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Public Expenditure, Savings and Foreigi Loans
in the Development of Southern ltaly

PASQUALE

e
1. Effects of an :{Jﬂ'ﬁiqﬁm! Public Expendits-
re on Conramprion, Public Finawce and
the Halance of Payments,

The preconditidn. for an action designed

to raise the ceonomic level of a depressed area
is the sscertained fact that, side by side with
an insufficient lgvel of incomes and consump-
tion, there are productive factors lying idle;
more preciscly, there is 2 state of insufficiem
employment which the nawral growth of
current economic activities does not sccesd.in
eliminating or — sometimes — even in- atte-
nuating; in fact this state of unemployment
ofren shows a wendency o grow worse (1),
. The action to be taken in the case of Sou-
thern Iraly should be based op-the premise of
utilising only unexploited factors; tin other
words, it does not intend to achicve its purpose
with absolute priority over all other objectives,
depriving, if necessary, other enterprises already
under way of the factors they require.

This would be the premise of a war eco-
nomy; but in that case the action to.be taken

" should also provide for:

(a) the rationing of scarce factors;

(k) the adoption of forms of compulsory
savings in order to limit the demand for said
factors; :

. 5

{1) Obwicenly if the unexploied factors as€ io be of wo-
noanic walae, they mauwt be available En the tombination Aoers-
svary fow the proces of developmem w be wndotaken; thin
the cximscnes of 3 barge onemployed labour force wouid st
in iteelf be subficient, if this lthour force Sould mot be ooepliped
with otfer factors cither 1o supply directly the goods regquiresd
for the peesess of expansion o w smpply indirecity the goods
Luhni:usué in exchanpe for those which naticsal yrsadrocs
arc mnshle i swpply cronomiclly and mues consequently be
impeet

by

- mand for factars ini short supply;
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(c} the levying of taxes limiting the de-

{d) the beginning of an inflationary me
¥ement.

Since recourse to soch measures is not b
reseeable in the current Italian situation, it &
to be assumed that the action to be taken will
oot be allowed to avail fself of, productive
factors that are expected to be required for pi
vate and public enterprises already under way.

Since; then, private enterprise & (o be allo
wed ro-dispose of the factors it intends w -
lise and yet, despite this, in the deprossed ara
we are faced, on the one hand, by an insuff
cient exploitation of the “availablé factors and,
on the other, by an insufficient level of m-

" come, we arc bound o dmw the conclusion
that a process of development in the depresad
arca can only find its centre of propulsiopjis
public finance.

Past experience proves that governmentl
action limited only w promoting new enter
prises by means of facilitations and cocodr:
gements of various kinds granted to privat
enterprise would be unable to achieve sarsfee

results, owing to the abserice of senviromr-.
E’me mndkiucﬂsgand autlet markets such

e

would be necrssary to cnsuré the success of
new undertakings, :
Consenquently, governmenral action cn
only be imagined in the form of additional i
VESLmENt  €X| iture, contributing, on
onc hand, to create plants and engendering
on the other, a supplementary demand for
consumer goods, thus creating not only a higher
standard of living, but also an outlet for new
enterprises,
Under the circumstances it would not,
a general rule, be logical to cxpect public expes:
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diture 1o be used to install new industries, since

-if they are not profitable for private enterprise,

they are Imn:lljr iﬂcrl'_r to be so for the State,
Quite apart from the Eact that it would be diffi-
cult to coneiliate a mainly private industrial ap-

ratus in Northen Iialy with a mainly natio-
nalised apparatus in the South. In the industrial
sector, therefore, governmental action should be
limited to supplying the above mentioned faci-
Jitations and to completing the capital contri-
buted by entrepredcurs and by lh;’wﬂinnrf
money market ta private entérprises induc‘:d by
the public expenditure, :

In shost, pubHc txpcnditurc should be de-
vated to the four main types given below:

’ 1) of a social nature :

{a) works whose parpose is gradually to
bring kiving conditions in the more backward
areas up to the level of the rest of the country
{water supply, schoals, hospitals, sewerages and
aher public works);
= (b) civilan construcnon which will gra-
dually improve the housing situation in the
mast overcrowded localities;

2ofa :.En'n‘i'y cronomic mifnre

{2} projects for the exploitation of local
roourees (land  reclamation, roads, railways,

. harhours, power stations, prospecting for m_i-

nerals);

{b}-fmancing of private enterprises, par-
ticulary those of an industrial nature, induced
by public expenditure, as explained above.

