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Table 3, Italy: Treasury Cash Operations, 1962-641/
(In billions of lire)

3 Months Ending 11 Months Ending
May 1963 May 1964 May 1963 May 1964

1. Surplus (+) or deficit
{-) on budget account -159 +145 ~458 ~247

2. Surplus (+) or deficit
(-) on extrabudgetary

Operations + 3 -482 -233 -730
3. Over-all balance (1 + 2) -156 -327 -691 -977
4, Financing:

Bank of Italy overdraft 88 195 513 627

Bank of Italy special
advances - - - 40 - 30
Treasury billg 30 25 18 - 93
Long-term internal debt - ¢ 88 - 59 91
Postal savings 41 32 4052/ 330
Other 3 - 13 ~-146~ 52

1/ Including the Cassa Depositi e Prestiti and some minor Operations of
autonomous Organizations,

2/ Mainly a 110 billion lire foreign debt reépayment in July 1962.

Sources: The three-months data are taken from Conto Riassuntivo del

Some minor items, The ll1-months datga are a combination of the figures for the

Over the 11 months from July 1963 through May 1964, the Treasury incurred

1
an estimated cash deficit of 977 billion lire.‘/ The bulk of the financing took the

form of a 627 billion lire rige in the Treasury's overdraft facilities with the bank




fact that over the same period it slightly exceeded the ris

622 billion lire,

The budget balance improved notably in fiscal 1964, when the deficit fbr
the first 11 months was nearly cut in half to 247 billion lire. But extrabudgetary
expenditures increased threefold to an estimated 730 billion lire. A breakdown of
these expenditures is not available for this period.l/

Treasury cash deficit may not be reduced soon

Jeficit. For the budget does not cover extrabudgetary expenditures which by now

have assumed very large proportions. Furthermore, the budget figures are admini-.
strative bookkeeping transactions of expenditure obligations and revenue assesg-
ments which ia the past have offered no clue to the near-term course of actual
cash operations on budgetary account,

The budget deficit in fiscal 1964 will apparently show little increase
cver fiscal 1963 because of the policy of expenditure restraint adopted by the
first Moro government installed last December. (See Table 4). This contrasts

with previous large increases in the deficit. 1In June of this year the Parliament

1/ In the calendar year 1963, the Cassa Depositi e Prestiti, which incurs nearly
all the extrabudgetary expenditures, spent 532 billion lire, of which 311
billion lire were advances to local authorities. The remainder was used al-
most entirely to purchase new issues of public sector bonds, especially those
issued by the National Electricity Board (ENEL) and those issued to finance
the Green Plan for agricultural development. The Cassa's own resources
(almost entirely postal savings) came to only 441 billion lire, and its



,fah*interim budget for July-December 1964 in which the deficit is well under

in a speech to Parliament on July 30 that in 1965 the rise in budgeted expenditures
would not exceed 5 per cent (compared, for example, with 17 per cent in fiscal 1963).

While the raceipts side is g question mark, presumably the deficit will fall com-

Table 4, Italy: Administrative Budget and Treasury Cash Operations, 1961-64
(In billions of lire)

Fiscal vyear ending June July-Dec,
Y 19622/ 19632/ 19643/ 19642/
Administrative Budget=
Receipts 4,624 5,296 5,322 2,996
Expenditures 35,005 5,834 5,881 3,212
Balance - 381 - 538 - 559 - 216
Treasury Cash Operationsé/ (11 mos)
Budget receipts 4,401 4,916 4,975 .-
Budget expenditures 4,572 35,214 3,222 ---
Budget balance - 171 - 298 - 247 ---
Balance on Extrabudgetary
operations - 210 - 327 - 730(est.) ---
Over-all balance - 381 - 625 - 977(est.) ---

/ A budget of expenditure obligations and revenue assessments,
Final results.

3/  Bank of ~taly estimate as of end-March 1964.

4/ Inirial budget.

5/ Including the Cassa Depositi e Prestiti and some minor operations of
autonomous organizations.

Source: Annual reports of the Bank of Italy for 1962 and 1963; sources cited
in Table 3 for 1964 Treasury cash operations.
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These actions ang intentions do not tell us, however, what will happen .

" the extrabudgetary outlays, which will depend inter alia on steps to cut local

authority deficits, In addition, cash operations on budgetary account could depart
markedly from the administrative budget figures. In the recent past, the cash
budget deficit has been smaller than the administrative deficit because lags in

spending have exceeded lags in receipts. But a speed-up of unspent obligations

could change this,

Industrial production turns downward

Italian industrial production (seasonally adjusted) turned downward last
spring after remaining essentially unchanged from November to March. The index
dropped 3,2 Fer cent from March to May and provisional estimates show a further
decline of more than 3 Per cent in June. (See Table 5.)

