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Bagic_Statistics

Populetion: 46,884,000 drea: 119,800 sq. miles

Currency Unit: Ttslien lire (Lit) U.S. $1 = Lit 625

Trade Statisties (in million $):

Jan - June
1942 1950 1951 1932 1932 @ 1952
Exports 1121 1199 1644, 1383 710 692
Imports 1545 1446 2167 2314 1190 1224

Trade Balsnce -391 ~229 -525 -C32 -480 ~532

Balance of Payments on Current Account: 1949 1050 1951 1952
Deficit or Surplus (in million §) ~102 31 ~160 -573 (est)

Gold_sand Foreign Exchange Reserves: ({end of period) 1949 1950 1951 1952 1953

(Bank of Ttaly snd Government) (Lpr.)
Gold (in million U.S.%) 256 256 333 346 346
Foreign Bxchenge (in million U.S.$) 637 618 712 565 488

Totsl 893 875 1045 910 834

Externsl Public Debt: (Dec. 31, 1952 U.S. 4§ $486 million

Other 26 0

Total $512 "
Gross Netional Produect {(in billion 1950 1951 1952
1303 15 OA 16.2

Real Income Per Head (1952): $300 (est)

Budgets: 1949/50 1950751 1951752 1952/53 1953/5L (est)
Expenditures (billion Lit) 1714 1935 2048 2132 2153
Receipts " " 1419 1673 1624 1704 1787
Deficits ~205 -262 ~42/, 4,28 -366

Money Su end of period): 1949 1950 1951 1952 1953 (June)

In billion Lit 2243 2495 2880 3364 324%

Wholesa rices: (1948 = 100) 1949 1950 1951 1952 -1953 (Jen-June)
Average 95 90 103 o7 o7

Cost of Living: (1948 = 100) 1949 1950 1951 1952 1953 (Jan~-June)
(Average§ 101 100 110 114 117

Indugtrial Production: (1948 5 100) 1949 1950 1951 1952 1953 (Jan-May)
’ (average) 110 127 44 146 154

Agricultural Production: (1948 = 100) 1949 1950 1951 1952
109 116 121 125 (est)
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SUMMARY

1. The nationsl income of Italy hss recovered from the low levels to which
it fell during and immediately after World Viar II. The income per head is now
slightly higher then prever in gpite of & 10% increese in population.

2 This growth in national income and in income per hesd has resulted
from sn incresse in agricultural output of sbout 7%, sn increese in indus-
triasl production of approximstely one~third end from the generally prosperous
conditions in the construction and service fields.

3. Although Itely continues to be depencent upon Iimports of besic food-
stuffs end rew meterisls and minersls, the recent discovery of natural gas
hes been very helpful, and according to present plans for its development,
should provide Ttaly with the equivelent of about 9 million tons of cosl

annually by 1956,

be With the reconstruction phase completed, Itelisn investment policy is
now being directed toward the development of underdeveloped areas and the
creation of additional employment ocppertunities.

5e The economic development prospects of Italy are relatively limited,
but under the stimulus of favoreble foreign end domestic demand, coneidersble
incresses in cutput appear possible both in agriculture and in industry,

6. However, becsuse of the rapid growth in populetion, even sn intensive
investment program and reasonably fevoreble emigration prospects sre not
likely to reduce significantly the present level of structursl umemployment
of 1.3 million, Unemployment and underemplcyment remain the most umfavorable
feature of the Italien economic and social situstion,

7. Itely has enjoyed reletive price stability ever since the monetery
stebilization of 1947 snd even the infletiorery pressures which srose after
the outbreak of hostilities in Kores heve been held in check very sastisfac-
torily.

8, The condition of public finences remeins dif7icult and will be further
aggraveted by the reduction of counterpart availabilities as U.S. aid declines,
However, public revenues should continue incressing as nstionsl income rises
and a more determined effort is made to colilect the newly enacted direct

taxes. Moreover, the recently rising level of sevings should permit the
continuation of projected public investment sctivity without further encrosche-
ment on financing aveilebilities for the private sector,

9, The Itelian belance of peyments is affected by two basic weeknesses
(a) while her imports consist of essential foodstuffs and rew meterisls, her
exports largely fall in the "soft" categories, such as textiles and specialty
foods; and (b) she generslly earns a surplus in inconvertible or partially
convertible currencies, while she is in deficit with the dollar ares.

10. After achieving a small surplus in her balance of payments in 1950,
Italy's external accounts deteriorated seriously in 1951 end especislly in
1952. This deterioration largely resulted from a decline in Itslisn exportis
to the United Kingdom and other sterling srea countries and France which had
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to deliberalize, snd from an increase in Italian imports becesuse of a stepped
up rete of domestic investment.

11. There 1s, however, no reason to expect a continustion of an Italien
deficit with E.P,U. Indeed, if her mejor trading partners pursue libersl
commercial policies, Italy should be able to belsnce her eccounts with E.P.U.
without any greet difficulties,

12, It will orobably be more difficult to eliminate the dollar deficit,
but increasing availsbilities of non-dollar wheat, cotton end fuel (includ-
ing domestic methane) should meke possible & redirection of many bssic doller
imports once U.S. aid ends., Moreover, some further increases of Itelien
exports to the U.S. and increased dollar easrnings from tourism end emigrants!?
remittances is possible provided that the U.5. nationsl income continues to
grow and her commercial policles do not become more restrictive,

13. Thus while the balancing of Itelisn externsl accounts in genersl and
with the dollar area in particuler still remsins & serious problem, it does

not appeer to be insoluble provided that high levels of production, income

end trede are meintained by Italy's mejor trading partners and their commercial
policies sre further liberalized.