The performance of the works paid for out
of public expenditure will immediately result
in two benehts, since part of the funds will be
distribured as wages, while
be used to order marerials from other enter-
prises which, in turn, will sct new processes
guing by paying new wages and ordering new

ials ar a less advanced stage of production.
During the whole process, mareover, taxes will

be levied; besides, a part of the materials roqui-

red will be imported. ;

The payment of wages, morcover, will re-
wilt in savings and in a demand for consumer
goods. In the same category as savings we may
place the
of moncy deposits on the part of enterprises; in
the me category as tixes, on the other hafid,

#
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of them will

yment of debts and the formaton

L7

we may place other fiscal benefits resulting from
the execution of the plan, such ar withdrawals
and other burdens and social contributicns borne
by the enterprises and workers carrying out the
investmnent plan, as well as the reduced expen-
diture on Llht'rl)]:]u}«m.tm benefit and  other
special forms of assistance granted to the de-
pressed afca )

The proportions in which the additional pu-
blic expendituee will be teansformed into wages
savings, taxes and demand for imported good,
as well as the rate at which such-transformation
will take place, dz"iu'mli-un a number of factors:
the nature gf:.tla:"\_lg'?rks pcrfunpc:!, the struc-
ture and level of Pri:'ﬁ'isz incomes, the fscal
system, the nature and quamtity of the factors
available as compared with the factors required
for the process of investments,

With reference to the type of works mentio-
ned abeve, the per cent divison of public expen-
diture may be estimated more or less as fpllGws ;

(@) savings: in consideration of the fact
that a large portion of the ngwly formed income
will go to workers in the depressed area and
of the great propensity to consume of the in-
habitants of said arcas, savings are likely ta)be
negligible. There will however be enterprises
that will pay their debts or form deposits with
the cash they receive as a resalt of their increa-

sed activity; we may therefore estimate the Jar-

ger amount of liguid meney placed on the
market by new investments at 5 per cent;

(b) sazes: sin:#&l pressure in ll::li%f
amounts to. 20-25%% national income and,
once more taking into account the speeial na-
ture gf the ineome induced by the new invest-
ments and the importance of indirece taxation
in our tax system, tax collections are estimatod
at 12 per cent; the benefit deriving to the bud-
get from the drop in unemployment subsidics
and other assistance to the depressed area and
from the increase in the insurance premiums
paid by entreprises and workers engaged in the
investment plan is estimated at 10 per cent of
the expenditure; :

{c) imports: we need hardly go into a de-
tailed technical dissertation proving that the
programmes being considered will be able
avail themselves of large quantities of unutili-
sed productive factours currently available in

/
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* Ttaly; also the process of industrialisation men-
tioned in item 2) (b) would call almost exclusi-
- wely for machinery thar can be gbtained in our
.country. Imports, consequently, will consist
toainly of the raw mnlt-:p:.k\ used to manufac-
ture the products requiréd for the public works;
their amount may be estimated at about 7 per

cent, namely a little less than half the present™

ratio of imports to national income;

{d) concumpion: the proportion that will
be devated o consumption is now obtained by
drawing the difference between 100 and the
p:rccﬁl::gcs calealated so far, the result being 66.

Public investment expenditure of 100 may
therefore be divided as Eollows:

EAVEREE . .. . . . e e . §
taxes and other fiscal bemefits . . . 22
impert . . . . . LT =
cofsumption oo L]

Totaf . . ., . . o0

The process of converting public expendi- .

ture into purchasing power in the hands of con-
sumers, additional fiscal receipts, increased sa-
vitigs and increased imports of industrial aw
marterials does not last long in the case of works
of the type to be undertaken in Southern ltaly;
it would last longer if the public expendinure
were to be used; for idstance, 1o build a war
factory. From the very first round a large part
of the expenditure is converted into wages and,
for the rest, into orders for materials of easy
and current production. For these reasons we
may assume that the public expenditure of the
first two months will be divided in the propor-
tions given above during the next two months.
What happens in the follewing period of
two months? The larger demand for commo-
dities is in tem converted, through the enter-
prises supplying said cotmodities, into savings,
ixes, imports and consumption. While we
may assume, however, that savings and taxes
will continue in the same proportion, the de-
mand for imported goods will increase consi-
deralily, since the growing consumption of
foodstuffs will resile in larger import require-
ments, domestic resources being  pracuically
exhausmed, ;
. Since the ratio of imports to national in-
tome in Italy is about 16 per cent, the ratio

i
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which the imports induced by an increase i ¥
income bear to that increase in income canng
be estimated at less than 25 per cent of the
effective domestic demand manifested by con-
surers (2)-

The division of expenditure in the seead
perind may therefore be caleulated as follow,
with reference to the effective demand of 64

inerease in income during second perfod 6
tr be dedueted : .
memgs (5% . . . o . . &3
faxes {2250y . . - . . . 538 .
....... ni
efeetive demand . . . . L a4 . s
of which, imports (25 7 of 48.2) . iz
tm:ll..ufxp-ﬁnu of goods and sl:r'l:'i.:ﬂ atzd o
T%ices on the home market | . it

Consumption during the second - perind
results in twen in new “savings, taxcs, import
and consequently new consumption and so on,
in a succession that slows down progressvey.

We may assume the period required for the
completion of such a process of propagation to
be two months and its total effecs may be o
presented as follows:
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Fiom the figures given above it would
appear that inasfar as the additional expendiwe
Jeads 1o an ncrease in irnpons — whirh;_ we
have ecstimated at about 34 per cent of the
qmount of public expenditure — it; adversely
affects the balance of payments; in-order, the-
tefore, that the latter may be restored fo the
position prevailing before the programme was
initiated, an expansion of cxpors 18 necessary.

