.i.lu")):
" POUND STEALING-DOLLAR CROSS-RATES
FOR EXPORT TRADE IN ITALY
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8. Recent trends and conclusive remarks, —
The statistics used in this study permit us to
draw certain conclusions. It emerges clearly
that during the course of 1947 substantial prog-
ress was made towards the removal of existing
disparitics and maladjustments between price
levels and exchange rates. In fact: a) the for-
eign exchange control became more flexible

»with a large scope for monetary management;
&) the multiple forcign exchange structure, of-
ten the source of unjust profits, unforescen

¥
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. which clearing sgreemenss dre in’ exbisence,
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losses, distortion of trade, was replaced by a
neacly unified system; ¢) frecly quoted rates
were in part removed from the disturbing ih-
fuence of changing market ychology (particu-
larly serious when a forwdtd market on ex-
changes is lacking); d) a fair adjustment was
reached between actual and equilibrium rates.

The equilibrium between rates and prices
reached during the latter part of 1947 has been
maintained up to the moment of writing (May

+ 1g48) as shown in Table X. A wise monetary

by the necessity of maintaining and improving

this equilibrium, It is obvious that foreipn ey,
change and foreign trade controls can b £
tirely abolished only when the equilibriyg ol
the ltalian balance of payments is resiored, Up.
til then, a balanced system of prices an rabes
will greatly depend on the efficiency of o
trols.  The goal of an automatic eqquilibrium &
still distant.  In the short run the main prob.
lem s that of adopting suitable forcign en.
change and foreign trade pu]ici:-s-dnign:d i
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() For compulsoy sales (30 % of export rretipts)
(b} A eromerate baad on lflllfdulla:

policy and a skilful control of the exchange
market, especially with respect 10 the dollar
and pound sterling import rates which are the
pivots of the whole system, should be inspired

1 the Ttaliah ;:Ami,. Office_{fficin laliama Cambi} (= nue 1)
Fexpairt ** exchange rate i sdogesd for the tranisciaos wish the main comamries wih

avert areturn to the disturbed conditions of
1947, when unjustificd gains, distortions in the

cost and price structures, and trade diversions

were prominent features.
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