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This Survey is based on the Secretariat's study prepared

for the annual review ofItaly by the Economic and Develop¬

ment Review Committee on 13th February 1990.

After revisions in the light of discussions during the

review, finalapproval ofthe Surveyforpublication was given

by the Committee on 5th March 1990.

Theprevious survey ofItaly was issued in January 1989.



Introduction

GDP growth in 1989 may have been close to 3'/2 per cent, which is slightly
down on the previous year. Despite fairly rapid growth in employment, the unem¬

ployment rate remained flat at around 1 2 per cent. Domestic demand growth was

still rapid, driven by both consumption and investment. Despite strong export
growth in the first half, the current account deficit increased sharply to l'/t per cent
of GDP for the year as a whole. As in other OECD countries, inflation accelerated

between the third quarter of 1988 and mid- 1989 and consumer prices rose by

6'/2 per cent in 1989. On current forecasts, growth will slow slightly over the two-
year period 1990-1991, to 3 per cent a year on average. As domestic demand

pressures and international prices ease, inflation could also slow, with consumer

prices rising by between 5 and 5'/2 per cent in 1991.

The stance of economic policy became more restrictive in the first quarter of

1989. The acceleration of inflation, the rapidly worsening foreign trade situation,

and the prospect of a surge in the government deficit following the difficulties

encountered in implementing the budget prompted the authorities to raise interest
rates and to take immediate fiscal consolidation measures. The interest rate differ¬

ential between Italy and its partners led to capital inflows which had the effect of

pushing up the value of the lira until late summer, thus eroding competitiveness. As

Italy had not participated in the general upward movement in European interest

rates in October 1989, the lira fell rapidly against the deutschemark and the other

European currencies. In January 1990 the lira's official parity vis-à-vis the other

EMS currencies was lowered by 3.7 per cent, confirming its fall since Octo¬
ber 1989. At the same time, the lira joined the other EMS currencies in the narrow

2.25 per cent fluctuation band. Although important structural policy measures

were taken in several areas (labour and financial markets, public sector ...), Italy is
still beset by major imbalances in the area of public finance and large differences in

regional economic performance, which have an impact on the whole economy.



Part I examines recent trends in the economy, focusing on the acceleration of
inflation. Part II looks at both macroeconomic and structural economic policies.

Short-term projections are then presented in Part III, and regional discrepancies

and policies are discussed in Part IV. Part V sets out the conclusions.
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I. Recent developments

Demand and output

In 1989 real GDP growth was about 3.5 per cent, more or less as predicted in
the previous annual survey. It peaked during the first half of 1988, at an annual

rate of 4.3 per cent, and then fell steadily to 3.1 per cent during the first half of

1989. The initial reason for the slowdown, in the second half of 1988, was the steep
fall in the contribution of the foreign balance, down to -1.4 per cent of GDP, while
domestic demand growth was still accelerating - to 4.5 per cent. In the first half of

1989 the rate of growth of domestic demand fell by 1 percentage point. Yet despite

these year-on-year fluctuations, GDP growth over the six-year period from 1984 to

1989 was fairly steady at 3 per cent per year on average, equaling the average for

OECD Europe.

The rate of growth of private consumption, which had accelerated in the

second half of 1988 to over 4.5 per cent (annual rate), remained buoyant during
the first half of 1989, when it stood at 3.8 per cent, despite VAT increases at the
end of 1988 and the beginning of 1989 and the fact that the deadlines for direct tax

payment were brought forward. A perceptible slowdown in the second half meant

that private consumption grew by about 3'/2 per cent over the year as a whole. In
fact, despite the fairly marked fluctuations from one quarter or half-year to

another, average annual growth in private consumption has been remarkably
steady since 1986 at between 3'/2 and 4 per cent1. In the absence of accounts by
economic agent, and particularly of a household appropriations account established

on a revised national accounts basis, it is not possible to pinpoint the factors that

have bolstered consumption in recent years. Judging from OECD Secretariat esti-

mates. based on partial data2, it would seem that up to 1987 changes in the savings
ratio offset the fluctuations in disposable income and allowed households to main¬

tain their real rate of growth of consumption. In 1988 the saving ratio increased in

response to a sharp increase in disposable income, but probably fell again in 1989.

On the basis of data compiled by the Bank of Italy, the private sector (households

11



Diagram 1 . CONTRIBUTION TO GDP GROWTH

As a percentage of GDP in the previous year
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Table 1. Demand and output

Percentage changes from previous period, seasonally adjusted at annual rates

Volume (1980 prices)

Current

prices
198*1

1984

1988
1987 1988 1989'

1988

I II

1989

I

Demaad and output

Private consumption 559.5 3.7 3.9 3.8 3.5 3.2 4.6 3.8

Public consumption 147.7 3.2 3.6 3.0 2.2 3.0 2.9 2.0

Gross fixed investment 176.8 3.7 6.8 4.9 5.7 5.7 4.5 6.3

Machinery and equipment 83.6 6.3 14.1 6.0 7.5 5.6 6.8 10.5

Construction 93.2 0.9 -0.4 3.7 3.5 5.7 1.9 1.5

Flu! domestic demand 884.0 3.6 4.5 3.9 3.8 3.7 4.3 4.1

Stockholding2 8.7 0.4 0.4 0.5 -0.1 0.4 0.2 -0.5

Total domestic demand 892.7 3.6 4.6 4.3 3.6 4.0 4.5 3.5

Exports of goods and services 167.2 4.2 3.3 5.9 8.9 2.1 9.5 10.1

Imports of goods and services 163.6 6.6 10.1 7.2 8.8 1.2 13.6 10.5

Foreign balance3 3.6 -1.2 -3.5 -0.6 -0.3 0.1 -1.4 -0.6

GDP at market prices 896.3 3.0 3.0 3.9 3.4 4.3 3.2 3.1

Industrial production 3.6 4.0 5.9 3.1 8.9 5.2 -0.3

Prices

GDP price deflator 7.1 6.1 6.0 6.5 5.5 7.1 5.0

Consumer prices 6.2 5.1 4.9 6.2 4.2 5.3 6.8

Breakdown of GDP

Agriculture 38.7 0.6 3.4 -3.3 -5.6 -1.1 1.9

Industry total 306.8 3.2 3.4 5.1 6.7 3.0 3.1

Manufacturing 210.8 3.7 3.9 5.7 7.4 3.5 3.3

Energy 44.3 2.6 2.8 2.3 3.5 0.7 3.1

Construction 51.6 1.2 1.5 3.8 5.0 2.4 2.1

Services 430.0 3.7 2.9 4.8 5.3 4.1 3.1

1. Thousand billion lire.

2. Changes expressed as a percentage or GDP in the previous period.
3. OECD Secretariat estimates.

Sources: ISTAT, Quarterly National Accounts-, OECD Secretariat.

and enterprises) saving/national income ratio, which had risen virtually without
interruption from 1966 to 1978, fell steadily during the following ten years, from
30 per cent to 26 per cent. Adjusted for inflation, the private sector saving ratio
increased by 6 percentage points between 1980 and 1986, and then fell by 2 per¬
centage points in 1988.
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Table 2. Households' appropriation account

Percentage changes from previous year

1985 1986 1987 1988 1989* 1990'

Compensation of employees 11.9 7.8 9.8 10.5 9.8 8.0

Income from property and other income 9.7 11.5 6.8 8.4 10.0 9.5

Current transfers received 15.2 9.9 6.8 11.5 9.6 9.7

Total income 11.6 9.6 8.1 9.8 9.8 8.9

Less; Direct taxes 12.1 10.8 10.2 11.1 11.0 10.7

Current transfers paid 11.7 12.6 9.2 8.0 11.2 7.2

Disposable income 11.5 8.9 7.6 10.0 9.4 9.0

Private consumption 12.5 10.5 9.5 9.2 10.3 9.1

Saving ratio1 24.7 23.7 22.3 22.8 22.2 22.1

Real disposable income 2.3 2.9 2.3 4.9 3.1 3.3

OECD forecast.

1 . As a percentage of disposable income.
Sources: OECD Secretariat, based on ISCO and Banca d'ltalia estimates.

The investment expansion, which had begun in the second half of 1986,

continued in 1989 when it grew by 5'/2 to 6 per cent. As Table 3 shows, the trend of
fixed investment differed according to the type of investment. Investment in plant

and equipment picked up strongly in 1984, boosted initially by rationalisation
measures (Diagram 2). Subsequently, there was an increase in capacity-expanding
investment, reflected from 1985 onward in the pick-up of non-residential invest¬

ment which reached an average annual rate of growth of 4.9 per cent. The increase

in non-residential investment occurred despite the moderate growth of general

government investment, which averaged 2.8 per cent a year from 1984 to 1988 (a
nominal annual rate of 9.2 per cent deflated by the average rise in the non¬
residential investment deflator3).

The pick-up in investment in plant and equipment was stimulated as of 1 986

by the brighter overall outlook for demand and by the steady rise in capacity

utilisation rates in industry (Diagram 2). According to the ISCO surveys, the

capacity utilisation rate rose from slightly over 70 per cent during the period
1980-83 to 75 per cent in 1986, peaking at 81 per cent in mid- 1989, despite the

vigorous growth of productive investment during the three previous years. The
previous highest rates had been 76.3 per cent in 1979 and 77 per cent in 1973.

However, the high utilisation rate does not seem to have put capacity under as

much strain as during previous peaks. The expansion of rationalisation investment,
the fact that an increasing amount of work is contracted out to small enterprises,

14



Table 3. Gross fixed capital formation

Percentage changes, at constant 1980 prices

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

Total 8.7 -3.2 -5.2 -0.9 4.5 1.4 1.6 6.8 4.9 5.5

Total, excluding residential
construction 10.3 -4.3 -5.6 -3.0 6.6 3.4 2.8 9.8 6.6 6.8

By product

Construction 2.3 -2.3 -5.7 1.5 -1.0 -0.5 1.1 -0.4 3.7 2.0

Housing 4.7 -0.1 -4.3 4.1 -0.6 -3.5 -1.6 -1.6 -0.2 1.1

Other -0.1 -4.6 -7.4 -1.7 -1.4 3.4 4.3 0.9 8.0 2.9

Machinery and equipment 15.9 -7.7 -4.5 -1.8 12.0 3.1 2.5 15.1 6.5 8.6

Means of transport 20.5 10.7 -5.0 -9.9 6.4 4.8 0.4 9.8 3.9 8.6

As a percentage of GDP

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

At current prices

Total 24.3 23.9 22.3 21.2 21.1 20.7 19.7 20.0 19.9 20.1

Total, excluding residential
construction 17.6 16.9 15.7 14.5 14.7 14.7 14.2 14.8 14.9 15.2

At constant 1980 prices

Total 24.3 23.3 22.0 21.5 21.9 21.6 21.4 22.2 22.4 22.9

Total, excluding residential
construction 17.6 16.6 15.7 15.0 15.6 15.7 15.7 16.8 17.2 17.8

Source: Ministry of the Budget and Economic Planning, Relaûone generate sullla situazione economica del paese. 1989.

and the easing of the terms of employment, particularly in small enterprises,

allowed the productive sector to respond much more flexibly to demand than in the

1970s. The return, as from 1984 (Table 4), and especially in the aftermath of the
1986 oil countershock, to a distribution of national income that was more favour¬

able to business, had a positive impact on investment. The increased share of profits

in national income was reflected in the self-financing/investment ratio, which rose
from just over 1 in 1983-84 to 1.35 in 1986 and then fell slightly to 1.25 in 1988.

However, this overall trend masks situations which differ according to the size

of the enterprise. In the manufacturing sector, small and medium-sized enterprises

financed their investment to a large degree by means of bank loans, which meant

that their investment was sensitive to changes in interest rates. The major enter¬

prises, on the other hand, improved their financial position during the 1980s, which

15



Diagram 2. CAPACITY-EXPANDING INVESTMENT
AND CAPACITY UTILISATION
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1 . As a percentage of total investment.
Source: ISCO.

made them much more independent of external sources of finance. Analysis of

company balance sheets shows that between 1982 and 1987 the major enterprises4
saw their gross operating surplus/GDP ratio improve by 6 percentage points
whereas that of small and medium-sized firms increased by only half a point. As a

result, the major enterprises were able to reduce their interest burden as a propor¬
tion of gross operating surplus from 43.6 to 5.2 per cent, whereas it is estimated

that small enterprises were only able to reduce it from 39.5 to 21.8 per cent over

the same period5. The differing financial position of industrial firms depending on
their size largely explains the differences in their investment growth rates. Thus,

the ISCO survey of investment shows that in 1988 investment by small and

medium-sized enterprises grew by 2 per cent (-4.3 per cent in volume), whereas

that by major enterprises (with more than 500 employees) grew by nearly 16 per
cent (13.7 per cent in volume).

All the main sectors of the economy, with the exception of agriculture, where
value added fell by 3.3 per cent in volume, saw their growth accelerate markedly in

16



Table 4. Gross operating outturns

As a percentage of value added, at factor cost

1980 1981 1982 1983 1984 1985 1986 1987 1988

Total, traded goods

Industry total
Processing
Services

51.9

46.0

42.4

54.0

51.7

44.7

41.8

54.7

52.1

45.1

41.7

55.0

52.2

45.0

40.9

54.9

53.1

47.2

43.1

55.1

53.3

47.6

43.7

55.3

54.3

48.1

44.8

56.6

53.9

48.0

44.7

55.8

53.7

48.1

44.9

55.7

Source: Banca d'ltalia, Annual Report 1988.

1988. Manufacturing performed best, with growth up 5.4 per cent, confirming the
leading role in the growth of the economy that industry had regained in 1987. The

buoyancy of industrial output was largely ascribable to capital goods production,
stimulated - as in the previous year - by the brisk growth of investment in plant
and equipment; production of consumer durables also expanded rapidly. In 1989
GDP growth was in the region of 3.5 per cent, nearly x/i of a percentage point down

on the average rate for 1988. Agricultural output growth resumed - up by more

than 1 per cent. Although down on 1988, the rate of growth of manufacturing

value added remained buoyant in 1989 at 3.8 per cent.

Employment and unemployment

The growth of total employment, as measured in "units of labour", acceler¬

ated sharply in 1988 to 1.4 per cent compared with an average of 0.7 per cent over

the period 1982-1987. (Table 5)6. In contrast with the earlier trend, this improve¬

ment was marked by substantial growth in dependent employment (+ 1 .6 per cent)
despite the continuing decline in the number of wage-earners in agriculture, which

as a proportion of total dependent employment has fallen from 6.5 to 4.2 per cent

over the past ten years7. The second major development on the employment front in

1988 was the growth of dependent employment in manufacturing, which had fallen
uninterruptedly from 1980 to 1987. Over this period more than a million jobs, of

which 920 000 (18 per cent) were in the manufacturing sector, had been lost. The

impact of the fall in the number of industrial wage-earners on total employment

had been softened by the steady growth of employment (both dependent and non-

dependent) in the private services sector, which had been rising at an average

annual rate of 2 per cent for the previous ten years, and also of employment in

17



general government, which had been increasing steadily at an average annual rate
of 1.5 per cent over the same period. It is difficult to interpret the trend of

employment at the start of 1989 because the trends indicated by the various
statistical series are conflicting8. Unemployment, which had fallen slightly in 1988

Table 5. Employment and the labour market

A. Trend of employment measured in labour units

Labour units and percentage changes from previous period

Total employment

Dependent employment
Agriculture

Industry

Manufacturing
Traded services

General government

Self-employed

of which: Industry

1985

Thousands

1987'

1982

1986

1985

1987

1986

1988

1987
1988 11 19891

22612.7 0.7 0.8 0.6 1.4 1.0 0.4

15403.9 0.3 0.4 0.4 1.6 1.4 0.7

784.3 -2.4 -2.3 -1.8 -1.2 -1.0 -2.4

5614.3 -2.4 -1.2 -0.8 1.0 1.1 0.9

4280.9 -2.4 -1.2 -0.3 1.3 1.3 1.4

4967.1 2.9 2.5 1.4 2.4 1.6 0.3

4038.2 1.6 0.8 1.3 1.8 1.8 1.5

7208.8 1.5 1.5 1.0 1.0 0.3 -0.3

1299.7 -1.1 2.1 -1.7 1.2 0.5 0.1

1 . Annual average rate.