This expansion of exports will take some
time, hiowever, and it is in order to be able wo
tide over this period, which may be quite Jong,
that a programme aiming at developing a
packward arca must be able to count on foreign
ajital. The recsublishing of the former equi-
thriem of the Yalance of payments by means
of an increase in exports Jeads to a further in-
crease in productive activities.and consequently
in consumptivn, savings and fiscal revenue (3).

Regarding the relation of public expeniditure
w the balance of trade, we may therefore ima-
ine two opposite pasitions: a first position in
ﬁ'hid! the imports induced by greater public

- expenditure are all financed by foreign loans

(with the results set forth in the table given
shove), arid & secomd position in which the
induced increase in imports is completely offset
by an increase in expons.

The following table gives a comparison of
the effects of additional public expenditure in
the two aforesaid positions, all the asumptions

st forth in this analysis remaining unchanged:-

ALTERMATIVE TOTAL EFFECTS Tanix 11
OF AN ADDITIONAL PUBLIC INVESTMENT
EXPFENDITURE = 100
{in percesiape of the pulbﬁi.r expendibare)

| fsf stage i

I imports <. impofts

| fimapced by | covered by L

% foreign loans|  exparts

i i |3

| Megonal Enome L us § | \ o 4

| Savings i : iz h | ih 5
Tases i oty Fcal bepe I ]

fin .h;_*:--.x.m.*. : 545 | i

Foeign loam M5 o i

I Wn&ﬂmn&ﬂ: 146 % un-{ |

(e § i |
1) dometic ronsumplion e L VT

!ﬁ}u{nu _v—f"'"f_“'\\:ﬁ':é il

1 Tlme. exparty will resuly ja new import reguircments
ind i further repereundons which we do nor intend to g
iy Jewe, »

-

Lamd stage Tt

4

Maturally the cffecs of public cxpenditurc
increase -HOPOTANCE 38 NEW CXPOML CUrTEnts
come inte being; the increase in demand rises
from 146%, of public cxpenditure w 2709, and
the increase in fiscal revenue from 545 to
B, -
The perind of propagation i3 of course lon-
gers table 1 shows that the effects of the expen-
diture are felt to an appreciable extent up to
the seventh two-monthly period, namely - if
recourse has been had to a forcign ldam e
up to one year after the initial investment.

1f an expansion of exports s accomplished,
the effects will continue -to make themselves
felt uniil almost the end of the third year,_star-
tindr from the two-monthly period in which the
public funds are spent, 5"

The following chart mgy serve as-an illu-
stration of the process we have just described :

EHART 1
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At a third stage, exports should expand still
farther in order to provide the funds required
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_ for the servicing of the foreign loans negotiated
for the execution of the investement plan.

“IL Relation between Public Investement Ex-
v penditure and Private Investments,

In the previous Rcmﬂr_ considered the
effects qesulting grer time from pustc invest-

ment expenditure gecurring in a given period ~

assumed to cover two months: obviowsly we
must imagine 2 long series of such periods. To
the decreasing serics of effects arising from the
investments of the first perind with regard w
consyfnption, taxes, savings, imports pod ex-
ports, a sccondsseries must be added, a third
series ad so on, starting respectively from the
second and  third Ft'ril::l.{ and so on, all the
end of the programme. i

Let ws suppose that the. public cxpendinere
cilled for by the investment plan remains con-
stant throughout the ensuing two-manthly
rods: what will happen will be that in the
second | two-monthly  period  the  secondisy

‘effccts of the public cxpenditure of the first

twosmonthly period will be” o the pri-
miry effects of the cxpenditure of the sccond
two-mnonthly period. In the third two-monthly
period, the third wave of the first expenditure,
the second. wave of the second expendimre
and the first effects of the new expenditure will
all combine together and so forth and so on.

Consequently consumption, taxes, savings,
im and rts will follow an upward
rrc?unti] l:h?ﬂuﬁcrts of the ::Pm.dilfm of
the first period are completely exhausted. From
this moment onwards, if ex itire continges
at a constant level, the aforesaid effects will
remain stabilised ar the highest level reached.

It should be remarked, however, With re-
gard to the above assumption according to which
the level of public expenditure remaine con-
stant, that a plan of dhvestments aiming at
raising the economic level in a depressed area
can only be developed gradually up to the extent
required by the namure of the problems awaiting
a solution.

Even if labour, raw materials and productive
capacity are available in large quantitics, there
15 always one factor thit is insufficient i de-
pressed areas in relation to a large scale pro-
gromme — this is organisation. %

Certainly it @5 a factor that can he i
creased rapidly: novertheless it is necessary 1
foresee that public expenditure will expang
gradually during the successive periods o
which our study is based.

