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on imports. (3) Commected with the second point, but viewed from the seller's
side instead of the buyer's, is the tendency of price stabilization and credit
restriction to encourage the dishoarding of rew material stocks, It seems prob-
sble that there was such a reduction of stocks though the evidence is indirect.
(L) "Low" industrial activity may have been responsible for some of the impord
deficiency, in the sense that & higher level of activity, with a given rate of
use of stocks, would of course have called for more imports.

As evidence of the reduction of stocks in the textile industry, the
following figures may be cited, showing the import, manufacture, export and
domestic sale of certein textile materials:-

Italisn Statistics Relating to Textile Materials 8/

Jan,-Sept. Jan.-Sept,
1947 1948
(In thousands of tons)
Cotton
Import of raw material 170 100,3
Production
Yarn ) . 137 07 R/ 1,42 o2 -1-)/
Cloth 85.5 &/ 95.L b/
Export :
Yarn 11,2 22,5
Cloth 8.5 8,2
Wool N
Import of raw material 117 .6 L5.0
Production :
Yarn 62 .1 P_/ 65 l? E/
Cloth 28.8 B/ 30.6 B/
Export
Yarn 3. 2.7
Cloth L.6 L7
Rayon
Import of raw material 61.7 26,6
Production
Yern 60.0 &/ EO.M.E/
Export
Yarn 9.7 27.9
Cloth 5.9 6.2
Quantity index of department store sales of First half 1947 First half 1948
textiles and clothing 100 » 13

8/ Bank of 1taly, Research Department 3/ January-June rate projected
E/ January-July rate projected .
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From this it appears that, while the import of raw cotton, wool, and cellulose
fiber fell sharply from 19L7 to 1948, production of yarn and cloth increased, It
is of course possible, though improbable, that imports in 1947 were so high that
even after a sharp decline, stocks need rot have been used in 1948, The 1948
figures taken alone seem to further disprove this possibility: In the case of
cotton, wool, and rayon, the production of yarn alone exceeded the import of raw
materisls, Vhen it is considered that a part of the raw materials are no doubt
used for other purposes than the manufacture of yarn and cloth, and.*hat a certain
amount of waste is involved in manufacture, it is clear that raw material stocks
in these commodities must have been reduced in 1918, ‘/hile it was not possible
to meke a thoroughgoing comparison with program estimmtes, it can be stated that
the April-Jduly program anticipated no change in raw cotton stocks,

The reduction of raw material inventories in 19,8 should be viewed in
the light of the building up of these inventories through hoarding in the pre-
Einaudi period, and with the fact that the Einaudi monetary and credit measures
were designed to bring about precisely this result,

On the export side, the important factor was undoubtedly the devalua-
tion of November, The Italian index of expor%t prices expressed in dollars fell
from 212 in 197 to 200 in the first half of 195,8; and the increase in dollar
export values in 19,8 l/ﬁin spite of this price decline is evidence of the demend
elasticity for Italian exports. E/ The effect of the devaluation was no doubt

heightened by internal price stabilization, which increased the lire price
differertial between domestic and foreizn sale,

It is difficult to say whether a reduction in stocks of finished goods
accomparied the export increase., The evidence in the case of textiles is much
less corclusive than it was on the import side, as will be seen by reference to
the table on page 8. Ixports of cotton and rayon yern increased sharply over
19)7, while production increased but slightly in the former case, and declined
in the latter case. llowever, nothing can be said sbout domestic sales, since the
sales figure is not broken down by type of textile., Furthermore, nothing can be
deduced from an examination of 19,8 figures alone, for the same reason. It is
nevertheless possible to hazard the hypothesis thet there was a decline in stocks
of finished goods, since the same factors meking for a dishoarding of raw material

