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(after two years of increase) while they rose more rapidly in the
other industrialized countries (considered as a whole) than they had
in quite some years, Imports f.o,b. last year (also as measured by
movements through the customs) totaled 1 per cent more than in 1364.
During the course of 1365, imports as a whole were in fact rising,
and in the fourth quarter they were up a solid 17 per cent from a
year earlier; this upturn was already under way in the final quarter
of 1964. The virtual absence of import growth last yaar, in terms of
annual totals, was rather a reflection of the steep slide suffered

by imports in 1964.

The trade balance improvement was supplemented by a sub-
stantial rise in the surplus on current invisible transactions which
last year reached the figure of $1.5 billion, an improvement largely
caused by a 25 per cent rise in earnings from foreign travel. (Italy's
gross earnings from foreign “ravel exceed those of any other country
and last year totaled $1,288 million.)

Private capital movements underwent a large shift, from a
$110 million net inflow in 1964 to a $458 million net outflow in 1965,
according to the capital accounts in the balance of payments constructed
on the so-called transactions basis. This shift was in large measure
a reflection, at bottom, of the easing of credit conditions in Italy.
The net inflcw of foreign capital into Italy decreased from $1,270
mill:on to $€91 million, the biggest declines occurring in direct

investment and in loans. (See Table 11,) The U.S. balance of payments



- 37 -

Table 11. 1Italy: Balance of‘Payments Capital Account,

(transactions basis; in millions of dollars)

Foreigmn Capital
Direct investment
Portfolio investment
Loans:
received by private sector
received by public sector
Commercial credits
Miscellaneous investments

Total foreign capital

Italian capital

Direct investment
Portfolio investment
Loans:

made by private sector

made by public sector
Remittances of Italian banknotes
Commercial credits
Miscellaneous investments

Total Italian capital

Total capital

Source: Bank of Italy.

1364

535
3

523
64
133
13

1,270

~-136
- 14

- 10
- 45
-577
-380

3

-1,160

110

1965

286
27

129
120
157

25

691

-178
12

22
-313
-533
- 26

-1,149

-458

program initliated in February 1965 was, in the opinion of the Bank of

Italy, a significant cause of this decline.

But in addition, Italian

companies did not seek foreign capital as actively as in 1964 when

credit was tight much of the time, and in 1965 Italian companies also

began repaying some of the large volume of medium-term foreign loans

they had contracted in the three preceding years.

The decline in the
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total flow of foreign capital to Italy would have been larger if the
Italian public sector had not increased its borrowings abroad. Last
year these borrowings included ENEL's $50 million “"parallel" bond
issue on European capital markets.

The net flow of Italian capital to foreign countries last
year, amounting to $1,149 million, was slightly less than in the
previous year, but this near-stability was the product of two opposing
influences. Easier financial conditions in Italy, coupled with
tightening money and capital markets almost everywhere else in the
world, induced a larger outflow of Italian direct investments and
loans, while these same considerations and the strong surge of
Italian exports led to a big rise in the volume of commercial credits
granted to foreigners by Italian traders.

The total outflow of Italian capital would have risen by
$250 million last year had it not been for a second successive
contraction in the cutflow of Italian banknotes; the returns of
banknotes to Italy by foreign banks fell by about $260 million, to the
level of $313 million in 1965. The banknote outflows have been
motivated, basically, by confidence factors and fiscal considerations,
although their magnitudes have also been affected by the degree of
credit eas2 prevailing at the time. The contraction in the banknote
outflow in 1965 probably reflected increased confidence that Italy
would enjoy more stable political conditions than in the previocus
few years, and that the Center-Left coalition would not take any

major further actions that business and investor civcles would
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deem inimical to their interests. It also seems likely that the
relative annual totals for the banknote outflow in 1964 and 1965
were affected by the legislation passed during 1964 which eased
the terms for imposition of the withholding tax on divicends.
Through the first eight months of 196€, the Italian
balance of payments registered a surplus of $778 millicn, com-
siderably under the $1,127 million surplus of the comparable months
of last year. (See Table 12.) The capital account this year has
undergone a further big shift that has kept the overz1ll surplus much
smaller thaa it would otherwise be. Measured by foreign exchange
flows (as opposed to the "transactions basis" method of reporting
used for the annual data discussion in earlier paragraphs), there
was a net capital outflow of 2363 million in January-Augus*t 1966
in contrast to a $58 million surplus in the same period of 1965.2/
The current account surplus has rum siightly higher this year. The

surplus on current invisible items has recorded anocher large increase

2/ Ou the exchange flow basis, in 1965 the overall net outflow of
capital was only $96 million, as opposed to the $458 million figure
given in the "transactions basis" balance of paymcnis. The principal
reason for this discrepancy was a $375 million excess of trade credits
extended over trade credits received; such credits of course do not
appear in the data relating to exchange flous.