And since, as has already been said, then
should be'a pradual development of ey
aiming ﬁrsﬂ}'gnt r:-rstnhlishr;::g the me-'i::
equilibrium of the halance of payments ang
secondly at servicing the forcign loans aepy
tiated in order to be able to carey out the plan,
we how come upon three elements which give
a progressive character o the process of de
velopment in the depressed area:

{a) the accumulation in each period of e
effects of a ‘growing scries of cxpendium
effccted in the previous periods;

{1 the gradualness of public expendine:
which is imposed by the above mentioned eck
nical considerations.

{c) the gridual development.of new expon
currents, :

The public expenditure resulting from the

investment plan leads, therefore, to an incease
in demand for three types of goods:

{2) consumer goods;

(b} materials required for the investmen
plan; !
(&) export products,

Consequently there is bound to be an in-
crease in the activity of the coscerns smanofe-.
turing the forefoing products and, as soon o
such concerns sec that they cin gxpect grea

profits, plant renewal will be specded up in

the scctors where the productive capacicy was
excessive and new plant will be built wher
capagity was only just sufficient. This will cause

a supplﬂnml::lr}l flow of investments or, in odher.

words, what is known as an acceleration o
clrrent investments.

These investments will mainly come from
private sources or from local agencies, commi-
nal organisations ete.; it is perhaps the most
interesting aspect of the process inasmuch .
if it is properly dirccted and sustained, it help
to bring about that change in the productise
pattern of the depressed area which, at a certait
moment, should make it possible to reduce the
flow of public invesrments. Particularly so #

e
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the currert of private investments induced by
public expenditure will in turn influence con-
sumption, savings, imports, cxports and ncw
investriients. o

In order to make the line of thought we
are following still clearer, we will attribute va-

lues also to the process of acceleration of invest--

b

ments generated ic expenditure.
Considering ﬂrﬂﬂl thaﬁi our country

few investments are equal to about one Afth

of national income, let us assume that the new

investmienits and extraordinary renewal of plant

mduced by public expenditure will also be

gquz], on an average, to a fifth of the income
induced by said expenditure (4).

{4} Obvicusly this valustion i opes io sevious objectons.
s Bvoer of the atwibuien’' of & very low valee o the acorbe.

-‘Iﬁn_mﬁum the exinence in July of 3 cermin of =«

If we attribute the same effects :'u'priiratc '

and public investments, we shall have w in-

ercase the values giv Ahe previous diagram
by one fifth, F

Taken as a whole, the process will then
appear to us as in the chart 2 above, always
leaving out the increase in imports caused by
the expansion of exports (5}

(5} The acceleration -of inveaments induced by public ex-
peadizuze may call for a larger ameant D\{‘ manetary - capital
tban ean be pronided by the p.ﬁinp. gen:mn! by the ame
rublic expendinare, :

This B the case rouding freen the fgures goven abewe,
which show inducrd peivase investment requircments amoant-
ing te 20 per cent of public expendiure and wavings ameunting
o only § per conk,

Under these ciremstances, [f ibe initially mestenal con-
ditian of not wsbttacsing  fundi from carrent s isvestments asd
i d with the invedmscet phas i s be

Saslived preciuctive capecity; on the other hand, in favour
of Bigh valucy melitates ‘the facy that the investmenss roquired
hnﬂri-'j'ﬂ'lnipwa@_uujuntrru!mnrqual 1 the valpl’of
'ﬂ!ﬂﬂwtpn nrme:ndmuéuﬁ.fm al jrs walue.

L er. it s ssry o ey thag the sccelesanian

o the process el renevral and of pew igvesrmen mnot bat

B9 & very irvegular pace. sines Bt depends on the margin of
Etiied productive caparicy, om the degree of mechanisstion
Peviling in phe facioeies thar are renewed ar enlarged and
8 number of other cirumtances,

o P el
_oiperved, the gap between savings and the funds peeded for

private imvestments will have s be Rlled by public cxpen-
difuire % will be remembersid, the [our groupe af iavesmmenny
smong which pubisc cxpendinee B to be divided 2l inchude
the financing of peivaie enterprisss which bave become peofi-
inhle a3 3 rewle of the invotment plan. Tr will be peecisely
this type of cxpendiere that will have o be developed 10 2
sclficient degiee o cover the  differcnec beoween the new
capial noeded for private iove and the i ion of
Bcw MehELIry savingy.
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Arthis poine it would be interesting to
try toe valuate the results which may be obtained
through State action of the rype described; ho-

- wever such a valuation cannot be made through
.+ comparison between 3 given initial posinon
of equilibrivm or :!isy}ui'h'l;!ﬂum and another
position reached at thef end of the period con-

sidereid as a result of the aforesaid hypothetical |

action. i
The action hasindeed induced a whole sex of
changes: in-national income, in COnSUmpLion,
in svings, in irn]:mrl:, in exports, in the volume
af inyestments, Fubi:ic finance and so an. As
result of these changes the disequilibrivm has
been attenuated in certain cases and has been
increased in others; unemployment has dimi-
nished, consumption has inereased, the balance
of paymenes has taken a turn for the worse and
the budget deficit has increased. How can all
this be expressed with reference to a single,
synthetich initial position?