14, Service on the ITtelian external public debt is relatively light,
amounting to between 2 and 3% of Italy's foreign exchange earnings. Its chief
burden arises from the fact thet most of the Italien debt is in dollars and
service psyments on this portion account for roughly 10% of her dollsr esrn-
ings.,.

15. Because the Itelisn debt service record has been very satisfactory
and in view of the previously mentioned prospects for improving somewhat her
dollar esrnings and diverting elsewhere some of her basic dollar imports,
Italy should be able to manage her present, or an even slightly higher dollar
indebtedness.,

16. In these circumstances, Italy mey be regarded as s reasonably good
risk for snother $10 million loan st this time to the Cassa per il Mezzogiorno.



INTRODUCT TON

The ability of Itsly to service additional dollar incdebtedness devends
unon her success in carrying further the aslresdy substantiel improvement in
her belsnce of pasyments, perticulerly with the doller area, which she hes
achieved since the war, As a result of the heavy cdemege sustsined by her
economy during the war, Itasly rsn balance cf payments deficits in excess of
hslf s billlion dollars s year during the irmediste postwer years. By 1950,
however, her nstionsl income hed risen sbove the prewar level in resl terms,
and she was sble to earn & slight belance of payments surplus on current
sccount. Her nstionsl income hes continued to rise since 1950, but she has
not grain been sble to schieve & bslance of nayments eguilibrium. The
deteriorstion in her balance of payments hes, moreover, not been due solely
to vost-Koresn world economic developments, It is rether a reflection of
wesknesses inherent in the Itslian economy which have yet to be overcomse.
From g belence of peyments point of view, Itoly's greatest handiceps are her
dependence upon imports, especially from dollsr sources, for her bssic food-
stuffs and rew materisls, asnd the restriction of her exports to non-essential
asgricultursel nroducts, textiles, end other menufactures penerally produced st
rether high costs, Limitstions of & more fundamental character, however,
are her scarce natursl rescurces, her excessive and rspidly incressing
pooulation end her low nationsl income, which limits her capecity for the
investment required for any substentisl increase in thet income. Since
Ttaly's external creditworthiness demencds upon her ability to overcome these
handicaps, the present psper is concerned meinly with enslyzing them and
assessing her prosmects for success in surrounting them,

NAT JONAL INCOME AND EXPENDITURE

The Italian netionsl income fell to cetestrovhically low levels during
and immedistely after Yorld War IT, It is estimeted that in 1945 it was
only about helf es greet as before the war. Aided by foreign relief &nd
reconstruction grants, however, the economy recovered very rapidly, and by
1950 the nationel income sufficiently exceeded the prewar level to offset
the growth in population and to provide s reel income per head st least
equivelent to that of 1938, There were further increases in real netionsl
income of roughly 5% in 1951 and 2 -~ 3% in 1952. Although the Italisn income
per head remasins among the lowest in Western Europe - roughly equivalent to
%300 et the current rate of exchsnge - and leaves much room for Improvement,
the postwar performance of the Italian economy demonstrates its basic
vitelity and holds out promise of further growth, provided thst favorable
domestic and internstional conditions prevsil,

The incresse in netional income has msde possible & small irprovement
in private end public consumption and a more intensive investment policy.
Per capita personal consumption is now somewhst higher then prewar, with the
increase concentrated on industrial nroducts snd services. Consumption of
foodstuffs which absorbs 58%% of gross consumption expenditures is probably
not yet as high as before the war. Governmental consumption has also risen
both relatively as well ss ebsolutely, especlally as a result of Incressed
spending for defense purposes. The level of gross investment resched
approximetely 16% of the gross netional product in 1951. High profits
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during 1951 induced incressed privete investment in 1952; public investment
also rose; an? the over-all level of gross investment slightly exceeded 18%.
Until very recently, the principal aims of Jtslisn investment policy have
been to reconstruct the productive plent Jdestroyed or damaged by the wer end
expand bssic industries., With these objectives virtually achieved, the
primary emphesis has now shifted to the development of underdeveloped areas
and the crestion of additionsl employment opportunities, In both these fields,
the progrem of the Cassa per il Mezzogiorno pleys @ key role. The continued
meintenance of adequate levels of private ard public investment is & basic
prerequisite for the future growth of the Italisn economy and for the solu-
tion of its msjor structursl problem of unemployment.

Agriculture

Although agriculture is Itely's primery economic pursuit, employing
approximately 41% of the total working population and producing sbout 30%
of the nastional income, Itsly's land resources sre not adequate to enable
her to achleve self-sufficiency in foodstuff's or steple rew materisls. She
is dependent upon Imports for e large fraction of her whest and, in lesn
years, olive oil, and such important rsw meterisls es wool, cotton, hides
and rubber. On the other hand, she produces a surplus of & wide variety of
less besic agricultural commodities, such &s cltrus end deciduous fruits,
nuts, vegetables and cheeses., Although these commodities sre produced under
relatively favorable cost conditions, the large fixed invesiment required for
thelr production and the immobility of the large labor force employed makes
it difficult for their production to respond quickly to chenges in demsnd.
Since most of these commodities are in the lwxury or semi-luxury cless,
moreover, they are among the first to feel the adverse effects of contractions
in business ectivity in the countries to which Itely sells or to fall under
the axe of restrictions when these countries encounter bslesnce of payments
difficulties, The result is not only to affect Italy's export position
adversely but 8lso to bring serious distress to & large section of Italien
agriculture which cannot readjust itself rapidly to a sudden change in
external demand. The postwar commercislization of Italien egriculture, with
its concomiteant hesvy investments in irrigstion for tree crops and other
expensive civil works, heve accentuated this situstion,

Over-all agricultural production has recovered very satisfactorily
from the depths to which it senk in the immediate postwer years. By 1950,
it had resched the prewar level, and further increases in 1951 and 1952 have
brought it up to roughly 7% above prewar. However, this increasse 1is
sttributable mainly to & few specislized commodities, in particular vegetables,
fruit, suger beet, milk, and olive oil, the output of which is now well above
prevwar levels. The production of wheat, corn and potatoes has generally
legged behind the best prewer yeers, and this lower level of output, combined
with a 10% incresse in the populstion, has made it necessary for Itely to
import very much larger quantities of wheat then before the wer. The bumper
wheat crop of 2,5 million tons in 1953 hes row improved this situation.

