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Prof. Glnu‘Mpl:a._ i an article on ! lakerest Rate Policy and Reconsiruction Ke-
ipufrements ! suma up his enguiries inte policies aiming a1 lowpring the cost of money,
[listrating his ¥ietvs by o historical and critical review of the advantages and disad:
vantages of such policies he is led 1o conclusions sdbstantially confirming current ‘opi-

: - migns unfavourabiz to a cheap money policy, . However, the A. does noe limit his sudy

i the present post-wir period, but entends it to the shole perind running from the

L' ose of the firs woeld wir down to the present day. In this long-term survey, Prof,-Bor.

patea aims at showing the fundamental conditions regulating the rate of interest in s
far a1 they determine the genceal cconomic equilibrium, and the disturbing effecls caused
by artificial monetary manceuvres, Viewed ngaingt this hackground, the monetary
thearies on interest rate may seem-—as the A. has himsglfjudgtd them in other writings
of his—reactions caused by the special monetary vicissitudes' of the last iy, yearsrather
than the expression of peneral eeanomie laws,

s ;
& Cimmw

In his article T.!..: ERP. and the Problems of lialion rfgrr'tdn;-:t.'-'hl-'mf. Gluseppe
Medici, Senator and President of the Mational Inaiute of Agrarian. Economy, janalyses

.,r-nmt aspects of Ialian :gri-uﬂ!m,m weed in the fnmework of na ] rl'anf: the
congestion of the agricultural ﬁpn!:ﬁun. the relatioas berween agricultg®and. indusiry,

_the structure and forms of land tenure, the impartance Gf the agriculwral frade balinee

far imtirnational trade as 4 whole, The A illustrates the main lines hat agricultural

: development should follow in the next few years if 4 general increase of production

is to be secured and insists on the need of aking immedibte ‘steps wowards the solution

¢ of the more important problems facing Dialian agricultural by a wise wse of the ERE

Funds. Prof Medici lays special stress ‘on the need of inereasing the production of
fredh fruit and vegerables and the products of animal hushandry; oi theexecution of nd-
reclimation and irsgation works; the impeotements of conditions in mbuntain areas;
the mecanisation of agriculture; agricoltural training for the peasantry; experiment sta-
thons. and - rescarch work: the orpanieation of agricultural producers; and the streng-
thening of agrarian ecredit. ; :
: L
_ Tikhis anticle " The Depreciation of the Peso and Trade between [ialy and Argen-
tina " Prof. Gino tio describes AHe main outlings of the Argentine peso erisis,
* pointing its naturd and origin, diagnosing it as one of the ” growing pains " of a
country éngaged in carryin bold plan of fapid industrialisation, and notes that
the- possibilities of a favourable settlement depend largely on a more halanced develop.
ment of the cronomic patential of the country, and on securing the mecessary contri:
bution of foreign lsbor Forces. In the last part of his article the As examines the cco-
nomic and commercial relation between ltaly. and Argentina, the opportunitics. offered
for Iralian emigration, the obstacles that hinder its develapment, and the arictly com-

plementary character of Ttalian and Argentinan efennmies,



. landloeds and tenants, the supply of dwellin

. age building,
presented sdre months ago by the Minister 6f Labor, Fanfani, and refers 1o a bill
introduced afier World War 1 by the depuities Mntbunﬂ and Tusmt, which umitr [resent”

R

Iy, Giandomenico Cosmo, in his anicle ! Umpﬂuymm: end Emipration in Jealy
in the light of the ERF, and O.EEC." deals with one of the most delicate aspects of the
present [aalian economic situation, that of the labor market seen both from the stand-

palnt of unemployment and of emigration. The A. recalls the weight and importanes
these two facms ha
anal}'m of the causes that have led to the prescnt aggravation of the sineation, arising
bath friim the upheavals due to the war dnd internations) ptﬂlerl uncertainties, and
he _tries 1o foresee probable developments as o Aected’ by the reconstruction plans o be

carricd out with ER.D, help.
. The A is 16l 1o the conclusion thar Ialy's exces of workers presents & problem that
ennnot be solved by*action limited to- striscriral changes in the lialian economy: a large
current of emigration is m-mtla] und this requires the active cooperation {:E the ey
cral cpuntries concerned, : s G

by i

Prof, Salvawere Alberti's nrl::Bc an “ The Hﬂwﬂggfﬁ’nﬂ.l'rm in Traly " considers the
other most pressing ‘of Jtalian probleriis, f.e. the scarcity of dwellings which in Ttaly Teas
much more serious features than i other Western Eumvpe:m countries, including those
that have suffered . mose seriouly from war d:s.l.ru:unn: e A examdnes firsnethe

special features of the housing question in Taaly since :g_y givin data for the number

of dwellings, new bisildings, war destructions, sanitary conditions, over-crovwding, in-
ternal migrations, etc, and gecs of o d:-.p:nb: some of the ‘“'"“‘1“‘“‘“ af ihe lepal
restrictions placed on rents, as shown by the new economic and social relation: between

terioration of house property, oné of the mare serious factors making for the destruction
of national wealth, Finally, he d:nh with the measures taken by Guernment to encour-
In this connection the A. summarises the leading features of the plan
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had in the development of Tralian mm}-, he makes a brief

and, above all, by the more rapid de- |

_bonds, coupled with a refuced

‘_tmmfm

Interest Rate Policy.and Reconstruction Requirements

A

GINO BORGATTA .~

a3

low intereit rate poﬁry.