1/ See note 1, page [. 1t may be noted that no participating country except
abrmany showed so great a % improvement in exports to the U.S. in 1948 over 19475
end none except the U,XK, showed a greater absolute improvement. The Italian
increase for January-September 1948 over the same period in 197 was 53L.1 million
or 118%, German exports to the U,S. rose by over L00%, but by a ruch smaller ,
absolute amount; British exports to the U.S. rose by .56 million, but by a smaller
percentage, ,
2/ See this Review, December 1L, 1948, "Economic and Finsncial Conditions in Italy
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jinventories (price stabilization, credit restriction, etc,) should have operated
here as well,

I1I, Conclusions

To the extent that the improvement in the Italian balance of payments
was accompanied by a reduction of inventories, it is a one-time occurrance; any
repetition would have to be on the basis of increases in production, However,
over a longer period such production increases may be expected; and the short-run
effects on the balance of payments in the meantime are useful. Furthermore, any
reduction in stocks which took place is not necessarily undesirable in itself
since, as has already been mentioned, much hoarding occurred prior to the monetary
reforms, due to the upward movement of prices, the external depreciation of the
lira, and the anticipated devaluation,

The celculation of Italy's second year E.R,P. allotment cannot fail to
be influenced in part by this yeaer's developments, in that expectations as to ,
performence will be more optimistic than they would otherwise have been, Ilowever,
this does not mean that Italy should be expected to use her newly acquired balances
to cover g 1949 deficit, In the first place, since the level of Italian dollar
holdings had fallen so low in the latter part of 1917, some permcnent increase
would not seem undesirable, Furthermore, if such a requirement were regarded as
penalizing superior performance, it would have an undesirable psychological
effect,

However, it would seem that Italy might well put the dollars to construc-
tive use. The fact that Italy now possesses a nob negligible foreign exchange
reserve which could b2 used, if necessary, to counteract inflationary pressures,
may cause the Italian Government to act more boldly than hitherto in plamning
for economic development.
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ITALO-SOVIET AGREEMENTS ON REPARATIONS AND TRADE Gregory Grossman

On December 11, 1948, after some four months of delicate negotiations
in Moscow (which also involved the transfer of Italian warships to the Soviet
Union), four econemic documents were signed by representatives of Italy and the
U.S.S.R. These comprised (1) a treaty of commerce and navigation, which is yet
to be ratified by the Italian Parliement, (2) an agreement regarding the payment
of reparatiions to the Soviet Union under the Italian peace treaty, (3) a trade
agreement providing for mutual deliveries over a three-year period, and (4) a
payments agreement to supplement the trade agreement, The full texts of the doc-
uments are not available here at this writing, but the preliminary information
received permits a number of comments to be made on the economic significance of
the agreements from the points of view of Italy and the U.S.S.R., as well as the
broader points of view of East-West trade and of the E.R.P,

Not much is to be said on the first and fourth of the above-listed doc-
uments. The treaty of commerce and navigation is notable for the omission of the
word "friendship" from its title. It is not clear in the absence of the full
text of the treaty how far it goes in the mutual extension of most-favored-nation
treatment, The communique published in the Soviet press.L/ lists such treatment
to cover natters of "customs, transportation, internal levies, and navigation"
with certain unspecified exceptions., Press reports from Rome suggest a much more
restricted scope of most-favored-nation treatment, 2/ TWhatever the exact stip~
ulation in this respect may be, the concession is for all practical purposes &
one-sided one by Italy in view of the state trading monopoly obtaining in the
U.S,S.R,

The payments agreement does not involve gold or free exchange. Payments
are to be affected through a set of lira accounts, In case of fluctuations in
the exchange value of the lira, the net balances of these accounts are to be ad-
justed monthly in accordance with the variation in the average of the "official"
and the "free" dollar -- lira rates, The maximum net balance allowed is a rather
small one considering the magnitude of trade envisaged: only about one million
dollars (600 million lire). The final net balance outstending is to be settled
in commodities,

The Agreement on Reparations

The agreement on reparations is intended to bring into effect the pro-
visions of the treaty of peace with Italy regarding the transfer of reparations
to the U,5.S.R. (Article 7L(a)). The provisions of the peace treaty read, in
part, as follows:

