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Recent Banking Develnpments”in I{hl},r:
December 1947-September 1949 ()

| - The trend of alien funds(1).

% [ = its and currest accounts with
| llian banks, holding o35/ of all alien
' funds, rose from December 31, 1947 to Oc-
wher 11, 1949 as shown in Table 1 (2).

- Attention is drawn to the following points:

{a) alien funds fncreased ar a growing

rate from the end of 1946 10 the end of 1g47

{the index number rose from 6g o 100) and
from that date untl the end,of 1948 (from
100 to 150} At the end of October 1949 the
index stood’ at 181. .
This trend can be .clearly seen by the )
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{2) The hasis of this
[b) Camvent lire hawe
i femtute of Stativtics,
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1) In this survey, walh the expremion « alien Funds s,
At wheie otherwise sused, we moa depaniin and current
iy with chiem,

fl) The period covered in the tables and in the meay

ge i provided by the fiest 30 months of 1oy
mm:d int 138 lire cm the basiy of the whaloale price

imelex nusnber compiled by the Cen-

Pl:'rct;l.t:igtrl:'hilﬂgl:s in the annual rate of growth
given in column 5 of Table I. The variation for

- 1047 showed a rise of 8.35% over 1946, and

that for 1948 onc of 60435 over 1gq7. But
for the first ten months of 1949 the Agure was
22875, below that for the corresponding

period of 1048;

proerally thae from December 1047 0o the bt mombs of 1940.
The data and the index numbers of 138 and to4b sre given
i allow of comparisoes, Their basks B roo=bgq7, the peak
year for inflation,



bl

22l Banca Mazionalc del Lavain

i

(b} the peneral trend of the scrics given
in Table I may be summed up as follows: 4
growing mass of alten funds subject to annudl
paritions which hept increasing until the end
of rgg8, but declinéd considerably in r949.
This has been the outcome of development,
on the ane hand, of deposits and on the other
of “current accounts. The former increased
more rapidly than the lateef imul the end of
g8, bur_during 1949 they fell off in a more
marked degree; © 7

(c) the figures jand index numbers of
the first part of Table [ are expressed in current
lire; those of the second part in lre of rg3f
purchasing power. When expréssed in adjusted

" lire the 8lien funds are seen to have declined

rather than increased from 1o4f to 1947, and
from 1947 onwards' the increase is less marked
than thar expressed in current lire.

2, — The statistical trend thus traced raises
the-question of the general causes making for
the growth of alien funds and their component
items. _

We will first refer w the factors in the
growth of current accounts, Ths__i&crcqu m
production and in the volume of trahsactions
since Tg4y and the consequent greater need of
liquid funds, provide the necessary premise for
the growth of current accounts. Taken as a
whole, they had risen to nearly 41 times their
pre-war level by the end of 148 and to gp.gt
times by the end of Ocrober To49. :

In appreciating the changes occurring in
the movement of current accounts it should
not be forgotten that they are the major factor
in the formation of bank mency (3). Thercfore
a comparison between their growth and thar
of legal tender currency (4) is of special interest,
as the laner provides, under the Julian finan-
cial system, the more important ncans of
payment (). .

3} We inciude im bank rnqm'r.- beudo; - halances an curmens
scrounts with elient - abm the socsllod = sesped circaluri =
{2 spexial Kind of caskser’s drafi),

{4) Bank of luly notn, Trooury soicy, and  Am-lire

{5} The guoiss: briwren deposits and current accounts asd

“legal eender bad flled from .46 in o 1g3f e 156 In ogd;

stood a1 103 in Ocicher jgqu: the rat botween surment acoousts
snd legal temder hay vavied from ooy inosgsl oo in 148,
tiasng 1 o.50 in Onober Tg.

Table 1T shows the percentages of increas
of the two serics (!tgal ender and currem
accounts), For the sake of clarity, the Fspec.
tive percentages of wariation in the raes of
annuel growth are given side by side in the
next columns.

Taeea 3

LEGAL TENDER AND CURRENT ACCIHINTS

JAnnual rates of Ernwtll amul varistiose an b an=aa) rates)

| e e . eaupiespne:
i Anmal” | Variations | Amnual ; Varistien
[ rate of | in aqniaal | fale of Yin apeos)
| Petiod La} ETW‘""‘ pale ol promth rarie of
i i !prm:"ln ¥ o rreaty §
| W N
! |
LR IE) = gEL v Bag
(Eags + p2f | 28 o7 | = ma
iti'l?' 55 | — &b ¥ I - 4
(Tl joF 25 | — M AT o
T ﬂmﬁ-:rjl ~ 8 | — 7t e £ Il I P
i i i

[a) rogs-compared #ooagyh; the ather percenope refs
the provies gears thebashy for the 1g4g percentage b prosidd
by the fihgdn morths of 1948,

It should be noted that:

(2) both the series for legal “tender and
that for current accounts increase steadly unsl
Oetoher 1949 (see col. 1 and eol: 3 in Table H0);

(b) both scries increasc at declining raws
until the end of 1gg8, except in the cwe of
current accounts whose rate of growth in 1947
and 1948 was the same (scc col, 2 and cal, 4);

{c) the decrease (—88) in the rate of
increase of legal tender in 1946 as compared
o 1g45 was less than that which cccurred i
the case of current accounts; in other wo
the growth of cusrent accounts proceeded at ¢
slower rate than the expansion of legal tends,
iagging somewhat behind it;

{d} in 1947 the trend was reversed; legal
tender lagged behind current accounts (— 0%,
against+—52%.). That is to say thar the rate of
expansion of current accounts slackened les
than in the case of legal tender;

{c) in 1948, in spitc of credit restrictions,
the rate of expansion of current accounts
mained at the level of the previous year, while
the rate of expansion in the case of legal tender
fell by 38%:

{£x in the first ten months of 1949 curent
accounts increased by 22 per cent. {the rr

Recens Nanking [ieveloprsten ls ltaly: December anar Seprember f.lil.iﬁ azy

having declined by 54%50), while legal render
increased by 657 Dni}rf a decline of ?’lﬂl,):;,
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FATIOS BETWEEN BANE MOMNEY AND LECGAL TENDER
AND DETWEEN THE SEVERAL ITEMS OF BANK MOMEY
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To sumn up: from the cnd of 1946 to Octo-

o ber 1940 the decline in the rate of expansion

of current accounts was less marked than- in
the case of legal tender (6).