.|, The experience of the last decade shows
that thie policy of a low rate of interest was the
sesalt of monctary-factors unsuited to the supply

matlability, It was rather dictated by a4 war
eanomy and by governmental intervention :n.d :
manoeuvres,
However, to appreciate E.]:u: b:m:ﬁu ar[r] -lh:
ﬁ.:iﬁ[umag:l of this puiicy, it is necessary
view it from the nngle of the Treasury (and of

"l'.ll: political groups in charge of i‘t} ami from -

that of the gene
the commitnity.
The advantages to the Treasury from a
bwer cost of war loans and war financing are
evident: simaller budget outlays are pecessary
for servicing the loans foated during the war
and the immediate ar period, while it
4 casier to obtain quickly the large sums need-
td for the war and for reconstruction in the
apasive period of reconversion to a peace
wonomy.

eral and long. range interests of

by

| — General éfn.eﬁ:r and d:md'mu.rag:,r of @

-and'demand of goods of imnicdiate or :l:!ftrl:d :

E R £

not holdin ubilic bunds} is needed: o oy
interest to %-om{lf Iders. While the public cralnt
grows faster than its servicing and faster than
the national income, the ratio between the year-
ly outlays for servicing the debt and the national -
income may. decrease or remain, felatively low.
The lower cost benefits the Government-since
the war Frnu-d and reduces, correspondingly,
the niecessity to resort to inflation. Facts, how-

. ever, prove that this bepefit is relatively uh;ght.

.~ This policy, by a gradual conversion of the ;
mdeemable

debt into lower interestbearing
purchasing ™
power of the currency in which interest and

1 m' are paid, while revenue from taxation

has also brou r.abnutnfalllnrht
m:lfha.usﬂnat:d re the war..

- The advantage is not limited to a lower

ihe ratin between ou ys for the p

St for other e

well a5 the ratio be vuud:y: for the

ddt and total Ascal revenue. Thus, it causcs

g; lq'nr redistribution of wealth, inasmuch
M:nun Emm tax payers (including those

because the cxpenditure on the service of the
debt is only a smallriart of tota] mental
expenditure during the war and the first post-
war years. Even now it would be an exag-

geration to affirm that a 1-3 % ificrease in the

interest rate could- _(hc-: dtmw: stimulus o
inflation. ¢ -

The importance of
pels the Government
_possible a low rate of interest, so as to keep
“down the expenditure on new loans as well as
|:|rlr the o]drans which come to maturity and

It would perhaps be more con-
\rcm:m o the Government, while interest ra- -
tes are low, to convert a large part of the short-
term debt into a lorgterm one, cven if the
Hatter bearsa. :ilghtlf l'ugh:f rate, Unless there
is a marked increase in inflation a further fall
in present interest rates is ot anticipated, -

The policy of the lowﬂl:ca\fmurﬂtalw'
benefits entreprencurs, as it favors a -reduction

-btrm debt com-

~ in production costs. IE it is kept in mind that

~ a large part of the national product is pur-
:hmdbythcﬁmemmmt,nmbnmumﬁ
that the low interest rate policy also contri-
butes 'indirectly to lower public expenditures.
There is, however, the danger that some in-
vestments, otherwise uneconomical, will be ef-
fected only because of this artificially low rate

maintain as Iung as
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2, - The Government’s benehit does not
identify itself, however, with the community's
+ benefit, if it is borne in mind that the payment
of interest an_the publfc debt (and of the taxes
needed for ity affects only the dirntribution, but
not the size, of the national income. - Assuming’
that taxpayers buy bonds in the same proportion
as they pay the taxes needed for their servicing,
any rate will serbe the purpose, ingsmuch as
each taxpayer would pay in taxes the same
amotint lie receives as interest.  If, however, it
s remembered that there is o necessary iden-
tity between bond-holders and taxpayers, the
benefit of the low rate of interest is appreciated.
Taxpayers have to pay less. and bond-holders
receive less, The problem, then, is to compare
the utility of the income subfracted from bond-
holders, and the utility of the investments they
would cffect with the subtracted income, with
the utility of the income saved by taxpayers

- and with the utility of the investments they can |

cffect with the saved dncome. It is not de-
 Cmistrated @ priori that the latter will excend
the former.

This is, however, only a first approach o

 the problem. The cconomic harm of a low
interest rate, induced ‘or aggravated by an ar-
tificial polity operating essentially on monctary
factors, can be appreciated- only if its effects on
the fundamental facters of the rate of interest
and of the accumulation of savings are kept
in mind. The monctary factors prevail as long
as the dynamic phenomena caused by the war,
the exceptional infome redistribution and the
increasingly expanding amount of credit mon-
ey (governmental and banking), Jist. A time.
comes, however, when these tonditions Jose
their importance and come to an tnd. “At the
same time, the other coercize provisions, that
have brought about a governmental quasi-mon.

_ opoly, are repealed (control of private consum-

ption and prices, hindrances to the more con-

venient investments from the vicipoint of in-
vestors).  Although conditions have changed
- «considerably since the end of the war, this
_ time has not yet arrived in any country and
- monetary stability is not yet restored.

};-.';In many markets, the income redistribution.

- tion has been replaced with a polisical redistri-

S

uil;z about by war expenditures and infla-
&
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butien of incomes, which, however, is Catnel
mainly by inflation. Here also the problem

exists and will emerge fully when inflaiy -

ceases of when foreign grants, £o pensating
for the insufficient internal accumulation of
savings, come to an: end.