1/ Pravde, December 1L, 19L8

g/ The New York Times, December 15, 198
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"l. Italy shall pay the Soviet Union reparation in the amount of
$100,000,000 during a period of seven years from the coming into force
of the present Treaty, Deliveries from current industrial production
shall not be made during the first two years,

"2. Reparation shall be made from the following sources:

(a) A share of the Italian factory and tool equipment
designed for the manufacture of war materisl, which
is not required by the permitted military establish-
ments oa6 3 '

(b) Italian assets in Roumania, Bulgaria and Hungary,
subject to the exceptions specified in paragraph
6 of Article 79; E/P

(c) Italjan current industrial production, including
production by extractive industries."

Thus, the peace treaty left a number of very important elements unde-
fined for later negotiation between Italy and the U,S.S.R., constituting a po-
tential source of friction, For instance, on the basis of what price level were
the goods making up the $100 milliocn to be valued? What fraction of the total
reparation bill was to be satisfied, respactively, from the three separate sources
listed under paragraph 2, and could it be satisfied entirely from only one or two.
of these sources? The lack of pracision in these respects might have been par-
ticularly regretted in view of the earlier experience with the equally vague
reparations provisions of the armistice agreements with Firland, Rumania, and
Hungary, and with certain similar provisions of the Potsdem Agreement. Those
provisions gave rise to greater than anticipated demands by the U.S.S.R,, and
contributed to the deterioration in post-war international relations,

The agreement actuelly reached is quite favorable teo Italy, considering.
the vagueness of the peace treaty, and considering also the conditions imposed
by the U.S.S.R, on Finland, Rumania, and Hungary -- the last two now faithful
satellites of the Soviet Union., The U.S,S.R, agreed to accept on reparations
account all the Italian assets in Rumania, Hungary, and Bulgaria, as constituted
at dates of armistice with the three Danubian countries, and valued in dollars
as of September 15, 1947 (the date on which the treaty of peace came into effect),
Actual transfer values are to be agreed upon by bipartite commissions, and to be
finally determined by the ambassadors of the four Great Powers in Rome, as stipu-
lated in the treaty. The difference between the total obligation of $100 million

1/ The exceptions speciiied in paragraph 6 of Article 79 refer to certain minor
types of assets, such as diplomatic property, that belonging to religious
bodies, literary and artistic property rights, etec,
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end the value of the transferred assets is to be delivered from current production
in five equal annual installments, beginning from September 15, 199,

Soviet willingness to accept against reparations all of the Italian
assets in the three satellite countries, and the method of valuation agreed upop
in principle, are very significant concessions to Italy. These assets have
already been largely nationalized by the several states within whose borders
they are loccated, and prospects for compensation were not very bright. Moreovpgy,
had Italy retained title to any of these assets, their profitable utilization
would have been at the sufferance of the several pro-Soviet governments., On the
other hand, the U.S.S.R. already had ultimate control over these assets by virtue
of its dominent position behind the "jron curtain". ‘

Reported estimates of the value of these assets range from Italian
figures as high as 460 million down to a figure of $15 million given by Mr, Molotorv,
speaking at the Paris peace conference in 1946, Italian long-term investments in
the three Danubian countries in 1938 were estimated (presumably in 1938 values)
at $28.8 million, l/ but this figure included government-owad debt which is here
not in question.

Should $,0-50 millionm, for example, of the total reparations obligation
be settled by the transfer of these assets, deliveries from current production
on reparations account will amdunt to $10-12 million amually for the five years.
Initially, the Russians demanded valuation in terms of 1938 prices, but the agree-
ment as concluded calls for valuation in terms of currently prevailing prices,
1t will be recalled that the three reparations-paying satellites are nominally
credited at 1938 prices, adjusted upward by 10 or 15 percent, and that the value
of their deliveries in terms of current prices has been estimated to be 1,5 to
2.5 times the nominal value, Therefore, in this respect Italian negotiators
have scored a significant victory.