Although the Iteliesn Government plans to meke efforts to increese
agriculturel production substentially, it dces not enticipete any merked
increase in selfesufficisncy in basic foodstuffs. Its present progrem calls
for an increase of about 15% in over-all output during the five yesrs ending
1956/57. However, production of rice, corn, rye, barley end whest are
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expected only to regein or slightly exceed prewar levels. A small increase
is projected in the output of oils, especielly olive oil. On the other
hand, suger beet production is expected to continue its expansion. Fodder
production is to be increased to make possible a 10% increase in livestock
numbers and an improvement in the quality of the herds with a consequent
increase in meast production from sbout 8,000 to about 8,500 tons & yesr.
Finelly, a very substsntial increasse is projected in fruit and vegetable
production, its exact msgnitude depending upon the volume of export demand,

The increase in asgricultural output is to be achieved not through an
expansion in the eres under cultivation, but through a drive to increase
yvields and a shift of screage to crops to vhich Italian soils and practices
are best edapted. The fulfillment of these goals depends upon the implements-
tion of & well-wbslenced long-term investment program of which the Cassa
program constitutes an integral part., With the extension of additionsl farm
credit for mechanizetion, better seed selection, snd the use of more in-
secticides and fertilizers, it should prove posgsible to increase yields and
reduce costs., Indeed, the objJective of producing from the present area
under wheat, of 4,724,000 hectares, roughly the seme 8 million tons produced
in 1937-39 from an area of 5,163,000 hectares (about 10% lsrger) has already
been sachieved. While the over~sll sims appear realizeble and their
echievement should strengthen Itsliesn sgriculture considerably, beceuse of
her physically limited ferming rescurces and a continuelly growing population,
Italy's heavy dependence on imported bssic foodstuffs end raw meterials is
not likely to elter appreciebly in the foreseeable future.

Mining and Energy

As in the case of soil rescurces, Italy suffers from a serious
deficiency in known basic minerals and metals. Most of the cosl, petroleum,
iron ore and copper consumed by the Itallan economy must be imported.
Extractive industries consequently play a relatively minor role in the
Itelisn economy, being responsible for only 1% of the national income.
Since the war, most phases of mining which are economicselly sound hsve
regained or exceeded prewar levels, The output of bauxite, zinc, mercury
and mangenese in perticulsr have increased setisfsctorily. The output of
other minersls, Including iron ore and sulphur, are however still below
prewsr, snd the possibilities of further expension ere extremely small
because of limited deposits, high extraction costs end, in certein cases,
excessive trensport costs., Furthermore, the prospects of discovering new
deposits of eny considerable size do not appear very bright.

The only exception to the generally unpromising outlook in subsoil
resources 1s natural gas. Its recent discovery in northern Itely is the
most outstanding nestursl resource discovery in Western Europe since the war,
Development has been very rapid, with Italien naturel gss production in-
creasing as follows:

Year Million cu. m.

1950 505

1951 957

1952 1,435

1953 2,500 (estimated on basis of

Jenuery-Msy output)
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Present plans cell for an annuel output within filve years of 7,000 million
cubic meters, a goal which does not anpesr %c be unreslistic. Suck an output
would provide Italy with the equivalent of roughly 9 milllon tons cf bituminous
coal annually, or neerly nine-tenths of recent cocal imports. Although the
sevings in coal imvorts are not likely to be anywhere near such proportions
because of incressing domestic and industrial consumption, the development

of domestic methsne will permit a substantiasl growth in fuel consumption
while at the same time lightening the burden on the Italian balance of pay-
ments imposed by cosl imports. The discovery of nastural ges hes a2lso raeised
hopes of the existence of significent quantities of petroleum in Italy end
exploration is now in vprogress.

No expansion of Italian production would hsve heen possible in the
postwar pericd without a growth in electric power capacity which was in-
adequate snd badly balanced at the close of the war. M&lthough the problem of
the power deficit has not yet been completely solved, there has been con-
siderable progress as a result of an increase in generating capacity of 23%
between the close of 1948 and the close of 1951, which has made possible an
increase in production from 22,240 million kwhs in 1948 to 30,900 million in
kwhs in 1952, In addition, the recent completion of ECA financed thermsl
plant shculd go far toward eliminating the threat of power shortages such es
ocecurred in 1949 s a result of inadequate reins and snowfall., It is now
estimated that demend for power will increase by about 7% a yesr in the next
few yesrs. To satisfy these recuirements, & progrem has been formulsted
which envisages an increase in production cepacity to 42,500 million kwhs
in 1956. This should be more then adequate to cover the estimated require~
ments in that yssr of 40,500 million kwhs. The complation of this program
should assure Itely of a reasonsbly ample pocwer supply in the forsseeable
future,

Industry

The menufscturing industries account for roughly 40% of the Italisn
nstional income, end employ 36% of the work:ing populetion. Badly demaged
during the war, thelr plant hss been completely reconstructed, modernized,
and, in some fislds, expanded, with the aid of substantisl public and private
investments. A&s early as 1949, therefore, the index of manufacturing
production was already 3% higher than prewar, and by 1951, it surpassed the
prewar level by 36%. In 1952, it increased by only 1% more, for substantial
increases in certein branches of industry were offset by decrezses in others,
Production in the textile industry, for exenple, fell by 8% compared with
1951, because of a sharp decline in export demand, offset only in pert by a
rise in domestic demend, especlally in the South, during the latter nart of
the yesr, On the other hand, the metellurgicel and mechanicel industries,
roughly one-third of whose capacity has been reportedly unused during the
postwer period, increassed their output by epproximetely 10%.