When money is stabilized and a " nagmal®
ecoriamy is restored, the accumulation of o
ceptional monetary supplies, which have mde
the low rate policy possiliie, must necessarily
decrease and then stop, the liguidity prefe.
ence rates must get close dgain # the subj.

ive preferenze rates for goods, . This pheng-—

menon could be vividly observed in the
World War T period, particularly in the coun

tries that experienced extreme infatioh {1 h

appeared first as an acute need for operatian)
capital during the monetary stalélization and i
the fuifuwing period (2).- The maladjustinen

between fixed capital, in tiee increase of which
war and inflation profis had been invested, -

and-apcrnl‘lnn_af capital, was only one

. of the more gencral maladjustmert mﬁ
demand and supply of capital which stabili
zation brought into prominence.  After the las

war, t_h: problzm shquld have appeared differ. .

{h 0t v oliacted e !:nn?n:n- uilh.ﬁﬁt-pm#mln k
h_uui.ni_ Tewmnir (g2 The Eeonomies =i Imfistign|. The-al.
ficlal inznunt raié :fmlqul mnchenged freen tais of ulyp
although peiecs. (in”paper moncy) increased o (o in i
1914 (191%=doo) 1o 7e3e dn Jane 1ii [n the Belia oo
rrarkes the inoeris rate moved o 305 50 in rge g dm

1530, 340 % dn rodn, and was Between 5% wnd £ e ©
fisss half of poas. While ialatian was TEnaiE S cooe e

mie in ik rate of inteest wan much fess than the deproivion
of moncy. badned (lhe purchaiing power fell by mare tas g
per cept freen Juby a0 Decensher pgs, and by almes e
from Janes te Oceober 1923) 18 the dpen market in sy

1533 the pates e daily money correspundod to senthly s
In Devember jgf -

encillating between 392 %% and Roo %7
after the first monetary reform, the rate in foree on the Frash
Virt Stock Ewchamge wap higher than ja %0 per month)in e
first Balf BT rgay, in Berlin, it was will 72 %% per year. Whe
stabilization came; the infuence of the almod daily devalmeos -
of the earrency was removed,  The need for operaions] apest
then appeared this need wai reflectod i the high raie of e

i ot, ot only mominal bt abio® effecive, given the relative

bility of prices and raeer ef . exchanpe in the perind when 8-
leans were made, i :
{2 The fncrease in inverest tites j3 8 common ﬂﬂf‘
non [n the countries thit have suhilined” their curfoades i
@ pesied of cxtreme imfaton  and  deflition, In Oembr

g5 the afficial discoust rate’ was 12 % in Paland (a5 @
advances), g %0 ln Dermamy (18 50 on sdvances), Asaihs ad
s

Husgary, 8% in Finbied, 7% i
L
oA

Inierest Rate Hky_md Recomtriation I.h||.l.'|r'¢d-4.l\||

ml}, becatise if, on one Hdt, the need for I
idity has Iasted much’ longer and the hoand-

ing of bank-notes, gold and hard cusrencies
“hai been extensive, on the ather side, there was

s (ncrease {arleast in’ Burope) in the needyfor
monal capital as well as in that for fixed
apttal, owing to the exceptional wear and tear
of the.war peripd and ‘to war damage, . But
dier 3 few years of exceptional riscs in wages,
wes and prices of other\circulating capital,
and as soon as inflation has been checked, the
peed for operational capital has' prevailed (or
hat appeared to prevail) over that for hxed
npiPL = i
. - The main economic harm caused by
the low interest rate policy is outlined below,

The war changed deeply the essential fagtor -

determining the rate of interest, viz. thé pre-
ference for present goods over future ones. It
enoemouwsly increased. the need for present
“jeods; it caused a decrease, or only a small in--
arease, of the national product; it hastened the
conumition of a part of the national capital

. mdof all pruducers’ goods and destroyed, whit-

ot any economic Icumpcqminn, another. im-
partant part of the national capital. =

‘The exceptional demand for present goods
lasts in the post-war period for the purpose of
rsturing the capital worn out or destroyed and
of mecting the greater demand for consumers'
foods marnfc possible by a progressive tcpcal of
monamic restrictions and a i
tion of money incomes in favour of the poorer
and more numerous classes. At the same time

 To adjust the disequilibrium between pre-

st needs and incomes, adequately higher in-

st rates would have heen necessary.  These

higher rates would have made more attractive

the allocation fo the future of a greater part of
. % present product and would have vivifi
- e forces tending ‘1o the accumulation of saf-

Bpe The higher rites should! have remained
a effect in the pw:?wai‘ period t

ﬂ'lgﬂ:ﬂr propensity to consume and to sti-
~mulate the means necessary to restore capital

a0 therefore, the national income. The pol-

Y pursued, owing mainly to financial causes,
F_iftmil:m: with these pqadsz it has lowered

i -

o 5 e

tter redistribu-

- the real product increascs, but more slowly. . [

ract

400)
intepedt rates by medns tending to weaken and
destroy the forces that lessen the preference for
immediate comsumption and increase the utility’ -
of deferred consumption, without gchicving the
effects of an increass in imterest rates, The sub.
jective need for present goods has been largely
preserved by this policy; only its miterialization
1 demand has been cither forbidden or hinder-
‘ed.  This policy has not prevented the decrease |
of productive capital, thus paving the way for
a long-term decrease in the Aow. of future in-
comes, By decreasing the utility of the part of
present incomes allocated to meeting future |
need, it has weakened the forces tending to the

- accumulation of new savings among the social

classes that now expericnceds the loss of the
whale, or of a considerable part, of the purchas-
ing power of their previous savings. e
From a certain viewpoint, the phenomenon
of hoarding is not an index of the fall to zerd
of the subjective interest rates. On the con-
trary, it is an index of a lesséned confidence
in, and of a smaller value attributed to,. forms
of investment that were prevalent before the -
war, By hoarding the siver prolongs the pos
sibility of allocating his resources either to im-
mediate or to futu sumption, and the

choise of the most con¥enient future incomes.