In other words, the economic system we

" are considering presents different aspects, each

expressing itself in a particular bals

" Thus we have a balance of employment,
that is 1 say of demand and supply of labour,
a balance of cective demand and production
from which may be drawn particular balances
of savings and few inyestments, of wear and
tear of the existing plant and their renewal and
upkeep. There is also a batunce of foreign trade
and’ lastly, limiting wur survey to the .most
important aspects of economic life, a balance
of public finances.

Some of these balances appeaar in equili-
brium, whereas others do not; in all of them
forces are operating that tend to change the
existing positons; further, all balances are in-
terdependent, inasmuch none of them can,
by its proprer equilibrium, restore the equili-
brium of the others.

The contrary is more likely, as a martter of
fact: restoring the equilibrium of the balance
of employment may, in the beginning, involve
the upsetting of the equilibriom of the budge
and of the balince of trade; on the other hand,
o comcentrate on restoring the equilibritom of
the budger may mean upsetting the balance of
employment and the savings-investments ratio,

Consequently, it is necessary to choose the

systern of  disequilibrivm  and equilibiug .

which is most advantageous, at the time, i
order to achieve the desired ends, assurning,
as modeen economic policy docs, thar;

(a) there is a general interest, entrused
to the State, in the fullest possibile utilisation of
the factors available;

{b) this viilisation, as well as the type of
income distribution most in keeping with e
interests and ideals of the sta[{‘tﬂmmiiiﬂg P
cial forces, cannot always he achieved through
the efforts of private enterprise alone.

Having made this point, we miay now sm
up what has bern said so far by stating thy,
in depressed areas, governmental sction mm
aim__;t-fdtmﬁdﬁﬂg the direguiltbrinm exiing
in the balonce of employment, by deliberudy
upseiting the balance of public fingnee and
preparing to Jace o disequilibrigm of the b
lance of payments. :

The limits within which these various ypes
of disequilibrium must he kept are obviowly
determined ot only by twchnical bug alsg by
political factors; consequently they are owide
the scope of this paper (fi). :

We will instead merely complee the pre
vious schematisation by giving the following
chart 3 showing the ner variations cecurring in
the :,'e.g:rf}l — ng longer twa-monthly — Belancer
mentioned above, - i

From the Ghove chart it appears that fee
a first group of balances the original disequi
librium has been attenuated: this group includs -
income and consemption (7).

In the sccond group we find the three k-
lances in which an anti-depression policy, 1o

the beginning, increases the already cxsting

disequilibrium: they refer to public finane,
the balance of trade and the ratio of monetry
savings to new investments,

(6) Here we may agiin refer woa war reonomy A @1
e in which cersain nbjectives become more imporunt e
the peprervaiion of the cquilibeium of the St tudge aad the
balaece of payments. i

i7} The devclapment ‘of income — which indude puble
isvestments, cmsumption, coporn and inducod privess v
meniy — might spprenimasely b wken a e index of e
increase in employmenr,

Pt
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Sipce this paper has always rcferred o in-
crements of pu!:lic cxpenditure, consumptiof,
o and o on, there is no possibility of
etimating the size of any disequilibriuo as
compared with the”initlal position; we. may
however compare. the varations i disequili-

tion of one to five and one o seven, ti]:hudgﬂ:t
defcit falls=from 1w g0 while the deficit in”
the balanee-af trade increases from 1 to 2.80,
liodvever at a decreasing rate. Also the excess
of investnents over savings follows a decreasing
trend.
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- brium occurring in the various yrarly periods,

taking the first year as a basis: :

L Tasee 101

NET VARIATIONS RESULTING FROM AM INCRESING
"PUBLIC IMVESTMENT EXPENDITURE

(fizst year wariation = roo) (a)

B

e fw-,ud grd
per | year | yef

gth
R

Ismme and employmen ' T @zm | 36§ | Soo

Comsmmiption ., .. .| 100 :53515;-%!&:
Bodgerdehienn, . .o. o poxge bipen Pl
Trade el . 0 [ 100 } 2ty | 258 | zia
Ereems of privae imveste | i i i

meing e L0 UL [ =aB ] 1o | 1Ba iz
14} Por the savimgs-private [avestiicnss ratio the secomd yeir
Teiztion bai beert takitm o the bedy

The above figures :J'u:rw that, whercas in

wome and consumption increase in the propor-

All these figures go to prove that — assu-
ming an adequate increase in exports — the
State budget, the halance of trade and the ratio
of savings to investments would tend to return
1o the initial position even in the presence of
a progressively expanding  employment and
consumption, : i

1. - Relation betewern Public Investment Ex--
penditure and Foreign Loans,

As we already mentioned in the first sect-
ion mew imports may reach 34 per cent of

. public expenditure, given the ‘cconomic struc-

ture of pur country: we also saw in the second
section that the demand for imported goods
is further increased by the acceleration of invest-
ments. According to the assumption contained
in this lateer section the value of the imports
resulting from additional public expenditure
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would be one Rfth higher, thus amounting to
over 4o, of the amount of the public expen-
diture which induced the imports. Accurate
" enquiries regarding the income and consumpt-
fon pattern in the regions of Southern Iraly
might reveal even higher percentages.
The beginnig of a programme of public i
vestments aiming at overcpming a state of eco-
nomic depression is d, therefore, to come

as a blow 1o the existing equilibrium of the

balance of payments.