B. Trend in numbers employed

Thousand persons and percentage changes from same period of previous year

1985 1986 1987 1988
1988 1 1988 11 1989 1

Thousands 1985 1986 1987

Labour force 23116.8 1.5 0.9 1.3 1.6 1.1 -0.7

Total employment 20735.3 0.6 -0.1 1.3 1.2 1.4 -0.7

Dependent employment 14650.5 0.4 0 1.6 1.3 1.9 -0.2

Agriculture 865.5 -3.4 -4.0 -2.0 -2.2 -1.8 -3.8

Industry 5 752.0 -1.6 -1.6 1.0 0.4 1.6 -0.6

Other 8042.0 2.2 1.6 2.4 2.2 2.5 0.3

Self-employed 6084.8 1.1 -0.4 0.5 1.0 0 -1.8

Enrolled at the CIG 462.3 -13.7 -16.9 -27.6 -17.8 -24.5 -24.5

1985 1988 I

Unemployment rate'
(including the CIG)

Youth unemployment2
Long duration unemployment3

1989 1

10.3 11.1 12.0 12.0 12.2 11.9 12.2

12.3 12.8 13.4 13.0 13.2 12.8 13.0

33.9 34.5 35.5 34.5 	

48.4 48.2 49.0 50.7 50.1 52.2 51.9

). As a percentage of labour force, seasonally adjusted.
2. Aged 14 to 24, as a percentage of youth labour force.
3. Unemployed seeking a job for one year and over as a percentage of total unemployment.
Sources: ISCO, Rapport semestriel; 1STAT, RHevaz'tone deiie forze di lavoro; OECD, Quarterly National Accounts.
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for the first time since 1980, returned in the first half of 1989 to its level of a year

earlier. If the number of people registered with the Cassa Integrazione dei

Guadagni (CIG) are included in the number of jobless, then the unemployment

rate would in fact probably prove not to have changed between the first half of
1988 and the first half of 1989.

The increase in employment has thus not been sufficient so far to reduce the

unemployment rate significantly. The 1STAT survey of labour market indicators in

major industries shows that a large proportion of the extra demand for labour

during the three-year period from 1986 to 1988 was met by increasing annual

working time by an average of 2.5 per cent9. In 1988 the youth unemployment rate

stabilised, probably on account of the increase in the number of youth training
schemes; 493 600 young people were on such schemes in 1989, i.e. some 90 000

more than the previous year. The trend towards part-time work continued, with

Ministry of Labour estimates indicating that 161 300 people were in part-time

work in 1988, compared with 143 000 in 1987. Nevertheless, the levels of youth
and long-term unemployment remained very high (Table 5).

The overall trend of unemployment in Italy masks a sharp widening in

regional disparities (Table 6). In the North and Centre the unemployment rate fell
by nearly 1 percentage point between 1986 and 1988 to 7.7 per cent. There was a

big difference between the male and female unemployment rate: the male 25 to 59
year-old unemployment rate (2.5 per cent) may be regarded as purely frictional. In

Table 6. Unemployment by region

As a percentage of the labour force

Total Italy North-Centre South

1982 1986 1988 1982 1986 1988 1982 1986 1988

Unemployment rate

Total 9.1 11.1 12.0 7.3 8.5 7.7 13.0 16.5 20.6

Men 6.1 7.4 8.1 4.6 5.3 4.7 9.0 11.4 14.5

Women 14.9 17.8 18.8 12.1 13.9 12.7 22.0 27.2 32.7

14 to 24s, total 26.6 34.5 34.5 24.1 27.3 23.3 41.3 48.5 55.3

Men 25.3 28.5 28.7 20.1 21.6 17.9 34.6 40.3 47.1

Women 35.0 41.5 41.2 28.4 33.4 29.3 51.7 60.1 65.8

25 to 59s, total 4.0 6.2 7.3 3.2 4.6 4.6 5.9 9.5 13.0

Men 2.3 3.8 4.6 1.7 2.6 2.5 3.6 6.2 8.6

Women 6.9 10.9 12.5 6.1 8.2 8.2 11.7 17.4 22.6

Source: 1STAT, Rilevazione delle forze di lavoro.
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contrast, the labour market situation worsened in the South where the average

unemployment rate exceeds 20 per cent, with male unemployment at 14.5 per cent.

The most recent figures for the first half of 1989 substantiate these developments,

unemployment in the South having risen to 21.3 per cent, as against 5.8 per cent in
the North. As the section on prices and wages will show, this North-South discrep¬
ancy has a major impact on the wage formation process in Italy.

Prices and wages

As in other OECD countries, inflation picked up again in late 1988 and during

the first half of 1989. However, when price rises started to accelerate, Italy's
underlying situation was less satisfactory than that of most' of the major OECD
countries. In 1987, following an eight-year period of disinflation, the average rate of

consumer price increases was still 4'/2 per cent, i.e. one and a half points above the
EEC average. Furthermore, the upturn in inflation was more marked in Italy than

in most OECD countries: prices increased by 7 per cent over the twelve months to

June/July 1989, 2 percentage points more than the OECD average. In a context of
continuing expansion, leading to overheating in some sectors, and with short-term

economic management proving difficult on account of the inertia of public finance

and monetary policy constraints, it is important to consider to what extent the

acceleration in the rate of price increases stems from exogenous or transitional

factors. This should help to gauge the risk of inflation spreading through the

economy notably via accelerating wage costs.

The pick-up in inflation

The rate of increase in the consumer price index10, which averaged 5 per cent

in 1988, accelerated from the end of the year, to reach 6.8 per cent in the third

quarter of 1989 on a year-on-year basis. Despite slowing slightly from July, it

probably averaged 6.5 per cent in 1989. The consumer price index excluding food

and energy is frequently used as a proxi-measure of the trend rate of inflation. Its

twelve-month rate of increase was still in excess of 5 per cent when inflation

bottomed out in the first quarter of 1987. It then accelerated progressively to reach

6.7 per cent in May 1989, staying at that rate up till October.

In 1989 the inflationary pressures resulting from the buoyancy of demand

were compounded by a number of exceptional factors. Food prices, which had had

a distinctly moderating influence on the overall rate of price increases in 1 987 and
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most of 1988, accelerated towards the end of the year, rising to 6/2 per cent from

April 1989 onwards (on a year-on-year basis), compared with about 3 per cent for

the first six months of 1988. The prices of food products which are subject to

government controls rose rapidly in 1989, more or less in line with the rise in world

prices11. Another factor responsible for the renewed upturn in prices was the raising

of VAT rates to 4 per cent for goods that had been previously taxed at 2 per cent,

as well as for goods that had previously been zero-rated. Furthermore, some public

tariffs (rail and urban transport fares) were raised by over 10 per cent. These

measures were part of the policy of balancing the finances of public enterprises, and

of the general objective of fiscal consolidation. Contrasting with events in 1988,

when energy prices increased noticeably (4'/2 per cent on average) despite the fall in
world energy prices, in 1989 energy prices increased only moderately (3.8 per cent

on average during the first eleven months of the year). Nonetheless, the tax on

petroleum products was raised in September 1989, and this accounted for about

one-third of the 1 percentage point increase in the cost-of-living index the following
month.

Growing demand pressure, reflected notably in the continuing rise in capacity

utilisation rates in 1988 and early 1989, certainly helped to rekindle inflation. The

acceleration of price increases was also fuelled by external factors. World non-

energy industrial raw material prices rose by 25 per cent in 1 988. Thus, despite a

slowdown in this trend from the start of 1 989, and allowing for the appreciation of

the lira up to September 1989, the lira cost of inputs purchased by Italian firms

from abroad increased by 1 1 per cent during the first quarter of 1989 on a year-on-

year basis. On the basis of estimates made by the Bank of Italy of the import price

elasticity of domestic prices, the initial impact of imported inflation explains more

than half of the acceleration in producer prices between 1988 and 198912.

Furthermore, labour costs accelerated from mid- 1988, partly as a result of an

increase in employers' social insurance contributions (see below). Rapid productiv¬
ity gains in industry, which from 1982 to 1988 had made it possible to contain the

rise in unit labour costs, slowed during the first half of 1989: manufacturing value

added per employee increased by 2.2 per cent during the first half of 1989, com¬

pared with 4.2 per cent in 1988. Wholesale price changes reflected the trend in

producer costs, but the wholesale prices of finished goods accelerated only moder¬

ately, especially when food products are excluded. According to the input and

output price indicators available for manufacturing, profit margins were squeezed

slightly from the end of 1987. In contrast, profit margins probably continued to

widen in the service sector, which is less exposed to competition. The consumer

prices of services responded fully to demand pressures, accelerating to 9 per cent
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(annual rate) in mid- 1989, compared with 5'/2 per cent a year earlier. Traditionally,
there is a 2 to 3 percentage point gap between the increases in the consumer prices
of those services whose prices are not controlled, and the increase in the prices of
goods. This gap, which had become insignificant in 1987, re-opened again to about
3.3 percentage points between July and September 1989.

Diagram 4. CONTRIBUTIONS TO THE RISE IN THE

TOTAL DOMESTIC DEMAND DEFLATOR
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Source: OECD, National Accounts.

During the second half of 1989 the external sources of inflation abated and the
rise in the overall consumer price index levelled off, but upward pressures on prices
remained strong. Demand still seems buoyant despite some partial signs that it is
flagging (the downturn of order books and the more depressed production outlook).
Furthermore,,with wage agreements currently being renewed, the size of future

wage increases is still uncertain.
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Wage and cost developments

Wage bargaining procedures have changed in recent years. First, industrial

relations have improved in the private sector, as is attested by the fall in the
number of hours lost due to labour disputes. Second, wage bargaining is increas¬

ingly taking place at company level: a minimum wage increase is set centrally by

means of the collective bargaining mechanism, and then additional increases are

negotiated at company level on the basis of productivity and profit performance.

While this does give a certain amount of flexibility to the system, it can in the

current circumstances strengthen upward wage pressures, with pay increases

obtained in the most productive sectors spreading to other sectors.

In 1988 per capita wages rose by 8 per cent, representing a real increase of

3.2 per cent, close to that of the previous year. The upward trend of real wages

slowed at the beginning of 1989 as inflation accelerated, and purchasing power

gains were thus negligible. In 1988 contractual wage increases in industry barely

exceeded 6 per cent, with an appreciable slowdown during the year (Table 7). In

the first nine months of 1989 wage increases accelerated slightly, although less

than prices. As in past years, however, effective wages rose more rapidly than

contractual wages, mainly because of high corporate profits and the labour market

pressures in the North (where the male unemployment rate fell to 3.3 per cent in

April 1989, two points down on 1985). Effective per capita wage increases in

manufacturing amounted to about 8 per cent (year-on-year) during the second half

of 1988 and to 7 per cent during the first half of 1989 (on a national accounts

basis), representing only small end-of-period purchasing power gains.

Although the unemployment rate in Italy as a whole remained high, its

moderating effect on wage increases was lessened by growing regional labour

market disparities. The influence of regional labour markets on wage determination

are shown by the wage equations calculated by the Secretariat for the period
1961-88. These show that wages in the private sector overall are determined more

by the unemployment rate in the North-Centre - the region with traditionally the

most bargaining power - than by the national unemployment rate: the semi-

elasticity of nominal wages in relation to a 1 percentage point increase in the

North-Centre unemployment rate is 1.2, compared with 0.8 rate for the national

rate13. This explains why, despite a rise in the national unemployment rate, sub¬

stantial wage increases were awarded after 1985, particularly during the triennial
negotiations that took place in 1986-87. In fact, the rising trend in the national

unemployment rate from 1985 reflects a rapid increase in the unemployment rate

in the South, the rate in the North having fallen (from 8.4 per cent in 1985 to
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Table 7. Wage and labour cost indicators

Percentage changes on previous period

1989 Si

A. WAGES AND LABOUR COSTS

Total economy

Per capita compensation

Contractual hourly wage rate

Industry (excluding construction)

Per capita compensation

Contractual hourly wage rate

Traded services

Per capita compensation

Contractual hourly wage rate

General government

Per capita compensation
Contractual hourly wage rate

B. PRODUCTIVITY, COSTS AND PROFITS

Manufacturing industry

Productivity
Unit labour costs

Value added deflator at factor costs

Profit per unit of output

7.4 9.3 8.8 7.6

4.5 6.9 7.2 6.8

7.1 8.5 7.9 8.2

4.5 6.6 5.9 5.9

6.7 8.4 9.0 6.3

5.1 6.1 8.2 6.3

7.9 11.8 9.8 9.3

3.9 8.1 13.9 9.8

2.8 4.9 4.2 2.1

3.2 4.1 3.4 6.5

5.3 3.8 4.0 6.0

1.0 0.7 -0.5

Sources: ISTAT; OECD, Quarterly National Accounts.

6.4 per cent in 1988). The unemployment rate in the Centre was more or less flat

over the same period. As sectoral wage agreements have almost national coverage,
the increases spread to all regions.

Employers' social insurance contributions increased in 1989 because the pro¬
portion of contributions borne by the budget (i.e. "fiscalised") was reduced from

January. On ISCO estimates, the impact of this measure (which concerns only the
North of Italy and is in line with the aims of fiscal policy) on the national average

increase in labour cost in 1989 was about 2 percentage points. Per capita labour

costs thus rose more than wages, exceeding 8'/2 per cent in industry during the first
half of 1989. Unit labour costs in industry, the growth of which had been lessened

in 1987-88 by rapid productivity gains, suffered the effects of productivity slow¬

down in 1989. During the first half of the year they probably rose by nearly 6 per
cent (annual rate), compared with an average of 3'/2 per cent in 1987 and 1988
(Table 7, panel B).
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In 1987 and 1988 per capita compensation in the services sector, and particu¬

larly in public services, grew more rapidly than in industry. The increases of the

order of 10 per cent recorded in public services in 1988 were partly ascribable to
retroactive increases resulting from the fact that the triennial wage agreements in

the sector had been concluded late, but contract renewals, particularly in teaching,

also increased purchasing power (Diagram 5). Furthermore, the contractual

increases were compounded by wage drift. These factors continued to have an

impact in 1989, and civil servants' pay again increased by nearly 9'/2 per cent (year-

on-year) during the first semester. Between July 1988 and July 1989, contractual

hourly wages rose by nearly 20 per cent in the (publicly owned) railways and state

schools (as a result of the progressive application of the contracts signed in 1988).

According to the official guidelines for civil service wage negotiations, the increase

in civil servants' pay was not to exceed the target inflation rate for 1988-90 by more

than one percentage point, although an extra half point could be awarded as an

incentive to improving the quality of public services. However, the target inflation

rates were set at 5 per cent for 1988, 5.8 per cent for 1989 and 4.5 per cent for

Diagram 5. COMPARATIVE WAGE TRENDS IN GENERAL GOVERNMENT

AND IN THE REST OF THE ECONOMY
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1990. At the beginning of 1990, negotiations were still in progress in respect of one-
third of civil servants. On the basis of provisional information, the average wage

increase in the public services in 1989 is estimated at over 9 per cent. According to
ISCO, a quarter of this increase can be attributed to indexation, a half to the

effects of contracts being renewed, and the remainder to various existing mecha¬
nisms and wage drift.

As the public sector wage negotiations are coming to a close, the triennial
round of private sector negotiations is starting. These will last throughout 1990 and
their effects will be felt until 1991. Besides the above-mentioned changes in the
negotiating procedures, the other factors that will be taken into account when

wages are being set - the resurgence of inflation in 1989 and labour market

pressures in the North - can be expected to exert upward pressures. On the other

hand, the intention in 1990 is to increase the budgetised proportion of employers'
social insurance contributions, which was reduced in 1989, and even if the increase

is smaller than the reduction in 1989, it will still help to moderate the rise in labour
costs.