- This appears to be an increase, rither than a
~ decrease of the subjective rates.

The stabilization ‘of the currency, the ceas-
ing of continuosly new supplies of governmen-
tal and banking money, the progressive repeal
of consumption and .price restrictipns, neces-

_ sarily entail the end of an artificial accumula-
tion of monetary supplics equal to, or greater
than, the demand for them; at the same time,
the rise in the prices of the factors of produc-
tion, wages and taxation, brings again the pre-
sent demand for money to a level edual to, or
greater than, the present demand for goods.

.. Two scries of consequences can be reison-
ably expected : T) After the stabilization of pri-
ces and currency follows an inerease in the
short and Tong term interest rates and a period
‘of relatively high rates. These have Aﬂ:ﬂdy
appeared in several markets, in spite of the fact

t inflation has not yet been checked and the
need for present goods is partly met by forcign
grants and loans bearing artificially low rates,
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The reduction, and eventudlly the discontinu-
ance, of foreign gifts and loans, if not followed
by a new inflationary process, will stimulaze the
upward movement. 1) The disequilibrivm be-
* tween the need for immediately available goods
(both consumers’ goods, owing to an increase
. in wages and other incomes consumable imme-
- diately, and prodicers’ goods, for the rebuild-
. +ing of capital and equipment worn out or di-
verted from their most ic utilization or
: t.lmm;f:d by w? and: present availahilities of
real incomes an
low rate policy pursued during the war and the
- immiediate post-war period, inasmuch as its can-
ses have been unfavourably affected by such
pelicy, which has increased'the advantage of a
hastesied consumption of capital and decreased
that of the accymulation of new savings.
The latter effect will remain after the stabi-
lization because the losses suffered by savers
arc lasting: the incomes necessary for savings
have fallen and the advantage of :Hucaung a
. part of rht-s: incomes to future consumption is
weakened (re., the sul:]nmvc prefertnee for

present m:'r:u:s} owing to the volatiliz-

ation of past savings, particularly those invested
. in fixed future incomes. The experience of the

years following World War [ (even if not con-
"'Iﬂ?mrt} shows that these cflects are substantial
in'the immediately after inflation is check-,
ed and then fade and cease with a relative rapi-
dity, In the present post-war period, however,
they are worsencd by the redistribution of a
greater partof the national income in favour of

~ those clastes whh:h Ecc] Im stronghly incen-

tive to save, .

* The low rate pulnqr has thu; aggmvnt:d the
problem of reconstruction. The benefit of low-
- er taxes and of a weaker stimulus to inflation
- (for the expendituré not covered by taxes and

 loans) is outweighed by the increased disequili-
brium between the need furpn?sc gou-ds#nd
the flow of real products, and by the weaken-
ing of the incentive to save. ese disadvan-

gumayfuranmthchrddmhymﬂamnm
by foreign gifts of cousumers’ goods, raw ma-
terials and machinery, or by foreign loans, free

_ uflnmmbunhgnnjyaluwraltufmw- :

est. Inflation defers the appearance of the dis-
. ':qwﬁbnum, nlrhnugh.. from' another aspect, it

savings is agpravated by the™

work of reconstruction.

Banca Nll‘l.-nnlh del Lavora

waorsens it Fu::lgn gifts and loans adjust, i
part, the dl:u.]mllbﬂum bue they affect the | m~
terest rates in the countries. granting the gi

and loans, which represent a ? oss of part ﬂfl!t
national income. The increase in intercst rapey -

in the donor countries will be proportionate o

the ratio of gifts and ioans to the mtni nitional
output.

It seems unlikely that the present need for- -

good in the European countries that have wf.
fered from the war can be met, in full or i
the greater part, by grants and loans: however,
too high an increase in the interest rate may be
avoided and, at the same time, an adequate in.
terest rate may stimulate a greater supply of
savings,

A change in the interest policy, ie. the &
earding uf the provisions that hgve ],u:pt t]'p:
rates artificially low and allowing economic
ces to operate more fully, must not be mw:d
only frgm the angle of public finance,

It 35 true that the. public debt will be, for 2
time, the main conveyor of savings from the
community 1o the organizations, .Etlb]h: and pri-
vate, carr]nng out the recanstruction [program;
but it will not be the only one. It is doubtfull -

« whether it is an advantage to let the Govemn-

ment prevail over the private initiative in the
Even in Iraly a séb
stantial part of the reconstruction in industry,
agriculture and housing is carried out by pr
vate enterprise. without grants or subsidies by