In spite of e more setisfactory showing in the early months of 1953,
the long~run outlook for Itslian incdustry is scmewhat uncertain. The Ttelian
OEEC program to raise output by 25% in the “ive years beginning with 1952
has already fellen behind schedule becsuse of a drop in export demend during
1952, Several deep-rooted obstacles stand in the way of further expansion
of Italisn industry. The relstively low aversge resl income limits domestie
demand, while the surplus of menpower and the consequent threat of unemploy=-
ment act s & drag on productivity, slowing down output and rsising costs.
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High Interest rates end the dependence of Italisn industries upon imported raw
materiels end fuels further accentuste the cost problem. The result of all
these factors is to wesken Italy's competitive position 2s an exporter of
Industrial products, and her engineering snd shipbuilding industries have

been suffering from chronic overcspscity, On the other hand, her textile
industry, which hes until now sppeared to enjoy a relstive cost advantage,

is among the first to be subjected to import restrictions by Italy's major
trading partners and in the future may be exrected to encounter increasing
competition from Jepsn and the expanding textile industries in undercdeveloped
countries. Thus, hampered by & limited domestic demand snd by unsteble foreign
markets, Itelisn industrial expension will heve to proceed most ceutiously.

Construction and Services

The recent expansion in Italien production, incomes end profits has
scted as a powerful stimulus to the service snd construction industries, which
contribute roughly a qusrter of the national income. The improved position of
the consumer counled with Government subsidies for low-cost housing have
increased residential construction to boom levels by Itelien standards. Some
770,000 habitable rooms were completed in 1952, as compared with 592,000 in
1951, In addition, high rates of public and privete investment activity
increaesed non~residential construction so merkedly that & serious cement
shortege developed end it wes necessary to resort to voluntery sllocetions
and imports. The outlook for the building and construction industries remalns
favoreble provided thet investment is msintained at the projected rate and
thet national income grows as forecsst,

With high levels of output in sgriculture and industry and with a
construction boom in progress, most service industries appear to have been
prospering. Noteworthy emong these, from the point of view of national
income and even more from thsat of the belance of payments, sre the sctivitles
centering sround tourism, hotels, ete., and ocean shipping. The hotel trade,
8 significant index of tourism and s vital factor in the Ttalian balsnce of
payments, has been very prosperous, ané barring further deteriorstion in the
internetionsl situstion, its outlook is very favorasble. 4 price level lower
then in meny other parts of Western Europe snd the sctive attempt of the Cessa
to develop and populerize new tourist attractions should help to encourage
more tourists to come to Itely. In the case of shipping, the Italien merchant
marine has staged a comebsck and war losses have now been fully made up. As
8 result, the Italian balance of payments deficit on shipping and freight is
being gradually compressed. Indeed, there are reasonably good prospects that,
with the further expansion of the Itslisn passenger and tanker fleet, Itely's
deficit on sccount of trensportetion cen be eliminsted or thst she may sven
achieve a small surplus on this sccount.

Populastion and Manpower

The most serious structural protlem cf the Itelien economy stems from
her relstive overpopulstion. During the pest 15 years the populstion has
been increasing st an annual rate of 0,68%, rising to a totsl of over 47
million. The recent decline in the birth rste has been offset by & similar
decline in the desth rete, and the present cutlook is for sn annusl increase
of roughly 400,000, Since emigration is not likely to remove more than
150,000 persons ennuelly, the net incresse in populetion may be estimsted at
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250,000, The labor force is expected tc be augmented by abcut 130,000 annuelly,
with a consequent further aggravation of the already serious unemployment
problem. Despite the vigorous investment policy pursued during the psst
several years, structural underemployment is widespread end unemployment remeins
at a level of ebout 1.3 million. Bridging the gap between the growing labor
force and svailable employment opportunities constitutes the greatest

challenge to economic and socisl policy. While the projected high levels of
investment will help to cope with the msnpower problem, unemployment is °
likely to continue in the coming yesrs to be the most acverse festure of the
economic and socisl situstion.

INTERNAL FINANCES

In the immediste postwar period, when the Itelisn economy was still
partially parslyzed, expsnsion in bank credits to business end the financing
of Govermnment deficits led to one of the most violent inflations experienced
in Western Europe, with the price index rising to 60 times its prewar level.
Stabilizatlon messures were isken in the fall of 1947, and prices have
rerained relatively stable since then. Ever the outbresk of hostilities in
Kores snd the ensuing sherp increases in the prices of meny imports hed a
slighter impact on the price level in Itsly then in meny other countries,
The wholessle price index rose about 15% from 1950 to 1951, but it hss since
declined and now appeers to have stabilized st & point only 8% above 1950.
On the other hand, the cost of living index which rose by only 10% after the
outbreak of Korean hostilities continued to advence during 1952 and is now
roughly 17% above 1950, In psrt, the rise in the cost of living resulted
from en incresse in Indirect taxes and in weges, especielly of civil servants,
whose increased disposeble income exerted ern inflstionary influence on the
prices of consumption goods. It is likely elso thet the lack of vigorous
competition smong sellers contributed to the rise in certein retail prices
end, as a result, in the cost ef living.