Balance of payments

Preliminary estimates for 1989 suggest that the trade deficit (fob-fob) rose to
L 2 500 billion, i.e. an increase of L 1 750 billion ($ 1.3 billion) on 1988. This small

deterioration (0.1 per cent of GDP) was probably entirely ascribable to the worsen¬
ing of the terms of trade, changes in the real balance having, in contrast with the
last few years, made a positive contribution to the trade balance (Table 8). The

pattern of foreign trade over the year was uneven. The worsening in the terms of
trade was caused by a very steep increase in import prices in the first half of 1989,
when the index of average import values rose by 9.3 per cent (year-on-year),
whereas in 1988 the average increase had been 4.2 per cent. Compared with the
first half of 1988, the rise in the price of energy imports (+15.7 per cent) was a
major factor in the surge in import prices. Prices of chemicals and of petroleum and
coal derivatives registered comparable increases, while the prices of metal products
increased by 24 per cent over the same period. In the second half the rise in unit

import prices was brought down to 5.8 per cent. Average unit export prices rose by
7.8 per cent during the first half of 1989, partly reflecting the increase in the prices
of inputs and also, probably, an improvement in exporters' profit margins deriving
from the stronger lira. The increase in export prices was cut to 5.1 per cent in the
second half of the year.
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Table 8. Breakdown of changes in the current balance

Billion lire

1985 1986 1989

Current balance

Trade balance (goods)

Change in the current balance

of which:

Change in the trade balance

of which:

Due to volume changes'
Due to terms of trade1

-7102 3 802 -1940 -6779 -15000

-11928 6283 -77 -746 -2500

-2788 10904 -5 742 -4839 -8221

-1674 18211 -6360 -669 -1754

-1587 -6398 -10532 -1804 152

-87 24609 4172 1135 -1602

1. The change in the trade balance due to changea in foreign trade volumes is calculated by multiplying import and export values in
year n- 1 by volume growth rates in year n and by calculating the difference between this "volume balance" in year n and the trade
balance in year n - 1 . The change due to the terms of trade is the difference between the total change in the balance between the
two years and the change due to volume changes.

Sources: Banca d'ltalia, Annual Report; ISTAT, Relatione prevlsiotule e programmatica, 1990; OECD Secretariat.

The first half of 1989 was also marked by a large increase in foreign trade

volumes. Quarterly swings are often erratic and difficult to interpret but, taking the

first half of 1989 as a whole, export volumes on a customs basis were up by 10.4 per

cent and import volumes by 12.4 per cent on the first half of 1988 - well above the
increases recorded in 1988. Total domestic demand growth remained high during

the first half of the year; the acceleration of imports resulted from strong demand

pressure and stockbuilding of raw materials and semi-finished products at a time
when their import prices were rising. Italy also experienced a loss of competitive¬

ness vis-à-vis its European trading partners, her main supplier of finished products,

as a result of the appreciation of the lira (Diagram 6). Nevertheless, merchandise

export volume growth accelerated markedly during the first half of 1989, although

to a lesser degree than imports. Merchandise exports benefited generally from the

buoyancy of world demand, estimated to have grown at an annual rate of 7,/2 per
cent during the first half of the year, and from the composition of Italy's exports

which were mainly aimed at Europe where demand for consumer goods was strong.

The beneficial effects from the regional trade structure appears to have more than

offset the decline in competitiveness resulting from lira appreciation. In the second

half, export volumes continued to grow briskly (at almost 8 per cent), whereas

import volume growth fell sharply to 4.5 per cent.

The invisibles balance has been worsening steadily since 1983, moving into

deficit in 1986. In 1988 the deficit reached L 6 000 billion, and it is estimated that
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Diagram 6. FOREIGN TRADE INDICATORS
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it more than doubled in 1989, reaching L 12 500 billion, or 1 per cent of GDP.

Virtually all items were affected, but the balances on tourism, government transfers

and investment earnings worsened the most rapidly, accounting for L 9 000 billion
of the cumulative deterioration of L 11 000 billion between 1985 and 1988, of

which nearly half on the tourism account. The tourism surplus was probably cut by

nearly L 2 000 billion in 1989. This deterioration seems to have had two causes:
tourism earnings were virtually flat between 1985 and 1988-89, whereas spending

by Italian tourists abroad more than doubled, rising from 22 per cent of tourism

earnings in 1985 to 48 per cent in 1988. The rapid growth of international tourism

expenditure by Italians stemmed from the coincidence, since the early 1980s, of

Italy's worsening competitiveness (between 1979 and 1985 the index of relative

consumer prices expressed in common currency rose by 25 per cent), the rapid

growth of real incomes, and the progressive lifting of exchange controls on tourists

since 1 984. The balance on investment earnings has also worsened in recent years

on account of the rise in the net external debt, which amounted to nearly $ 1 20 bil¬

lion in 1988 (14.5 per cent of GDP compared with 13.2 per cent in 1985), and the
rise in international interest rates.

Due to lower oil prices, the current external account had posted a surplus in
1 986, but under the combined effect of the worsening trade and invisibles balances,

the current deficit widened steadily thereafter. On the provisional estimates of the

Bank of Italy, the current payments deficit, which was $5.2 billion in 1988, widened

markedly during the first half of 1989 to $10 billion (on the basis of raw data),
compared with $4.1 billion in the first semester of 1988. For 1989 as a whole the

current deficit is estimated to have been $11 billion, or 1.3 per cent of GDP. The

worsening of the current balance between the first half of 1988 and that of 1989

was ascribable in almost equal measure to movements in merchandise and in

services and transfers, particularly official transfers (L 2.5 billion were paid in

contributions to the EC budget during the first half of 1989 in respect of the

previous fiscal year). In the second half of the year, the pick-up in merchandise
trade almost cancelled out the deficit (on the basis of raw data).

During the first nine months of 1989 net non-monetary capital inflows contin¬
ued to increase rapidly, in line with the trend in 1987-1988 (Table 10). Inward

investment continued to grow, with direct and portfolio investment during the first

nine months of 1989 equaling the amount for the entire previous year, whereas

outward investment grew much less rapidly. As a result, the amount of net capital
inflows (L 4 000 billion) was twice that for the same period in 1988. Net medium
and long-term lending during the first nine months amounted to L 18 100 billion,

twice as much as in 1988. As for the banking system (including the specialised
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Table 9. Balance of payments

$ million

1987 1988
1987

I II

Seasonally adjusted

19891

1 II

Exports FOB

Imports FOB
Trade balance

Services, net

of which:
Travel

Investment income

Private transfers

Government transfers

Current account balance

115558 128006 141 020 55407 60151 63716 64290 67800 73220

115617 128579 143180 54970 60647 60640 64939 70300 72880

-59 -573 -2160 437 -496 76 -649 -2500 340

-502 -3290 -6715 584 -1086 -1559 -1731 -3200 -3515

7636 6414 4740 4062 3574 3398 3016 2300 2440

-6611 -7126 -8870 -3294 -3317 -3650 -3476 -4500 -4370

1287 1448 1250 679 608 944 504 800 450

-2221 -279) -3080 -680 -1541 -929 -1862 -1500 -1580

-1495 -5206 -10705 1020 -2515 -1468 -3738 -6400 -4305

Not seasonally adjusted

Current account balance -1495 -5206 -1389 -106 -4105 -1103

Non-monetary capital 2423 5731 -41 2464 2012 3719

Long term 3161 7 823 37 3124 2285 5 538

Short term2 -739 -2092 -78 -660 -273 -1819

Balance on non-monetary
transactions 929 523 1429 2358 -2093 2616

Private short-term monetary
capital -4297 -7856 -3141 -1156 -3682 -4174

Net transactions by monetary
authorities 5226 8379 1712 3514 1589 6790

1. Secretariat estimates.

2. Including errors and omissions.

Sources: Banca d'ltalia, Annual Report; OECD Secretariat.

credit institutions)14, it increased its foreign borrowing steeply from the beginning
of 1989. This it had already started to do in 1987, encouraged by the big interest
rate differential between Italy and its main trading partners, and also by the
prospect for much of the year that exchange rates within the EMS would remain

stable (see the section on monetary policy). Thus, changes in the net external

position in foreign currency of commercial banks, bank capital inflows during the

first nine months of 1989 amounted to L 12 600 billion compared with
L 10 200 billion for the whole of 1988. As in the previous two years, net capital
inflows more than offset the current account deficit during the first nine months of
1989, making possible an increase in official reserves (net of exchange rate read¬
justments and the revaluation of gold holdings) of L 1 9 300 billion, compared with
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Table 10. Capital movements

Billion lire

1988 1989

Inward investments 16517 20109

Outward investments -13360 -16353

Borrowings abroad 11500 19640

Lending abroad -1492 -769

Bank capital 10224 14968

Changes in official reserves 10906 15386

Source: Bancs d'ltalia.

L 10 900 billion in 1988. The situation changed in the fourth quarter of 1989, with

investment and foreign lending in Italy declining appreciably, whereas bank capital
inflows remained high - in the region of L 2 000 billion. As a result of the latter

shifts in the pattern of capital movements, foreign exchange reserves fell by

L 4 000 billion in the last quarter. In January, after the realignment, there has

been a reflow of foreign reserves of L 2 100 billion.

The lira appreciated fairly steadily against the other European currencies over

the twelve-month period between September 1988 and September 1989, rising by
3.6 per cent against the ECU and the deutschemark. Over the same period the

lira/dollar parity fluctuated markedly, with the lira falling on average by 1 per
cent. All told, the lira's nominal effective exchange rate rose by 3.2 per cent over

the period, and the lira's real effective exchange rate rose by nearly 4 per cent.

Italy's competitiveness worsened as a result, especially vis-à-vis its European part¬

ners during the first part of the year. As discussed in the section on foreign trade,

the decline in competitiveness seems to have affected import volumes more than

export volumes.

From September 1989, the upward trend of the lira in foreign exchange

markets was reversed, a contributory factor undoubtedly being the Italian authori¬

ties' decision not to follow the more or less general rise in European interest rates.

Between the first week of September, when the lira's parity in the EMS peaked,
and the first week of January 1990 preceding the official readjustment, the lira fell

by 4.6 per cent against the deutschemark and diverged by -4.2 per cent from the
central rate. The -3.8 per cent downward adjustment of the lira in relation to the

central rate when it joined the narrow fluctuation band in fact merely confirmed its
fall in the markets since September.
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Diagram 7. THE EXCHANGE RATE AND COMPETITIVENESS
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Diagram 8. MOVEMENT OF THE LIRA AGAINST THE DEUTSCHEMARK

Exchange rate and indicators of Italy's competitiveness vis-à-vis Germany
(April or Q21 972 =100)1
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II. Economie policy

Economic policy conduct during recent years, and the policy objectives fixed

for 1990, are part of a medium-term strategy aiming to achieve the following:

- A reduction in the rate of consumer price inflation to 3.5 per cent by 1991,
and its stabilisation at this rate thereafter;

- A reduction in the public sector borrowing requirement from 1 1 per cent of

GDP in 1989 to 7.4 per cent in 1992;

- The stabilisation of the public debt/GDP ratio at 103.6 per cent by 1992;
- Maintenance of medium-term growth at a rate (3'/4 per cent) sufficient to

provide employment growth of slightly above 1 per cent per year.

These objectives are consistent with the structural policy strategy which aims at a

reduction of regional discrepancies between the country's North and the South,

and at preparing the Italian economy for a smooth entry into the Single European

Market. In line with these medium-term objectives, the goals fixed for 1990 com¬

prise the reduction in the rate of inflation15, in the rate of unemployment - notably
via a reduction in the differences between the rate in the North and the South -

and finally a reduction in the growth rate of private consumption16. The policy
instruments chosen in pursuit of these objectives are the control of public finances

and income policies. Concerning the latter, given the demonstration effect of public

sector wage developments on those of the private sector, it is planned to limit real

increases of compensation in the public and quasi-public sector during the upcom¬
ing wage round to 1 to 1.5 per cent. Concerning the budget, it is planned to reduce

the deficit/GDP ratio to 10.4 per cent, a 0.6 percentage point reduction compared
to 1989. The monetary policy objectives associated with the 1990 policy stance

comprise 6 to 9 per cent M2 growth and also a 1 2 per cent projected increase in
private sector credit - representing a significant slowdown compared to 1 989.
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Fiscal policy

The 1989 Finance Act was the first to be implemented under the revised
budget procedure17. It was in line with the medium-term fiscal consolidation pro¬

gramme adopted in May 1988 which was primarily aimed at stabilising the debt/
GDP ratio by 1992. At the time the draft 1989 Finance Act was drawn up, in

autumn 1988, the 1988 budget deficit was estimated at L 118 000 billion and was

expected to stabilise in nominal terms in 1989 (Table 11). However, the 1988

outturn showed a deficit L 7 000 billion higher than had been forecast and

L 15 000 billion higher than had been initially budgeted, a slippage equivalent to
1.4 per cent of GDP. This overshoot was primarily due to a surge in transfer
payments, health spending and wage costs (as a result of the renewal of civil service

pay agreements and collective wage agreements for teachers, giving the latter a

Table 11. Centra] government budget

Thousand billion lire

1988

Outturn

(1)

1989

Initial

draft

(2)

1989

Estimates

(Oct. 89)

(3)

1990

Initial

draft

(4)

(2)

(1)

Percentage changes

(3) (4)

(1) (2)

(4)

(3)

Current revenue 300927 326400 344550 382000 S.5 14.7 17.0 10.9

Direct taxes 137043 144400 158000 175200 5.4 15.3 21.3 10.9

Indirect taxes 109194 122800 125400 141000 12.5 14.8 14.8 12.4

Other 54690 59200 61150 65800 8.2 11.8 11.1 7.6

Current expenditure 356055 383500 394300 437850 7.7 10.7 14.2 11.0

of which:
Transfers 168293 182500 179600 195000 8.4 6.7 6.8 8.6

Interests 87715 97900 105800 118400 11.6 20.6 20.9 11.9

Saving 55128 57100 49750 55 850 3.6 -9.8 -2.2 12.3

Capital expenditure (net) 58958 61450 63400 68600 4.2 7.5 11.6 8.2

Investments 3488 3900 3900 4300 11.8 11.8 10.3 10.3

Transfers 55 470 57550 59500 64300 3.7 7.3 11.7 8.1

Budget balance 114086 118550 113150 124450

Treasury operations 3707 -8950 9500 1100

Financial transactions (net) 6657 7750 7350 7450

Borrowing requirement 124450 117350 130000 133000

Borrowing requirement

as percentage of GDP 11.5 10.0 11.0 10.4

Borrowing requirement
(excluding interest as

percentage of GDP) 3.4 1.6 2.0 1.2

Sources: Ministry of the Treasury; Relazione sulla stima del fabbisogno di cassa del setlore pubblico per I'anno 1990.
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phased increase of around 30 per cent over the period 1988-1990). With interest

rates rising, and increasing recourse to short-term debt financing, these overruns

resulted in faster-than-expected growth of the public debt.

In 1989, as in the previous two years, Italy continued to make only modest
headway with fiscal consolidation even though the general economic situation was

such as to favour a more rapid improvement. The initial targets for reducing the

budget deficit were again revised in the course of the year and outturns are

expected to overshoot these targets substantially. Whereas the objective in the 1989
Finance Act was to stabilise the central government borrowing requirement at

L 117 350 billion (10.2 per cent of forecast 1989 GDP), the provisional outturns

point to a borrowing requirement of L 1 32 000 billion or 1 1 . 1 per cent of GDP. The

causes for the 1989 overshoot are the same as in previous years, notably:

- The political difficulties of pushing through the measures needed to back
up the Finance Act18, and slowness in implementing them;

- The over-optimistic assessment of the current year's outturns at the time
the Act was being drafted;

- Conservative interest rate forecasts resulting in underestimation of the

debt burden; and

- The difficulty of restraining spending of local government and health

authorities out of unspent reserves.

The initial package of tax measures adopted in October 1988 should have

curtailed the underlying 1989 budget deficit (i.e. the deficit that would have been
recorded failing the introduction of corrective measures) by L 19 000 billion

(Table 12). In the Finance Act passed by Parliament at end-December, the

amount of the adjustment was cut to L 1 1 600 billion, with around half the amount

obtained from tax increases (higher excise duties and VAT, revision of the system

of presumptive assessment of the self-employed and revenue from the fines result¬

ing from the tax amnesty)19 and improved collection of social insurance contribu¬

tions. On the other hand, the revision of personal income tax scales was expected to

have a negative impact on tax revenue estimated at almost L 6 000 billion. On the

expenditure side, savings were expected to be made in health spending, as well as
through the débudgétisation of part of employers' social insurance contributions
and a reduction in transfers to local authorities.

