The Banking Year :947 in Italy
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L= 1047 will be a mémumhl: year to the
annals of Ttalian banking as it threw into high

= relicf the infAluence “exercised by banking acti-

P

vities on monetary dynamics.and placed credit
icies in .thie centre of the cvents affetting
our fational economy. . '

The basic problems involved in this inter-
ating experichce, both in their theoretical
and practical aspects, haye been already dealt -
with in this Review (1). We will not reex-
amine their implications in this paper, but
cnly bring up to date the series of recent legis-
Lative and statisticnl developments related to Ital-
ian banking in the last phase (2).

Bank of Im'fj.::- regulation of advances fo the
Trearury, and strengthening of money. mar-
ket conmtrols. e ;

2. - The close ties created by war financing
between the Tregsury and the Bankof Issue—
bo longer the " bankers’ bank ' but'the Trea-
sury's hanle(3)-~has led some to assert that since
1937 the Bank of Italy has been " defenceless
and powerless to resist the demands of the Gov-

emment " (4], because it has been deprived of

the: weapon- provided by the customary legal
"“ceiling " placed on extraordinary advances to
- While we agree that the fixing of such a li-
mit strengthens the possibility of the Central
Bank to withstand the demands of the Trea-
sury, it should however be noted that such’a
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" ceiling " can always be set aside by modify-
ing the terins of the law, especially in times of
emergency when the Government is vested with
plenary powers, Moreover, recourse to -the
Bank of lssue may be disguised, especially as
was the casg in the early years of the war, by
taking the form of "indirect” advances (5).

In Italy, indeed, all the measures which en-
abled the Treasury to apply for extraordirk

ary " advances, and therefore for the provision

of bank-notes, were repealed by the R. Decrée
of June 17, 1928, No. 1377, which also laid
down that the Bank of ltaly was only required
10 supply the Treasury with " semporary ™ ad-
vances for amounts not' to excecd 450 million
lire, for which it was to receive interest at the
rate of 2%, per annum, To meet the requi-
rements of the Treasury cash service, the Trea-
sury was fo leave with the Bank a P-:rmgn;'nt
liquid fund of 5o million lire. o
Put conditions arising from the Ethiopian
campaign modified the relations between the
Treasury and the Bank, and the lattef's potwer *

Not only did the Ministerial Decree of De-
cember 31, 1936, ra ceiling of tempor-
ary advances from million to 1 milliard
lire, but it laid down that whenever the emer-
gency requirements of the Government made
it necessapy, further (extraordinary) funds could
be placed at the service of the Treasury under
an agreement to be reached on each occasion,
against the guarantee given by Treasury Bills.
The Treasury was also released from the ob-
ligation of depositing with the Bank the per-
manent fund of so million lire for its cash
seIvice. - e

 of resistence began to be weakened.

(5) To this elaus belonged the s-called apecial operstiom
of the Contoetlum for Subvcnions oa Industrisl Secushies
(Comorai Sovvesuloni ma Valorl Industriili), which weee af-

terwards discouned by the Bask of fuly.
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Mow, while temporary advances, whose
original purpose was that of increasing Trea-
stry elasticity, continued until the last months
of 1947 to be limited to 1 milliard lire, the ex-

traordinary advances, for which no ceiling was

fixed, rose steadily from 2 milliards in 1938

te 8 in 1939, 15 in 1940, 20 in 1941, 49 in
1g43, 79 in 1943, In 1ggq-~the year in which
the Bank was under two separate manige-

o ments—the advances ju up to 202.6 mil-
liard lire, the increase 6f 120.6 milliards bein

.ddue as regards 65 pilliards to transactions witg
the legal Government, and as regards 5.6 mil-
liards to those with the administration in North
riess of the Treasury to the
Bank was accompanied by an increase in the
debit balance of the current account for ‘the
cagh sérvicé, a debit which at the end of 1044
stood at 8.4 milliards, being an increase for
that year of s1.t milliards, of which nearly
four. fifths were owed by the section of the
Treasury -operating in the' territories under
German occupation (6), | s