The blow ‘is particularly hard with regard
to the structure of comsumption and 10 the
productive possibilities of our coumry, not so
much because of the necessity of covering re-
quirements arising directly from the execurion
of the programme of investrnents as becanse of
the growing demand for foodstuffs and im-
ported raw materials deriving from the higher
standard of living resulting from the process
of development. . -

However the imports required in order (a)
to carry out the works considered by the ininal
public investment programmes, (b) to meet the

‘demand for consumer goods induced by the .

fatter, (c) to feed new export currénts and (d)
to-keep pace with the acceleration of private
investments, will be progressively determined,
in quantity and in quality, in relation with the
overall changes taking place in the whole of
the country's cconomy: )

The effects oni imports of an additional vo-
lume of invesiments will be greatly different
in an cconomy working to the wtmost of s
capacity like in Great Britain and in an eco-
nomy like ours, which stll has considerable
uncxploited capacity. They will differ in an
cconomy such as that of Yougoslavia, where
low technical standards make a_rapid expansion
of the productive capacity out of the question,
and in an cconomy where such an expansion
is possible, as in our case. During the initial
stage when the flow of investments and con-
sumption is increating, the volume of imports
required will vary according to whether or
not the tempo of increase is in keeping with
the capacity of our productive apparatus
expand sufficiently 0 meer this growing
demand. -
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For instance, if cement has to ben imparted
at a coreain tempo, a lower tempo will aflow
for imports of machinery to cquip new cemen

factories, while at a still lower tempor it will be

sufficient to import the steel required by the
italian factories manuiscturing cement-making
machines or even the scrap iron necded for
inereasing the domestc output of steel,

Now, what is our position regarding th:
availability of productive factors? We know
that:

{2) part of the productive capacity of our
industries is not being utiliz=d;

(b} our technical standards are high and
capable, within a reasonable period of time, of
farther expanding the aforesaid productive o
pacity; . ‘ ;

(£} considerable numbers of worken
could Fapidly be trained in order to meer the
needs of expanding production.

Consequently, dur country has ample op
portiunitics for a palicy aiming at raising the
economic level of Southiern Italf. One might
almnost say that such action should be favoured
rather than hampercd by the other cconomic
interests of our ceuntry, :

Regarding the possibility of expandinglow
exports, for instance, there is no dbulbt that,
once a home market is created for certain fo
reign gpoods now being offered to our exporten
in exchange for Italian goods, they will be able
o expand appreciably, mking into account the
unutilised margines of productive capacity ois
ting in certain sectors of our econonly.

Thus, the recovery of certain  industris
branches, such as the engineering indistry,
might be favoured by a policy of public expa- ~
ditare in Southern Ialy: it is sofficent ©
consider, on the one hand, the list of product
being offered to Italy by foreign countrics m

exchange for our machine exports, and, on the

other hand, the benefits that would derive from
a flow of such products w the exhausted oo
nomy of Southern [taly.

And, once the unutilised capacity were o
pl-nciied, betrer market prospects might g_i'r: fise
to an cxpansion of productive capacity. In
view ‘of Italy's satisfactory technical level, the
demand for capital goods arising from th
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cxpansion could, to a grear extent, be conve-
miently met by the home miatket.

Naturally this docs not mean that forcign
capitals are not indispensable in large amount
far such a programme; it merely means that
import requirements will shift over from capi-
1l goods which can be manufactured in- Traly
i the raw materials needed o make them, to
the foodstufls and again to- the raw materials

ired to satisfy the increase in consufiption
induced by the aforesaid domestic production
of capital goods.

Hewever, since the expansion. of exports
cannot but develop later than the demand for
imported goods induced by public expenditure,
foreign capital will be needed to start the plan
of investmenesy and the amount of fa_rc'ig_n -
gital needed will be determined by the ratio
of imports to public rxpenditure and the
wempa at which the exports induced by the
investment plan will expand.

WV - dnticyele Policy versus Anti-depression
Palicy., '

Any governrgental action i]i:':ting at the uti-
lisation — in a situation of stable currency — of
the factirs available in a depressed arca, inclu-
ding the goods obtainable inexchange for larger
exports or from the proceeds of foreign loans,
i undoubtedly beset with difficulties and
hazards etill in great part unexplored.

The general line of thought followed by
scuntemparary cconemists concerning the diffu-
gon of the effects of additional public expen-
diture, which is that on which this cnquiry is
founded, does not in fact fit completely into
the framework within which a proper policy
for the depressed area myst be carricd out.

This linc of thought considers mainly':'l:{c.

wariows situations arising in the course of a
business eycle and points out the mew tasks
which — in a cyclical cconomy — must be

tken on by the State at the different stages.
of the cyele in order to cnsure the smooth .

working of a system which, as far as posgible,
must always be based ‘on| private enterprisc.