In March 1989, the government found itself obliged to take stiffer measures in

an effort to counter the financial community's increasing misgivings with regard to

public finance. These had manifested themselves at the end of 1988, resulting in

the government experiencing growing difficulty in placing public securities, and in
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Table 12. Summary of fiscal measures in 1989 and 1990

Billion lire

FY 1989 FY 1990

Autumn 1988

Finance Act 1989

March 1989

Additional measures

October 1989

Finance Act 1990

Underlying deficit excluding
new measures 136350 145 260 153000

Target 117350 134500 133000

Measures planned

Revenue increases

Expenditure cuts

+ 10000

-9000

+ 4560

-6200

+ 9300

-10700

Source: Ministry of Budget and Economic Planning.

financial markets being destabilised by the surge in interest rates on Treasury bills
(the average interest rate on three-month Treasury bills jumped from 11.87 to
13.56 per cent between February and March). The crisis was sparked off by
expectations of the budget deficit running out of control under the pressure of
several factors:

- The final 1988 budget outturns which revealed a deficit L 7 000 billion

higher than the one on which the 1989 target had been based, meaning
that the latter was unlikely to be achieved;

- Many of the tax measures provided for in the 1989 Finance Act were still

under discussion in Parliament and were not having an easy passage;
- Accelerating inflation was causing a rapid rise in expenditure, and particu¬

larly debt service, because of the resulting increase in nominal interest
rates.

The package of new measures (advance payment of taxes, reduced budgétisation of
employers' social insurance contributions, curb on local authority cash credits) was
designed to reduce the underlying budget deficit (in the absence of corrective

measures) by L 10 000 billion. A new estimate put the deficit at L 134 500 billion.

In May the Treasury deficit target was lowered to L 130 000 billion for the year,
the figure on which the the 1990-1992 Public Finance Programme was based).

On a national accounts basis, the general government borrowing requirement
as a percentage of GDP would appear to have remained virtually static between

1988 and 1989 (Table 13), the reduction in the primary deficit having been almost
entirely cancelled out by the rise in interest payments, up to 19.2 per cent between
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Table 13. Consolidated general government account1

As %of

GDP 1987 1987

Thousand billion lire

1988 1989 1990

Percentage change

1988 1989 19902

1987 1988 1989

Current revenue 39.5 387.9 434.1 491.3 542.6 11.9 12.2 10.4

of which:
Direct taxes 13.3 130.7 145.1 169.0 187.8 11.0 11.9 11.1

Indirects taxes 9.5 93.1 109.2 122.5 140.1 17.3 15.0 14.4

Social security contributions 13.9 136.5 149.9 168.0 180.9 9.9 11.7 7.7

Current expenditure 45.9 449.7 497.5 556.7 606.2 10.6 11.2 S.9

of which:
Consumption 17.1 165.4 185.2 202.3 221.4 12.0 9.6 9.4

Transfers to households 18.2 170.0 186.3 204.9 223.7 9.6 9.6 9.2

Subsidies 2.7 26.7 26.8 29.0 29.9 0.4 6.0 3.1

Interest 8.1 78.9 88.9 107.6 118.5 12.7 19.2 10.1

Current saving -6.3 -61.8 -63.4 -65.4 -63.6

Capital expenditure (net) 4.8 47.4 50.8 56.2 59.9

of which:
Investment 3.5 34.4 37.3 41.5 45.0 8.4 11.2 8.4

Borrowing requirement -109.2 -114.2 - 121.6 -123.6

(as a percentage of GDP) -11.2 -10.6 -10.3 -9.4

1 . National accounts basis.

2. Official forecasts.

Source: Ministry of the Budget and Economic Planning.

1988 and 1989. Among the seven major OECD countries, and particularly com¬

pared with the three other major European countries, Italy's progress on fiscal

consolidation was the poorest between 1985 and 1989 in terms both of the absolute

level of the borrowing requirement and of the speed of adjustment (Diagram 9).

While the ratio of current government receipts to GDP rose by 3 points between

1985 and 1989 - a period when it was falling in the other three major European

countries - it was still lower in Italy than in either Germany or France. The share

of current expenditure also expanded in Italy, whereas it contracted in all the other

countries. This rise in current expenditure was due in equal part to public sector

wage developments and interest payments. The latter accounted for the bulk of the

general government borrowing requirement; but it is interesting to note that Italy is

the only major European country in which the primary budget balance (i.e. the

balance excluding interest payments) of the general government shows a deficit.

The draft 1990 Finance Act, which forms part of the three-year fiscal pro¬
gramme spanning the years 1990-1992 (Table 14), is based on projections of
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Diagram 9. GENERAL GOVERNMENT ACCOUNT OF
THE MAIN EUROPEAN COUNTRIES
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3.2 per cent GDP growth and markedly slower inflation than in 1989 (with con¬

sumer price inflation targeted to fall from 6 to 4.5 per cent). The prime objective is
to hold the central government deficit at L 133 000 billion, slightly up in nominal
terms on the estimate for 1989 and equivalent to 10.4 per cent of forecast 1990

GDP. It is planned to reduce the primary deficit (deficit excluding interest pay¬
ments) from 2 to 1.2 per cent of GDP between 1989 and 1990. With the underlying
deficit (deficit with unchanged legislation), estimated to reach L 153 000 billion in

1990, the package involves the implementation of measures aimed at curbing
expenditure by some L 5 300 billion (with transfers bearing the brunt of this

effort), while revenue - mainly from indirect taxation - should rise by
L 12 200 billion over and above the spontaneous trend. The reduction in the

primary deficit is expected, on budget forecasts, to further ease the interest burden

by L 1 800 billion. On a national accounts basis, the goal is to reduce the general
government borrowing requirement from 10.4 to 9.4 per cent of GDP between
1989 and 1990 (from 1.5 to 0.4 per cent in the case of the primary deficit). To
achieve these targets would imply fiscal policy taking on a more restrictive stance in
1990 than in recent years. The decrease in the cyclically-adjusted overall borrow¬
ing requirement and in the cyclically-adjusted primary deficit would each represent
half a per cent of GDP.

The objective of reducing the central government deficit in 1990 (by 0.6 per
cent of GDP relative to the 1989 estimate) could seem somewhat modest in view of

the size of the deficit. The rate of growth of current revenue and of expenditures

would be virtually identical, at around 1 1 per cent, implying a marked slowdown in

the growth of both relative to the outturns expected for 1989. As can be seen from

Table 11, the budget balance excluding Treasury fund operations probably deterio¬
rated by L 11 200 billion between 1989 and 1990, whereas the total borrowing

requirement rose by only L 3 000 billion. Treasury funds operations are one of the
uncertain factors in government expenditure trends. Since the establishment of a

centralised exchequer account in 1987, various public entities, in particular the

local authorities, have been required to transfer to the Treasury the funds they had
previously deposited with banks; they can then draw on these funds at their
discretion. Ministries are allowed to spend any unused appropriations within four
years, making it difficult to forecast how much will be effectively disbursed in any

one year. For instance, although in the initial 1989 Finance Act Treasury funds

were scheduled to rise by almost L 9 000 billion, they were in fact probably drawn

on to the amount of L 9 500 billion, pushing up the Treasury borrowing require¬
ment. At end- 1988, available Treasury funds totalled some 60 000 billion, or

roughly half the budget deficit for that year.
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Table 14. Medium-term public finance programme l

1986 1989*
Programme Automatic trends

1990 1991 1992 1990 1991 1992

Current revenue

of which:
Tax and social security

contributions

Current expenditure

of which:

Wage and salaries
Transfers

Interest

Capital expenditure

of which:
Investment

Transfers

Total expenditure2 excluding interest
Total expenditure

Current saving

Borrowing requirement excluding
interest3

Total borrowing requirement2

Government debt

Nominal interest rate of debt

1. CONSOLIDATED CENTRAL GOVERNMENT CASH BUDGET

30.0 31.5 31.9 32.6 33.1 31.6 31.7 31.7

22.4 24.6 25.0 25.6 26.1 24.7 24.7 24.7

37.8 38.1, 38.0 37.1 36.2 38.8 39.0 39.4

8.9 9.1 9.1 8.9 8.7 9.2 9.2 9.2

17.3 16.4 16.2 16.2 16.2 16.7 17.0 17.2

8.2 9.0 9.2 8.5 7.9 9.3 9.2 9.4

4.3 4.1 4.1 4.2 4.2 4.3 4.4 4.4

1.5 1.6 1.7 1.8 1.8 1.7 1.8 1.8

2.8 2.5 2.4 2.3 2.3 2.6 2.6 2.5

34.7 34.4 34.1 33.8 33.4 35.1 35.5 35.7

42.9 43.3 43.3 42.3 41.4 44.4 44.7 45.1

-7.8 -6.6 -6.1 -4.5 -3.1 -7.2 -7.3 -7.7

-4.0 -2.0 -1.2 -0.3 0.6 -2.5 -2.7 -2.9

-12.3 -11.0 -10.4 -8.8 -7.4 -11.8 -11.9 -12.3

83.8 97.2 100.5 102.9 103.6 101.9 107.3 112.7

9.5 9.2 9.1 8.3 7.7 9.1 8.6 8.4

II. CONSOLIDATED PUBLIC SECTOR ACCOUNT

Borrowing requirement excluding
interest2

Total borrowing requirement2

-3.6

-12.2

-2.2

-11.4

-1.2

-10.6

-0.3

-9.1

-0.6

-7.6

-2.5

-12.0

-2.8

-12.2

-2.9

-12.6

Public debt 88.5 99.0 103.0 105.5 106.2 104.4 109.9 115.3

Nominal interest rate of debt 9.7 9.2 9.1 8.3 7.7 9.1 8.6 8.4

1 . All data, except interest rates are expressed as a percentage of GDP.
2. Including financial transactions.
* Estimate.

Source: Ministry of the Budget and Economic Planning.

Because of the existence of these unused resources, the government annually

commits less expenditure than will be effectively disbursed. Thus, the 1990 budget
package is designed to reduce the "underlying" deficit on a commitments basis

(Bilancio di Competenza) by L 46 000 billion (against L 20 000 billion in terms of
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actual cash expenditure - Bilancio di cassa), mainly by carrying over payment
authorisations under the multi-year Finance Act and reducing the amount of new

funds earmarked for projects in the Mezzogiorno, equivalent funding for the latter

being found from existing Treasury funds. Much of the fiscal consolidation effort is

therefore based on curbing expenditure and ensuring that it does not overshoot

budget appropriations.

The public debt, which in 1987 amounted to 93 per cent of GDP, continued to

rise steeply during the following two years. Finance Act estimates suggest that by

end-1989 it may have been almost on a par with GDP (Table 15). Central govern¬
ment debt in mid- 1989 was 12 per cent up on the year-earlier figure. Uncertainty
about foreseeable public finance and interest rate trends, as well as reduced Bank

of Italy financing, resulted in much greater reliance on Treasury bill issues to
finance the public deficit, so shortening the maturity of public debt. This trend was

confirmed in 1989 when 30 per cent of financing was in the form of Treasury bills.
The average maturity of public debt declined to 31 months in September 1989, a
five-months reduction compared to the beginning of the year (Table 16). It is

expected that 1990 will see a surge in public sector demand for funds. Given the

maturity schedules for the different categories of government securities and the

forecast 1990 deficit, the Treasury gross borrowing requirement has been estimated

at L 500 000 billion in 1990 or around 40 per cent of GDP.

Table 15. Financing the government deficit

1984 1985 1986 1987 1988 1989

As per cent of total

Banca d'ltalia 13.9 3.0 1.5 8.9 3.0 1.5

Foreign borrowing 2.4 2.4 0.8 5.3 3.4 6.5

Other 83.7 94.6 97.7 96.4 93.6 92.0

of which;

Medium and long term 65.6 76.0 79.0 49.1 48.6 43.9

Treasury bills 9.7 10.7 8.8 24.1 33.5 32.3

Post Office savings deposits 6.7 7.4 10.2 11.3 8.6 11.1

Total 100 100 100 100 100 100

Memorandum item:

Government deficit

(billion lire) 95 965 122626 110159 114258 125405 133669

(as a percentage of GDP) 13.2 15.1 12.3 11.7 11.6 11.3

Government debt 516215 639266 750712 861 936 983614 1070005'

(as a percentage of GDP) 71.0 78.7 83.8 88.0 91.1 97.2

1. 10 months.

Source: Banca d'ltalia; Economic Bulletin Nc . 9, October 1989.
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Table 16. Public debt

1984 1983 1986 1987 1988 1989

Total (billion lire)

of which: With the Banca d'ltalia

and the Italian Foreign Exchange Office

Total, as a percentage of GDP

Decomposition of the debt

(as a percentage of total)
Medium and long-term securities'

Treasury bills'
Post Office saving deposits

Lending institutions
Other domestic debt

Foreign debt

Borrowing by Banca d'ltalia

and the Italian Foreign Exchange Office

561489 683058 793 597 910563 1088205

92863 120286 130954 137968 140344

77.2 84.0 88.5 92.9 96.1 99.0

37.0 43.2 47.2 47.2 46.8

27.2 22.1 20.1 21.0 23.1

9.0 8.7 8.9 9.2 9.1

6.9 5.3 4.8 4.5 4.5

0.4 0.4 0.3 0.3 0.3

2.9 2.7 2.2 2.6 2.7

16.6 17.6 16.5 15.2 13.5

1. Excluding Banca d'ltalia.
Source: Banca d'ltalia; Annual Report: Appendix.

Monetary policy

In recent years monetary policy has continued to pursue the same basic

objectives as in the early 1 980s: curbing inflation in order to narrow the differential

between Italy and its main trading partners, and maintaining the stability of the

lira within the European Monetary System. The mid-term monetary policy objec¬

tives, which are announced every year when the draft Finance Act is presented,

focus on the growth rates of lending to the non-State sector and of M2. These two

objectives are set in the form of target ranges. Total domestic credit growth is also

projected on the basis of targets for the Treasury borrowing requirement and

growth of lending to the non-State sector. Whereas up to the mid-1980s growth of

lending was managed by means of direct controls, it has since been controlled

indirectly, chiefly through day-to-day money market intervention by the Bank of

Italy.

The liberalisation of financial markets and Italy's increasing integration in
international markets have made it more difficult to curb the growth of lending in

recent years and, as a result, since 1988 and the beginning of 1989, growth of

lending to the non-State sector has substantially exceeded official targets (Dia¬

gram 10). The acceleration in demand for credit at the end of the first quarter of
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Diagram 1 0. MONETARY POLICY : TARGETS AND OUTTURNS
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1988 - which at the time was ascribed to a temporary catch-up effect following the

lifting of direct credit controls (temporarily reinstated between September 1987

and March 1988) - did not slacken until the third quarter of 1989, by which time
lending to the non-State sector was expanding at an annual rate of 17.6 per cent.

The twelve-month rate of growth of total domestic lending - close to 15 per cent in

December 1988 - fell to under 14 per cent by the end of the third quarter of 1989

as a result of a very marked slowdown in growth of lending to the public sector

(Table 10). This slowdown during the year was attributable to the Treasury bor¬

rowing requirement growing less rapidly than in the previous year following the

decision in March 1989 to bring forward the date of payment of direct taxes. Given

the total borrowing requirement targeted for 1989, growth of lending to the public

sector could pick up again towards the end of the year which, ceteris paribus, would
increase the rate of total domestic credit growth.

Growth of bank lending accounted for the bulk of the expansion in lending to

the private sector; from 18.2 per cent in 1988, it rose to 21.4 per cent annualised in

the first half of 1989, before slowing in the third quarter to 18.7 per cent. Both in
1988 and over the first nine months of 1989, bank deposits grew at a much more

moderate pace, averaging around 8 to 9 per cent; also, the Bank of Italy intervened

frequently on the market in order to neutralise the liquidity. In response to the

heavy demand for credit, banks reduced their holdings of government public securi¬

ties and stepped up their foreign currency borrowing. As a result, growth of

foreign-currency lending surged from 29 per cent in 1988 to 37 per cent (annual¬

ised) in the first nine months of 1 989, its share in total bank lending accounting for

14.2 per cent in September 1989 against 11.3 per cent in December 1987.

M2 growth remained within the target range in both 1988 and for the first

nine months of 1989 (Table 17). The inflow of foreign currency has played a big

role in money creation since the beginning of 1988, and its importance was accen¬
tuated in the first nine months of 1989 when it contributed L 19 000 billion to the

change in the monetary base. Treasury financing by contrast slackened apprecia¬

bly. However, the situation could well have changed in late 1989 and again in 1990

when the Treasury borrowing requirement will be greater. Because of investors'

misgivings about government securities in the first half of 1989, private sector

financial assets became significantly more liquid, the proportion of bank deposits in

total assets rising from 21.5 per cent in the twelve months to July 1988 to 25.9 per

cent a year later. These developments are a possible source of instability, given the

continued uncertainty as to the extent of the slowdown in inflation.