By pursuing @ deliberstely restrictive credit policy, Itelien monetery
euthorities hesve menaged for several years to hold down the growth in the
means of payment to well within the limits c¢f expanding nationsl output.

This policy has made it necessary to keep irterest rstes on commerciel losns
at 8% or higher, and mey on occasion have restreined legitimate business
expansion. It has, however, prevented undue speculative activity, snd hss
pald off in the form of relestive price stability and s sound currency.

During 1952 the money sunvly expended more ranidly then netionel income,
lorgely &s a result of increassed deposits erd credits extended to the business
community, but this did not result in any significent pressure on the price
level. The continuing vitelity of the Italian economy coupled with a sub~-
stantiel import surplus, eppear to have contributed toward the maintensnce

of & stable lirs,

Public finsnces continue to be somewhat streined and are a cause of
concern to the public suthorities. Government revenues have been rising
as a result both of the growth of the netioral income and recent increasses
in indirect tex retes, although the fiscal reforms with their grester emphesis
on direct taxetion apvear thus far to hesve yilelded very mesger results., Howe
ever, expenditures have also been on the increase because of larger defense
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outleys, increesed civil servents! saleries end 8 stepped-up public invest-
ment progrem. In 1951/52 the Government hed a cash deficit of Lit. 410
blllion, or roughly a querter of total expenditures. Excluding the
sccumileted lira counterpart of E.C.8. 8id of Lit. 196 billion from the
revenues, the deficit smounted to Lit. 670 billion, or over one~third of
the expenditures. The cash deficits in 1952/53 end 1953/54 ere estimeted
at Lit. 443 end Lit. 366 billion respectively.

Despite budget deficits, Tressury operations during the past few years
heve zctually had a slightly defletionary effect on balance because the
deficits were financed out of current savirgs by the economy, and a slight
contraction in the mesns of neyment resulted from Treessury sctivities, In
keeping cesh disbursements down, however, the Government hes greatly in-
creesed the volume of its arrears, These grresrs represent a potential
Tressury liability and heve mede it necesssry for contractors to obtain
temporery finencing from the commercial bsrks. The continuing excess of
expenditures over revenues and the eliminstion of counterpert funds, es FOA
2id is reduced, present a resl challenge to Italisn fiscal suthorities,
There ere indicetions, however, thet a more resolute effort will be made to
collset the new direct texes, vwhile the rising netional income should re-
sult in larger revenues from existing indirect taxes. Moreover, according
to most recent indicstions, the rise in the over<all level of ssvings
avpears to have made it possible for the Government to market a larger
volume of its own securities at the same time sllowing & heslthy expansion
in the losnsble funds svailable to the business community. Indeed, the
striking liquidity of the Itelian banking system which developed in 1952
mey well be expected to continue providing nastionel income and savings
continue to rise at the projected rates. Thus, while public finsnces
continue to present some resl problems, these do not appeer to be insur-
mounteble, and it should be possible to coatinue the current rate of public
investment without seriously disturbing monetary stebility. Should such a
threst develop, however, Italian monetsry authorities, judging from their
recent record, msy well be relied upon to cope with it rapidly and decisively.

EXTERNAL ECONOMIC POSITION

The besic weakness in Itely's external economic position is the fact
that while she depends on imports for her essentisl rew meteriels end food-
stuffs, such as wheast, cotton, coal, petroleum snd wool, between hslf end
two~thirds of her exports consist of textiles and food specielties. The
semi-luxuries and other "soft" commoditles which she exports are hard hit
vhen her treding pertners experience adverse business conditions or encounter
balance of psyments difficulties, but her own ability to compress imports
is relstively limited, Additionel difficulties arise from the geograsphic
structure of Itslisn foreign trsde under conditions of inconvertible, or
only pertislly convertible, currencies, Western Furope esnd the sterling
ares have emerged ss Itely's best merkets, while the dollsr ares has become
an Important source of her imports. In spite of these handiceps, Itely's
external ecomomic position hes developed f'avorably since the wer and given
high levels of procduction, income end trace both at home and abroad, the
prospects that she can balance her foreign sccounts appear reesonebly good,
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Wertime dsmsge and dislocstions of trade relatione reduced Italy!'s
foreign trade to exceedingly low proportions in the immediate postwar years.
In 1947, she was exporting less then hslf as large a volume of goods as
before the war, and even in 1949 her exports were still telow prewer volumes.
Foreign relief and reconstruction assistsnce enabled her to sustain a
considerably higher level of imports, financing & trade deficit in excess
of helf e billion dollars e year. Exports expended very vigorously, how-
ever, end by 1950, hed risen to & level about 20% sbove prewar, in volume
terms, compsred with sn increasse of only 4% in imports. Since the Italian
terms of trade were mlso improving, the trade deficit declined merkedly,
falling to $267 million in 1950.

The outbresk of hostilities in Kores resulted in & reversel in esrlier
favorable trends. Exports continued their rapid expansion in 1951, increas-
ing by enother 124 in volume, but imports incressed by 23%, and the Itslian
terms of tresde deteriorsted, Italy's trads deficit rose, in consequence,
to 489 million. In 1952, ss a result of deliberelization measures tsken
by the United Kingdom and France, Italjan sxports fell, while imports,
buoyed up by a high rate of domestic investment, rose, The trsde deficit
increesed, therefore, to $930 million or 40% of the velue of Ttalien imports
in 1952, In the first six months of 1953 the trade deficit was running
et an annual rate of $1060 million. There are indications, however, that
the situstion is improving, Meny of the British import restrictions were
removed in Msrch, snd since Merch, the Itslien trede deficit hes heen running
slightly below the levels of the corresponding months of 1952,

For an explanstion of Italy's trade difficulties in 1952, a brief
picture of the composition of her trsde is essential. Close to 80% of her
imports ere accounted for by four categories of commodities = foodstuffs,
fuels and textile rew meterisls, which easch make up 20% of the totsl, and
machinery sno metsel procucts, which constitute snother 15-18%, Her princi-
pal export is textiles, which accounted for 37% of the total in the boom
yesr 1951 an?, in spite of & grest falling off in sales in 1952, to 23%
in that yesr. Foodstuffs end mechinery esch account for another 20% with
8 miscellaneous group of commedities, including metal products, minersls,
and chemicals meking up the remsining 25-35%.