3 — The mm‘:l::nei:i of the index numbers

considered galls atrention w2 series of events
that have oecurred in the monetary and finan-
dal fields from pre-war days until now. Sub-
santially, these index numbers, which stress
the reversed trend in the expansion of current
wtounts and |:E;af tender, are characteristic of
two different periods in our pest-war economy.
first period, from pre-war days dewn

to the end of 1g46, is characterised by the
. ifimionary pressure of Treasury needs. The
bavy budget deficit and the poor yield of
tation and of government borrowing on

fnancial market combined tosincrease recourse
- W the Bank of Italy. At the same time,
~ the slow revival of production, aggravated

{8} This hes not naly helped o bring the carrent acoouees

= kgl tender ratio 1o 2 higher than peewsr level, Bur b
hwﬂ!hﬁm—kplﬂdﬂnﬂnumﬂ!hz

/. Mol pofl {evel-(Bee Table 115, The ratic betwesn bank

“moacy and legal ender. fucrusted inche perind :953-:2?.

¥l o7y; i togy, whes influicn soucked in poak, i
Bafl H haw risen o ron, bn gt iag, inospiie of the
Hm’hﬁmmﬂehﬂ:_ﬂ‘hﬁﬁ‘i drafis o ke ame
of lask meacy, 3

by administrative disorder, accounts for “the
slower expansion of current accounts. Tt
should be remembared that by the end of 1946
bank deposits_had only increased .69 fold
over the 19 H_ﬁgurl:. Thus, while in 1946 IEFJ'
tender. mugﬁ:rj a level of 2278 (1938=1),
current accounts reached s8.84. Bank money
23 a whole was indeed t:lu.at W currency cireu-
lation {22.61 as compared to 22.78) but only
because of the marked expansion in the volume
of cashier's drafts (41.58), which was but the
creation by the banks of new purchasing power.

During rgg7 the trend was reversed and the
volume of current accounts increased “more-,
rapidly than that of legal ender. While infla. '
tionary pressure was at its peak, the revival of
production  proceeded at an, accelerated rate,
sharpening the competition between the Treasu-
ry and business for the scanty available capital.
The total volume of bank mongy rose in one
year by 5097, the peak position being held by
cashier’s drafis which stood at 55 times their
preswar figure. ‘This clearly points to the
growing contribution made by the banks, unde
the pressure of markee demand, o inﬂ.'ttiunqr?
forces. ;

Finally, in the last cighteen.months which
have witnessed the operation of the « Einaudi
measiares » the relative stabilisation of thie lira,
the first rosults of the efforts, to balance the
budger, the heavier p ‘of taxation, the
formation of the aﬁpan lira-fund »,
the fundations were laid, first for Jowering the
rate of increase, and then — in the first ten
months of 1049 — for an “acal decline in the
volume of legal tender and recovery in the ratio
of current accounts to legal tender.

At the end of October 1949, the current
account-legal tender ratio had risen to o.go as

against 0.7 in o3, -

4. — The factors that have affected the
growth of bank deposits are of a different
nature,

First of all, to what cxtent do bank deposits
really represent monetary savings? Post-war
developments would indecd lead to the pre-
sumption .that only a small part of the funds
collected by the [talian banks should be consi-
dered as real savings. An important fraction

¢ represent cash Funds of business entreprises,
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Their cconomic function is ‘i}-u.'rcfl:ll‘: rather
that of current accounts. Now, the volume and
movement of these cash funds are, as is known,
in direct relation to business activity and arc
not determined by the factors that lead to the
formation ‘of savings and therefore to the ex-
pansion of national income.

This supposed provisional character of part
of bank deposits is confirmed by their tendeney
to move from the Savings-yo Commercial Banks,
which are more generally engaged in handling
operating funds of busifiess enterprises rather
than in the collection of saving deposits. It
is also confirmed by the opposite trend of
current aceounts to shift from the Commereial
to the Savings Banks, 2 trend which made
iteelf felt unti] the end of 1947 These shifts,
indeed, seem to confuse savings - and money
- deposits in such: wise as to make it difficult
to draw any inference sbout the movement of
savings based on the technical distribution of
the funds collected by the banks. _

. Bank deposits, which in 1938 were 5%
higher than in rg3y, showed a 53%% increase
in 1946 over 1gsa5; in 1947 the increase over
1046 fell to 43%, rising again in 1948 when
they were 52% above the 1947 figure. From

“January to October 1940 the ificreme has not

exceeded 19.5%.

The postwar expansion of bank deposits
points to a movement of slow recovery. On
the supposition that these funds represent to &
large extent monctary savings, this might
account for their maximim increase in 1948,
a year in which the value of the lira was conso-
lidated and the formation of real savings be-
came more marked.

