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Table Lo TItaly: Factors Affecting the Money Supply, 1962-6l

Official Net Foreign

(changes in billions of lire)

 Three months ending:

Feb, 28, 1963

Teb, 29, 1964

Nov, 30, 1963

Assets - 2 =321
II. Credit to “Economy" 798 555
A. Bank of Italy 26 10
B. Commercial banks 772 5i5
1o Loans (in lire) 65 L33
2, Securities 127 112
III. Credit to Treasury 2li2 296
A. Bank of Italy 348 287
1. Overdraft 139 393
2. Other - 91 -106
B. Commercial banks -106 9
le Bil]s - 79 E
2. Boncs - 27 5
IV. Savings Deposits with Banks
(- = increase) -1,86 -117
V. All other (net) - 77 —158
VI, Total = Change in Money
Supply L75 255
Source: Compiled from Bank of ltaly statistics.
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As Table 5 shows, the Bank of Italy has in fact had to make funds

available to the banking system because of the strong liquidity-reducing

effects of the declines in official net foreign assets.

A part of the

effect of this restrictive action has been offset by banks' drawing on

their free reserves. But this cannot long continue, since free reserves

at the end of March were down to only 29 billion lire (from 96 billion

lire a year earlier).

Table 5. 1Italy: Factors Affecting Bank Reserves, 1963-64

(in billions of lire)

1963

Qt. I
Official net foreign assets -70
Currency circulation (- = increase) +185

Treasury overdraft with Bank of Italy +310
Other Bank of Italy credit to Treasury -98

All other (net) +21
Subtotal +348
Bank of Italy credit to commercial
barks -68
Total = change in banks' reserves
with 3ank of Italy +280
Of which:
Required +269
Free +11
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Free reserves outstanding, end
of period 96

Source: Compiled from Bank of Italy
data.
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Ireasury position improves

Since the beginning of this year, Treasury operations have

supplemented monetary policy, in contrast to last year when large increases

in central bank credit to the Treasury added to bank reserves and money
supply. Bank of Italy credit to the Treasury fell 64 billion lire in the
first quarter, in contrast to increases. of 212 billion lire in January-
March 1963 and 478 billion lire in October-December. (See Table 5.)
Because the Treasury was still drawing on its overdraft with the Bank of
Italy in December, total bank credit to the Treasury rose 112 billion
lire in the three months ending February 1964. (See Table 4.) But this
was less than half of the increase in the year-ago period,

The improvement in the Treasury's position after the turn of
the year is apparently the result of a sharp drop in extrabudgetary out-
lays by the Cassa Depositi e Prestiti, which finances local governments
and purchases securities issued by State enterprises. The Cassa's prime
source of funds is postal savings, but in 1963 its expenditures far
exceeded receipts from this source. (See Table 6.) The cash budget
deficit in January-February (latest data available) was higher than a
year earlier and scarcely below that for the three months of the fourth
quarter, as Table 6 shows. Yet in January-February total financing of
the budget and the Cassa (the two cannot be separated) exclusive of
increases in postal savings (for which data are lacking) came to only
29 billion lire compared with 156 billion lire in January-February 1963
and 321 billion lire in last year's final quarter, indicating a sharp

fall-oif in Cassa outlays.
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Table 6. Italy: Treasury Cash Operations, 1963-64
(in billions of lire)

1963 _ 1964
Jan. -Feb, Dct. -Dec. Jan.-Feb.
Budget Receipts 827 - 1,354 940
Budget Expenditures -908 -1,466 -1,047
Budget Balance -81 ~112 -107
Extra-budgetary Expenditures -133 =379 ~n.a.
Total Balance -214 -491 n.a.
Finarncing:
Net long-term borrowing =77 -10 37
Treasury bills -43 -100 48
Bark of Italy--special advances-45 -- =30
Bank of Italy--overdraft 309 459 -29
Miscellaneous 12 -28 3
Subtotal 156 321 29
Postal savings 58 170 n.a,
Total financing 214 491 n.a.

Sources: (Conto Riassuntivo del Tesoro and Bank of Italy.

Increased food supplies reduce price pressures

The rise in Italian prices slackened perceptibly in the first
quarter of 1964. Wholesale prices rose only slightly in January and
then levelled off, so that the total increase from December to March
was under 1/2 of. 1 per cent in contrast to the 1.6 per cent rise over
the suame period a year earlier. (See Table 7.) The year-to-year increase
thus dropped from 5.5 per cent in December to 4.2 per cent in March. As
regards consumer prices, the increase from December to March of 1.2 per
cent compared favorably with the year-earlier increase of 2.8 per cent,
and the year-to-year increase dropped from 6.9 per cent to 5.2 per cent

in the course of these three months.