The deterioration in Italy's trade position in 1952 was the result of
specisl factors affecting a very smell mumber of commodities. Virtually
the entire decline in her exports wass attributable to textiles, exports of
which declined by $286 million compared with a total decline in exporis of
%264, million. 411 classes of textiles were affected ~ exports of cotton
textiles fell from $207 million to $92 million, synthetics from $181
million to 79 million, snd woolens from $84 to %43 million. On the import
side, mschinery and sppsratus end other metsl products sccounted for vir-
tually sll the incresse., Imports of these commodities increased by $156
million compsred with an increase of $146 million in all imports. It would
appear, therefore, thaet the decline in Itslian exports in 1952 wes the
result of the world wide depression in textiles in 1952 accentusted by
import restrictions imposed by the United Kingdom end other sterling area
countries and France. At the same time, heavy domestic investment swelled
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Italien imports of machinery and other metel products, while the unchanged
demend for exports other then textiles, higher Itelien consumer incomes and
sn open door policy towsrd EPU imports prevented demsnd for other imports
from faeliing. It is significent, for exasmple, that in spite of the sherp
decline in textile exports, imports cf textile raw materiels declined only
slightly in velue terms snd actuslly incressed in volume (rew cotton from
198,000 to 230,000 tons and rew wool from 59,000 to 81,000 tons), resulting
in increesed inventories of these commodities,

Wer and postwar dislocations have significantly altered the geographic
psttern of Itely's foreign trede to her disadvantege so long as many of the
currencies for which she sells remsin inconvertible. Immediastely after the
war, she was, like every other Western Europsasn country, excessively dependent
upon the dollar area for imports while, as bafore the wer, selling little to
it. Although she has been able to shift somes of her imports to other regions
and to incresse her exports to the doller arsa, even in 1952, the United
States, Cenade and Centrasl America supplied 24% of Italian imports, compared
with 12% prewar and took only 13% of her exports, compered with 8% prewar. On
the other hand, Itselisn exports to EPU countries, their oversess territories
and sterling non-member countries have risen to 64% of the total, compered
with 45% prewar, but the shere of these countries in Itslian imports has
remsined unchsnged at 55% of the total. Chenges in the relstive importence
of other eress in Itslisn foreign trade merely reinforce the effect of those
cited sbove, with the net result thet Italy's sales ere mede much more largely
in inconvertible currencies than her purchases.

Ital% -~ Foreign Trade by Msjor Ares
In millions of U.S. dollars$

1951, 1952

gxports Imports Exports Imports

EPU countries 1/ 643 630 592 758
(excevt sterling)
Sterling area 2/ 495 415 290 522
U.8,, Canada &
Central America 141 530 173 560
All others 366 532 328 474
TOTAL 1645 2167 1383 2314

1/ 1Includes overseas territories
2/ EPU sterling countries, overseas territories, and sterling
non-member countries

Until 1950, the geographic pesttern of Italien foreign trade wes even
more unfavorable to Italy, end her huge trede deficit in this period was
attritutable meinly to the dollar area. Her trade with the EPU countries
eernad her a surplus of %120 million a year. As reconstruction rendered her
less dependent upon imports from the doller sres her doller deficit declined
from $500 million in 1948 to %262 million in 1950, snd her over-ell deficit
showed & psrallel decline.
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In 1951, when as & result of the post-Korean boom her imports of rew
meterials rose and her terms of trade Adetericrsted, her trade deficit with
all arees other than the EPU countries rose by a totsl of $281 million. Her
already substantisl tracde surplus with EPU ccuntries rose in contrast by $59
miliion.

It was the inebility of the sterling area and France, to continue sny
longer to funnel convertible currencies to EPU countries, & vrocess from which
Itely, among others, hed benefited, that hit Itely's trede herd in 1952. The
abrupt retreat of the United Kingdom and France from their foreign trace
liberallizetion policy recduced Italy's exports to sterling EPU countries by
over $100 million end to France by over %50 nillion. Italy, still s large
EPU creditor continued to permit EPU imports virtuslly unrestricted entry and
her imports from EPU countries rose sherply. A&s & result, a 1951 trade surplus
toward EPU countries of $173 million was converted into a deficit of $149
million in 1952, Sterling erea retrenchment policles elso increased the
Italien deficits towar?d sterling erea non-EPVU countries snd EPU oversess
territories. In contrast, Itely's doller trade deficit remained unchenged
at sbout $385 million, while her deficit towsrd South Americs declined slightly,
Itolian exports to South Americsn countries declining less thsn her imports
from them, '