We cannot here undertake an analysis of
the growth of savings, even if restricted to
tog0 only, and must limit ourselves 1o some
of the more obvious symptoms. Among these,
one of the most significant is ghe growth of
deposits with the Savings Banks in 1948 and
1949 (7)- v

et

{7) One of the ment smking frature 15 the dioribenion of
deposits  amenp b several claves of benks, ix the marked
recovery in the ctrdent accounes held by the Savingy Bainks
from t.rl_-..,S t 1y, Puring 18g perisd curvent acoounts held
by Sevings Banks iscroaeed pe bews than rro.g dome (igiE=1)
s aguipst an sverage iecresie for banks in procal of berly
3.7 Emes,

1= rogfl the firs symptoms of a reversal of 1his wend made

Yet maore sipnificant s the wend of Pog
Office d::}'msib, which for the most part e
present genuine saving deposits.

Table 1V compares the volume of P, 0,
deposits with chose held by the ordinary hanks,
and shows that t!n.'}' are now {|¢r11'|ih.‘|}' grl.w.':in_;:
after the serious setback coused by the war

Tawip ¥
ALIEN FUNDS HELD RY THE POST OQFFICE SAVING
BANKES AND BY THE RAMNRING INSTITUTES
imuillia=ds nf [iers
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bonds} amd ciirdont © Ecusil, -

The ratio of P. O. deposits to those held
by the ordinary banks, which had fallen from
ca.m?% in 1038 1w 22.8% in 1047 when inflatio
was at its peak, had risen to 32.30%% in O
toher 1a4g. AR

5. — These data confirm the fact that i

1948 there wat a marked expansion in the v
iume of monetary savings. During that yor
deposits rose at o rae of 527, exceeding the
43, of 1947, while the growth n P, O. depe

-:-._--||.,!-..hr; felt amd becwme modked in og. The ik
wers for pugh print g0 4 de dime {m the rase of cxpma o
corremy zcowsnts with the Savisps Bashs, whilc the rate of
imrease ol SEVINEY |!‘|:p|n|l;|. was sceclemaeeds IR the -F“‘ L
manths o Acig e for witch: data are available — ithe m¥
of ‘prowth of Savingy Rank depebts civpeled even Tt e
in - thecase ol ordinary Fanks, winle ot the samee time e
wan 3 decling bn e poleme of drrens adceunis,

Thix weald pain po the conclusion thag o rebere Ll *
sraditanal eracture of !LITEJIE\ Bank aclsiises is fow ﬁ"‘
pPlace, ;g_lﬂli)ﬂl:.ﬂ'\!l by the musk reactions. on the accumslase

of sarings,

g was still more marked. This shows that
the increase in the former was not made at the
apense of the latter, but lagged considerably
behind it, and this lag has increased in the
wourse of 1049,

This leads back 1o the study of the specific
factors that have resericted in 1948 and 1949
the expansion of bank déposits as compared 1o
the other forms in which monetary savings
are m“.ctt-ttl . 4

There is nothing surprising in the fact that
in 1947, 2 year of mflaton and loss of confi-
dence in the lira, the growth of bank deposits

Becen) ﬂiniil}; Uﬂ-r:ﬂl.lmtnl: in ||.||:|: Birvomlbar ;llq:-.‘iql:rul::\n [ ug

determining factor. In Table V the rates paid
by the banks on time-deposits for more than
6 months are compared to those paid on interest
bearing P. 0. bonds and 12 month Treasury
Bills and to the yield of debentures,  Mow, so
marked a differeace as that shown in this wble
must necessarily have been a main factor in
determining the destination of those monetary
savings traditionally unaccustomed to direct
investmient in industry, Moreover, the develop-
ment in the agricoltural sitsadon muse be
taken into consideration. The downward trend
of prices for Tarm products, the lower yiclds

itk v

ANE AND PO, SAVIMNGS BANE:RATES OF INTEREST; YIELD OF TREASURY BlLS EQUITIES .'..NI:I-r DEBEENTURES .

[per cemt per anmam) .

s

was small, while there was a shift towards
equitics. [t is however interesting to note that
P, 0. savings accounts (scc Table IV} were
affected more severely than those of the banks
by the inflationary movement, although the
wourity offered by both forms of investment

* e of equal value. Even if this fact i account-

of for, at least pamdally, by the different

turacter of P. O. savings accounts and hank

deposits, it also shows that the banking sys-

tem, thanks to its greater ba:g?inhig power and

B more dynamic policy, is in a position to

ofiet more efficienty antisaving inflationary

forees and to exercise 2 morc attractive power

i collecting: monetary savings. _

In 1948 the inflationary movemicent was

_ brought to a standstill. The Banks however
“had to meet Treasury and industrial cnmpel:'b}
tin in conditions of inferiority. {The difference
between the rates of interest iug,_hﬂﬁu,g:t a

= e e L (R R s
Exquitics (s}
Ikenk Razes gn E‘r:n.::'.: i - Yiehl o =
Periad’ Taren P smunth fndex % o § iichesgurey
. bands Treasuiy pactations aeld d
g ta) Bl | (roafe o) e}
I~ w
My - Begember . . . . . ., % 5 3 1,307 T40 I -
i - D“.‘:“I’"m wy L ® 3 5 31,4603 173 S Rl
w43 - Apri! fantid #hy . . . o 5 5 i g
- = Aprid (2 from gehy , L . { = .50 Ty 1 :"':i'“':“ LAze
Auged . . oo s o z Rl 1 1,500.7 afiz 7

. fa) Maximum Jegal roici paid on zme dispmity Bor more than 6 months.
{t) Data taken from the = Bollersimo w of the Banea  Bralis,
() Minimum and mazimam yickds (Sec Report af the Busk of Daly, agqf, po 1350,

of many crops, the defitifie change w a buyers’
market, were all factpigethat induced the -
farmers 1w keep in a ijlid form the funds
which during the inflationary perind had been
reinvested in the farm. And, as is known, P.
0, accounts are the t}chical form of savings of
the agricultural population.