. In 1945, other extraordinary advances: were

.made, the large debit balance of the Treasury

current account being consolidated with them.
The  extraordinary advances this rose to the

- figure of 342 milliard lire, while the current

account of the Treasury closed with a credit

 balarice of 20 milliards (7). These figures re-.

mained practically unchanged at the cnd of
1946, when temporary and extraordinary ad-
vanices stood respectively at 1 and at 342 mil-

liard lire, and the Treasury account closed with
a eredit of same 10 milliards, : '

During 1947 the Treasury account again
closed with a debit balance which rose from

32.5 milliards at the end of November to 1008

at the end of December,” This debit item was
englobed in the temporary advances, whose ceil-

- ing has been raised by a Decree of January a7,
* 1048, No. 7, to 100 milliard lire, thus reducing
nt ac- |

the debit balance of the Treasi:

This progressive deteriorition of the witua-
tion stimulated a movement for introducing
regulations which would again assure the Bank

of Issue some degree of protection in its-rela-

{6} Sﬂe-]hpml n{ 'Ihr Bank nl' bh]’- for he fnanelal year
54y : :
{7} Scg Report of the Bank of Jedy for the fininetal yedr
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briefly to the basic lines of the organization in

* accoust

tions with the Treasury, and wich abeve 4]
would enable the Parliament to exercise con.
trol over further Treasury demands, This led
to the Decree Law of 24111947 (8) provid.
ing that no new extraordinary advances coyld

be made unless their amount was fixed bpa

special law, thus abolishing the discretional
powers vested in the Executive in this matter,
and reintroducing a new—though flexible_
" ceiling " : :
‘Moreover, the Bank of Imly under cornain

_, nules of procedure, was disallowed from piv.
" ing effect to further overdrafts on the Tre.

sury current account, should that account thaw

a debit balance in excess of an amount which
the Decree of 24-xir-1947 had fixed at 5o mil
Hard lire, But as in April 3o, 1048, the debit
balance with the Treasury had: risen to &1 mil-
liard lire, a new Decrec Law way isqued on
May 7, 1948, No. 544, Which provides that
the indebtedness may not exceed 15 %, of the

 total amount of the original budget estimats

of expenditure ‘and their subsequent revision,
Thus a fixed: limit has been replaced by a v
riable one expressed as a, percentage (o).

3. - When the war r;ar"lc to an end, the

-situntion of the Bank of lssue in it relation

with the money miarket liad also been modi-
fied by the markedly liquid conditions prevai

ing in the banks, the reduced cHicicncy

to inflation—of some of the means of control,
changes in the powers and furisdiction of cer
taln organs, ctc, Here we need only refr

foree prior to the introduction, in July
1947, of the new regulations. b
“Art. 11 of the R. Decree Law of March 13,
1936, No." 375, and subsequent dmendments,
assighed the protection of savings and the con-
trol of credit to an Inspectorate placed under 2
Committee of Ministers. To assure uniform
actiony the Governor of the Bank of Italy wat
placed at the head of the Inspectorate.

. The Decree Law of September 14, 5t

No. 266, abolished the Inspectorate whos

{B) Sex Repori-ol ihe Bank of fealy for the Bnincll pr
1T : i i
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owers, along with those vested 'in the Com-
mittee of Ministers, were tiken over by the
Ministry of the Treasury; the Bank of Italy
,:m'mcfun!r its function of exccutive control
aver the Banks. Moreover, while the Ffunc-
fons of the Treasury were limited in the field
of ardinary credit transactions to laying: down

 jegulations, it not only, issued regulations bt

merciserd direct control over industrial, agri-

“rultural and mortgage credit npcml:iulg;.