Judging from preliminary information, the technical details of the
transfer of goods will also be different from those employed with respect to the
satellite states, Rather than being committed to deliver specific quantities of
commodities, the Italian government will once & year turn over lira funds to a
special account, to be drawn against by the Soviet government in payment for
orders to be placed with Italian firms. The commodities to be ordered are speci-
fied in the agreement. The size of the lira funds depends on the dollar-lira
rate, but apparently there is no safeguard against eny additional depreciation
in the internal purchasing power of the lira,

The bulk of the orders is to be placed in the capital goods industries,
especially in shipbuilding which may pccount for over one-half of the total value

1/ Tewis, C., Debtor omd Creditor Countries: 1938, 19Ll;; The Brookings Institution,
Washington, 1945, p. 65. ‘
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of deliveries from current production, The U,S.S.R. is to deliver, against com-
pensation, materials normally imported by Italy end required for the production
of reparations goods,

It will be noted that despite the permissive provision of the peace
treaty, no dismentled equipment from Italy's excess war plents is to be deliwgped
to the U,S,S.R, on reparations account, Russia's lack of interest in such deliv~
eries is quite understandable, Apart from its own large wartime munitions preo-
duction capacity, the U,5.S.R. has obtained large quantities of similar equipment
by dismantling in Germany, lManchuria, and elsewhere, The goods to be newly pro-
duced by Itely seem to be of much greater interest to the Soviet economy at this
time, For instance, the U,S,S.R, has been placing or attempting to place ship-
building orders in a number of countries recently, largely to expand the Soviet
fishing industry., Fish has been virtually the only foodstuff which the U.S.S.R.
has been purchasing in large quantities outside of the "iron curtain" area since
the end of the war, and its significance as a source of protein has been vastly
increased because of the disastrous livestock losses suffered in the war, It is
possible that some of the artificiasl fibers, ball bearings and other materials
to be delivered by Italy are for ultimate use by satellite industries, l/

It should be borne in mind that the U.,S.S.R.'s annual reparations
receipts from Italy will be quite small in comparison with its annual repara-
. tions receipts from the three satellite states and from Eastern Germany, By
value, at current prices, they will amount to only about 10 percent of the com-
bined annual receipts from Finland, IIungary, and Rumanie, not to mention the
vastly larger receipts from Eastern Germeny, &

7rom the Italian point of view, the ammual reparations deliveries to
the U,S.S.R. will amount to only about one percent of the anticipated value of
totel Italian exports, Very fortunate also is their concentration in the capital
goods industries, especially shipbuilding, These have been, since the war,
Italy's "ailing" industries, suffering from excess plant capacity and serious
unemployment, and presenting the Italian government with a delicate internal polit-
ical situation, especially vis-a-vis the Communist labor unions, é/' Thus, repa-

l/ The U.S.S.R. has commitments to deliver ball bearings to Hungery and Dzechoslo-
vakia in recent trade agreements,

g/ The latter have been estimated to be at an annual rate of some two billion 1936
reichsmarks, or about one billion current dollars; see "A German Report on Rep~
arations", this Review, June 1, 1948, p. 16.

2/ Cf. "Esonomic and Financial Conditions in Italy", this Review, December 1l,

19L8,
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rations production will re-employ some currently idle resources, will not require
considerable induced investment, {hence, minimizing inflationary pressure), l/
and may somewhat ease internal political pressure,

Also fortunate for Italy is the absence of penalty provisions for delayec
deliveries, The three reparations paying satellite states are subject to penal-
ties of 5 percent per month in the event of delayed delivery. This has led not
- only to an aggravation of the reparations burden, but has also placed the paying
government (especlally in Finland) in a vulnerable position in the event of
threats of work stoppage on the part of labor unions or producers,

The Trade Agreement

The trade agreement involves much greater annual magnitudes than the
deliveries from current production under the reparations agreement., It foresees
a balanced trade of some $87 million in each direction per amnum, and consists of:

(a) A protocol for the annual exchange of commodities to the value
of 30 billion lire ($52 million) in each direction over a period of three
years. The first year's exchange is to consist of 100,000 tons of grain,
as well as lumber, iron ore, and other raw materials, from the U,S.S.R.,
and largely capital goods end other industrial products, as well as some
hemp, sulphur, pyrites, lemons, almonds, and other commodities from Italy.