In assessing Ttaly'!s future trade prospects, 8 distinction must be
drewn between her over-all and doller trade positions. Although the deteri-
oration in Ttely's trade balsnce in 1952 was ettributable to the EPU countries
and their currency sreas, this grour of coun’ries does not represent Italy's
ms jor trasde problem. Althcugh, so long as their currencies remein st least
pertially convertible into dollers, Italy can orobably not hope to sarn a sur-
plus from them over sn indefinite period of time, there 1s no reason to
anticipate that she must continue to run & daficit of 1952 proportions (8400
million) or indeed aeny deficit at all. Provided that there is a continued
expension in world economic activity, Ttsly should be able to increase her
exports substsntially. The demsnd for her textiles should rise sbove the
depressed level of 1952 even though & return to 1951 levels seems improbable,
In spite of competition from other menufacturing countries, Ttaly should alse
be able to increase her exports of a wide variety of menufectured goods, in-
c¢luding machinery snd other metsl products and chemicsls. The prospect for
an expension of her exports of foodstuffs, particulerly within Europe, sre
very promising; she can increase her output of fruits and vegetables greatly,
if rising consumer incomes in Europe provide the necessery increase in demand
end the markets sre opened to her,

Should the increese in exmorts fe2il to bring her trsde into balance,
she can achleve some sevings in imports. A compression of imports of textile
rav meterials should be essily possible, if textile exports fsil to recover,
since the volume of imports of these commodities rose in 1952, in spite of »
decline in textile exports. A4s & result of the discovery and rapid develop-
ment of Itely's natural gas resources, fuel imports cen be reduced even if
Italisn economic activity expsnds. A reduction in imports of mechinery from
the 1952 level is possible without seriously impairing investment sctivity,
although it would somewhet slow up the processes by which Italy's industries
and sgriculture are expanding and becoming more efficient., Finslly, some
import savings are possible through the curtailment of non-essential consumption.
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If the necessery seving in imports is unattsinsble under Itely's present trede
policles of virtually unrestricted imports from EPU countries, she cen and
probably would slter those policies.

The achisvement of an over~all balance in Italy's trede will, however,
still leave unsolved the problem of her dollar deficit. Even in 1952, when
Ttaly's position vis-a-vis other sress wes so much worse than in esrlier
years, the dollsr sres still accounted for over 40% of her total trede deficit.
The doller deficit has up to now proved intrsctable. After e decline of about
%240 million between 1948 and 1950, it rose by %125 million to a totsl of
about $390 million in 1952. The fluctustions have been due in the msin to
varistions in the msgnitude of Ttaly's dollar imports, for although Itelisn
exports to the dollar eres have incressed, the rise has been smell. The in-
crease In exports has, however, been gratifying beceuse of the wide veriety
of commodities encompessed. The entry of such Itslisn manufsctures es
Olivettl typewriters, Necchi sewing mschines, and Vespa scooters into the U.S.
merket are noteworthy schievements. A further expsnsion in exports to the
UsS. should prove possible, especislly if the U.S. nstional income keeps
groving and her trade policies do not become more restrictionist. However,
the prospect that the gap between dollar imrorts of $560 million end doller
exvorts of %173 million can be overcome by gn increese in exports is obviously
not promising., A&ny substentisl improvement in Italy's dollsr position
anpears to depend upon a reduction in her imports from the dollar area, and,
of course, primerily from the United States. The most important of these
imports ere, however, essentials,

Five cormodities or commodity groups accounted for 75% of Itelian
jmports from the United States in 1952: rav cotton, $134 million, coal $70
million, wheet, %54 million, mechinery end vehicles, %85 million end iron and
steel rolled products, %17 million. Although Italien imports of these come
modities cannot be significently reduced, Italy's doller position cen be
improved by a shift to other suppliers. It should not be impossible for
Ttaly to secure from other sources a lerge mart of the 565,000 tons of wheat,
the 134,000 tons of cotton, and the 3,405,000 tons of coel she purchesed from
the United Stetes in 1952, Turkey, with which Itely had & surplus of %24
million in 1952 and which is interested in & number of commodities sold by
Itely - in particuler, machinery, end possibly textiles, until her own textile
industry becomes capable of meeting Turkish domestic requirements in full -
can supply both vhest and cotton. Argentina is e possible source of wheat and
Brazll of cotton. Indeed, Brazil from which Itely brought no cotton in 1952
supplied her with 28,000 tons in 1948, Itsly has had no difficulty in sell-
ing her exports in these two South American countries. She wss compelled to
restriet exports to both in 1952 to the equivalent of her imports from them
becsuse of the lerge credits she found hersclf extending. In the case of
both Argentins and Brezil, however, the shift depends upon their economic
policies, not on Itslisn demand. Finelly, Italy msy be sble to meet more of
her machinery snd metsl procducts requirements st home or in other Eurcpean
countries, especially Germeny.

Balsance Payment
While the Italiesn balance of psyments is laregely dominsted by move-

nments in trecde, invisibles have traditionally plsyed sn important role. Two
items -~ emigrants! remittances and tourism - have yielded substentisl
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surpluses in the passt and promise to continue doing so in the immediate
future.

In line with the reconstruction progress of the Italisn economy and
the stebilizstion of the lira, the balence o payments hes registered a
substantial improvement in recent yeers, its course psralleling the course
of the Itslisn trade balance. In 1950, earnings from services more than
offset the greatly reduced trade deficit, and Italy achleved a surplus on
current account equivelent to roughly %30 million. The deterioration in
Italy's trade position in 1951 and 1952 was reflected in a worsening in her
peyments position: in 1951 she had a current deficit equivalent to $160
million, which rose in 1952 to &n estimated $473 million. These global
deficits conceal both the surpluses Italy attsined outside the dollsr ares
and her continuing substantisl deficits with the dollsr area, which amounted
to U.S. $212 million in 1950, $307 million in 1951 and around $270 million
in 1952. Up to now the deficits with the doller area have been more then
covered by E.C,A., aid, with the result that by the end of 1951 official
Italisn gold and foreign exchange reserves stood at the equivalent of U. S.
$346 million end U.S. $567 million respectively. Of the foreign exchange
reserves, 30% were in U.,S, dollers. Although some decline in foreign exchenge
holdings has occurred recently, the gold resecrves remsin unimpaired. In
addition, Itelian banks and individusls hold substentisl U.S. dollar balances.