. During the period that elapsed between the
date of the reewed unity of the national ‘ter-
dtory {April 1945} and the early months of
iga7, the distribution of functions between

- he twt organs was found to be far from that

best silited for tackling credit problems, and

in July 1947 the Governeht decided that the

time had come for decisive attion. :
Decree No. 6ar, of July 19, reestablished

: o "Interministerial Committes on Credit and

Savipgs ” to which it assigns " general super-
fision for the protection uf:ariﬁtgs, and over |
matters relating to credit transactions and for-
dgn exchange *. The Minister of the Trea-

. sy i the Chairman of the Committee on

which sit the Ministers of Public Works, Agri-
wuliure, Industry and Commerce, and Foreign
Trade. THE Governor of the Bank of Italy
whes part in the meetings of the Committee”
exercising _"ihe ers and functons vested
in the Head of the Inspectorate of Credit” by
the Bank Act of 1936, "' In making its enqui-
riet and carrying out its decisions the Commit-
ite miakes' use of the Bank of Italy ‘'t which

‘are.assigned the Functions of ﬂ]:'lmpe:r.qr?m

a Credit”, . : i

We have thus returned in part to the pre-

. war system; the :uegmian of the Inspec-
Ids

worate of Credit still good, its place be-
;Et.uh“’ generally speaking, by the Bank of-

A the means of control, it should _
'h'mm that open market operations
~ have not yet been introduced into Italy, nor

do our experts deem it advisable to introduce
them, owing to the special structure of our fi-
i \F artet (7o) |

35 toild the barik-sate be relled ot in'the

. %w market sitlation, especially under exisy.
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ing inflation conditions in Ttalf  ‘The Gov.
ernor of the Bank of Italy stated this publicly
in March 1947, and more recently he remark-
ed (11) that, even when it was raised from 4 1o
5.50 per cent ig September 1047, it only brought
about a temporary slackening of the demands
of the baiks which. soon after began again to
increase (12} Nor was it possible to trost 1o
" persuasion V', whaose effects seemed doubtiul
in view of the dynamic credit expansion in the
first half of 1947, o :
After many debates, an efficient means of
controlling t:ath»Jpé@'ﬁum-wfme expansion
together with the growth of the volume of the
currency helped to accelerate the i
inflation—was found in the introduction of a
special system of compulsory bank reserves, as
provided by the measures taken in Aupust
1947, The characteristic feature of the new
system, which enabled the Bank of ltaly to .
control ence more the money market, and its
first effects on the Italian economic situatton,
have already been illustrated il this Review (13)
and will therefore not be reexamined here, but
as the new policy was inspired cssentially by
the desire th adjust the grant of credit to: the
formation of savings, we shall now consider
some aspects of the movement of deposits and
bank investments in 1047, :

Y
|
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The movement of bank-deposits and loans in
Foqy. A ; B l_;'-/' : s
4..- The Inter-Mi ial decision of Au-

gust 4, 1947, introducing, as fror the follow-

ing 3oth of September, the new system of re-
serve requirements, made yet morc apparent
the insufficiency of savings, substantially duc
to a situation arising from. the shrinkage of na-
tional income, The problem had been ren-
dered more acute by the shifts inspurchasing

_power, which with the advance of inflation

has passed from social groups traditionally ac-
customed to saving, to m‘]'il:ll.e:l:ld wl-n:im d'lt_g:l;:
ing " propensity "' is less developed. In- the.
lpgcialpcastpm:f bank activity, the tendency of

{11} Repors ol the Hank of luly for e Anancial yesr
94T, 2

¢ {12} Indeed, ‘ the Entredocon of the new peserve require.
mensy, by inducisg the basks 1 mebilise their ball-caw, may
even have lod 1o am | in the ber ol redi