Table 7. 1Italy: Price and Wage Indexes, 1962-64

1962 1963 1964
Dec. Jan. Feb. Mar. Dec. Jan. Feb. Mar.
_Prices (1953=100)
index - 104,5 105.5 106.4 106. 110.2 110.7 110.6 110.7
Agricultural prod. 117.8 119.5 121.9 119, 122.,1 121.1 119.6 :n.a.
| Non~agr. prod, 101.0 101.8 102.2 102. 107.1 107.6 108.2  n.a.
‘ ',CGngumer Prices (1953=100)

’ General index 127.4 128.8 130.6 131. 136.2 137.2 137.4 137.8
Food 123.8 125.0 127.5 127. 132.2 132.5 n.a n.a
Non-food prod. 111.7 112.1 112.8 113. 118.1 119.3 n.a n.a
Services 156.7 160.0 160.0 161. 169.7 172.0 n.a n.a

Cost of Living (1961=100)
General- index n.a. 108.5 110.5 111, 115.6 116.8 117.1 n.a
- WWage Rates in
Manufacturing (1953=100) 162 162 172 172 184 184 190 n.a.
Wage Rates in [ndustry j}
117.7 117. 126.8 130.2 133.2 n.a

(married workers)(1938=1) 112.5 112.5

Source: Istituto Centrale di Statistica.
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Although these price movements are gratifying, it is doubtful
if they yet reflect a lessening of demand or wage pressures. At the
wholesale level, the stabilization of the general index is attributable
solely to a decline in the prices of agricultural commodities after
Decembar. According to recent reports, Italy's agricultural production,
which had failed to show any rise in either 1962 or 1963 because of unfa-
vorables weather conditions, has finally been blessed with better luck
and has risen substantially in recent months. Wholesale prices of
nonagricultural commodities continued moving up through February at about
the same rate as has generally prevailed in the past twc years.

New wage push occurs in early 1964

The most disturbing aspect of the Italian economy is the continuing

rapid ascent of wage rates. There was some indication in late 1963 thaﬁ:‘} .

the pace of wage increases was slackening off slightly, but a renewed b?%st
occurred in January and February of this year. Minimum céntractual wag;s
for married workers in industry rose 2.7 per cent in January and another
2.2 per cent in February, bringing the year-to-year increase in February

to 13.1 per cent (compared with 12.7 per cent in December)., (See Table 7.)
The January rise was caused by new contracts in the construction industry
which raised wage rates 12.9 per cent over the preceding levels (and 36

per cent over a year earlier). In February, hourly wages in manﬁfacturing
went up 3.3 per cent over the unchanged levels prevailing in November-
January. Over the four months November-February, wages in manufacturing

averaged 12.8 per cent higher than a year earlier.
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,ggﬁe;in economic activity slows down

In the closing months of 1964, the pace of over-all economic
activity slowed perceptibly, and apparently did not pick up again in
January-February. Seasonally adjusted unemployment rose sharply be-
tween October and January, and a Cabinet Minister has said that the
construction industry is now undergoing a recession. More recently,
the new taxes on auto purchases and the tightening of consumer credit
terms have led to declines in sales and in hours worked in the automo-
bile and other sectors,

Over-all industrial production, seasonally adjusted, rose a
total of 0.4 per cent in the four months October to January inclusive--
gains of 0.4 per cent in both October and November were followed by a 1.2
per cent drop in December and an 0.8 per cent rise in January (latest data
available). Output of "immediate use goods" (petroleum products, electri-
city, and chemicals) rose 3.6 per cent from September to December. But én
this period production of investment goods dipped slightly. OQutput in ;
these industries has been basically stagnant for many months, and in
December was a bit less than during the second quarter. Surprisingly,
production of consumer goods, which had been rising rapidly through the
first three quarters of 1963, turned down sharply after October, and in
December was 3.3 per cent under September and 4.5 per cent below October,

Seasonally adjusted retail sales lost their upward momentum in
the fourth quarter {latest data available) and for the three months October-
December averaged 4.1 per cent below the third quarter. In the labor mar-
ket, the Labor Ministry's quarterly survey shows a seasonally adjusted rise

in unemployment of 89,000 (20 per cent) between October and January (latest
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data available}. This was not the first time in recent years that unem-
ployment vose over a three-month period, but the increase was the largest
ir a long while.

After the application of the late-February measures to restrain
consumer spending, especially on cars, the Fiat Company cut its work week
from 48 to 44 hours in mid-March, and Lancia in mid-May cut the work week
from 48 tc 32 hours for two-thirds of its employees., Fiat reported in late
April that its sales had dropped 30 per cent from late February. In other
sectors, ia mid-March Clivetti slashed its work week to 26 hours, and about
20 additional firms, mainly in the durable consumer goods field, cut 3 to
8 hours from the work week of some 40,000 employees. However, im most

cases, the work week has remained at least 40 hours. The Italian

Parliament has softened the terms of the originally proposed bill on con- .
sumer credit terms, and has passed a bill setting the initial down payment

at 25 {instead of 30) per cent and providing 24 (instead of 12) months as

the maximum payment period. The three other bills {(auto tax, gasoline tax,

and dividend withholding tax) were passed virtually as initially proposed.

Capital markets weaken further

turing 19€4, Italian stock and bond prices have both undergone
heavy decl:nes, although a sharp recovery in stock prices in late April has
pared the net loss in values over the first five months.

Stock prices moved downward, with only the briefest of interruptions
of the trend, from last December to the third week of April. The 24 Ore
index dropped 27 per cent from December 31, to April 20, a decline double
the 13 per cent loss that occurred over the entire year 1963. The squeeze

on liquidity caused by the severe credit restrictions was a dominant’ factor .
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The bond market has sagged further this year. Yields on longs
term;governments, after dipping slightly in January and holding steady in
February, rose to 5.85 and 5.86 per cent in March and April,;respectivety@
up from 5.62 per cenmt in December. Yields on other honda (corpqtatesféﬁﬂ
special credit institutions) weat up from 6.42 per cent in December to 6.97
per cent in April. Comparing April with last August, just before credit
began to be seriously curtatled, yields on governments have gone up §5 basis
points, and the rise in yields on other bonds has amounted to $2 baais

points,