Although Itely's baslance of peyments nosition remsins a matter of
some concern, this is more because of the character an¢ geographic patiern
of Ttslian “oreign trade than because of & long run tendency for Italian
consumption and investment expenditures to exceed nationsl output. The fect
thet Italy hes had a traditional doller deficit and a surplus in the only
pertially convertible currencies of Yestern Burope, renders the trensfer
problem & difficult one. She menaged to earn U.S. $92.7 million through
E.P.U, in 1951, but hss peid it back in 1952 and her ability to rely in the
foreseeable future on her msjor Europesn trading partners as a substantial
source of U,S, dollar earnings, is highly questionsble,

If Itsly's msjor treding partners sre able to maintaln prosperocus and
exnsending economies, snd if they pursue ressonably liberal commercial
policies, however, she should be able to bring her forelgn trensactions into
bslance. Her projected investment end economic development program should
not only reise output but also improve her balance of payments. The projected
incresses in the outout of fruits, vegetsbles end other food products, should
boost Itslisn exports to 'lestern Europe, espacially if the currently discussed
trade liberalizstion policies affecting sgricultural products become &
reelity., The continuing outflow of migrents should help to maintain the over-
all level of remittences. Likewise, the prospects of Increased earnings from
tourism appeer good., In quentitetive terms, it should prove possible to ad-
just exports end imports to limit the trade deficit to about the equivelent
of $200 million, Net earnings from remittances snd tourism could cover this
gap and leave a margin for debt service.

Closing the dollar gap which hss amounted to $200-$300 million an-
nually in recent yesrs will prove more difficult of achievement. Italy's
dollar esrnings from exports cen probably be incresased. She can probsbly
count also on 8 smell incresse in emigraents! remittances, snd should the U.S.
netionsl income keep growing, in dollar esrnings from tourism, The ultimste
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closing of the dollar gep will depend meinly, however, on the further successe
ful compression or redirection of some basic imports elsewhere. Some of these
objectives are likely to be realized promptly; others mey teke considerably
longer., In the meantime, the dollar gap in the Iteliesn belance of peyments
continues to be met by U.S. assistance, now in the form of defense support of
$102 million and of offshore purcheses for NATO of sbout 7.5. $80 million dur~
ing fiscel 1952/53.

CONCLUSIONS

The ebility of Italy to service her present externel debt or a slightly
larger one depends upon her achieving equilibrium in her bslance of payments,
especislly with the dollar srea. Numerous internal and externsl developments
will have a bearing on this, with the continuing growth in her nationsl income
and a net incresse in emigration playing a crucial role. The outlook with
respect to most of the msjor relevant developments appears reasonsbly good.
The recent high levels of vrivate end public investment and the long-term
Casse progrem give promise of & continuing rise in the output of the Italian
economy. Recent bilateral migrstion arrangements as well as continmuing
Interest on the psrt of such internstional bodies as the Intergovernmental
Committee on Migrstion and OEEC in fostering Itslisn emigration, are encourag-
ing developments which should contribute toward the solution of Itely's besic
structural problem of over-population. In spite of the deterloration in the
Italisn balence of payments during 1951 and 1952, her very satisfactory per-
formance in 1950, and the continuing high level of investment provide reason-
able grounds for expecting that she can again bring her current beslance of
peyments into equilibrium. Ewven the dollsr problem which continues to be
difficult, should become much easier to menage as possibilities for compressing
or redirecting dollar imports increase, In this connection, the growing
availabilities of coel, wheat and cotton ageinst non-dollar currencies are
most encoursging, since these commodities are responsible for most of the
Italisn deficit with the dollar srea,

The present external debt of Italy amounts to a total of approximately
$512.4 million equivalent, of which the U.S. dollar debt accounts for almost
$426 million., In sddition, Italy is liable for war reparations equivelent to
about $260 million. Against these repsraticns there are, however, Italisn
assets snd claims which in the case of some countrles may wholly or pertially
offset them, Annual service payments on this debt (excluding reparstions)
are $39 million in 1953 and average less then $35 million in the 1954/59
period, declining steadily theresfter. Of these amounts, amortizstion pey-
ments account for between $20 million snd $25 million in the earlier years,
and under $20 million in the later ones, These total service payments con-
stitute only sbout 2% to 3% of ITtely's global foreign exchange earnings and
would be relstively light under conditions of convertible currenciss., Their
burden, therefore, arises solely from the fazct thet practicelly the entire
debt 1s in U.S. dollers and service peyments on this portion of debt are
around 10% of U.S. dollar esrnings.

The Italien debt service record is very satisfectory. There was no
record of default on any publicly-held external obligstions of Italy until
June 1940 when Italy entered the war. Since 1947, Itely has made every effort
to place all of its externsl public issues on a paying besis. Debt service
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peyments on doller bonds were resumed under the "Lombardo Plan" which went
into effect in December 1947. Similar plans were adopted in 1948 for the
sterling bonds and in 1951 for the Swiss franc bonds. To dete gll plans

have been carried out sccording to schedule, Althcugh the dollar belance of
peyments position of Itely remeins difficult, her cdoller sarnings have been
rising recently end the prospects of further increases from additional exports
to the deller area, emigrants' remittances end tourism appear reasonably good.
Moreover, the prospvects of redirecting msny of the basic dollar imports heve
recently improved substantially. In visw of these favoreble considerations,
Itsly may be regerded et this time as & reasonably good risk for & seeond

loan of $10 million to cover the doller impact of the second Lit. 100 billion
expenditures by the Csssa per il Mezzogiorno,