With the Treasury borrowing requirement expected to stabilise as a result of

the adoption, in Autumn 1987, of the fiscal consolidation programme and with
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Table 17. Monetary aggregates

Thousand

billion lire

Percentage changes from corresponding period
of previous year

Outstanding ^^
31-121986 1987 >*«

December

1987

June

1988

December

1988

June

1989

December

1989

Currency in circulation

Sight deposits
Ml

48.2 4.4

287.7 20.5

335.9 24.9

4.3

23.1

27.4

9.2

7.1

7.4

8.5

6.4

6.7

8.2

7.5

7.6

10.6

9.3

9.5

19.5

9.5

11.3

Time deposits
M2

279.2 26.3

615.1 51.2

29.5

56.9

9.4

8.3

7.9

7.2

9.7

8.5

11.7

10.4

10.6

11.0

M3 743.9 84.9 100.9 11.4 12.6 12.2 14.2

Total domestic credit

To public sector

To private sector

of which:

Bank lending, total
In lire

In foreign currency

1 157.7 151.9

712.9 105.9

444.8 46.0

266.0 22.8

238.6 17.5

27.5 5.3

195.2

118.7

76.5

52.7

43.2

9.5

13.1

14.9

10.4

8.6

7.3

19.4

13.5

14.6

11.7

11.2

9.8

22.6

14.9

14.5

15.6

18.2

16.9

28.9

14.4

12.5

17.7

21.5

18.6

42.2

15.0

13.2

18.0

21.0

20.8

23.0

Source: Banca d'ltalia; Economic Bulletin.

pressure on the lira easing, monetary policy was relaxed in early 1988. Exchange
controls were lifted in January and direct credit controls were abolished in March.

Also, interest rates had been lowered ahead of these decisions, as early as end- 1987
(Diagram 11). But the easing of the monetary situation proved short-lived, credit
growth accelerating both rapidly and steadily after the lifting of direct controls. At

the same time, government securities became increasingly difficult to place and
monetary policy progressively acquired a more restrictive stance, reflected in higher
interest rates on Treasury bills and then an increase in the yields of all government
securities in July. The discount rate was raised by half a point to 12.5 per cent at
the end of August 1988, triggering a fresh round of interest rate rises on govern¬
ment paper.

These measures were accompanied by technical reforms aimed at strengthen¬
ing the control mechanisms and efficiency of financial markets; these included:

- Expanding the new secondary market in government securities;

- Abolishing the floor price on Treasury bill issues in July 1988 for three-
month bills and in March 1989 for six-month and twelve-month bills;

- Introducing the marginal auction price system for medium-term, fixed-
interest Treasury bond issues in November 1988;
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Diagram 1 1 . INTEREST RATES
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- Reforming the reserve requirement system - a decision taken in Janu¬

ary 1989 allowing banks, as of July 1990, to mobilise the funds deposited
as reserve requirement while satifsfying the requirement on average over

the maintenance period;

- Reintroducing, in February 1989, the reserve requirement on commercial

banks' net increase in external foreign exchange positions;

- Allowing, as of February 1990, medium and long-term government securi¬

ties (BTP, CCT) to be issued in successive tranches of the same type of

security.

The monetary and financial situation worsened sharply in the first quarter of

1989. The problems in pushing through and implementing the measures detailed in

the Finance Act led to expectations of a steep rise in the Treasury borrowing
requirement. Investors withdrew from the government securities market, and were

particularly reluctant to buy medium and long-term securities, which made it

difficult to finance the deficit. Thus, of a total medium-term Treasury certificate

(CCT) issue of L 7.5 billion in March, only L 1.7 billion was taken up. This

prompted the Treasury to raise its rates quite steeply (the discount rate was

increased by 1 point to 13.5 per cent and three-month Treasury bill rates were

upped to 13.55 per cent in March from 11.87 per cent in February) and to rely

more heavily on short-term borrowing. Prior to this, a 25 per cent reserve require¬

ment had been reintroduced on net growth of banks' net external foreign currency

assets. This two-step approach - first making it more expensive to borrow abroad

and then raising domestic interest rates - was designed to prevent a fresh spurt in

foreign currency refinancing. With the adoption in the spring of a package of tax

measures aimed at halting the rapid increase in the deficit and reducing the

Treasury's short-term borrowing requirements by advancing the date of collection

of income tax, the money and financial market situation eased. This allowed short-
term interest rates to be lowered and the Treasury was able to make greater use of

medium-term resources on which interest rates remained high. This easing of short-

term interest rates slightly narrowed the differential vis-à-vis the major EMS

countries. Official rates in Italy did not follow the general interest rate rise in

Europe in October, the result being that the lira exchange rate fell against most

other European currencies.

Monetary developments in both 1988 and 1989 underscored the difficulties of

implementing monetary policy. Financing a large public deficit with minimum
recourse to money creation meant a policy of high interest rates. This led - as

Diagram 12 shows - to major inflows of foreign capital, swelling money reserves

and strengthening the lira which, up to a point, was supportive in the fight against
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Diagram 1 2. CAPITAL MOVEMENTS AND MONEY CREATION

Nominal interest-rate differential vis-à-vis Germany
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1 . Italy less Germany.

Source: Banca d'ltalia, Economic Bulletin.
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inflation. But there were other consequences. The first was the high cost in budget¬
ary terms; with the interest burden on the public debt being equivalent to some

9 per cent of GDP, any rise in interest rates on government securities immediately
and substantially pushes up the general government borrowing requirement. More¬

over, the composition of holdings of government securities is highly volatile in Italy.

Agents' unfavourable expectations with respect to inflation, the balance of pay¬
ments or the budget deficit rapidly translate into a switch in demand from medium

to short-term securities, obliging the authorities to raise medium and long-term
rates to avoid too marked a shortening of the maturity of the debt. The effective¬
ness of monetary policy can also be impaired if banks change the composition of
their portfolios to the detriment of government securities at times when liquidity is
being squeezed.

A second factor impairing the effectiveness of monetary policy is the large
proportion of financial assets, and particularly government securities, in house¬

holds' wealth. Their share is expanding steadily and in 1988 was estimated at
almost 34 per cent of households' financial assets, if the share of government

securities in households' mutual fund holdings is included. Almost three-quarters
of government securities are short-term and the interest rates on most medium and

long-term securities are indexed on those of short-term Treasury bills. Thus, the
effect of using interest rates as a short-term regulatory instrument is reduced
because of the impact it has on household incomes via changes in the amount of
interest received on government securities20. Last, as has been seen, the real short-

term interest rate differential between Italy and its main EMS partners has, since
the liberalisation of international financial markets, led to inflows of capital which
in 1988 and 1989 allowed domestic credit demand to be met at levels over and

above the targets of monetary policy.

The effectiveness of monetary policy is also impaired by the financial markets'

lack of responsiveness to the impetus imparted by monetary policy. This is reflected

in the fact that when money market rates change, banks adjust their interest rates

only slowly and to a limited degree (Diagram 13).

Total domestic credit growth is targeted at 1 2 per cent in 1 990, evenly divided

between credit to the State sector and credit to the non-State sector. The public
sector is likely to rely heavily on the financial market in 1 990, because of the large

amount of government paper due to mature and the expected persistence of a high

Treasury borrowing requirement. Whereas the amount of government securities

maturing in 1989 was fairly small, particularly in the case of medium and long-
term securities, in 1990 the situation will be reversed. While the amount of
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Diagram 1 3. INTEREST RATES ON TREASURY BILLS,
BANK DEPOSITS AND BANK LOANS
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medium-term Treasury Certificates maturing in 1989 was nil, some

L 23 500 billion worth will mature in 1990, which is comparable with amounts

maturing in 1986-1987. Treasury bonds (BTP) due to mature in 1990 will, on the

other hand, total L 85 700 billion, whereas the average over the period 1985-1988

was L 13 000 billion. This bunching of repayments is due to the fact that the

Treasury has had greater recourse to this type of fixed-interest loans in recent years

but has also shortened their maturity. Last, because of the scale of Treasury bill

issues in 1989, the volume maturing in 1990 will amount to around

L 285 000 billion. Altogether, with the Treasury borrowing requirement estimated

at L 133 000 billion, the Treasury's gross financing requirements could reach as

much as L 750 000 billion, around a quarter more than in 1989. This situation

could, particularly if the Treasury wants to try to lengthen the maturity of the debt

again, cause serious strains on financial markets, particularly as regards long-term
interest rates.
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Structural policies

In the past two years, structural adjustment policy in Italy has been pursued
through a number of measures designed to achieve fiscal consolidation, to improve
financial and labour market efficiency, and to tackle the structural causes of
inflation.

In order to curb medium-term growth of public spending more effectively,
budget procedures were overhauled in the autumn of 1988. Every proposal for new
expenditure must fit into a multi-year programme and every measure involving new
outlays must be matched by corresponding receipts. In the field of welfare expendi¬
ture, medical expenses are no longer fully reimbursable but include a patient's
contribution. It is also planned to raise the legal retirement age and to increase the

number of years of contributions needed for full pension rights. On the receipts
side, VAT rates were progressively raised between 1987 and the beginning of 1989.
The number of personal income tax bands was reduced from 9 to 7 and the

marginal rate of tax on the highest income bracket was lowered from 62 to 50 per
cent. In 1990, the scales are to be adjusted in line with inflation whenever it exceeds

2 per cent a year. The system of presumptive taxation of the self-employed, traders
and small businesses provisionally introduced in 1985 was confirmed and amended,

and the turnover ceiling for entitlement to the system raised. This reform, accom¬

panied by a tax amnesty for taxpayers in this category who had not paid all their
past taxes, ought to enlarge the tax base and reduce tax avoidance. It is also

planned, with a view to harmonising the tax treatment of savings, to reduce tax on
bank deposits from 30 to 20 per cent in 1990.

In the financial domain, partial deregulation of the banking system is in

progress, facilitating the establishment of branch banks, enhancing transparency
with respect to the costs of bank services and reducing market segmentation. To
develop the interbank market, computerised trading is to be introduced and banks
will be allowed to place up to 5 per cent of the amount of their compulsory reserves
on that market. A key public debt management objective has been to lower

effective debt interest rate levels and to limit the extent of their index-linking. To
this end, greater opportunities and facilities have been created for auctioning
government paper, and the fixed-rate Treasury bill market has been given new

impetus. A secondary computerised government securities market was opened in
May 1988. Last, the Exchange Controls Act, which came into force in Octo¬

ber 1988, has liberalised the majority of financial transactions, with full liberalisa¬
tion scheduled for July 1990.
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On the industrial adjustment front, a number of measures have been intro¬

duced, including a package of subsidies for SMEs to promote energy conservation,

technological innovation and modernisation. On the other hand, privatisation has

not been pursued to the same extent in Italy as in France or the United Kingdom.
There are a number of reasons for this: the stock market has always played a more

limited role and buying and selling shares is a much more cumbersome process. In

recent years, these public enterprises have become more profitable, whereas previ¬

ous efforts to increase their efficiency were hampered by such policy considerations

as safeguarding employment, reducing regional imbalances, supporting key devel¬

opment sectors and promoting innovation.

Despite the improvement in economic conditions, sectoral subsidies are still

substantial. Between 1980 and 1986 they reached 31/» to 3'/2 per cent of value added
of the business sector, and this ratio was reduced to 3 per cent in 1987. Recent

figures are hard to obtain, but the preliminary results of recent surveys do point to a

steady and progressive reduction in the amount of such aid.

The legislation on competition at present under consideration should help to
contain the risk of overconcentration. In 1987 and 1988 Italy introduced protec¬

tionist measures in the framework of EC regulation; chiefly concerned were tex¬

tiles, clothing and footwear from South-East Asian countries, and cars,

motorcycles and sewing machines from Japan. Trade with the East-European
countries has, on the other hand, recently been liberalised, and a plan to liberalise

trade with Japan is in course of being implemented within the EEC framework.

The new regulations brought in between 1986 and 1988 with regard to financial
and business transactions with the foreign sector removed the restrictions on capital

exports and inward direct investment is now fully liberalised.

The measures to curb labour costs and enhance labour flexibility have played a

crucial part in industrial adjustment. Recourse to the Cassa Integrazione dei
Guadagni mechanism has helped to ease the constraints that the highly restrictive

legislation imposed on businesses seeking to reduce overmanning. While enter¬

prises' social insurance contribution rates have in the past been lowered on several
occasions with the aim of reducing non-wage labour costs (budgétisation), the

authorities have in recent years raised contribution rates in order to boost central

government receipts and rates are now well above the OECD average. Youth
employment measures have accounted for a growing proportion of government
labour market support and there has been a big increase in the number of training

contracts. Apart from reducing employers' social insurance contributions, these

contracts provide for greater flexibility in hiring and firing labour. Employers can
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now take on workers on a fixed-term and individual basis, whereas hitherto job-

seekers had to be taken on in the order in which they appeared on a list
(collocamento). The extension of part-time contracts has also had the effect of
enhancing labour market flexibility.
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III. Short-term forecasts

The forecasts below are the same as those published in the Economic Outlook
No.46 of December 1989. They are based on the following underlying technical

assumptions and assessment of international developments:

- Nominal exchange rates unchanged relative to the level prevailing at

31st October 1989, namely L 1 349 to the dollar and L 733 to the
deutschemark;

- The fob price per barrel of oil, estimated at $1 7 in the second half of 1 989,

is assumed to remain constant in real terms over the period;

- World trade growth is estimated at 6.4 per cent in 1 990 and 6.8 per cent in

1991, while export market growth for manufactures is estimated at Vji per
cent in both years.

The changes that have occurred in foreign exchange markets since these

projections were prepared are unlikely to have had significant effects. In Janu¬

ary 1990 the dollar was traded on average against L 1 263, about 6'/2 per cent less
than the technical assumption underlying the projections. However, the readjust¬

ment of the deutschemark exchange rate to L 748.2 implied a depreciation of 2 per

cent. With one-third of Italian imports priced in dollars and one-third in EMS

currencies, exchange-rate developments relative to the technical assumptions

underlying the projections could - all else remaining equal - result in a 1 percent¬

age point decline in import price inflation relative to the projection. The corre¬

sponding effect of the exchange rate changes on export prices would be more

limited, since only 20 per cent of exports are priced in dollars, against 30 per cent in
EMS currencies.

The stance of fiscal policy may be restrictive during the first half of 1990,

following the decision to temporarily freeze expenditures, which accompanied the

lira depreciation. Starting in the second semester the fiscal policy stance would

become neutral. With respect to monetary policy, the introduction of a narrow

fluctuation band for the lira in the EMS may result in a slight reduction in interest
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Diagram 14. BUSINESS INDICATORS

Results of business surveys
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rates, corresponding to the reduction in the exchange rate risk. The large Treasury

financing requirement and the need to refinance an important part of the public
debt maturing in 1990 will subsequently leave little room for a unilateral reduction
in interest rates, given the persisting inflation differential between Italy and its

major European trading partners.

Results of business surveys point to some slackening in demand and output
growth in the course of 1990, though in both cases it could continue at over 3 per

cent in real terms (Diagram 14). Private consumption is likely to be fuelled by a

further brisk increase in households' real disposable income, reflecting the upward

trend in both private and public-sector wages following the renewal of the collective

wage agreements. Also, income from government securities held by the household

sector will continue to be boosted by high nominal interest rates. With the saving

ratio almost unchanged, household consumption could continue to grow at an

average rate of close to 3.5 per oent until the second half of 1991. Continuing
favourable demand prospects and high capacity utilisation rates should stimulate

the growth of productive investment. The increase in wage costs in 1 989 and the
changes in the accelerated depreciation scheme scheduled for 1990 could, however,

cut into profits and bring the expansion of investment in plant and equipment down
to around 5 per cent in real terms. Residential construction will probably continue

to be adversely affected by high interest rates. Budget forecasts suggest that public

consumption is likely to continue on an upward trend of 2.5 per cent a year in real
terms. The external contribution to growth, though still negative, could gradually

become less unfavourable than in 1989, owing to slower import growth. In annual

average terms, GDP growth could be down to 3 per cent in 1991. The unemploy¬

ment rate may increase slightly in line with the deceleration in activity (Table 18).