But if the banks have had to meet on the
one hand Treasury competition, on the other
they have had to face 3 more determined cffort

_on the part of business to securc capital by

large debenture issues. These have jumped
from 18.4 milliard lirc in 1947 to 64.7 milliard
in 1948, rising w more than oo milliard in
1549. To secure these results, the nominal rate
of interest on the new debentures has been
raied 10 6% '
Investrents in equities have met with great-
er difficulties now that the currency is reladvely

stable, Yet in spite of the low yicld of shares
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and unfavourable past expericnce, these invest
ments also have exercised pressure on- the mar-
ket, helding up to sharcholders the prospect of

capital gains.
subscribed in new share i

In ro48, 7o milliard lire were
— apart from

bonus shares representing capital increases —

=

COMPOSITION OF ASSETS OF STALIAN BANES, SEPTEMBER 15, 1547 - SEPTEMBER 30, 1940
[ {railliasely of Lire}

.................. AP E ez S
ld Serics ! Mew Scriecs !
| F— R |
famig [ 3pae ! any | 306 aoig | dairs| wrjes owafy | s |
i PR | gy aeaB | ol agad aggB | oeged | 199 | :pﬂ
| \. Amotitts owitirdiep 4
| t I | i I ¥ 3 5
| Cagh and sum m-t.lz!ng momight . . . .. { t34B} soas| 1898 gons ] F0ta 13:_ﬁl 159,00 5370 IsTE gy
I:-undd:pmm with Treamary and other [nstz Hutina i 280 7R 986 pand| thsgf nafel aFmol sorg avna sbad
| Gowesnmens gedarides (a3 . . . . . . . . TH40 0 2584 j-.5,7| 1334 avl 1443 443 43na e g
| restine 1o clients by . .. | o= i 73,3} Eaof 5 ld._-iﬁ R B ingae 1.I=u.? AL ERETR AR TN
| Cither e () Y g i =R BT T Bi 4540, W84 3 srm Fadgp ditg. ped
{ u | AL L
Twdex Numbers
i Cash and sums availsble atsight . . . . ;5.l|| 100 q:.gl onb, 99.5] Le4 ].I u:n gal” Bal| o7 |
¢ Fized deposits with Trenary and athor Inilitstions | 786 | oo | 128 | rye - 2B 71 | oo TI6,g] 1I6g | 14 |
| Government securities {2) - i4| Moo | rar | 1ga ey | sy | 1o0 nob.o | moRy | top |
'L"r-.'d.il:s b cends (b} . + e ] | oo Toy | iod [ o1zg | T4 l o0 | tos.2! sins| Tap |
Podher asigt () . 0 .. L. . . L L - oo | 3 | 134§ t50 § g | 1oOn E vog. 8] mofg | Tiel
| ‘ 1 1 i i i L 1 H
- H
i b o,f deépagiy and e e o
| i asd perad .h'J_-:h.r atgight, . . .-, 36, _:! u;.p: 46 H' 1.6.1.? :4.3] 4.3 tl.lé 8.7 Gk na
| P! ;l.r;rmu. with Treaswery and oiber ln-:mu-num .4 % u-_;j FE T S | Tyl 138 138 fen
| Guverhinsie sreusite W . . . . - . .. 5. I? 4.1 *‘.r 1 2oy #g.ii' 1.3 7.3 2x.3 ) HErl b
| Croting b ilieats B ... [ b 5 ?I I&§ fir.zy 66! a8 TRT O OTALAE} FRE M
{Cher mmmE E) L e - T Lo e f LES el ART] JaB. sob 2.4 o4 § 88
w5 o rotnl wreciy {dh
| 5 1 £ I |
f.‘:lh and sums availabie ar n:;h.: .} IL3: IO, I63 g.n . ;"I b 0.6 4\._1",_ ”4_.,
Finod depenzts with Troadibey xnd atbier Instinusioen | = b 51l B roale 3B} B 0.0 9.6 | gay]
| Governmens securiticr (4} ML 5.3 Th¥! iyl th.3 Eryl ipo fg.0 LN} : LI
 Credits oo cheats b} . . - PRI - $7.7. 419 4.9 3.6 476] o dng|-se4 ash
i n T S N | T P ; — Fo. 8 3.0f Fa3] wno]  peb] Bl B4 0 T T
L L ] .

i} Troasury bilh snd other Gaverament orueitics

Banea Mazinnale drl

Laware

Il - Loans, Investments and Resorve
Requirements.
f. — When undmaking an examination of
bank credit developments  from  September
1947 — a tuning point in the ltalian money
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{by Inciwder: hithi: i Bl (portainglaa); contanpoes. {riporti), sdvists (snGgarioni), cureent aciointt (conti correna), ks
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recovable on ke {prea SRR

e eftabang. ilpendio ), osns {m|..ru:},. augdens aocausty with et fop :Ptmd

fcoatt commeeti oon o sczionk quu:!:]_ credits abralid [mpieghi all'cstmre)  memiCowernment iccuritian (taoli non di Stam),

{c} For the ot part, '« curecor acconpss with banke s, « forcign exchanpe seenishns o and « other jiema .

This last jxm

comiesty in ibiofusm, of = scoompts with Brench Banks and Departmesm s and of « nepdey scoounes o
{d} The pocentapss hawe hﬁ exirulseed in relatite 1o tofal swsess] s 8 B cbaaln 2 sctie al prreentaged whose mol ikl
]

wam g W b, Ie Tdliae kank

eatin herween deposis and  the tal balanceakest ucrumod (n 148 between 6 and 6y p=

m-r-, at the end of Deccmber B mood ar 6318 ez cent, B owizg m the reductien in the’ halinee-shers smals, due o e pow

criteria followed s mdlcing the renerns, this rano mised oo che new: peries of smrintica] dars w 6g.2

The difereses ba

wern dpp-nun. anf petad Babelistes 15 almowr srdoueaed for by the ol swing nﬂm warrent seeously Wit Eu.-nh s, = foreign rxchanpr

atenimty v, u cadier s drafes « and o oiher e s

and another 5o milliard were subscribed in
1g4g.