{13) See L. Fizames, Six Months of lislian Economi
Policy, boc, dt, : : :
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the classes to whoin the " conjuncture " was  As from July, however, the growth of deposit ‘” § _
beneficial to keep the profits they have made  slackened, and in ﬂ:_:tnl:;r it barely amounted i | @ s s | L |
in the form of cash, 5o s to evade assessment  to 0.6 per cent. This second phase coincded e L L (e Hl (5
for taxation, or else to invest them personally  with policy of credit stringency and af. ; . pofow b oo |om ] ow o

«in reconstruction works, has reacted on bank  forded evidence of the interaction of deposin 190 iy e ; :

deposits in a far from negligible manner. and eredits,  November brought symptoms of oeesmwe | 100l woa| woo) 1ol tenn] 1es

. This shifting of funds from bank deposits  recovery. In December—a month marked by m | Wire -

has also been ascribed to the low rates of inter- 4 conspicuous issue of bank-notes—the recor. ; : L el ol st vl wil

est paid for them, but it scems doubtful wheth- €1y was defiite and decisive, with an inereass " L

er the revision of the ray uld pri:we effec- {mdu_'“?t h,l.'.l'lr.?l:\'l:rﬂ‘f the “_P‘“‘I’ut_'ﬂil of some e .......1,..-_:_' ""q._. & hmy | vral wee| wna| wsal rersf

tive in redirecting a larger Aow of savings tow- 10 :mllmrﬁ_hre wm:tll of interest instalments) sdl Lol mne e R (i : 9 - il

ard the banking systeri. To sccure this there JT %3-5 '“ﬂf'“;‘:m .h;'“_g 2 I't;':'-'“mﬂﬂ of 5.6, the ; - LT Satesbet | 1018 wana | s aansl ienil e7a

Rt : hility ighest, recorded . during year.  The uj " , T ———— e ]

::;uaﬁcﬁ:::lzl:h;?::i::fulr;; E:n:::rfniu}, E” anid d:i\;n: expericnced in the second half 5 i e e i B 18| iras) ting| 1ase| 1sin) wng

: tric a e | i 3 i 1947:. ected the current accounts with client i -w-w T -n-m.-nq\u- .;n B i (i iy af = l' . .
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mass of deposits as compared to 1938, and the
higher rate ‘of increase of prices which deter-
mines the need Hf credit, gave rise to the in-
sufficiency of the means at the disposal of the
banks for meeting the growing demands of
their clients. And this insufficiency has been
felt even if the nominal amvunt of bank de-
posits (savings deposits and current accounts
with clierits) had been growing almost every
month in the Arst part-of 1047 (sec Table 1)

while in 1046 the latter increased by raz.6 mil
liards, and the former by 1638, in 1947 the
former increased by 160.3, the lattdr by 1556
milliard lire. © '
. While total bank deposits thus increased by
315.8 mifliards (291.5 in 1945), the note ciraul:
ation (Bank of Italy notes, Am:lire and Tre
notes) increaséd by 2823 milliards (1229 in
146). The iatio deposits-circulation, which
stood at barely 3 in the pre-war period, bu

* further declined, falling from .36 in December  expanding; the rate of increase was accelerated
146,10 1.28 at the end of December 1947 (s¢¢ i the first half of 1947, touching a record in

. Table I, g the April-June quarter with 119.8 milliard Ii7e. .

*In the case of postnffice savings deposits  In ]ur, and during the first fortnight of Au-
(bocks, interest bearing borids and current ac- gust, this expansion continued, but after. that
counts) the increase was nigardly, the figure date the expectation of the theasures prescrib-
rising to 5B.B milliards in 1947 as against Go.6  ing compulsory bank reserves led it to slacken

. milliards registered in 1g4f.. It seems likely = down, apd the reduction became more marked
that the shift of purchasing power above re-  in the last quarter of the year, ]
[erred to made its effects felt in this branch The comparison between the quarterly in-
alen, - - _ crease of deposits and that of credits calls at-

If we consider'the " real” consistency of  tention o the fact that at a given moment the

i ; i i . : Tama |
NOTE-CIRCULATION, BANR DEPOSITS AND BANK CREDITS TO CLIENTS IN° [TALY (eog)