Table 5. Italy: Selected Economi.c Indicators, 1963-64

(1953=100) ‘

Industrial
Production Wholesale Consumer Wage rates in
(seas. adj.) prices prices manufacturing
Quarters
1963 -- I 230 106.0 130.1 169
II 241 106.7 131.9 176
111 243 107.0 132.5 180
v 250 109.6 135.4 183
1964 -- I 250 110.7 137.5 190
II 26441/ 110.4 139.1 n.a.
Months -- 1964
February 246 110.6 137.4 190
March 252 110.7 137.8 197
April 247 110.5 138.0 198
May 244 110.4 139.2 201
June 2361/ 110.4 140.1 n.a.

1/ Preliminary

Source: OECD; press reports for June production,



in January and February, dropped nearly 6 per cent

from February to April; production of iron and Steel, electrical machinery, pre-

cision instruments and metal-working products fell appreciably in these two months,

In the consumer goods industries, pProduction of nondurables increased throughout

of October znd November. But production of consumer durables, which peaked in
January, decreased continuously in February-April by more than 5 per cent. Auto-
mobile production was eéspecially ;;rd hit; continuous declines from January to
April totalled about 15 per cent, The decreases in auto output were sharpest in
March and April after the 1ate-February imposition of the Special purchase tax.

Throughout the first five months of 1964, the volume of unfilled orders
declined in both the investment and consumer goods industries, as did the degree
of producers' optimism over future levels of activity. 1ISco reports that in May
the number of companies who expected lower levels of production in June-September
far outweighed the number expecting a rise.

Weakness in the construction field is evidenced by declines in the
number of building permits issued. 1In county seats of over 20,000 persons, the
number of permits issued for residential construction in January-April (unadjusted)

was down almost 8 Per cent from a year earlier, and the comparable drop in permits

for nonresidential building was 27 per cent,

reportedly fell slightly further in May-June. On the other hand, there hawe

been widespread reductions in hours worked, especially in the second quarter,



Spiral -continues

~ Prices and wages still pose serious problems. Wholesale prices rema.i?tt.

“~‘§féb1e?invthe-second quarter, but the rise in consumer prices and the-cost’of'living -
confihﬁed; “'This touched off a new round of automatic wage increases in August.
'7,1n.March4Mamﬁ contractual wage rates once again rose with extreme rapidity, in

 part because of earlier cost-of-living increases. Suggestions have been made
that the slicding scale System be modified in order to facilitate the task of

achieving price stability, but the unions are firmly against any changes.

ber. (See Table 5.) The sliding wage scale based On a cost-of-living index rose
3 points from April 15 to July 15, equal to 2.55 per cent.l/ As a result, con¢'
tractual wage rates were increased 2.55 Per cent on August 1. Minimum contractual
wage rates in manufacturing rose in each of the months March-May a total of 5.8 a8
Per cent, of which 1.70 percentage points was caused by the rise in the cost of-
living between mid-February and mid-April, Earlier, these wage rates increased
3.3 per cent from November to February,;pf which 2.55 percentage points

reflected the cost of living factor, The continuing rise in prices has been
imﬁortant in the further rise 6f wage rates, but these comparisons show .that
other factors have been of equal importance, Unfortunately, it is not known in
what degree thece remaining wage advances groﬁ out of contracts signed in pest

periods, or rezult from new agreements,

1/ A point is 0.85 Per cent. A one per cent increase in the cost of living
means a 1 per cent rise in the originally agreed wage, the adjustment
taking place quarterly,
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s will reduce labor costs and spur exports

| ’j {At1the end of August, the Italian government took steps in the fiscal

rfieid'désigned to lower labor COsts, and these measures should also stimulate

"V éX§orts, Taxes have been increased, but it appears that this set of measures
will not setve to redress the imbaiance in the Italian public finances,

Tax revenues will be increased immediately by about 240 billion lire
per yéar, or by around 4 Per cent, mainly by a hike in the turnover tax rate
from 3.3 to 4 Per cent. (Exempted from thig rise were food, bank charges, and
many products used ip agricultural pProduction.) Income tax rates were increased
in the higher brackets, and a special 20 per cent tax was levied on income from
luxury housing,

At the same time, social security contributions made by employers and
employees were slashed 35 per cent, or by about 210 billion lire a year. This

‘;Z.will directly lower employers' labor costs by about 3 per cent. This action was

taken to maintain employment at a time when a downturnuin.produétionLCOuld=léadnto

dismissals of workers.

Exports should be aided. Exporters receive a rebate of the turnover
tax, and the rise in the turnover tax rate should increase the relative profita-
bility of selling abroad asg compared with the home market. Also, €xporters, like
all other producers, will benefit from the cut in social security contfibutions.

These measures leave Practically unchanged the total collection of
taxes and social security contributions. Therefore it appears they will not

affect the fiscal balance and the rate of Private spending.





