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In a Parliamentary speech in November, Budget Minister Pi.era-cjéfini cited
in 1963 and 1964 in de facto wage rates (those actually pald), these
"ri,es havv been substantially in excess of the minimum contractual rates used
in the ¢calculation of published wage indexes. In 1963, when minimumncontractual
 rates4averaged 16.9 per cent above 1962, the rise in de facto rates was 21.6
pér cent. This year, the relative movements have been the reverse of4last year
and the gap between the two sets of rates has narrowed. "So far in 1964 ," said
the Minister, contractual rates have run 15 per cent above last year but de facto
rates are up only 12.5 per cent. |

There are two grounds for the expectation that wage pressures will
abate further. In the first place, no important new wage contracts will go into
effect until the last few weeks of 1965. Furthermore, the phased increased in
contractusl rates provided in existing wage contracts are expected to be
significartly smaller in forthcoming months than they have been in the past.

However, under the existing sliding scale clauses, contractual rates
will at least keep pace with the cost of living. In recent months, contractual
rates showed seasonal stability in June-July but rose 2.5 per cent in August,
largely or wholly because of the increase, from April to July, in the unpublished

cost of living index to which they are tied. (See Table 9.)

Consumer prices continue to rise rapidly

Consumer prices have continued to rise rapidly despite stagnant or
falling production, drastic reductions in hours worked, and some rise in un-

employment. The further increase in the third quarter was 1.3 per cent (compared
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per cent in the same guarter of last year), so that in September they

.Qeté;uPJE;S,per cent from a year earliegf¥ (See Table 9.) The relative stability
vﬁffﬁﬁolesale prices in 1964 was broken.gy an’0.6 per cent jump in September;

the rise in the third quarter was 0.5 per cent, and while this was a bit less
than in the third_quarter of last year the comparison is less favorable than

for the first two quarters.

Steps are taken to stimulate output
Sirce mid-summer,%ftalién officials have acted in several fields to
facilitate a revival of production. In the official view, total spending can
now be increased without great>danger of inflation or a serious external deficit
because of the present balance of payments surplus, the existence of unutilized
productive capacity and reduced hours worked, and diminishing wage pressures.
First, on the monetary front, since August the Bank of Italy has
made more credit available to the banks, although through October the banks
did not utilize any of the additional credit availability because customer loan
demand failed to rise. To inject money into the economy, the Bank of Italy
and the savings banks made arrangements in October whereby the Bank of Italy
would purchase about 200 billion lire of Treasury bills held by the savings
banks as part of their compulsory reserves. The latter would then use the
proceeds to purchase bonds to be issued by several public enterprises. The
figure of 200 billion lire equals about 2 per cent of the current money supply.
Second, in mid-November the government repealed the special tax of

7 to 15 per cant imposed in February on purchases of automobiles.
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“Finally, the budget estimates for 1965 presented on September 30 are

 ”é$yan$iﬁnary. Total outlay estimates for next year (excludlng debt redemptions)

expenditures»mup 11 per cent). 1/ Because receipts (excluding borrowing) are
projected at L8 per cent above 1964, in reflection of expected recovery, past
price increases, and new taxes levied this year, the forecast deficit of

430 billion lire is somewhat smaller than that for 1964. The Italian au-
thorities are unable to estimate the likely monetary impact of Treasury
operations in 1965 because of uncertainties concerning not only the tax base
but also the following: 1) supplementary expenditure authorizations, which
in the recent past have been as high as 20 per cent of initially forecast

outlays; 2) the customary long lags between authorizations and actual. cash .

disbursements; 3) the heavy extrabudgetary net expenditures of the Cassa
Depositi e Prestiti, which are planned on a month~to-month basis; and 4) the
extent to which recourse must be had to the Bank of Italy to finance the

Treasury's de:iicic.

Qfficial document forecasts recovery

The '"Preview and Planning Report" accompanying the 1965 budget,
submitted on September 30, forecasts a recovery of Italian output next year.

The basis for the forecasts has not been made known; however, it is plain that

1/ The 1965 cstimates are here compared with the sum of 1) one-half of the

initial estimates for fiscal 1964, ending June 30, 1964, and 2) the initial
estimates for the Interim Budget covering July-December 1964. The fiscal year .
will correspond with the calendar year beginning in 1965.



| u fﬁe,ngernmént and the Bank of Italy are now actively promoting a revival of

economic activity.

In real terms, GNP in 1965 is expected to average 3 to 4 per cent
above 1964, with the annual rate increasing to 6-8 per cent by the end of
the year. Industrial production will average 6 to 6-1/2 per cent higher than
in 1964, and will increase 11 per cent from December 1964 to December 1965;
1965 agricultural output will be up 2.4 per cent, construction will be close
to or not much below 1964, and tertiary activities will be & per cent higher.
While consumption is forecast at 3 to 4 per cent above 1964 (the same rise
as for GNP), investment outlays might rise as much as 6 per cent. A 10 to 12
per cent increase in equipment outlays is expected, but total investment will
reflect the stagnation of construction.

Estimates of the national accounts for 1964 show a further slowing
of the rise in real GNP from 4.8 per cent last year to, at most, 3 per cent
this year (but 8 to 9 per cent in money terms). Much of this is accounted for
by a 4 to 5 per cent increase in agricultural production; industrial production
will average scarcely higher (1 to 2 per cent) than last year, a gain totally

accounted for by the increases in the second half of last year. Investment

outlays, which rose at progressively slower rates in 1962 and 1963, are expected

to underg> an actual decline of some 5 per cent this year.