5 Nisee Chrilation () el um”,qm prs U7 TRsk Credin o Gliente § padal banking and.postal deposits by converting the  latter were steadily tending to cxceed the fof-
1 Clmpeghi®) (4 e (e aurrent Sums into 1938 lire, we note drastic  mer (see Table I and Chart 1) and to reduce
Quarterly o Duarterly Quarterly | - ﬁ ol reductions more especially in the case of post-  the liquid margin 6f the banks. s
mndot o B e L e et | Ve offe savings deposits, Indecd, the synthetic  In the finst quarter afagd7 the volume of
i oo o per T ot e 2 mpe BREA R i o) . f data given in Table I1 illustrate the. well:  new deposits was ap ing already that of
-k ‘"IW:;" LR e T :: T::D s ;n wir. |am, § koown phenomenon of the volatisation of sav-  the volumic of new credits (B2 against'#8 mil-
el - ire] inCrexis ¢ NETED 4 wita Prs & g § P 3 7
| o i it | ] s ;:U.L 2 ings in the process of inflation. . liards); in the second quarter it had fallen not-
i .!irp crexie R Ry . tired - Berease i x . : i : e ;
_ : - e DECREASE N THE REAL VALUE OF DEPOSITS Tania [T
14 December _!I.'!.?Il.,:. — = ioa EQ 088 | = s too | arHrgr| — = log | 138 LSRN ; Hunk 5 e i Post.CHfsce
Ty - Janwary | go3,80t0] — — | ghal grogasi — e lrer A — - o o o 1 4 i E 7 Whelesle Price
: srzaranl — |— leasl seasil — | heso — | = o o basi- End of Yeor e | il Lidex Nurnbers
z T:r\ch_ santaye| whots) 37 ::::' :u:-,m Ba200 ! 118 :l:.u dofran| shsyiliRm AR n: 11 : Coirrent lire ‘g8 Hee t Cureny  lire ipgB Hre - ([Creiral Instinage of Seatisticy)
= Apri semoarnaf o — f— Lf) Broaep) — | ikl - = HE] : y g
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ably behind it (g2 ugalmt 119 milliards), and
this continued also in the third Quarter (72
afrainst go milliards),

It was during this pE:n}that the banks
were drawing on the funds wich at an earlier
date they had deposited with the Treasury and
the Bank of Ttaly, the result being that the
available funds held by those two Administra-
tions fell from 208 milliard lire at the end of
October 1946 to 159 at the end of December,
142 at the end of March 1947, 132 at the end
of June, and 115%¢ the end of September; and
almost at the same time the banks were mobi-
lising their portfolios (consisting mainly.of bills
given by the wheat pools) by discounting them
with the Bank of lssue, whise discounts rise
from 33 milliards on October 20, 1946 to 05
milliards on September 20,. 1947,

In this way, the expansion of bank lvans to
business was being transferred from the com-
‘mercial-banks to the Central Bank, thus lead-
ing o a further increase in the volume of the
-cureency In circulation, already swollen by the
needs of the Treasury. Under the stimulus of
this dual drive, the note circulation increased
by 18 milliard lire in the first quarter of 1047,
by 52 milliards in the sccond quarter, and

Hanes

g0 milliards in the third (see. Table I).. At the

same time; the wholesale price index number

rose (1938 = roo) from 3,176 at the end of Oc-

tober ngﬁ to 3,677 at the end of December,

4,139 in March 1947, 5,320 in ]unc and 6,202
_in September :

With the adupuan of the new !j!l‘.l:m of

" Y

. lsts afcousts * Bave been cxchided fior Billafn of the Feo-
noepic Service of the Bank of Ilslr 194, Moo 1, poogEh

A compachicn of the two secie thius complied
defferences In thelr niovement tmﬂ Hhe different deparit-credits
ratben [sce Table Nl