If the slowdown in price increases observed in the third quarter of 1989 is

indicative of the underlying tendencies, consumer price inflation could remain in
the region of 5.5 per cent in 1990 and be brought down to just over 5 per cent in
1991, 1.5 points lower than in the first half of 1989. This trend will be supported by
the projected slowing of import prices. The current social climate and the prelimi¬
nary information available on private-sector bargaining suggest that the accelera¬
tion in wage rates will be limited in 1990. One factor contributing to curbing the

rise in wage costs is the increased budgétisation of social insurance contributions in

1990 compared with 1989. The inflation differential between Italy and its trading
partners is projected to narrow slightly.

The terms of trade should cease to worsen in 1990, as the rise in import prices

slows. With domestic demand pressure likely to ease, the growth of imports may
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decelerate compared with 1989, while exports should be boosted by the expected
growth in markets (7 to 8 per cent for manufactured goods). All told, the current
external deficit could stabilise at around its 1989 level, i.e. some $11 billion.

Table 18. Short-term projections

Percentage changes from previous period, seasonally adjusted at annual rate

1989 1990 1991
1989

II

1990

I 11

1991

I II

Demand and output

Private consumption
Public consumption
Gross fixed investment

Machinery and equipment
Construction

3.5

2.2

5.7

7.5

3.5

2.9

2.3

4.2

4.9

3.4

3.4

2.5

3.8

4.9

2.5

1.7

1.9

5.3

5.2

5.4

3.2

2.5

4.1

5.0

3.0

3.5

2.5

3.5

4.5

2.3

3.5

2.5

3.9

5.1

2.5

3.0

2.5

3.9

4.9

2.6

Final domestic demand 3.8 3.1 3.3 2.5 3.3 3.4 3.4 3.1

Stockbuilding1 -0.1 0.3 0 0.8 0.2 0.1 0 0

Total domestic demand 3.6 3.3 3.3 3.2 3.4 3.4 3.4 3.1

Exports of goods and services

Imports of goods and services

Foreign balance1

8.9

8.8

-0.3

5.3

4.8

-0.1

5.3

5.8

-0.4

6.2

1.3

1.1

5.0

6.0

-0.5

4.9

6.1

-0.6

5.3

5.7

-0.4

5.6

5.7

-0.3

GDP at market prices 3.4 3.2 3.0 4.5 3.0 3.0 3.2 2.9

Industrial production 3.1 4.4 3.6 6.0 4.0 3.8 3.5 3.5

Prices

GDP price deflator

Consumer prices

6.5

6.2

5.6

5.5

5.4

5.2

5.7

5.5

5.5

5.6

5.7

5.4

5.3

5.2

5.2

5.2

1. As a percentage of GDP in the previous period.
Source: OECD Secretariat estimates and forecasts.
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IV. Regional discrepancies and policies

The two major challenges facing economic policy makers in Italy are the large

public sector deficit and the pronounced regional differences in economic perform¬

ance. This chapter looks at the second of these problems, exploring its scope and

describing past policy efforts to reduce it. The chapter closes with some considera¬

tions of what policy approach might be applied in the future.

The scale of regional disparities

The Italian economy has long been beset by pronounced regional disparities in

a wide range of economic and social indicators. While no country is immune to

-spatial differences in the allocation of activity and incomes, available evidence

suggests that regional discrepancies in Italy are particularly large. Table 19

presents some indicators of regional dispersion of per capita GDP and unemploy¬

ment rates for several European countries, roughly comparable with Italy in terms

of geographic size and level of development. The data have to be interpreted with

caution, since they are sensitive to the number of regions chosen and to the type of
indicator used, as well as being open to other methodological caveats21. They are,

nonetheless, the best information that is available and provide some broad indica¬
tion of international similarities and differences in this area.

The figures show that with respect to both income per capita and unemploy¬

ment rates, regional discrepancies in Italy in the mid-1980s were more severe than

elsewhere in Europe. The contrast is particularly marked vis-à-vis Britain, Ger¬

many and, to a lesser extent, France, economies in which spatial per capita income

and output disparities appear relatively modest. In these countries, the regional

problem is seen mainly as one of unemployment in older industrial areas and,

increasingly, in some large conurbations. Italy's problem, on the other hand, is

primarily one of poorer and less industrialised regions suffering from both high
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Table 19. Regional disparities in selected European countries

A. PER CAPITA GDP, 1983

Gini

coefficient

Coefficient

of variation

Ratio

of top quarter
to bottom quarter

Italy (12 regions) 0.13 0.24 1.82

France (11 regions) 0.11 0.19 1.64

Germany (11 regions) 0.06 0.25 1.33

Spain (11 regions) 0.10 0.19 1.56

United Kingdom (11 regions) 0.05 0.08 1.27

B. UNEMPLOYMENT RATE, 1987

Weiahted

standard deviation

Coefficent

of variation

Ratio

of top quarter
to bottom quarter

Italy (12 regions) 5.27 0.47 2.94

France (11 regions) 1.69 0.16 1.50

Germany (11 regions) 2.06 0.33 2.24

Spain (11 regions) 4.95 0.24 1.88

United Kingdom (11 regions) 2.58 0.25 1.79

Note: For a definition of the regions, see OECD, Employment Outlook, July 1989, pp. 128 and 129.
For an explanation of the various measures of regional disparities, see the notes in the Technical Annex.

Sources: Eurostat, Regions - Statistical Yearbook, 1987, and OECD, Employment Outlook, July 1989.

unemployment and low productivity. In this sense, the Italian situation is closer to

that of Spain, yet, on the strength of the rough indicators of Table 19, Spanish
disparities do not appear to be as acute. Indeed, it is quite likely that (with the
exceptions of Yugoslavia and, possibly, Turkey) Italy's regional difficulties are the
most pronounced in the OECD area.

The last column in Table 19 (the ratio of the top to the bottom quartile in each
economy's per capita income or unemployment distribution), epitomises one of the
most significant aspects of Italy's regional problem: the division of the country into
two very distinct parts - the advanced and prosperous North (or North and Centre)
on the one hand, and the backward and poor South on the other (Diagram 15)22.
Examples of this gap are readily forthcoming - Southern unemployment, for
instance, is well above average: in 1987-88, it affected 20 per cent of the region's
labour force, as against 7 and 9 per cent in the North and Centre respectively;
output per capita in the South was barely above 55 per cent of the Northern level in

the late 1980s, while productivity per employed person stood at some 75 per cent of
that achieved in the North. Within the European context, nominal GDP per head
in the Northern part of the country, on a purchasing power parity basis, was above
the average levels reached in such prosperous economies as Denmark, France or
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Diagram 15. ADMINISTRATIVE REGIONS

VAPC = Value added per capita1 ; Italy = 1 00
UNR = Regional unemployment rate2 (as a percentage of labour force)
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Germany; in the Southern half it was similar to that of Spain and not much higher
than those of Greece and Portugal, countries at the bottom of the OECD income-

per-capita scale.

The structures of Southern output and employment were also markedly differ¬
ent from those of the North and much closer to those of other low income Southern

European economies (Table 20). Indeed, comparing the Mezzogiorno with Greece,
Portugal or Turkey, suggests that the area is well behind such countries in the

shares of industrial employment and value added in total activity - while recording
above average shares of construction and, especially, public administration. A
massive transfer of resources flowing from the rest of the country to the Mezzogi¬
orno has in the past helped to reduce discrepancies in resource availability: in the
late 1980s (as for virtually every post-war year), net imports of goods and services
came to between 15 and 20 per cent of Southern regional GDP. In areas such as

Calabria and Sicily, net imports in some years of the 1970s and 1980s were above
the level of total gross investment. Very few developing countries and even fewer
regions in developed ones can match such figures23.

The origins of the problem go back at least to the time of the country's
unification. Thus, according to some observers, it was precisely the 1860 economic

Table 20. Structure of output and employment
Italy and Southern Europe

Percentage

A. SHARE OF SECTOR IN GDP

Northern Italy Southern Italy
1984 1984

Greece

1985

Portugal
1986

Turkey
1986

Yugoslavia
1986

Agriculture 4.5 10.3 17.1 7.6 17.2 13.4

Industry' 36.1 18.0 22.9 32.8 33.1 40.2

Construction 5.5 11.0 6.4 5.6 4.1 7.3

Services 42.2 40.0 42.4 42.5 40.2
39.1

General government 11.7 20.7 11.1 11.5 5.4

B. SHARE OF SECTOR IN GDP

Northern Italy
1984

Southern Italy
1984

Greece

1985

Portugal
1986

Turkey
1986

Agriculture 7.5 20.4 28.9 24.1 55.9

Industry1 32.0 16.5 20.6 25.4 13.9

Construction 6.4 11.0 6.8 9.0 4.2

Services 39.1 33.1
43.7

29.2
26.0

General government 15.1 19.0 12.4

1. Mining and quarrying, manufacturing and distribution.
Sources: 1STAT and OECD.
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union of the Northern provinces with the more agricultural South that worsened an

already existing development gap. At the time, the North consisted of regions

beginning to experience some industrialisation, while the South was an area poor in
both human and physical capital, unable to compete with its more prosperous
Northern neighbours. Over the next century or so, the "Questione méridionale" (or

Southern issue), as the problem came to be called, was the focus of much debate,

but relatively little policy action. And the policy intervention that took place

(almost exclusively concentrated on the building of infrastructures), was never seen

as part of a comprehensive development plan. By the early 1950s, the problem was

as, or probably even more, acute than it had been half a century earlier24.

Policy approaches since 1950

Fostering Southern development became an explicit policy goal only after

World War II, with the creation, in 1950, of the Cassa per il Mezzogiorno (or

Southern Development Fund) - an organisation devoted specifically to the
improvement of economic conditions in the Southern half of the country, which

represented a clear break with past uncoordinated and fragmented action23.

Though the Cassa's goals were kept vague and no quantitative targets were put

forward, the implicit broad development aims were industrialisation of the South, a

closing of the various social and economic gaps between the two parts of the

country, and the generation of a self-sustaining growth process in the region. Since

1950, the Cassa has pursued several different strategies, changing its instruments

in response to the perceived successes and failures of its earlier interventions.

The first policy phase, which broadly covers the 1950s, saw action concen¬
trated in two areas - the provision of infrastructure investment and support for land

reform. Industrialisation of the region was not a specific aim, though it was

expected that the incomes and the positive externalities created by massive spend¬
ing on public works would (together with a few minor incentives to the creation of

new firms) generate a spontaneous "take-off'. Overall Cassa expenditure during
the 1951-60 period came to some 0.8 per cent of national GDP, a figure that rises
to 1 per cent if investment estimated to have been induced by the Cassa's opera¬
tions is also included. For the South, whose GDP at the time was less than 30 per

cent of the country's total, the inflow may have represented over 3 per cent of
regional output, or about 20 per cent of regional fixed investment26. However, this

figure probably overstates the development effort since some of the activities
financed by the Cassa replaced public investment that would have taken place

anyway.
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By the late 1950s, and in the light of what were felt had been disappointing

results, the emphasis shifted from the support of infrastructure investment and the
restructuring of agriculture towards subsidising industrialisation. A 1957 law

selected a number of "growth centres" into which resources were to be channelled

and greatly increased the scope and generosity of financial incentives to industrial

enterprises settling in the South. In principle, the latter measures were to apply

only to small and medium-sized firms whose access to the capital market was

limited; in practice, however, a significant share of the funds (particularly interest

rate subsidies), accrued to large-scale concerns. The law also enforced an earlier

directive towards public enterprises to allocate 60 per cent of their net investment

in Southern Italy. The total contribution of the Cassa's operation to the region's

capital formation during the 1960s rose to nearly 30 per cent, with a much more

significant share accounted for by both public and private industrial projects. And

while in the 1950s direct Cassa expenditure had been equivalent to less than one-

quarter of the industrial investment effort, in the subsequent decade nearly two-

thirds of the investment that occurred had been, directly or indirectly, induced by

the Cassa's operations.

The new course was reinforced in 1965, and again in 1971, when the Cassa's

resources were increased further, and existing financial incentives to industrial

capital formation and to the establishment of new industrial firms in the South

were strengthened. 1971 also saw an increase from 60 to 80 per cent in the share of

public enterprise net investment that had to be located in the region - a figure
which has in fact never been achieved. Cassa financed or induced investment had,

by the early 1970s, reached some 40 per cent of total Southern capital formation.

While the bulk of the development effort had been concentrated on subsidising

capital (both in infrastructure and in industry), a 1968 measure, which reduced
industrial firms' social security payments on newly hired employees by 20 per cent,

also introduced a subsidy on labour.

A change in the policy framework occurred in the second half of the 1970s,
when - as part of the country's more general move towards administrative decen¬

tralisation - Southern development programmes were devolved to the new regional

authorities and the Cassa's role was greatly curtailed. More importantly, the last

decade or so has seen a slackening in the regional support effort as other national

economic problems became more pressing. Total Cassa expenditure in real terms

fell, for instance, by some 45 per cent between 1977-78 and 1987-88, or from

nearly 4 to less than 1 .7 per cent of regional GDP. One particular aspect of this
retreat has been a continuous shortfall of public enterprise investment in the South

from the targets that had been set. Another was a decline in public funds directly
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or indirectly allocated to investment. Given the South's relative backwardness in

some areas of infrastructure, and hence its greater need for social overhead capital,

budgetary stringency, by mainly affecting investment expenditure, penalised the

area more than proportionately.

Conscious of the social consequences such a retreat was likely to have, the

authorities stepped up their transfer payments to the South. There was a sharp
increase in various direct and indirect forms of income maintenance. Disability

pensions, in particular, seem to have been granted with great ease in Southern

provinces. A not dissimilar role was fulfilled by the creation of a large number of

additional public sector jobs. Furthermore, the 1968 partial relief on employers'

social security contributions ("fiscalisation") was extended in 1 976 to full exemp¬

tion for all new workers hired in manufacturing. In terms of development, however,

this shift of expenditure away from investment and towards transfers may well

have had a negative impact: it slowed down the growth of labour productivity,

reinforced the area's dependence on the rest of the country and, while creating

additional demand, seems to have had only little direct effect on local supply in

view of the disincentive effects of the policy reorientation.

Despite the partial retreat from the earlier more active and substantial inter¬

vention, Italy's regional support effort throughout the post-war period, has clearly

been considerable, as suggested by the data presented in Table 21. Already in the

1950s, direct policy action amounted to close to 1 per cent of the country's GDP,

and this figure rose to 2 per cent in the 1960s and probably more in the early 1 970s.
To this must be added the considerable investment effort undertaken in the South

by public sector enterprises, much of which might have been located elsewhere in

Italy had there not been the political will to channel resources to the Mezzogiorno.

In terms of specific regional incentives, a late 1970s estimate suggests that Italy

spent considerably more, both in absolute terms and on a per capita basis, than did

other EEC Member countries for comparable purposes27.

Regional development policies, however, were not the only form of government

activity that effected the South's economy. Numerous measures, taken for

macroeconomic, social or other reasons, have impinged on the area's fortunes, at

times in counter-productive fashion. Thus, Social welfare expenditure, while not

designed with Southern development needs in mind, had pronounced redistributive

effects that favoured the poorer parts of the country. In the latter area, Italy's

efforts are probably comparable to those made elsewhere in Europe28. On the other

hand, the need to curtail the country's budget deficit and the more than proportion¬

ate impact this had on investment rather than on consumption or transfer expendi¬

ture, had almost certainly disproportionately unfavourable effects on the Southern
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Table 21 . Indicators of government aid to the South

As a percentage of regional GDP

1951-61	1962-74	1975-86

Expenditure by the Cassa del Mezzogiorno^ 3.1 3.6 2.32

Investment tax credit3 . . 0.8 0.7

Reduction in employers' social insurance contributions . . 0.7 2.4

Memorandum item:

Net resource transfers4 20.2 22.3 22.5

Share of public corporate investment in the South5	32.4	50.5	37.9'
1. Figures cover the periods 1951-61, 1962-75 and 1976-86.
2. Indicative estimates.