A third factor that has probably begun

muake iself felt also during 1949 is recovery in
the, building trades which have absorbed a
wing percentage of savings.

market — to
noted
of Ttaly has adopted a new system for collecting

returns which makes comparisons

ber 1949, it should be

very
cale. The differences between the old and the

new series arc shown in Table VI in which

e

that since December 31, 1948, the Bank

Recemt Banking Edevelopmess i buly: Decrmber a7 -feplember pyy 31
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* the data for the owo are given side by side.

It will be seen that:

{a) the item o cash® and sight funds » is

copsiderably larger when reckoned on the old
spem than on the new: 13111512 as -against
g8 mitllions; K

{b) on the other hand, « fixed deposits
with Treasury and other Institutions » of the
pew serics stand at a higher figure than the
sorresponding item of the old series: 197,748
millions and 138,260 millions respectively. The
Banks indeed were naturally inclined to swell
iem (2) at the expense of item (b);

{c) there has Bren no change in the re-
mms for government securitiss;

{d} the explanatory notes in No. 8 of this
Review. (January-March 1940) deseribed the
peinciples followed in making returns and cal-
“mlations in the case of credits to clients (the
waalled impicghi) and the differences in the
results obtained by the several systemis. During
145 the Bank of Ttaly had a special. return
made for crgisu o clicnts, showing the situa.
tiont in Diecember 1547, March, June, Septem-
ber, December-ig48, chiefly for the purpose of
scertaining what portion of the foreign ex-
dunge accounts (8) ought to be included
therein, This series gives the figure of 783,300
eillion lire at the end of December 1947 and
of 1,132,300 million at the end of December
148 {see Table VI). Since December 1948 a
qurterly series has also been available, com-

- piked from the quarterly bank statements, and

dawn up on the new system. This series

would show that credits to clients amounted

@ the end of December 1948 to 1,120,700 mil-
Bom lire (see Table VI):

(e} lastly, the new series places the balance-

theet toral at a figure considerably below that

fen by the old series (on 31.XIL'48 the res-

‘ptive figures are, 2,196 and 2,328 milliard

B}, the reason for this being that some items
Mr included mf the balancesheet have
.

ﬂ]"]'kﬂkwﬂmh'umhinfsn'_fu!duﬁnﬂpi.
Slasge rerelved for exports [Decree Law 2600178} has lad
"lw;dspmflmm with the Banks knows 21
"h‘lﬂ!h.tnge accoumts s, of which anly o emall et
dould b included among the eredits to clients.

been entered m ) separate accounts (v risk ac-
counts v anil o order accounts ») {g).

7. — Table V1 shows in summarised form:

{a} that cash and sight funds have increas-
ed from December 1947 -to September 1949
at a definitely slower rate than deposits and
current accounts, The'cash alien funds ratio
which on 31.XIL1ggy stood at 19.4%, had

1548, rectify this ratio {111 instead of 152%™

after touching a'low of 14.3%, in Scptember.,
The new returns, for the end of December
1048, rectify this ratio {11 1 instead of 15.2%0)
which continued to fall in the following months
and stood at the cnd of September 1949 at 6%,
This reduction should nmot however be consi-

dered as indicating a dererioration in the ligui-

“dity position of the Banks, for in the meantime

that compulsory reserve fund has been formed
{to whicli we shall refer further on) whi}:h{
provide a new clement of liquidity;

(b} during 1048 a moderate shift cecurred

- in the distribution of alien funds towards bank

lending to Government (consisting substantially’
of -« fixed deposits with the Treasury and other
Institutions », and of « Gm;;fnmcnt Securi-
ties v} at the expenses of FWk credits to clients
and cash asses.  This $hifr, which occurred
during the first three quarters of the year, was
only to a minor extent reabsorbed by the new
trends of the fourth quarter, when business
calls for credit became more urgent. During
the first nine months of 1949 there were very
few variations. At the end of September rgq0
the situation was practically the same=s in De-

. -cember 1048, though the simmer months had
scen some shrinkage of investments in Trea-

sury Bills,
The developments of « fixed deposits with

Treasery and other institutions » have been,
however, very different from those of « Go-
vernment securities v, The rate of increase of
# the farmer, connccted with the formation of

the compulsory reserves, has, generally speak-

“5) For fuller informatien on the sew Pgiﬂdr!ﬁ. Eallowed
by e Bank of Inly since December pgefl in making thesw
retarm, see ) Pucreanins snd G, Taccins, Racoolis of rmprephi
Fancari;  dicemibee royr-pagee ig4e, in o« Moscta ¢ Croditg «
(quarterly Review of the Banca Mazbonale del Lavara, Nn.;
rd Quarter, 1o49, PR, 32335

)



Vi

133 ' . Banca Narzionale :I_:! Lavarn

ing, “exceeded  that of the latter; and thi_s
divergency became more marked after April
1649 when the increase in the"volume of Go-
vernment securities was reduced to a minimum,
due largely tw the reduction in the rate of
interest {50 less since April o, 1940) (10) and
to the reactions caused by the proposed funding
of national debt.

. Meantime, the characier of the « fixed de-
posits »- had been undergoing a substantial
chiange. Until 1947 they consisted of funds
that the banks themselves-deposited with the
Bank of Iwly for periods varying from 8 or
15 days, to 3, 4, of 6 months, the rate of in-
terest varying, from 2.50 to 4 per cent. These
accopnts had been ppenad in February 1944 10
facilitate the flow of bank funds to the Trea-
sury during a period of exceptional liquidity
for theshanks and of Anancial stringency for
the Treasury. They became later on 2 normal
form of investment for the Banks,

But, in the summer of 1947, as is known,
the Finaudi antiinflation policy forced-on the
banks a new system of legal reserves (11).