~the Government which has hindered it by a

:I]hﬂrt sightet and irrational taxation palicy and

y too much red tape. The Gawrmmt.g_n-_}\

its part, can suppu.rt the accumulation of sav-
ings and. private financing with. the interest
paid on the public debt and, above all, by s
bilizing the currency and balancing the |?I-Id5=f-
The. pmhicm affects the allocation by indi
viduals and by corporations of income cither
consumption or (0 savings, ie. to Eumreh:
come. The Government can help in this

creating favourable conditions for bridging Ifﬂ .

gap between nominal and effective interest o
tes; or, Even better, by gradually removing the
conditions caused by its own policy that haye

greatly widened the gap. The prices :ﬁgﬂﬂ'i‘

; 1|:|1::|:|»|:n:1lll:-:l}I available i ll'l. ‘terms qf gnod.l avil

Interest Hate Policy amd Hecomstruciion Regetiremenin

dile in the furtre must be adjusied to the rela-
gion between present demand and supply,

This adjustment may elimifate the margi-
pal enterprises. that cannot afford to pay a high-
e ke nFm:m: It will be a selection for the
spvival of the better enterprises, capable of a
h!r]ur prouctivity which waill pqr lﬂr the hlgh

1 rate of interest {3}

I, = Particalar ¢ffects af the-low interest rate
;o!rzy B bﬂ.ﬂ’:_’lhg and niurance initi-

- “wtions; on income distribution; on inker-
n.mml' m_f.lrm.f MoBemEnI; on hmd*mg

.& less knuwn instrument, nf[efmde-
m by savers, of :rt!ﬁchiljr low rate policy

+ iy the gap between changes -in effective rates

and ch:ngc: in neminal rates; the latter may
be Ir,gpr unchanged or lowered or increased pro-
nately less than the prices of the goods
-inWhich the loans are invested. - Even though
the market may realize this fact, it is under-
sood only vaguely and inadequately: yet its
understanding is very impunant from the view-
paint of the transfer of wealth from creditors to
debiors and the interpretation of the movenients
of the rates of interest. To keep the effective
“md nominal rates equal, the latter should .in-
dude a quota exactly equal to the fall in the
prclurm power of the Inan while it s out-

anding (4).

{3} Far an analyiin of thiv poist, swer L. Fisamicr; il

ﬂﬂhrm:r&rﬁﬂ n'impn'mmﬁbnwmm in-
ey, da U Rivisd Mancaria U, March -Aprll . iz,

Hh»[ﬂu:mp; Lumﬂ-htmm-rrudmu shemild be ken -

Ir eiieslating the change in puschasing powér while the loan =
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-The data. available show that this condifion
is not uubmntiau!d as ldug aﬁ-mmumditr.p-rlcu
increase,  The gap between the twi rates,
which means 2 lofs to the savers, becomes wid-
er when. prices increase faster (s): MNominal
rates, excefit for the final period of uncontrol-
lable inflation, appear not to be affected by
changes in effective rates. This will be proved
also by the post-war period in Italy when better
yearly rnt\‘: averiges f:mm 1944 to 1947 become
available,

g - - The o mm:nqu:n:u of this ph:mmn
are evident.  The low rate policy could- mini-

- mize itd economic evil effects only if the ricel,

level were kept completely srable. But if the
Em:hamng power of the currency in which

ans and interest are denominated decreases
continuously and to a marked degree, the saver .
suffers, in addition to the loss from the artif-

 the meney-lender. shemld be based on Whe ehange in IM pﬁgﬂ
of goods in which he would otherwise [nves the smount of
muonéy be now. lends,  The rate sffered by the boirrower shoihd
be bl on the change i the prices of peodi in which he wanis
ro imwet the loan.. Therefode “the rational rate - shoild he ihe
mesting poind of these twn raies of demand and supply of mab.
£y, The comparison between pominal and effective rates mun
e et m g definite period of time, - Porecasts of price changes
diring this period will, however, be different Erom actial chas.
gei. IV for each yeis, a awiferm price inrreare iy ex , the
raee of intereut et will discount i exactly will nor be imcrems
ing but will remain conmamely highi ep, iF the corent mare,
when iprices are wighle, W% % and if prices rise st & yearly
rate of 14 5%, the noshisal rate (in ordér s remaim equal ta the’
efirctive onc) should be allo rrase from g 5 o an 4
in the first year of rlsing pr3 should then be bepy smable
at 30 % sudang s priecs rie WA yearly ‘v of 1850,
() By taking ‘the wholesale price index and jis variations
frim year wn year, and the capitalization rates of bong ferm and

¥ dentindiap It does not seem. r|ght to. take ke peneral . irvedeemuble Govermment bonds, e b ponible (o iee the P
Ht_l;ﬁﬂ. From a rational viewpoiat, the raic demanded by r.lmm; Eoetureurs BOA ALk AR Tl
kg : - o
K _ U % A FRANCE ITALY
Vi Cuprept | Figuili- | Comem | Bl Curreni | - Equilic | Correst Exquiti-
s samnanal brimm nominal | beium merminal | belum o inal birlsm
rite rate Take pte | e rire e o
,?'_;: 1543 110 ERT 247 afs | an 4. [a) 14 165
"'PH .14 LR .48 15 | oger ] agre e £
Ay .63 i e aiga 4. 09 209 6 1g — o -
it Im\i a.60 §.Ha 230 ifl. 40 335 | 7603 524 e
3 'I %
e quﬂ-—_, %80 088 L ase 2590 a2 17,00 (B} 540 fhy. R
a‘; ‘\
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o 1
clal control and fall in nominal rares, the los

of a part of the principal while the loan is out-
standing: The rigid rate poliey prevents the
savers from being compensated, at least in part,

by the small increase in_pepginal rates, as was
the case during previdifs wars, including the
-First World Wag: This policy is, thercfore,
another economically arbitrary couse of the decp
alteration in the distribution of wealth brought