3. Grants and interest-rate relief.

4. Net imports of goods and services as a percentage of regional GDP.
5. As a percentage of total investment by public enterprises.
Sources: G. Podbielsky, Twenty-five Years of Special Actionfor the Development of Southern Italy, Rome 1978; A. Del Monte, "The

Effects of Regional Policy on the Industrial Development of the South of Italy" Mezzogiorno d'Europa, October-December
1984; A. Del Monte and A. Giannola, "I problemi dello sviluppo industriale del mezzogiorno e i riflessi di questi nella
determinazione del quadro di politica industriale", in A. Battaglia and R. Valcamonici (eds), Nella competizione globale, Bari
1989; ISTAT and Svimez.

economy. Similarly, it has been argued that lira depreciation may have penalised
the South relative to the North29: the area has a much lower share in exports (in

1988 it accounted for 7 to 8 per cent of Italy's manufactured sales abroad, as

against a 14 per cent share, or more, in value added), while many of the raw
materials it needs for its basic industries come from abroad. It would also seem that

the EEC's Common Agricultural Policy has had a negative impact on regional

differentials since its expenditure is concentrated in the country's Northern areas.
An analysis of the regional distribution of Guidance Funds (EAGGF) for 1975-77

showed, for instance, that only just over one-third of these went to the South, less

than the area's share in total population and considerably less than its 42 per cent
contribution to the country's value added in agriculture30.

An important way in which policies may unintentionally have hindered South¬

ern development may have been the pursuit of greater income equality. The deci¬
sion taken in the late 1960s to abolish regional differentials in wage rates, despite

the existence of significant productivity gaps, almost certainly diminished the flexi¬

bility of the country's labour market, so contributing to the increase in Southern

unemployment and lowering output31. Similarly, the step-up in income mainte¬

nance support to the South may have raised the regional "reservation wage", as
suggested by the simultaneous presence of large scale unemployment and a signifi¬

cant demand for foreign immigrant workers32. Estimates of labour cost differentials
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between North and South suggest that, having been sizeable in the 1950s, they

have progressively shrunk over time, and notably so in the 1970s and 1980s

(Table 22). Given that labour productivity differences have not narrowed corre¬

spondingly in the last decade and a half, unit labour costs are now probably higher
in the South than they are in the North.

Table 22. Relative labour costs in the South

Indices; Centre/North = 100

1951 1963 1970

Total labour costs

Manufacturing
Services

Unit labour costs1

Manufacturing
Services

54.0 56.9 69.3 79.5 85.5

78.5 75.1 87.0 90.7 91.7

81.7 79.5 83.8 99.0 106.0

91.0 83.0 97.3 103.2

1. Allowing for the productivity differential between the South and the rest of the country.
Sources: G. de Caprariis and A. Heûnler, "Struttura produttiva del Mezzogiorno e commerdo con l'estero", Rassegna economica, January.

March 1988; Banca d'ltalia, Annual Report, 1988; SVIMEZ, Rapporto 1989 sull'economia del Mezzogiorno, Bologna 1989.

In 1986 the Cassa, which was in charge of the planning and execution of

multi-annual public infrastructure development programmes as well as the admin¬
istration of subsidies to the private sector, was replaced by a more decentralised

system. This had various consequences: the new system transferred most of the

responsibility of aid administration to the regions, local public authorities and

private entities. Projects proposed on their initiative were examined and financed by

a central authority (Department for the Mezzogiorno and the Agency for Mezzogi¬

orno Development) in the light of directives established within a triannual pro¬
gramme. During the first three years of the introduction of the new system the

majority of funds distributed went nevertheless to projects previously approved by

the Cassa. In fact, the new system lead to a fragmentation of investment into many

small projects all over the South and without any project co-ordination. It seems

that the regional authorities failed to develop a forward-looking and analytical view

of regional problems, and besides they lacked the technical support to study and

implement their projects, which - in the absence of political arbitration - were

often competing with each other.

To achieve a better co-ordination of aid programmes, the Ministry for the

Mezzogiorno was created in 1986. Its responsibilities are widespread, circum-
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scribed by the creation of "strategic projects". They comprise the creation of

factories, zoning, the development of transportation, environmental policies, protec¬

tion of the cultural heritage, and the exploitation of resources. The ministry can
intervene at two levels:

- Co-ordination of large "strategic projects" of inter-regional or national

dimension, controlled and financed by both the Central and regional gov¬

ernments. In this category L 5 000 billion have already been allocated to

tourism and the protection of the environment and the cultural heritage. It

is planned to develop other "strategic projects" in the area of food process¬

ing and agriculture, regional planning and transportation;

- Programme contracts with large industrial groups for the promotion of

technology intensive investment. Several of such contracts have been con¬

cluded (with FIAT, Texas Instruments, Olivetti, IRI), or are in the negoti¬

ating stage (with Honeywell Bull, ENI, EFIM).

The mode of intervention by the Ministry of the Mezzogiorno through the strategic

projects thus takes an intermediate position between the direct financing of large

isolated projects as undertaken by the Cassa and the far-reaching decentralisation
of regional aid (to the detriment of its coherence) as decreed in the 1 986 Law.

The modifications to the mode of financing of regional aid by the EEC intro¬

duced in 1986 also run counter to the 1986 Law for the Mezzogiorno, by replacing

passive financial aid through direct involvement in the preparation, financing and

progress control of regional development projects. A regional development plan is

prepared jointly by the ministries and regions concerned. The first plan, covering

the years 1989 to 1993, allocates funds to the different programmes after EEC

agreement, and includes some technical support for their implementation and

supervision. For the period 1989 to 1993 the financial plan for structural aid to the

Mezzogiorno by the EEC comprises investment programmes for a total amount of

L 16 000 billion (of which 7 600 are provided by the EEC, 6 800 by the central

government and 1 600 by private enterprises).

Resulting developments

In order to assess the impact of the policies pursued, the next few paragraphs
look at how the regional problem has evolved over the last few decades under the

impact of active policy intervention. Gaps and revisions in the data present some

difficulties, but (old basis) national accounts for the country's four main broad
areas are available from 1951 to 1973. In addition, tentative national accounts for
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all of Italy's twenty regions can be found for 1951 and the cyclical peaks of 1963
and 1974, while official annual figures exist from 1970 to 1984. New series, starting

in 1980 and incorporating the latest revisions to the national accounts, are availa¬

ble, but so far only on a current price basis. In contrast to earlier regional data, the

latest labour market data provide information not on numbers employed but on
"work units"33. These various statistical series suffer from numerous breaks. In

order to provide a comprehensive picture of broad trends over four decades, the

series have been linked with each other by the Secretariat.

The data reveal that, despite the persistence of large regional disparities,
economic conditions in the Italian South have improved dramatically over the last
three or four decades. While by Northern European standards the area is far from

affluent, absolute poverty, very widespread not long ago, is now only a limited
phenomenon. The infrastructure has greatly improved and social indicators (such

as infant mortality, life expectancy, literacy, etc), have seen marked changes for

the better. Even consumption patterns, radically different from those of the North

soon after the war, are now much more uniform. Due principally to massive
resource transfers, the North-South gap in total available resources per capita had,
by the late 1980s, shrunk from 39 per cent in 1951 to 29 per cent. This allowed
rising Southern shares for public consumption and investment, as well as a small
reduction in the regional per capita private consumption gap (Table 23). If allow¬
ance could be made for the lower cost of living in many Southern areas, the

divergence in real consumption levels per capita would most likely be less pro¬
nounced. As Diagram 16 demonstrates, most of the narrowing in the GDP per
capita gap occurred between 1950 and 1970, and some of the progress made during
that period was actually reversed after 1983, when regional output differentials
(per capita) started increasing again.

Table 23. Selected North-South differentials

Indices; North = 100

1951 1963 1973 1987

GDP per person employed

Total resources per head of population1

Private consumption per head of population

GDP per head of population

53.7 60.4 67.2 75.3

61.2 67.2 73.9 70.6

66.3 68.3 73.1 68.4

51.9 53.3 57.3 55.6

1. GDP plus net imports of goods and services.
Sources: 1STAT and SVIMEZ.
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Diagram 1 6. MEASURES OF REGIONAL DISPERSION
OF PER CAPITA GDP
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Sources : ISTAT, SVIMEZ and OECD Secretariat estimates.

Among the various regional discrepancies depicted in Table 23, the one which
has narrowed the most is GDP per employed person, the Southern level rising from
54 per cent in 1951 to 75 per cent in 1987 of that observed in the North. This result

was facilitated by the change in production structures, but is also closely related to
the policy of enforcing equal wages in the two regions, without regard for differ¬
ences in labour productivity (under comparable conditions). This has led to the

dismissal of low productivity workers in the South: the region's unemployment rate,

which was roughly equal to that of the Centre/North region in the early 1 950s, had
risen to a crisis level of over 20 per cent by 1988 - more than three times the level

in the North (Table 24). Regional differences in the demographic composition of
the labour force have also contributed to the observed regional unemployment
differentials. The high unemployment in the South has become the most serious
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Table 24. Labour market indicators

Percentages

1951 1963 1973 1988

Participation rates

North-Centre 61.5 50.9 50.7

South 57.1 46.2 48.0

Share of South in national employment

Agriculture 41.3 43.2 50.6 50.1

Industry 16.1 14.7 14.3 15.2

Unemployment rates

North

Centre 8-8
3.0

3.9

4.0

6.5

6.4

9.8

South 9.1 4.9 9.4 20.6

Sources: M. Sardnelli, "The Mezzogiorno and the Single European Market: Complementary or Conflicting Ainu", Banca Nazionale
delLavoro Quarterly Review, June 1989; SVIMEZ, "La formazione e l'impiego delle risorse e l'occupazione del Mezzogiorno
e del Centro-Nord dal 1951 a) 1983", Studi Svlmez, 1985, and Rapporto 1989 sull'economia del Mezzogiorno, Bologna 1989;
ISTAT.

single regional problem: it is likely to contribute to a "discouraged worker" phe¬
nomenon, partly explaining the lower participation rate in the South. It is also

likely to entail the erosion of skills and other human capital, generating forms of
"hysteresis". Despite particular policy efforts and targeted aid to Southern indus¬

try, there was no increase in the Southern share in industrial employment: in 1951,
only 16 per cent of Italy's industrial labour was employed in the South. Nearly
forty years later, this figure had barely changed, nor had there been any significant
increase in the weight of industrial employment within the region.

These aggregate trends, and in particular the disappointing developments of
the last decade or so, mask, of course, considerable diversity within the South.
Several regions (e.g. Abruzzi, Molise, Puglia and to a lesser extent, Basilicata),
have seen more significant progress than the aggregate regional figures suggest.
Industrial output has grown quite sharply since 1970 (e.g. at over 4 and nearly
6 per cent per annum in Abruzzi and Molise respectively, against an Italian
average of only 2'/2 per cent), and the income gap with the Northern half of the
country has continued to close. Per capita income in the Abruzzi, for instance, is

now close to that of Umbria and 50 per cent above that of Calabria (a gap larger
than that between the poorest and richest regions of the Centre-North). In some
ways the experience of these more successful Southern areas has been closer to that

of Central Italy where relative developments over the recent period have been
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rather favourable. Indeed, if attention is concentrated not on the traditional North/
Centre-South divide, but on the performance of the Central and Adriatic regions
(from Veneto down to Molise, or possibly even Puglia), then experience since the
early 1970s suggests that this particular area has seen a vigorous industrial devel¬

opment (Table 25). It experienced, in particular, more than 80 per cent of Italy's
job creation in manufacturing between 1971 and 1981.

Table 25. Regional changes in manufacturing employment

Percentage
share

of population
1986

1951-61
1961-71

(thousand!)
1971-81

North 44.6 629.4 470.5 305.9

Centre 19.1 167.7 178.7 215.4

South 36.3 44.7 75.3 177.4

North-West 26.5 389.0 220.1 28.2

North-East, Centre and South Adriatic' 47.0 414.1 478.5 585.4

Rest of South 26.5 38.6 25.9 85.2

Italy 100.0 841.8 724.5 698.7

1. Abbruzzes, Molise and Pouilles.

Source: R. Mazzoni, "Localizazzione industriale e livelli ocupazionali:
December 1987.

un'analisi empirics per Uperiodo 1951-1981' , L'industria, October-

A noteworthy difference in the experience of the North-Eastern and Central

parts of the country relative to the Mezzogiorno has been the differential growth of

large vs. small-scale industrial enterprises, at least between 1971 and 1981, the

dates covered by the last two censuses (Table 26). Southern manufacturing growth

in this period was dominated by the establishment and strengthening - with sub¬

stantial public support - of large-scale production units in sectors such as basic

metals, transport equipment and chemicals. Central and North Eastern develop¬
ment, on the other hand, was concentrated in small and medium-sized firms, often

active in so-called "traditional" sectors (textiles, clothing, leather, ceramics). In

these, employment in the South either stagnated or fell, particularly in small-scale
establishments34.

As a result, the mean size of Southern production establishments, traditionally
well below that of the rest of the country, has come much closer to the national

average. Mirroring the difficulties experienced by most heavy industry all over
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Table 26. Industrial enterprises, by size

Number of workers

1-9 10-99 100-499 500 +

Percentage of total regional employment

1971

North 36.1 29.0 17.6 17.3

Centre 45.2 28.1 13.8 12.9

South 54.4 22.3 12.0 11.3

1981

North 38.6 32.6 15.8 13.0

Centre 40.4 32.4 14.0 13.2

South 43.2 31.7 13.5 11.6

Percentage points

Changes

North 2.5 3.6 -1.8 -4.3

Centre -4.8 4.3 0.2 0.3

South -11.2 9.4 1.5 0.3

Source: ISTAT, Annuario statistico italiano.

Western Europe since the first oil shock, the rapid build-up of large-scale heavy

industry production units made the South highly vulnerable to the oil shocks in the

1 970s. Yet the Mezzogiorno does not seem to have experienced so far the vigorous

restructuring undergone by large-scale Northern industry in the 1980s. Nor does

the presence of large-scale firms seem to have generated the spin-offs for smaller

enterprises that had been expected. The inter-sectoral demands emanating from

basic industries are predominantly either for raw materials (produced abroad) or

for specialised services (often produced in the North). Though their outputs can be

used locally, this has represented a merely permissive condition for Southern

growth which so far has not been fully exploited35.

A tentative assessment

Measuring the influence of policies on the trends depicted above is an exercise

fraught with the well-known difficulties of constructing reliable "counterfactuals"

of what might have happened in their absence. Tentative estimates of the impact of

fiscal incentives to investment show that these were important in raising the profit¬

ability of Southern capital formation36. Equally tentative estimates of the employ-
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ment effects of regional policy likewise suggest that without such policies the
creation of manufacturing jobs (one of the targets of policy action) would have

been less than actually observed37. A simple look at the major phases of policy

intervention and regional development shows that the two are closely correlated.

Regional differences in GDP and consumption per capita narrowed during the

period 1950 to 1973, with progress being most pronounced during the decade to

1973, when public support to capital formation in the South reached its peak. But
this period also coincides with conditions most favourable for rapid growth in Italy,

Europe and the world in general, and thus it is difficult to disentangle the part of
the progress made by the South that is due to active policy intervention (concen¬

trated on investment promotion) from what is due to the exceptionally favourable

economic environment. Finally, the reduction in public regional aid in the post oil-

shock period and the increased reliance on income maintenance transfers, rather

Diagram 1 7. SHARE OF NET IMPORTS AND FIXED INVESTMENT
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than investment promotion, have been accompanied by some re-opening of the
North-South gap during the 1980s.

During the period when policy intervention was concentrated on support for

investment (either public or private), there was a close relationship between real
transfers to the South (as measured by the region's net imports) and its fixed

investment ratio. As the policy emphasis shifted from investment promotion to
income maintenance transfers and measures to reduce Southern labour costs, the

close link between net regional transfers and the fixed investment ratio vanished

(Diagram 17). Much of the substantial public support to Southern fixed capital
formation preceding the first oil shock was concentrated on large scale industrial

projects, which frequently turned out to be unprofitable in the changed economic
environment of the post oil-shock era (creating so called "cathedrals in the
desert").