(b) A protocol for the delivery of 60 billion:lire~($105
million) worth of capital equipment from Italy over the three year
period, manufactured from raw materials to be delivered by the
U.S.5.R. 2/ According to the Soviet communique, payment for value
added is to be largely by additional grain deliveries,

Should this trade be substantially carried out, and assuming the con-
tinuation of U.S. export control in its present aspects, Italy may supersede the
U.K. as the Soviet Union's foremost trading partner outside of Eastern Europe.
Italy would account for, possibly, one-seventh or more of prospective Soviet
trade with the western world,

Barring political obstacles, the chances for a high degree of imple-
mentation of this trade agreement may be characterized as good, The interest
of each country in the other's deliveries is high; Italian industry is especially

1/ By contrast, the necessity to expand plant capacity for reparations production
has been a serious problem in Finland, leading to inflationary and foreign
exchange difficulties,

2/ Including 100,000 tons of cast iron, 75,000 tons of steel, and 100,000 tons
of crude oil, copper, and nickel,
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interested in additional orders for its underemployed resources, Italy and the
U.S.S.R. enjoy a common tradition of tradlng in the face of apparent p011t10a1
divergences, This trade reached a peak in 1931, with Italian imports of §29,2
million, and exports of $1L.ly million. Subsequently, the turnover declined,
dropping to virtually zero in 1938, The Soviet export surplus with Italy was
typical cf Soviet inter-war trade with Europe (except Germeny), when the U,S.S +Re
sold grain, oil, and raw materials in Europe and bought capital equipment in
Germany and the U,S,

While postwar Italo-Soviet trade has been quite small heretofore, 1/
a good economic basis exists for its expansion, as already indicated, and it~ﬁay
be expected to be more nearly balanced than in the inter-war period. Soviet pur=~
chasing cf capital equipment abroad has been faced recently with increasing difii-
culties, the major one of which at present is U,S. export control, The placement
of Soviet orders in Sweden and the U.,K, has been much below the levels antici-
pated in the respective trade and credit agreements, owing largely to lack of
interest in such orders in the two exporting countries, Other major sources of
capital equipment are either well booked with production orders for the E.R.P,
or have already accepted sizeable Soviet orders (Belgium, Switzerland), With
the excertion of Western Germany and Japan, Italy seems to be virtually the only
country with plant and labor now available to receive large-scale Soviet orders
for capital equipment, Moreover, Italian ability to produce high quality ships,
marine engines, electrical equipment, ball bearings, and other items seems to
correspond well to present Soviet needs,

Italo-Soviet trade need not be limited to the provisions of the trade
agreement. Significant in this respect is the accession of Italy to the "trans-
ferable accounts list" with respect to sterling on December 6, 19L8. The Soviet
Union has been on the "transferable accounts list" since December 1947, and has
shown an increasing tendency to conduct its foreign trade on a sterling basis,

What has been already said about the effect of the reparations agree-
ment on the employment of Italian labor and plant capacity is largely applicable,
and in greater measure, to the trade agreement, In general, the agreement con-
forms to a pattern of East-ilest trade that may be considered very desirable from
the point of view of Western European economic recovery, The longer-term possi-
bility of regaining a large Eastern European market for industrial products is
of especial interest,

1/ Italian statistics show (in millions of dollaers) for 1947: imports -- 2.7,
exports == 1,2; for the first six months of 1948: imports -=- 2,1, exports --
1,0 (official statistics, converted at 575 lire to the dollar),
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, ng the particular quantity
grain available to Western Europe, as the Russians, have given indication
- quite eager to market abroad their exportable quantities of grain,