~ about by war and inflatien; it aggravates the
privations of the' moncysaving and lending
class; it weakens the incentive 1o save,  These
logses tan be fully assesscd only when the cur-
rency has been affectively stabilized,

The possible larm and disturbances encount-
ered. by those industrics (e.p., banking, credit,
insurance) normally operating on the basis of
the economic detérmination of rates are anoth-

- er effect of the low rate policy. The artificial
. Iowering: of the rates may, at a certiin point,
affect the costs of these industrics in such a way
as to hinder or make less profiable their activ-

. dties. The increase in the outlay tor wages,

taxes, rents, compels credit institutions, for in-

 stange, to look for investments bearing rates of

imtérest much higher than those paid to depo-
sitors; if the policy being pursucd does not al-
low a sufficient differcnce: in rates, the effi-
ciency and regulatity of their operations may
be imperilled (6). . The arfificial lowering of -

*  rates has the cffective resubt of making more

expensive the service of banks to their clients;

Women Maogionale del Lavara

. 6. - It may be of interest to see whether fhe
artificial lowering of the interest rate may be
considéered as an - instrument of the policy of
:mcumc. recistribution oni behalf of the Jowe
income groups, fe., whether it may dircerly
contribute o an increase in the portion of the

- national income * which is allocated 1o Wrapes

this is proportionate to the quota of deposits, ~

asscts. and reserves that, by law, must be in-
vested in Government bonds or ather low inter-

- est-bearing public debt: Similar considerations

*may become counter-productive, '

-

. this business.

- hold good for insurance companies.

In this particular field, the Mw 4ate policy
: much as it
compels the banks to look for Investmients
yiclding more, and having 4 more stable pur-
chasing power, - than Government bonds and,
in general, investments yielding o fixed income.
The Government can neutralize these conse-

“quences anly by coercion, that later results in 2

deterioration in the activity and cfficiency of

6y -This p:iil'hi- been clenrly itustrased, in reldtion o the

" lialian bankieg satemn, by C. Dansciass Tumbenis i Capitali o&.

ropibedi, sagpes dellintereere, corn Baneard, in *" Rivisa Banca: .
ridalc May. e tayh. i

and’ salaries.

The classical tieory and the socialist the
ries dialectically derived therefrom, wouli war.
rant this assuniption, because their hypothesis
is that the social product is arithmetically divi.
ded between rent, interest-and profit, and Wi

ges. Therefore, a reduction in the amount & |

the natjonal product allocated to one of these
clementy automatically results in an increas in
thie unt allocated to the others; and viee
versa. The theory seems to have been confirm.
cd by the evints of the recent war (i some
countries) and for the postwar period fin many
countries),  In such countries, the portion of
.the national income represented by wages and
salaries and, in general, by income from labour,
has proportionally increased mueh more thin

in the past, owing to the rapid and suhstantial

increases in unit wages during the last four
years, ‘The fall in the interest rate ind the
iicrease in nominal wages are however ot
canse and effzce; their eoincidence is due ta. the

_concureent action of bther Factor ma'inl}'r m

etary. In a previous instance, in the yan
1926-35, facts proved differerit: ipterest rates
decreased dnd ar the same time nominal wags
and employment decreased (the fall in ral
wages being less marked). On the other hand,
it cannoe be denied than an artificial or poli

* tical decrease in interest rates may affect wape

increases; the relation is, however, more com-
plicated, more mediate and less uniform thn
that supposed by the classical theorists.
First of all, the relation warks through the
financial mecltinism: the smaller expenditure

-on the service of the public debt make it pos
sible to impose lighter taxes on wage-eamnen’
consumption, or to spend a larger share of the

revenue from taxation on service useful to wage:
earncrs. The main fact to notice is that the
means used to lower the interest rate and 10

. keep it low—new issues of governmental and

e
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i

hanking money—are the sante that are available
i the Gavernment for increasing social assist-
ase, raising the salarics of civil servants, or for
cirrying out public works that increase the de-
Tnand for Tabor.  In this way, wages rise, or are
ted from falling. The result is an in-
create in bank depasits, which permits a firther
apansion of the banking money requested by
tarinessmen for payment of wages. T|'H:Jmm:
ctures are at work in the lowering of interest
et and raising of wages; the process, how.
. ever, i1 artificial, temporary, and foreign to the
mechanism of the distribution of the social pro.
duet'as envisaged by classical economists.

* Furthermore, this policy, by lowering and
_fixing nominal intcrest rates at a time of rising
prices, leaves a greater profit to entrepreneurs
barrowing capital; they earn, to the loss of the
avers, the difference between nominal and ef-

frcive rates. A gredter number or business ac.
tmties thus become attractive resulting in a
greater demand for labor and in higher wages.
“Boen in this case, *however, the éffects of the.
bow rate Eguvng:s_nrc"mcdiat:,'subje'ct to the
ellects cii_ prohts: they result from temporary
. dmamic conditions, different from those on
which the classical theory had been built. When
prices are Stabilized, when new issues of money
uop; nominal rates tend to equal or to exceed

elfective rates, abnormal profits disappear, ahd .
oal} coercion can keep the artificial employ-

ment and wages of the previous period at the

i ! ‘
-.ln addition, new issues of money, which:
permit the Government to lower interest rates,

mike available to entrepreneurs additional

* means of payment for hiring more labor an
 paying higher wages. The classical scheme, on
. the contrary, presupposed a normal economy,

menetary stability, a system of distribution un-
affected by inflation and governmental inter- -

wention intended to lower interest rates-and o
o beep them low, Lk ' o
okt may be whether, lgiven monctary
sability and budgey equilibrium, qew ar-
tificial issues of money have been stopped, the
tificial lowering’ of the interest ratc alons