. The banks had to deposit with the Bank of
Traly, cither in the form of cash or of Govern-
ment Securities, 20%, of deposits and current
accounts outstanding at September 30, roq7, in
excess of 1o times their capital, up to a maxi-
mum amount not to exceed 1597 oltotal alien
finds. As from October 1, 1947, 407, of any
increase in alien funds was to be earmarked
for the reserve unnil the total ratio between
reserves and alien funds should amount to 2552,
Interest at the rate of 4757 is paid on cash
reserves. The need of earmarking so high a
percentage of deposits led to. the withdrawal of
almost all the old fixed accounts with the
Treasury (except those held by the Savings
Banks to which the reserve obligation did not
apply). By the cnd of 1948 the amounts enter-
ed under the item « fixed deposits with the
Treasury and other Institutions » consisted
mainly of sums placed with the Bank of Iraly
and earmarked for the reserve;

{12} Sew this Review, Mo, §, Jnuary-March, 1549, Statistical
Appendiz, p, 7=, Table G.

{ra} The regulafioes on the peserves do Dot appiy e e
Sawinps Basks whicki are in the habir of sidigeang 2 large pars
of the fusds they eollect o the Tressary, Morover, their
activistes are reguisted by special laws,

(c} the infationary movement of 14

= had brought abour a vielent expansion of credits

to clients, while at the same time drying up
the flaw of bank Funds towards the Treasury.
At the end of 1947, e three months after the
adoption of the « Einaudi measures », the ratia
between credits to clients and alien funds sill
stond at 77.395 (the change introduced in the
systemn of reurns makes it difficole w draw
accurate comparisons with the situation in the
previous quasters). This ratio fell in a marked
degree in the first half of 1948, then rose again
in the second half, bue in December 1048 &

~wzs still notbly below that of December 'y

{74.5 as against 77.3 per cent).  In Seplember
140 the situation was still substantially the
same ag in December 1g8.

The trend of credits to clients can be ob
seeved also in Table VII in which a direst
comparison i drawn betw=en qu:n;ttrly, half-
yearly, and yearly increase.of alien” funds and
credits during the period December 1947 - Sep
tember taq9. Their rate of increase had beem
limited in the frst half of 1948 when Tulia
economy “was suffering from the depressios
caused by the sudden reverse of credit policy,
and when production and prices were fal

Jing (r2). Morcover, during the winter the

sitnation was aggravated by the shortage of
electric power which ineviizhly slowed down
indostrial activity. Credits to - clients in

first quarter of ro4B rose by 25.2 milliard lie
{3293 and in the second by 395 milliard
lire (4.95.): total increase for the half yar,
fig.7 milliard lire a5 against 247.2 milliards for
alien funds. In the second half of the yer
the situation was reversed. Crodits ta cli

rote by no less*than 284.3 milliard lire and

alien funds by 259 milliard. Taken as a whale,
alien funds rose, in 1948 by 506.4 milliard lie
and credits to clients by 349 milliard. This
means that the banks invested in loans to ther
clients 69.5% of the new depesits and current

fi3) 1n the fire qmames of rogf the index mumbe o

industria) preducsion — 34 shown by the ISTAT dis —
declined by 7.3%, 3 compared w that of the previous ques
The whelcwsle price indey mumber fell by 6,607, P i
second quarter the index of indusial produstion was dresdt
riaing {R.g%) whits the downward wend of pricss comissl

though t o slower rate, wnél August, when s was vl

£
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secounts.  This is undoubtedly a high ratio,
gmptomatic of the scarcity of capital from
which the Italian market suffers, bur it points
o 2 returm to narrna[::,‘ a5 curnpatcd ta the
sieation in 1947 when the ratio of loans to
dien funds stood ar 11585 (deposits and
corrent accounts held 3158, loans pranted
a2k In 147 bank lending to Government,
both-direetly and through the Bank of Italy,

[NCREASE OF DEPCEITS AND CREDITS TO CLIENTS FOR ITALIAN BANES

.
I fraly: December oyr-September 149 3

clearer we must sir.nlr. qf the trend of loans and
investments made only by thoss banks subject
to reserves requiréments (Savings Banks and
Pledge Banks are therefore encluded). (See
Table V1I1).

As staed, during 1948 the banks had 10
earmark 407 of their newly formed deposits
and current accounts for the reserve; in that
year, of the 385 milliard lire by which alien

Tamr Vi1
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IV quarter \ -0 4 pasabs | o« 188,800 115 i LELET
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amounted 1o barely 6o milliard lire, equal w

1643 of the credies granted to. clients; bir -

in 1948 they-rose to over 200 milliards {607
of the loans).

. — This shift of bank funds in rg48
wwards the Treasury was not due to any lack
of demand for credit on the part of business
(his demand was endeed pressing), but to
feserve requirements (13). To make this point

{21) A already noved, the legal reserves may cosabie in
wecwrities 10 be deporiced with the Bank of fualy

o8 cnb (also to be paid imip 2 special account with ihe
Bask of Iuly) Thess Gquid funds are then imvened by the
Bak & Treavary bills (and are entred on the awer side of

e balipcrahers of the Mank of hsue usder an item deioribed

B «imwotment in govermment securities an Treamsry sccount s},

© Thedoer, under this sy, the reserves are invered either

i

by the Ranls ghemuelves, or indirecdly through the
of laly, In Tressary scearitcs and provide one of the
by which. the Government deaws an shore term private
. Unflke the American system wndier wikich she reserves
Ecres, they are, under the halias speem, earsing
the bunks (the presene raee of imerest B og75% E;

fE

i
£

¢
:

—

funds increased, 146 were thys immobilised.
As a matter of fact, with a view to reducing
the margin of missing reserves (22.46 milliard
lire at the end of 1947} the sums carmarked
by the banks for the reserves’in 1948 attained
a total of 150.0 milli re {missing reserves
at the end of 1948, 175 milliard lire). Loan-
able funds amounting to 2341 milliard lire

-remained, being 555 milliards less than the

credits granted (280.6 milliards). The defi-
ciency was ‘made good by the larger number
of warsegni circalari » {cashier’s drafis) (which
increased from December 1947 to December
1948 by 14.5 milliard: lire); by the-larger ad-

- ¥ances obeained from the Bank of Ialy (which

rese by 152 milliards roughly); by reducing
the margin of liquidity by some 215 milliard
cath earmasked funds and §.50% for 12 month Tresury Billa).
The higher coms 1be lealisn banks have wo mest woubd not have
allowed of = merilibng » such o large man of deposits, (Sec
M, Mazeasminy, | eouti & Gendone Jdelle Bawche lafiane, in
= Moncta ¢ Croditos, Mo, i, gnd Quareer, jogg, p, 288 and seq.),
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lire (see Table IX, eol. g); and for the remain-
der by utilising funds accrued to the banks
under forms other than those of deposits.

W
Ranez MNazionale del Lavora

2.0650.

At the same date the socalled o fre
margin » (14) amounted to 58.8 milliards, equl
to 7.7% of the deposits and current accounts,

Taseq ¥

] Yy ¥
INCREASE OF DEPOSITS, LEGAL F.'E_SE.B'."-'E.E AND CREDITS TO CLIENTS FOR COMMERCIAL BANKS (a)

{mailliarc of lire}

iz} CFnly banks having legal reserve  reguirermess,
|‘m Acnml imcrease,

As shown'by Table IX, in September 1047,
the reserve-alien funds ratio should have been

Savangs banks are rxcleded.

In December 1048 it stood at 7550,
even lower than in Seprember 1047 (7.7%0)

- Toerease of fncrease of Ineresns of Encrease af B s wf 14 rerece of
denoiny and | lemal reserve | depeies minu crediry m S
Perivd P:.:d 1 ik Hs:'.l-rs : cliemes 44 5%
1 ] LR 4= i 5 &
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Toguarr - o i - fig + I5.9 3 &8 - 188 1. * Bt
11 ey + . Bog.g * 477 4 1.7 ¥ 4.3 a3 ¥ 254
Dhalfyear .0 o + Y + 1.8 + ITLT * L1 % EL ] + 618
Wl iquareer. 0 + yonl | + 5.1 + 6.7 + 6.3 5Ly bt . ¥
L R R R + Ad.g + 183 $T +  tafa 1668 sz el
1 _Anl]'-::ur - 8y > - ax.a - 334 i 36,3 o b ie 3]
vl - Fa ke wdnle pear i‘ +  mlga o 1308 T TR ] + | aBg s LE Bt 1.5
) 3 S
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cod e | + AR 816 k
1
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DEPOSITS, RESERVES AND CASH ASSETS OF COMMERCIAL BANKS (1) Tusa X
[méllieds -of Ty
T —— g
’ Depusirs S Armally | Resarves ':',n!r:]:l.lf o u.nia o | Cauk and o 3 i
! wipEt o | depoited (noe g -Ir-'ﬂlq"m" ::-" mm-“""'! ’: othee gash | f milliand | PEREEEY
_‘ Diaie rowervEd FrMTes st deponiis deposits aigety T of lire !ﬂ!.
e 3 . . o=
g ¥ e Iij,\.- af 5 & Sm{ir) & i B g1} EH?:_'.
54T 732 LI 728 | Bay 14.70 296 1485 71,0 s8.B I
AL IE Y Bpod g TELE R a6, 4l 1571 xak g l;g:,ﬁ,'- .hi,vu 1L
31 a8 Bl 6 e L4TE 2 b1 1640 1175 164,35 ETHY 185
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N%hﬂh haﬂn;hplmmwm;rm Savingr banks are excinded,

14.75% (nearly equal to the 155 fxed as the
maximum), Bur the real ratia, £ ¢ the ratio

of sum actually earmarked for the ired
reserve to alien funds  amounted ¥ to

{14} The so-called o frec margin o comény of [cuh s
free deporite withi the Treasery dnd the Bank of
depondts hebd with thode two [nmimses beyond
nmendy, minwr sums o be esrmarked fon the
ot et scrually paid in(See Table IX in the

p

~ put, in the meantime the ratio between

being

ve feqare

Recent Basking Developenents in laly: Decembe, 1g47-Scprember 1040

uir=
ed reserves and alicn funds jumped at 21950,

9. — The situation that arosc in rg4g cannot
be accurately deseribed, as data on the amount

of required and acwal reserves arc not yet |

When once the ratio of 25% has been
;urhtd, — and this was probably the case in
the spring of 1940 — only :5“,‘.-‘; (instead of

go54) of any further increase in deposits’ will
“pave to be earmacked for the reserve,

The
Banks will thus resequire freedom
movement.  The period of maximum pressure
of the Einaudi meassres may be cﬁ"n;iﬁﬂ to
b pased (15).