BANK GREDITS TO CLIENTS Taxee 11

Tank crediis 1o clican |5e of ercdis
(rilions of lire) i dcpodiet
Esid of Wianih {percenisge)
. g | s
i i 5}!&!&1 tem 1| b3
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reserve requirements, the volume of new gre
dits' fell from go.4 milliard lire in the thid

quarier of 1947 to 16.3 milliards in the lat, -

The result—as has been stated (15)—was " ny
a restriction of credit but a check on the acee.
leration of its expansion beyond the limite of.

lowed by the growth of national savings, This-

check has not reduced by one cent the symg
assigried for increasing production; but it wa
intended to prevent, and it did prevent, the
occurrence of a crisis which could not other.
wise have been avolded; it induced, the hanks
to assure themselves a higher degree of liqu-
dity than they enjoyed before the war ™,
Sinces October, the wholesale price iadex
has fallen from 610 (as compared to 5,301 in
September] to- 5,647 in November and to 5,54
in Decermber (185 in May, 1948); on the oth-
er hand,” the note r.m;uTahl:ln, ich had in-
creased !:-y 12.5 milliards in October, increased
by 22.3 in November and by 85.7 in Deetrnber;

6. - The Psmnple which has guided
Government in modifying the originil re
ation of 1926, transforming it into the new
system of obligatory bank reserves (16), has -

~ been that of assiring the banks the possibility

of meeting their reserve needs out of the liquid
resources held with the Bank of Tssuc and the

Treasury, mﬂmtlt recourse to disinveltm

5

The available data published in the Report
of the Bank of Itair for 1947 (see Table IV)

Tums I‘l'
HANK RESERVES AND DEPOSITS
. (mlizrds of kre)
Sept. 30| Dot gt
Avsllsble  resources in sight -
counts, ordinary torm atcount :
ard special rowerve actoust 1133 et
Required reserves L0000 1rrg 1336
i 419
* Frec m.r,qj.n {mm M'rh} 3t X
Caly in hand af Tae hanks . . . 35.6 i g
.y Jims. 8
Drplm.l: of the banks liable e ;
reverve requiremesis o - 6y LN B
nm“fmh.-n"m“ﬂ-- =t
o bask dqlnu : prd s :m].

that at the end of September 1947 '1*

 banking system was rcqumd to pl:u:n
{lsiht.f.mm:nlhrmm el Bar
of April 1, 1548
:ns:rm Report of the Bank

947- .

Ty for the nascil yor

' in government

- adecline in absolute and percentage
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fory feserves a sum uf 1122 milliard lire,

ﬁ?ﬁat they then held with the Treasury and
he Bank of lsue 115.3 milliards

Had the
tunks paid at once the whole 112.2 milliards
mqulml. they would have remained with a free
margin of 3.1 milliards; the ratio between cash
in hand and excess reserves on the one hand
and mT:a_l deposits on the other, would have

md at 7.7 per cent, Tl;ic credit stringency
o ced on the money market in Scptem-
ber, Dctober, and the first P'hns: of November
musttherefore be considered in relation to the

* yow tirections given to the banks as a whole,

ﬁ;,.lmkmg system, by :.ualﬂng a stricter qua-
fitsive selection of the applications for credit,

simed at securing again, as rapidly as possible,

i adequate margin of ‘liquidity.

In: November, and yet more markndlg in -

December, the first sympioms of relaxation
were noted. - The large Aow of deposits to the
Mh towards the, close of the year enabled
ﬂ:ﬂn to make further Fnymmls. {in tash and
securities) Taling to 177.5 milliard lirc the funds

 milable for reserves; at the saine time, the so-

talled " free’ margin " rose from 31 to 439
milliards, - The cash ratio reached 13.03 per
et higher than that at the end of 1938 and
g3 which stood munr.'l g per cent. . ¢
% - Tn give a summarised view of the chan-
g8 that have occurred in banking operations,
the active items of the system_as a whaole, from
June 1946 onwards, have been gmup::l under

four heads, i.e. (a) cash, sight deposits and time

- depasits with the Treasury
| B {mlm:nuall:.r the Bank of Italy); (b) bank in-
- muments with clients; (c) investments in gov-
emment securities; (d) other items (see Table V).