~ @uld increase the level of wages and employ-
ment.  The harm appears to be preater than

e

found in_the supply
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the benefit. It is in the interest of the wage.
earnees that the market supply the greatest pos-
sible amount of saving and that this amount
be invested in the most advantageous form (in |
this way, real and monetary income would tend
1o coincide), Un11,\'r.h_mugh an Gptimum and
contintous increase of the national prodiict can
an increase in-wages kesult in a substantial and
lasting betterment of the standard of living of
the wage-earning class, particularly when for-

" eign grants and consumption loans have ceased

to flow into the country, ; : ;
The low rate policy does not encourage an
increase in the supply of savings; as a matter of
fact, it favors a diminution of savings by the -
amount that marginal groups -would save in

consideration of a higher rate. Tt favors less

productive investments, inasmuch as gond as
well-zs bad entreprencurs have an equally fa-
vourable decess to the limited supply, of capital;
in this way, the optimum distribution of the
capital available i endangered, cven in subse-
quent periods.  Furthermore,- this policy st
mulates entrepencurs looking for al@rmatiye
factors of production to employ more capital, -
which has become eliedper than labour, which
has become more dptmi\::}?}. : _ z

The maost importa cquences are 1o be
saving for investment.
Once the amount and the purchasing power
of the currency have been stabilized, the sub-
jective preferential rates for immediately avail-
ablé goods are no longer lowered artificially by
the monetary conditions created by the Gov-
ernment; they contrast, therefore,. more and
more, with the low rates imposed on the mar-
ket by that policy, which, from this point of
view, tends to depress and not to increase em-
ployment and wages. = g

In conclusion, the artificially low interest
rate has not caused a rise in wages except indi-
rectly and temporarily. This has been the con-

- current result of the inflationary process. The
_redistribution of the national income so as to

increase the share composed of wages and sa-
laries has been made possible, and has been

{7) This pains wai illustrated by L. Faneocr i Salis con:
semiensa ¢ poopbiisl di pad palines di bape mpgie, op. o,
PP 31 and a3, : i e i



L ports and exports, i), :
.. immedistely swaitible poods (merchandie, seevices, mesns of
- paymsena), which decreased the flow of producs imemedisicly i

© Yanee of payments and “the

: impminugi

« the interess reies s prevented thew tram
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inostly fed, by new issue vernmental and
banking money: It is still to be seen what will
- happerr when thest issues come to an end,

7. - Characteristic of the last war were the
international transfers of capital in
forms different from the traditional  interest-
bearing loans that still prevailed during the
first world war. [t would take a long time to
analyze these figms of transfer, which have
survived the war and are still continuing under
the E.R.P. (8). The international loan of an
" econamic ' type is essentially justified by dif-
ferences in the interest rates, v.e, in the net yield
‘of loans, prevailing in the debtor and eréditor
-countries (g).. By lowering the rate in the bor-
rowing country and increasing it in the lend-
ing country, the economic international loan

- tends o bring the rates to the same level and to

ensure a better international distribution of ca-

- pital from the viewpoint of differences in net-

yields, . . :
~ When political consideration replace eco-
nomic ones in the negotiation of an internatio-

nal loan, its character and effects are changed, -
_ inasmuch as its rconamic conditions are chang-

) e m nrn-ru.r} o pomiler transfers derivieg From Lend.

Lease; I both directions, From gifts and iosns free of interest,

o bearing a lower rave than the current anc; massfers made
posrible by mercion exerelied b Cecupying Powerd (Umpaid [m-
In a1l cases there was a transfer GF

fizable in the donor or lnding or erparting magker, wiihein
any swurance of 3 peeient or e refund.© The digidice of
e from reacting.
a5 they’ should have done from an ecomamie “viewpoint, - the.
eomparative appeatial of present end Furure - goods, i

fah It would ‘appear that an indbrnaticial loan i profitahle
when the pet rate al- interrig paid abroad s fewcr than thes
which woald be paid inside the country, ‘sther things fprice
of isue, mumueity wilety) being equal. Thiv i, however, oaly
an index of the fandamental conditions wnderlying the hal-
dve soructirds of the ma.
tracting countrics, at least in wll cases when the eransfer af
capital, Imterest and iking installmenn, reudts i o peaafer

‘oftprodeen snd services fram the lending o the ddanr mar.

ket eitber directly or shroagh thisd masken, and viceversa,

~Therefore, & ieasonsblc fodgement on the convesience of a

faan Bar 13 make lpwo consideration the produalve capacity in
find m the increaic in exports that the losn will make pos-
the we 1 be made of the goods snd the changes that
resulf in imornstional relations, the. uatas of the: balance
pyments of the two countri, ec. All thesc coider
atians may make an isenat loan ot convenlear ervem
when there are subwrantial differences in the Enteress raies. and
in the supply of loan cipial.” '

o ; s %
i i N

all
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ed (uneconomical loans are granted; they m
granted at rates, at matuiities, cic., less profit