The reasennig, as is well. , is based
ta the fact that investments and i

ption

increase and decrease together. An expansion
of consumption is an incentive to invest more;
on -the other hdnd, if there is o drop in con-
sumption, fot only do investments decrease or
cease completely, but even the remewal of plants
is delayed or suspended. In the same way an
increase ar decrease in investments speeds up
or depresses consumption and this in tum
affects investments again,  Either in one di-
rection or in aniither, therefore, forces are set
in motion which’make it more and more diffi-
cult to restore equilibrium, by which we mean
a situation in which all the available factors
are employed and prices remain stable. Omitt-
ing for the moment to cxamine how these
movements can be checked, we are faced by
the alternative cither of inflationary movements
— that is to say of a demand exceeding the
available Factors — or of deflationary move-
ments — namely towards, situations in which
large quantities of available Ffactors' remain
inaitive, B

There is no denying that in such a situﬁliun
governmental action, aiming at opposing the
general wpward or downward trend, is fully
justified and, in principle, no longer questioned
to day. oy .

Rather it is interesting to compare the
conditions of a' governméntal policy in the
depression phase bsiness cycle with the
situation that musl®be faced in a depressed
area, - i -

During a slump, savings arc not fully ueili-
sed for investments dnd, consequently, a gro-
wing atvailability of idle productive factors
appears: in such a situation governmental po-
licy, by deliberately incurring additional ex-
penditure not covered by reveque — that is
to say creating a budger deficit — endeavours
to employ and, as a result of the cfects of this
policy, induce others o employ the largest
possible amount of unusilised factors. :

Naturally, governmental action is conceived
as transitory: varied as opinions are, coneer-
ning the form to be taken by said action, it
is, rally a that if it is taken in time
and with sufficient energy, that is to say if -
the State compensates private expenditure with
a sufficient amount of public expenditure, there
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will be an ncreasing fow of private investment
which will soon make any further governmen-
" tal action of an anticyclical nature superfluons,
The anti-cycle action to which, we repeat,
wsually economic doctsinf refers to(8), is very
different from the action demanded on the

basis of the same Jine "of thought in the case~

of a non transitory economic depression,
The diffcrenecs may be summed up as
follows : : ’

a) anti-depression action cannot be con-
coived merely as a helping hand designed to
st going againa system that has got jammed,
bur i able to operate at a satisfactory fevel
with its own forces. Where backward areas
are coneerned, governmental action has to be
protracted for a long tme; «in our case, for
instance, for a period which cannot even be
determined, -in any case more than one gene-
ratthn; ’

(b} governmental action which does not -

" aim-at « pump-priming » 4n cfficient pro-
ductive mechanism which has temporarily got
jasamed, bur carries out low-profie works
mostly of a merely social value, cannot expect
a rapid increase in the volume of production
proportionate to the volume of invesmmentd;

{c) idle factors in backward areas are not
maiched by a mass of monetary dwvings left
unutilised by private enterprise and which the
State can draw upan to carry out its investment
policy. {

The three above-mentioned points characte-
rising the situation. in a backward arez decply
affect the modalities of governmental action
such as it is usually sugpested in the case of
anti-cycle action; and this despite the fact that
the common fraturc of factors not being used
by private enterprise and only exploitable as
a result of povernmental action would appear
to justify the same modalities both for anti-
cycle and anti-depression policy.

Let us briefly examine the three points of
differentiation mentioned above (g).

% Cir. AL H. Huomex, Piresl Pollcy and Bedarn Cpoles,
New Yok i, p, o1, ;
i imh For a brillians deussion of various point related 1o
this peijet ser F. oa Fowrm, Sholi beywedewi, Milano 1049,
P 35 apd perenr 5

Regarding the first point — the longy
duration of governmental acvion — greay e,
portance is assumed not so much by the intengiy
and timeliiess of the aciion — as in the cap
of anticyrle policy — as by the capaciy of
public cconomy to persevere in its effort ingg.
sifying it progressively.

Conscquently, the balance of payments wil
be subjected to a growing pressure, which leaks
us to the conclusion that a programme of e
nomic development in a depressed area cannot
be undertaken unless ample funds are availshl
from abroad, ensering the Fnssil:jiit:,-_ of ine-
grating the factors available on the hoe
market with those which will have to be
purchased abroad.

The second point governing prblic adic
in a backward area — naneely the impossibility
of obtaining’ a large and swift increse
the volume of production as s the case of
anti-cyele action — also gives rise to particularly
serious problems.

What we propose to dc, in substance, is
use public expenditure to increase the 51]5?']‘
of certain économic and social endewments of
cutstanding interest for the depressed area —
land reclamation, houses, aqueducts, harbours,
schools, hospitals, etc. — and this increased
endowment will be accompanied by an increse
in consumption : now, this increase in <o ;
tion may well sustrip the increase in produe ™
tion induced by the investmints,

In this regard, a distinction must be mads,
in the case of developmental programmes which
are not of an anti-<yclical nature, between in-
vestments aiming at valorising insufficienty
utilised natural resources, the exploitation of
which responds to recognised calculations of
economic profitability, and programmes to bt
carried out in regions where the level of con-
sumpticti is low, employment insufficicnt and
the resources economically exploitable scarce,
In short, it is neccssary to make a distinction
betwaen underdeveloped regions — such as the
Argentine — and depressed areas.