The curve for alien funds and for credits
o clients for the banks as a whole followed a
wery different trend in 1949 and in 1948, The
it half of 1948 had been characterised by a
vy marked growth of alien funds, while
aredits to clients stagnated. In the first half
of 1349 ing activity was at a high level;
the volume of credits to clients rose by 114 mil-
lard life (713 of the deposits and current
weounts collected  during  that  period), as
guinst 2657 in the corresponding months of
1548,

On the other hand, investment in govern-
ment sccuritics mmsnd by m:ljr 32 milliard
Er a5 against 103 milliard in 1g¢f; o fixed
deposits with the Treasury » rose by some 53
milliard both in the first half of 1948 and in the
mrresponding period of 1949, Credit expan-
ﬂn continued in the third guarter of 1949:

]ui!.l to Se ber loans to clients ab:
srbedd about 9o/, of the deposits and current
acounty coll

At the ol Scptember 1940, credits to
dients accounted for 759, of the alien funds
{fee Table V1) Though, as already stated,
the watistical innovations introduced make it
difficult to draw reliable comparisons, it is

l7'l=5'.'l'4>dt.T:m‘.l‘JIJ: above ratio is much_thtsm i

Ak} Meverthelen, in dhe lai quanier of 1e4g seveal pro

ﬂmm&-m:mmw]mghp‘:ﬁrg,f,.*
% betwren rovcrves and depitits an o3 o chsble the banks
.‘ﬁerm!nuluu These propoaals reflect  the

fmest differences of epician between the rapperters of 2 more
Mrsive investment policy and &:mpguﬁ'l--nl':uuﬁhh

oy iy
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as that existihg in 1938. Today, however, the
liquidity position of the banks is strengthened
bf the required reserves which did not exist
in 1938; and this has led some writers to

~maintain that the Italian banking system might

now exceed the present ratio of loans to alien
Funds, high as it is. _
‘This is the sttuation aken as a whole. It
is however the resultant of policies and situa-
tions which often vary considerably one from
the, ather, :.rmng from different estimates of
the prospective economic trend. It was above
all the American recession, carly in 1949, whose
developments it was then difficult to foresee,

" and its possible impact on the Italian situation,

that counselled prudence in the policies follow-
ed by some sections of Italian banks (16). Fur
ther factors of uncertainty were introduced by
the monctary devaluations of last September,
which brought our exporting industries up
against difficult problems,

On the other hand, a whole series of cir-
cumstances help to keep business demand for
bank credit — both short and still more medium-
term credit — at a high level in spitc of the
high rates of interest charged. Credit is need-
ed tw build up again the working capital
devoured during ti‘lEa;cnﬁud of ]'I::t-l;giﬂﬂiﬁiﬂn

from 1o46 to 1947; to modernise and rationalize
F]a.nts and to offset the limited opportunities
or the self-financing of business. Besides,
conditions prevailing on the financial market
make it difficult to raise substaneial amouns
of capital through investments in equitics, This
has mnipc!lcd busincss undertaking in 1948 and
again in 1949 to have recourse to borrowing,
The two most important channels for collecting

. capital have been the issue of debentures and

bank credit. This explains the pressure placed

on the hanke o ;::Iupt 4 toore '« liberal » credit

policy and the proposals re:mtly advanced for

lowering the margin mqw:-;ment below the
259 ﬁgur:. o & .

i

{16) The President of the Iralin Coatleration of Tndustry
is b Repur, submined on December 6, 1940, remarked (p. 172),
im termas ihat wore poo peneral: o the diffioulties private enter.
prise has encountered i obtaining the oredit it requires bave
not born dise oply m the evceasive con of momsy, buz also
the complicated  femalidies and  guarantees reguired by the
Banks, who have carried on their business Ena climate of
great ciroumspection snd - prudence .
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more analytical data are given (56 items and  of these two items until 1948 a5 compared to
their respective sub-items).  As can be scen, all  pre-war years. :
 theough 1048 no marked shifts occurred, in the | Credits extended to the other groups (in-
mujority of cases, in the percenta m:sm ﬂc]xE dustrial, md}zﬂﬂ;dﬁagrlcﬂt:?;hrsg
several ive groups as to the  rose on the nd from 19
* ot o from 17 to 774 milliard lire, thus increasing
some 4a-fold.  The growth has been particul-
arly marked in the case of food industries and
trade (63 Hmes that 4;?159431 'I'hwn::’d
mercial, industrial, or agricultural. for by the more rapid recovery noted in this
The loans made to the activities included branch; by ﬂhl:::ﬂ;ﬂ the prices of ﬁm Pmd:
under the first four items of Table D of the U< which X ﬂ“g;utcr. gener r;rﬁ_t
Suliical Appeoiis (Permoml, P et E.E’Crlhz“ th:f' m;v::,:ﬂ:np‘r? thl:. wheat
tars, Banks, Insurance Companics) which still prodiicts; by G Anancing

accounted at the end of roq7 for 17.83 per PW::i il i il e ther

_Bmi&%ﬂkkphmdwrhebmﬂng::- does however sound a note of warnipp
tivity not only by devclopments and dangers  all necessary measures should be tike
on the domestic and international cconomic  reduce production costs and to raiseren
trend but also by the discrimination between  a level that will allow the enterprisé:
shorrterm and medinm-term credits, a discri-  once more at least for normal _asbrtiza
mination which is ane of the major concerns . funds... s, And further on we read: o bur i
of the Italian banking authurities. - request should be madc that the activities of
The Governor of the Bank of ltaly made  the banking system be directed spicuoa
some significant comments on this question in  degree along lines that are & iﬁ:‘all?ﬂ;u

sl Bue the tendency continued, even |
o modified degree, that had made iself
in previous years, that of the relative shrinkage
of eredits granted to activities not strictly com-

BAMK CREDITS 1N ITALY, BY BUSINESS BRANCHES S gy

R 3 i

: Decem. 38, 1438 Detem. g1, 1940 Decem. 37, 19475 Dercember ,-,u;.f‘

Pustinesy Branches millisns | of of | millions | o of | millioss 1n{§mlmsf.ﬂ§w--
of Yre | ol of Jire | woral | of fiee | wal | of Jire | o 5';5«”;
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