 The movement of the ahsolute and percent- -

and other institutes

shows that the investments
rities while steadily i incredy,
:wh:'l: in pcr—

:g: ﬁgum

ing in absolute figures, fell
tentge value at- rEZ::d of
sight deposits and deposits with ﬂ:ut rea:
sury and other institutes which, since Scptember
246 had shown, for the reasons above set forth,
'..yglugs_'
showed instead a marked increase at the end of
1847, accounted for by the mtmdumm of the
tbligatory bank rescrves,

general considerations
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Credits 10 clients and drpa:m classified b}l Iﬂﬂ-
~ goriet of Banking Institutes, -

8-.In view of the synthetic character of :
these notes we shall limit nyh:lm to a few
e loans and depo-.

sits for cach group of Binks. The purpose of

- these remarks is only to.show the trend, and
" they must be accepted with caution as they

may conceal the special situation of some par-
ticular banks.

In Table VI we give the pcm:nt:gc: of the
distribution of credits to clients apd deposits
amang the five main categories of Italian Bank-

ing Institutes calculated on the basis of pub-

lished official data (157).

In December 1946 the eredits accomodited
by the three Banks of national interest account-
ed for 26.3 %, of the total; they were followed
by the 155 Ordinary Banks with 24 %, and

. the 5 Public Law Credit Institutes, wuh 23.3

r cent.. During 1947 the percentages of the
]l:;mh of national interest, Ordinary Banks and
Peop les’ Co-operative Banks declined, while on
dmudurhandtlmcmanmu:mmdu
case of the Public Law Credit Institutes (which
atﬂi:mdufﬂeptcmhcrhadamnbdlh:m ;
imum percentage of 25.9 % that fell at the end’

(b7} Som Bulles of {he Ecanomic Slidics Service of the
Bank of Iuly, Mo, 12, Jamusry.Feouary, 1948,
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af the year to 23.8 per cent), and of the Savings
‘Banks and 1st category Pledge Banks,
There' have been marked variations in the
case of deposits also. The Banks of national
interest have fallen from a percentage of 27.5
: l‘:: cent (December 1946) to 24.1 %, (Decem-

| cr 1947), while both the Ordinary Banks and

- the Peoples' Co-operative Banks have maintain-

ed their percentages practically unaltered,  In
the case of deposits, as in that of credit accomo-
dations, the increase has occurred in the p
of the Public Law Credit [nstitates, mﬁc
~_ Savings Banks. - e !

Distribution of bank invéstments between the -

Treasury and " Clients .

9. - Attention has already been called (25)

~ to the fact that with the expansion of -bank
loans in favour of economic sactivitics the

. " voluntary " circuit through

ficit had been gradually weakened, until,

December 1946, the current changed direction
and funds were flowing back from the Trea-
sury to the market. The inversion of the trend,
- foreseen as the inevitable result of the revival
- of business activities, caused the Treasury to
_l'vl.';ljf more and more on the Bank of Issue, so
i) See M. Miwenn, The lislien Money Mackét snd the
!';'?m-m-rlftk'il'hw:r_ [

o

ich the Trea-
sury procured the means for covering the, de-
il, since

Banea Nanjonale del Lavors

that private nceds and above all public o
were producing like effects, intensifying the
expansion of the volume of MONELArY ifsing.

ments and accelerating the velocity of mm'“?.

circiilation,
Table VII shows the steady growth of bank
accomodaticns in favour of economic activit