Obviously the expansion of consumption
will need to be constantly controlled in de
pressed areas with reference to the expansion
achicved by producrion. M&m be 2

|

Tubtic Expemlituge, Bavispgs and Feeelge Loase in the ]erl.fmlrrit al Sothern by 15y

discrepanicy breween the two trends, however,
it docs net necessarily follow thar the process of
investments should He slowed down, provided
of courte that the needed Factors are available,

If this oceurs, it is necessary to take mea-
sures to madify the ratio of mnsumpiun to
paldic expendicure so that, while public expen-
gwre proceeds in conformity with the pro-
grammes drawn up, consumption increases at
3 more moderate rate such as is warranted by
the quantity of consurtier poods available,

1t would indeed be absurd to renounce to
invesments justified by the available factors,
jt because it is-not possible to raise consump-
tion above a certain !avej_.

We thus find ourselves @ the presence of a
situation very similar to that of a typical war
econnmy characterised (10), as we all know, by
2 sharp increase in investments accompanied
by the control of consumption. Since we have
excluded from the very beginning the adoption
of rationing as an instrument of economic
amion and want, at the same tnie, to aveid
inflatioiiary movements, and since there would

e no senis= in adopting a system of compulsory

savings, inasmuch as the consumer goods which
are not available today cannot be expected to
ke available tomorrow to the people in whise
hands income flows today, there is no choice
4t have recourse to the fiscal instrument. That
is tn say, taxcs on consumption must be intro-
docerd in order to reduce the propensity o
comsume, limiting it to the amount of consu-
mer poods available. _

These brief notes clearly show the decisive
tile that may be played by an efficient fiscal
smrm when public expenditure &5 large and
increasing as will be the case once large scale
economic action s taken in favour of the de
pressed area.

But the-most relevant difference between
anticyele and anti-depression action is that in
depressed arcas the unexploited factors arc not
matched by 2 mass of monetary-savings waiting

to be invested, On the contrary, there is usually

{ta) Oy, The Eresninis of Full F,aﬂmru, Dixford 1044,
o P TV Al ] R, Hiems, Weorld Ercorery afier War -
A Thraresicail Anslysis, in & The o il ks 1347

in depressed.areas an acute shortage of wone.
tary capital and very high rates of inecrest.

In such a situation, despite the government's
endeavours to ekploit only idle factors and net
to deprive other public and privaw enterprises
already under way of the resources they need,
an issue of publip sccurities aiming at covering
the increased budget - deficit would deprive
other enterprises of the funds they require 10
procecd with their programmes at the Fhtici-
pated rate.

This would lewd 1o a paradoxical situation,
in wich the required factors of production,
although available, would remain unutilised
because the market would react as if they were
not available, S

It would appear, therefore, that the pro-
blem of financing the budget deficit will una-
voidably have to be solved otherwise than by
meant of a public loan {11); clearly this pu;zhi-
lity does exist, since it must(be admitted thae,
if all the necessary factiors are pvailable, both
domestic and foreign, there must necessarily
be a means by which they can be onlisted in -
order to attain tht_:"_P_L'ErFDS: desired.

To conclude, it s uulglv,ﬁc remembered that
the present puper..‘%h it has made use of
figures referring e present Iralian situa-
tion, has no intention ‘of rjtimat.'mg't]‘m effects
of additional public investment expenditure in
favour of Southern Italy; its main purpose has
been to adapt to Italy’s specific situation the
only scheme of reasoning that can help us
solve a problem that would otherwise appear
not only hopeless, -bue also impessible to un-
derstand, . :

But even if the figures quoted cannot be
taken as a measure of the effects to be expected,
the results of the enquiry show clearly the
national importance of a policy of public
expenditure in Southern laly and the possi-

: bility of thus forming a broader basis and a

solider and better balanced structure for the
whole of Italian economy. In fact:

{a) the results of governmental action on
consumption would expand all over the coun-

{1 Far imeresting connections with this wubject, sec:
AL H, Huoes, Monrsery Theory 2ad Fireal Policy, New York
togy, p.oasd : i
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try and would not be confined tv the depressed
area,

(b} the Seate budger would have to bear

a strain that would bring about far-reaching

- and permanent changes in its present structure.,

.+ Further, it should not be forgoren that the

governmental action u?m\d in this paper
contemplates, at first, “the sccuring, of loans
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from pbroad and, subsequemly, the opening of
foreign outlets for Italian production; an ang-
depression  policy would therehy  also hawe
iiternational effects of considerable importance,
destined to bear more and more weight in e
prowing interpational economic  cooperatim
which Italy will be called to realize in the ner
future,

w0