The overall surplus, which is measured by the monetary move-
ments (below the "lire"), is the same under both methods of presen-
tation, because the discrepancies on capital account have their
counterpart in discrepancies of opposite sign in either the curreat
account or the errcrs and omissions. In the case of trade credits,
the offsetting discrepancy is the difference between the movements
of goods through customs and the movements of exchange in payment
thereof.
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Table 12. Italy: Balance of Payments,
January-Avpust 1965-66
(exchange movements basis; in millions of dollars)

1965 _1966
Imporis, c.i.f. 1/ 4,568 5,427
Export:s 4,292 4,983
Trade balance - 276 - 445
Foreign travel 724 837
Emigrant remittances 422 469
Other services and unilateral
trangfers 200 280
Total current account 1,069 1,141
Private capital 10 - 310
Public capital 48 -_53
Jver-all surplus 1,127 778
Monetary movements (minus = increase) -1,127 - 778
of which:
official net foreign assets - 594 - 482
commercial banks net foreign
position - 533 - 295

1/ Exclusing freight and insurance paid to Italian residents,
Source: Bank of Italy.
this year thenks mainly to the further rise of tourist receipts: in
January-August, the net receipts on services and unilateral transfers
were $240 million more than in the like months of 1965. This improve-
ment has more than offset a year to year deterioration show by the

trade accounts.
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Details on capital movements available for the first six
months of this year show a further large reduction in foreign loans
to Italian business. (See Table 13.) At the same time, exports of
Italian capital in the form of bankaotes underwent a marked increase

this year, in contrast to the decrease registered last year.

Table 13, Italy: Balance of Payments Private Capital Account,
January-June 1965-6%
(exchanrge movement basis; in millions of dollars)

1965 1966
Foreiga capital
Direzt investmeut 132 124
Portfolio investment - 17 - 77
Loans 125 2
Miscezlianeous investments 12 12
Total foreign capital 151 60
Italian carital
Direct investment ) )
- -2
Portfolio investment ) 47 ) 3
Loans - 20 - 55
Remittances of Italian banknotes -182 -281
Total Italian capital - 249 -358
Unclassified 4 69
Total private capital 6 -229

Source: Ufficio Italiano dei Cambi.
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In the first half of this year, the Italian trade deficit
(customs tasis, imports c,1i.£.) was somewhat larger than a year
earlier. However, this widening occurred in the lattev part of last
year, and it has not continued in 1966. 1In fact, some improvement
in the trade balance has taken place recently. The rise in exports
became even more rapid this past spring; imports, following their
vapid increase last year, tended to decline during February-May,
and although they surged in June they were not much higher than they
had been in January. This weakening of the pace of imports will,
however, in 21l probability prove to be temporary, since all signs
currently point to strong demand growth in Italy in the foreseeable
future.

The continuing large surplus in Italy's balance of payments
finds its origin in the relatively small size of the trade deficit,
which at present is being swamped by the surplus cn current invisibles.
There are :two main reasons why exports are covering a much higher
percentage of imports than has traditionally been the case in Italy.
One is the exceptional export growth of the last three years, as a
result of which Italy's exports ip the first half of the current year
were 62 per cent more than in the first six months of 1963. The second
of these reasons is that the level of imports is still being held back
by the severe plunge of investment demand in Italy during 1964-65.

imports have made a fast recovery since the summer of 1964,

and during this year they have been running at levels that exceeded

the peak reached in late 1963. At that time, inflationary pressures
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in Italy were very acute, and it is more appropriate tb compare current
import levels with those of early 1963. 1In January-May 1966 total
imports exceeded imports in January-May 1963 by 17 per cent in value
and 9 per cent in volume.

But this rise in the volume of total imports falls short
of the 17 per cent rise in industrial production occurring between
January-May 1963 and January-May 1966. Between these two periods,
Italian imports of fuels and raw materials have increased in response
to the rise in industrial production (as well as the structural
changes that have caused petroleum imports to rise very rapidly),
and consumer goods imports as a whole have undergone a large rise,
mostly because of increased imports of foodstuffs. The level of
imports is being held down by weakened demand for investment goods,
a very important category of imports which accounted for nearly 40
per cent of total imports in 1963. These imports, nearly all of which
consist of machinery, industrial vehicles and other types of equipment,
have been reviving this year; however because of the steepness of
their earlier deciine, in January-May of this year they were 7 per

cent less in value than three years earlier.