.; able than those of strictly economic loans; loam *

that would be profitable are not granted, ete.)
T"‘E"f"’?‘-' the effest on interest rates and on the
distribution of capital are aliered by non-ceo

nomic clemenits: the resulting deviations are. -

however, still relatively limited. .
The deviations resulting from  transfers
made for strictly political reasons of in’ aceord.

ance with a fong-term economic policy (and

therefore unrelated to interest rates and net
yield) ack much deeper and more far-reaching,

_The equilibrating trend of the interest raey
in the various markets is thus replaced by of.
fects that may e partly 4n the sime direction
but are in unequal proportions for the variou
countries involved in the transfer,

They are, moregyer, interwoven with other -

effects, political or economic, which require 3
particular inductive inquiry as they canne
~drawn from the ecanomic theory of interna-
tional loans. In the case of coervice transfers

of factors of praduction, unpaid requisitions,
etc., the economic constquences may cven con-

trast with those stated in the general theory, o
-pecially as regards the rates of interest (o).
. x & i o

8. - Another phﬁnum’r_nnn'i.if the war and

post-war period—hoarding of bank-notes. gold,

jewels, and the like—which, according m 2
widely-held opinion, has abnormally increased,
appears to be related to the low rate policy. It
' 1s my dpinion that estimates on this subject are

exaggerated; data derived from conversions of

currencies have not supplied accurate informa-
tion, as sometimes claimed. L
In any.case; granted that hoarding in gen-

eral has been very extensive in this period (3

it was the case during previous wars) and
that hoarding of the legal -:urf;?jr-hu most

likely heen higher than during previous wars, -

it would be interesting to know what influenes
 the low rate policy has had on this process.

. The hoarding of goods has presumably been
little influenced by the low rate policy; in fact -

-~ the main causes of anxiety 1 devaluation

{10} Fox 2 move dewailed. andlyis of this sbje, we: Gre

Beagarra: Ls franea dells guerre e del dopoguerra, Ulope
XXI, Tip. Ed, Chiarvens, .il.ln“ndrils gl /
: o :

i

. wt on the amount hoa

]

"o the legal currency and the mlmtplr;u main-

uin a relatively constant ]]Juvchmlng poweg ar,
31 |east, & mare stable level than that rfpfﬂ:i!t-
o I:Z deposits, Inans, and other assets denomi-
nated in the legal cureency. In view of this
ie and the dread of the fall in the pur-
chasing power of the cu:[_:gcy, the loss of inter-
ed was an almost

wifting factor.

_ O the other hand, it i.'.a.l"!l'lul:.bl: denied that

uieny savers have’preferred hoarding to loans
deneminated in the legal cyrrency just because
the nominal® interest rate was not sufficiently
high to discount the loss of the purchasing.
powsr of the currency while the loan was out-
sanding. : S

The low rate policy has j;ruh;ihly had a

r influence on the hoarding of bank-no-
45, since this did q}a::;imurc against devaluation
{the necessary dis-hoarding, later on,-with the
tank-nates-Aowing back into circulation, would
acceferate it).  That was the case of savers wha

' had kept full confidence in the currency. The

hoarding of bank-notes can only be explained
by the necessity to keep concealed Mmonetary
sapplies that may have derived from extra-legal
irangactions, of to keep them in a ready form

 when the registration of many investments be-

tame compulsory; it can also be explained by
the feeling that monetary supplies kept person-
dlly are more secure, or by -the certainty that'
they can be invested at any time, when a good

occasion arises. ' -
* These requirements could, however, be met

in ful] by short-term, tax-free, bearer’s Treasury

bonds or bills, payable at maturity upon de-
- mand, It would not hiave been impossible to
find an indifference point, ie. a sufficiently -
Eigh rate above which these investments would
o baye been. m '

ba attractive than hmrdin’,_,
e o :
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- rency, delayed the

L
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Therkfors the low rate, i}}r wm!;'cﬂing the im-
centive to part temporarily with available bank-
notes, has undoubtgdly increased, coererie pari-
bur, the hoardifg i legal currency, particu. -
Iai‘I}f bjl' the savers more sensitive to a high

cyleld; it has increased devaluation in subwe
* quent periods, when the fear of a currency con.
wversion, the increased taxes and, most import-

ant, the l_ﬂFid' increase in wages and prices of
the other factors of production, have brought
back into circulation the hoarded bank-notes. -

~ g - In conclusion, the 41:.;:“: considerations

“cast doubt on the economic convenience of the

low rate policy prevailing in public finance dur-
in the wat and post-war period, [t has allowed
the gaverning class to solve brilliantly the short-
term problems of public financing. But it has
increased the difficulties of post-war rehabilita:
tion, it has stimulated the preference for imme-
diate consumption of the national product when
it was necessary to maximize investments. It has
weakened the incentive to accumulate new real.
savings; encouraged warding of legal cur-
df real income, It
has effected an illusory redistribution of income

- which will beget new unrest and disturbance
- when new isue of currency stop and foreign

grants and’ favourable loans ceases.

If a normal economy  with budget equili-.
brium and stable money is to be restored, it
would be advisable tordiscard the menetary ma-

_neuvers and the-administrative restrictions that

have artificially controlled these, as well as
many other prices. It would likewise be advis-
able to leave the distribution of private incomes-
between consumption and saving to the free
play of the fundamental economic forces of
which the rate of interest is both 2 part and a
resule. .