(eredits to clients), accompanied by the decline

. Tuwma Vi
BAME LENDING TO THE THEASURY AND 7O CLiNTs

£ e

nt":‘:&r:llﬂ: Pank Lending ot
Treasury . ta Clients i

fal (3] i)
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lieh lireh

s ‘“_]“'t b=l = Lasnel re| s
: e | T R e
T uﬂm‘ﬂﬂ_ Aot suE| a1la| sgol Bkt
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= Jane BB | gmr) Brbsl ol Snyk
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0o Inchadess 1) heldings of Gov. secusiion; 1) il amous
af sight and time aceouniy held by Hanking Inasihiees with the
Treaasry; 30 total net balance of sight, teme, and spesial o
sccguntt leld by Backlag Institutes with the Pask of Tealy,
- (}) Imcludles the ieme specified {5 note (), Tabl 1, ©od

fr} Includes pvimgs and sursdry “drpotits [depoci fidwnan)
and iurrent: sceeants,  [nterbank seenunts are excliled. Just
and September royf fgures sre fnchusive of the ' vibin i

—Samece: Bulletin and Repoey of the Bank of Tualy for sy,

?f mcs-:i;vqumms in favour of the Treaiu
rom September, 1946 to September 1947.
the end of S-:pt;mbér 1047 investments in fa-
vour of the Treasury
H;gg' a lower level than that attained in Juse'
1046, i

The enforcement of the new system of re-
serve requirements in the last quarter of 1947

again altered the direction in which the cireuit

moved, leading to a flow towards the Treasury
of 52.9 milliard lire, convoyed through the

bank channels. :
" The change at the end of 1947 in the ratios

of bank investments between the two aforesid

branches. had an immediate effect on some

sections of ion, The scarci
culating capital, which made itself felt more

~ especially in the case of the metal and e
gineering trades with which a Jarge number

had fallen t6 3464 mi-

R
R
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of medium and small sized industries are con-
aected a3 well as several commercial organiz-
stions, made it essential to Erm*i,c!rr emergency
financial help granted by the State or by bo-
dies connected with govérnment (19) to such
wetions, more especially in the last quarter

of the year.

The fact that the State or semi-official bo-
dies hiave partially replaced the banks in the
asignment of credit has not failed to arouse
criticism,  Apart from the doubt whether these
awigaments were always in keeping with or-

thedex economic and technical standars, stress

wis ﬁ:ml on the fact that as it is impossible for
the

te to procure itself the necessary means

‘from the financial market, the hew system (20)

miﬁht Iead to a form of Anancing under which
the Treasury woiild, in the end, avail itself of
bank resources to finance industrics that were

(i) Bee R, Thowiinowl, Premiies and Tarks of the Spe-
dial Pandi Jor Financing the Dialisn Engimeering [ndupry, in
this Review, Ocwber 1o47, putfo. * - i i

.} Undey e new repulations, the Banks are obliged o
pay it dpecial acemants with the Dank of fealy, s beam Oc

pbet 1, 1547, 40 per kent ol any Encredse in degeain,

oK

formerly the clients of the banks. Nor was
this all, but the intervention of the State for the
mare or less direct financing of industrial under.
takings ‘might make it difficult in the future
fdr the banks to contribute in supplying work-
ing credit, as the undertakings would bie unable
to offer adequate guarantees, government loans.
having priority over all others in the ranking:
order of legal priorities. e

The policy of [restricting credit to business
has hielped o tispel.the illusion. of prosperity.
which pervided the market; it has determined
a new price trend, and ‘redisced the velaei
of the currency circulation. It has thus ley

. to a_halt in the progressive depreciation of

the lira, in spite of the fact that at the
end of the year the note circulation had
further increased: As the new issues,: partic-
ularly the. more recent ones, Have been made
more cspecially to meet Treasury nesds, it

" would seem however  dovbtful—unless  the

grawth of public expenditure is also restricted
—whether it will be_possible to avoid the re-
action on prices of the steady increase of mon-

etary instruments, :

£