During the sixties relative wages and productivity in the South had increased
in parallel. However since the beginning of the seventies wages in the South

continued to increase more rapidly than in the North, while relative productivity

stagnated. This has pushed Southern unit labour costs above those of Northern

producers, nullifying a major advantage of the South: a relatively abundant labour

supply (Diagram 18). At the same time producers' efforts to adjust to high wage

costs has led to the dismissal of low productivity workers, or - in combination with

legislation restricting lay-offs - to a reluctance to hire new labour, such as school

leavers. As a consequence, the Southern unemployment rate has risen relentlessly

to over 20 per cent, with a heavy concentration of unemployment among young

people, whose unemployment rate is now close to 50 per cent. At the same time

employment of illegal immigrant workers has also risen, apparently employed at
wage levels below official minimum rates.

Setting a wage in excess of the market equilibrium wage has created both

unemployment and an increase in measured labour productivity, since low produc¬
tivity workers are unable to find employment at the going wage rate. At the same

time it reduced profitable investment opportunities and thus exerted a negative

effect on private investment. As regional wage differentials were reduced, incen¬

tives for labour to migrate from the South to the North diminished, which is clearly
reflected in the regional migration statistics: Southern emigration was massive both

in the 1950s and 1960s, but slowed down substantially in the 1970s and 1980s38.
Overall, the influence of net emigration on closing regional gaps is ambiguous.

Incomes were boosted by remittances and average productivity rose in the South as
the marginal productivities of departing workers, particularly in agriculture, were
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Diagram 1 8. REGIONAL DIFFERENTIALS IN COMPENSATION,
PRODUCTIVITY AND UNIT LABOUR COSTS
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very low. On the other hand, emigration is likely to have creamed off the more

dynamic and entrepreneurial members of the population. Whether the recent emi¬
gration slowdown has thus further contributed to the worsening in relative perform¬

ance is open to debate.

To sum up: the considerable post-war resource transfers to the Mezzogiorno

from the rest of Italy have contributed to a reduction in the North/South output-
per-capita differential by over 5 percentage points between 1950 and 1973, when

public aid was concentrated on investment promotion. The subsequent shift in

policy priorities from investment promotion to income maintenance was accompa¬

nied by a renewed widening of the regional output-per-capita gap by almost 2 per¬
centage points. At the same time the unemployment differential between the two

parts of the country widened dramatically, while the strong emigration from Italy's
South to the North dried up. Both these latter trends reflect efforts to narrow

North-South wage differentials through regulation rather than through a closing of
the productivity gap.
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Future policy options

The persistence of large per-capita-output differentials between the Mezzogi¬
orno and the rest of Italy, and the dramatic increase in unemployment in the South

pose a serious challenge to economic policy-makers. At the same time the
recognised need to reduce the public sector budget deficit limits the public funds

available for solving the problem. This constraint means searching for the most

effective use of public funds and exploring alternatives to public regional resource

transfers to attain the stated objectives. The impending moves towards greater

unification within the European Community could complicate the problem: within

the unified market of 1993, Southern Italian enterprises will have to compete

increasingly with firms located in other parts of "peripheral" Europe where labour

costs are only a fraction of the Southern Italian level (Table 27). While Commu¬

nity funds for regional development have recently been increased, stricter EEC

rules will limit the permissible scope for Italian Government aid.

Table 27. Manufacturing competitiveness in Southern Italy, 1986

Common currency indices: Italy =100

Total labour

costs

Output per dependent
worker

Unit labour

costs

Italy: Centre-North

Italy: South

Greece'

Ireland2

Portugal'

Spain

103

86

60

92

26

68

104

81

73

98

34

83

99

106

82

94

76

82

1. 1983.

2. 1984.

Source: SVIMEZ, Rapporta 1989 sull'economia del Mezzogiorno, Bologna 1989.

Pressure to reduce the budget deficit precludes the option of closing the

regional per-capita-income gap permanently through inter-regional transfers to

households even if this were the most desirable solution on other grounds. In fact,

such an approach appears clearly inferior to one based on reduction of income

differentials by closing the regional gap in output per capita, since this would also

be consistent with the important objective of reducing high unemployment in the

South. Thus raising productive employment in the South is the key to attaining all
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three major regional policy objectives: narrowing the regional gaps in output and
income per capita and in the rates of unemployment.

In the light of high Southern unemployment and the desirability of increasing
Southern output and employment, the emphasis on regional wage equality - irre¬
spective of existing productivity differentials - appears clearly inappropriate. Mak¬
ing regional wages more sensitive to regional labour market conditions would help
to restore a Southern unit labour cost advantage which in turn should attract

productive investment. There is, however, a risk attached to such a strategy: a re¬
opening of the wage gap (combined with a reduction of income transfers) might
induce massive migration from the South to the North of Italy (or even Europe), as
it did in the 1950s and 1960s.

If heavy migration were considered undesirable on social or political grounds
(or because of its possible negative effects on economic growth in the South) and
could not be prevented administratively, the maintenance of approximate regional
parity of incomes would be required to reduce migration incentives. To the extent

this were the result of wage parity, it would tend, as now, to lead to high differential

unemployment in the South in the light of the region's lower factor productivity. To
counter this effect, it would be necessary to subsidise labour in order to bring unit
labour costs down to encourage labour demand, as currently attempted by prefer¬
ential "fiscalisation" of employers' social security contributions in the Mezzogi¬
orno. Alternatively it is possible to subsidise capital to induce investment, which in

turn would raise labour productivity and thus justify wage parity. The optimal
choice between subsidising labour or capital will depend on the relative mobility of
the two factors. Assuming that both capital and labour are mobile - at least at the

margin - and adding the policy goal of retaining labour in the South, the optimal
policy mix will normally include the subsidisation of both capital and labour in a
proportion such that the marginal subsidy to either factor has an identical effect on

moderating regional migration. Labour subsidies would discourage substitution of

capital for labour and increase the cost competitiveness of production in the South,

the effect of which, in a regional context, could be sizeable. It is well known that by
far the most important employment effect of labour-cost cuts occurs through
increased international competitiveness. Given the openness of regional economies
and their increasingly easy access to the greater European market, labour subsidies
could be expected to have significant income and employment-generating effects.
Regional capital subsidies, though driving a wedge between the marginal product
of capital in the North and the South, have the advantage of attracting firms that,
if only because of managerial myopia, might not otherwise move to the region,
despite the presence of subsidised labour.

79



Subsidisation of productive factors to restore full employment without massive

regional migration raises two obvious problems. First, subsidising labour and/or
capital requires spending of public funds. Given the constraints on Italy's public
expenditure as fiscal consolidation is pursued, the funds for financing such activities
might have to come from the scaling down of some of the transfer programmes that

at present benefit mainly the inhabitants of the South (invalidity pensions being an
obvious example). Since the employment and long-term income generating effects
of sums spent on subsidising labour and on investment incentive programmes are

almost certainly greater than those of income maintenance support, efficiency

criteria (as well as longer-run development prospects) would seem to dictate such a

move despite the possible short-term cost in terms of equity. The role of direct

transfers to households should be limited to the prevention of absolute poverty

rather than bringing Southern income levels in general up to the standards in the

more productive North.

Active policies have to be efficiently implemented. The accomplishment of

major inter-regional projects requires close collaboration between central and local

government. Past experience shows that discretionary intervention in the South was

subject to significant bureaucratic inefficiency, extremely long delays, political

lobbying and even corruption39. Such considerations strongly suggest that the

instruments of intervention should be as "automatic" as possible. In an ideal world,

discretionary policies could be both cheaper and more effective, but the informa¬

tional and efficiency requirements of such an ideal world are hardly met by the

Italian administration. In the presence of widespread examples of "government

failure", only minimal powers of discretion should be left in the hands of the

administration. This argues for simple measures such as payroll subsidy schemes

and corporate tax concessions, rather than for special measures designed to pro¬

mote selected sub-sectors or particular types of firms. Government, local, regional

and national, should concentrate on developing infrastructures and on the efficient

provision of public goods (e.g. preserving law and order) rather than allocating and

controlling business capital. In contrast with the past concentration of aid on

industry, it would be preferable to envisage sectorally neutral schemes, not exclud¬

ing service production, tourism in particular.

Even the best-administered automatic incentives will, on their own, be insuffi¬

cient to overcome the entrenched economic differentials that characterise Italy.
Increased labour and managerial flexibility in the South are also essential. To the

extent that the rigidities that have increasingly taken hold in Italy, as well as in

other industrialised economies, since the two oil shocks were defensive responses to
(rather than causes of) the worsening in economic performance, the better eco-
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nomic climate that has emerged at the end of the decade in Italy and in the OECD

area at large suggests that some earlier unfavourable developments could be

reversed. Labour and capital mobility, in particular, may increase again. It will be

the task of policy to try to strengthen any such spontaneous forces so that the

indispensable process of lifting the relative performance of the Mezzogiorno can be
resumed.
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V. Conclusions

Following 1988, a year when - in the context of virtual balance-of-payments

equilibrium and moderate average inflation - the Italian economy recorded high

growth, an increase in employment and a slight fall in the unemployment rate, its

performance in 1989 was more uneven. Although the GDP growth rate remained

high - probably in the region of 3'/< per cent, around the European average - the
unemployment rate remains unacceptably high. As in other OECD countries,

inflation picked up in the first half and consumer prices rose by some 6'/2 per cent

over the year, so that the differential vis-à-vis other European countries did not
narrow. The external situation worsened, the trade deficit being larger than in

1988, while for the year as a whole it is estimated that the current deficit could

approach l1/» per cent of GDP, making it twice as big as in 1988. The last few
months have, however, seen a slowdown in inflation and an improvement in the

external position. The lira, which for much of the year had appreciated against the

other European currencies, fell rapidly after interest rates were raised in many

European countries, but not in Italy, in October 1989. When the lira's margin of

fluctuation within the EMS was reduced at the beginning of 1990 from 6 to

2.25 per cent, the authorities confirmed the lira's earlier depreciation by adjusting

its central rate downwards by 3.7 per cent.

The outlook for real economic growth between now and end- 1991 remains

relatively good, and total domestic demand may grow at a rate close to 3'/2 per cent.

Although inflation is expected to slow compared with 1989, the differential between

Italy and its EMS partners will probably not narrow appreciably, judging from the

economic policies announced at end- 1 989 and also bearing in mind the uncertainty

surrounding price and wage developments. Industrial relations in the private sector

do not appear to be strained, though the outcome of the wage negotiations is still

uncertain. In the public sector the experience gained in recent years has shown that

more rapid wage inflation remains a risk. A substantial and lasting reduction in

inflation will require improving the flexibility of the wage formation mechanism,
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which is at present highly centralised and to a large extent shaped by labour

market conditions in northern Italy where capacity utilisation rates are high and
unemployment is at a level generally considered to be close to full employment.

More pronounced regional wage differentials might also lead to a more rapid

growth of employment and a fall in overall unemployment.

Although results in 1 989 were less favourable, they do not affect the assess¬
ment of Italy's medium-term performance. Between 1983 and 1989 average annual

GDP growth was 3.2 per cent, while real per capita national income rose by 3 per

cent. Employment increased by 0.7 per cent on average each year, and the share of

investment (housing excluded) in GDP grew by 2 percentage points. During the

same period the annual rate of consumer price inflation fell by 9 percentage points,

while on average the current external deficit did not exceed 0.5 per cent of GDP.

Despite this protracted period of expansion, the traditional imbalances in the

Italian economy have persisted. The general government borrowing requirement
continued to grow in nominal terms and fell only slightly as a percentage of GDP

- from a peak of 12'/2 per cent in 1985 to lO'/i per cent in 1989. OECD estimates
indicate there has been almost no change in the cyclically adjusted budget deficit in

recent years, mainly because of the constant increase in the debt service burden.

Fiscal 1989 was the first year of the medium-term fiscal programme presented in

1988 and designed to bring the budget balance exclusive of interest from -3.5 per

cent of GDP in 1987 up to +0.4 per cent in 1992, while the target for 1989 was to

stabilise the deficit in nominal terms at the anticipated 1988 level of

L 1 17 000 billion. This target was substantially overshot, the deficit currently being

estimated at some L 130 000 billion. This overshooting may be partly ascribable to

the underestimation of the 1988 deficit at the time the programme was drawn up.

However that underestimate reflects the failure of fiscal policy in 1988: the mea¬

sures taken to restore equilibrium relied mainly on boosting tax revenue, but their

deficit reducing impact was to a large extent cancelled out by the explosive increase

in social transfers and wage costs.

The implementation of the fiscal strategy ran once more into difficulties

- partly political - in early 1989. The prospect of a further surge in the Treasury

borrowing requirement caused expectations to deteriorate. The financing of the

Treasury deficit became more and more difficult and uncertain, and this in turn had

the effect of reducing the already short maturity of government debt and raising

coupon rates. Following the introduction, at the end of the first quarter, of tighter

monetary policy, with measures aimed at checking the growth of demand and

inflation, and of a budget programme designed to halt a further deterioration in the
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public finance situation, expectations were reversed. This episode sharply under¬
scored both the destabilising effect of public finance disequilibrium in an increas¬

ingly open economy, and the way that changes in fiscal policy can influence agents'

expectations.

Having failed in 1986-1989 to take advantage of the then prevailing favour¬

able economic context to reduce the structural imbalances in the public sector

massively and lastingly, in particular via stringent cuts in expenditure, the authori¬
ties find themselves still faced with a situation in which short-term macroeconomic

adjustment depends mainly on monetary policy. Because of the opening up of

financial markets and Italy's membership in a quasi-fixed exchange rate system vis-

à-vis the main European currencies, changes in interest rates have had conse¬

quences which reduce the effectiveness of monetary policy and may have undesir¬

able repercussions. For example, in 1988 and for much of 1989, the steps taken by

the Bank of Italy to curb the rate of money creation resulted in a substantial inflow

of short-term capital which caused the lira to appreciate within the EMS. While

useful for combating inflation, this damaged competitiveness. Furthermore, the

inflow of capital allowed excessive growth of bank lending, which was contrary to

the government's intentions. Moreover, because of the size of the public debt, and
above all the large proportion of it which is short-term or whose rates are indexed

on short-term rates (some 60 per cent at end-1989), increases in short-term interest

rates swell the budget deficit rapidly and substantially and increase the income, of

households, which hold some two-thirds of government securities, thus making

monetary policy less effective.

The fact that Italy has now joined the narrow exchange-rate band of the EMS

is indicative of the government's determination to pursue a corrective policy; this

increases both the urgency and the scale of the progress to be made in fiscal

consolidation and in reducing the inflation differential vis-à-vis the main EMS

Member countries. The room for manoeuvre previously afforded by the relative

flexibility of the lira exchange rate within the broad fluctuation margin has dimin¬

ished since January, and the new situation will probably necessitate more frequent

adjustments of interest rates. It is essential, in these circumstances, that fiscal

policy should be targeted towards achieving the clearcut and lasting consolidation

that will reassure holders of lira-denominated assets, and so prevent speculation

against the lira and the resulting increase in interest rates. This will ease the

burden on monetary policy and, by ensuring that the latter is no longer faced with

sharply conflicting objectives - as has been the case for the past two years - allow

priority to be switched back to reducing inflation and achieving exchange rate

stability.
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The budgetary and tax policy measures taken during the last two years are a
first step in the right direction. The transparency and equity of the tax system have

been improved by the simplification of the personal income tax system, the broad¬

ening of the tax base, the stepping up of measures to counter tax evasion, the

increased yield from indirect taxation, and local authorities' greater freedom with

regard to taxation. The proposed reduction in tax on bank deposits is, moreover,

consistent with moving closer towards European taxation prior to lifting all restric¬

tions on capital movements. Some of these measures have helped to increase the
ratio of tax revenue to GDP, which is, however, still lower than in many other

European countries. Indexing income tax scales on a cost-of-living index which
includes indirect taxes has, on the other hand, restricted automatic increases in

taxes and reduced the government's room for manoeuvre. Efforts must clearly be

directed first and foremost towards curbing expenditure so as to ensure that new

resources are not immediately swallowed up, as happened in 1 988 and early 1 989.

The reform of budget procedures adopted in 1988, the main thrust of which was to

ensure that new additional expenditure was matched by corresponding revenue, has

not so far had the opportunity to prove its effectiveness because of the cash reserves

available to the local authorities and health services. In the 1990 Finance Act,

commitments were substantially reduced, specifically in order to limit this risk.

This, however, is a measure which would seem less suited to reducing the deficit

than to preventing it from growing.

The three-year budget programme, which is the framework in which the 1990

Finance Act was drawn up, is not more ambitious than the previous year's pro¬

gramme, even though actual performance in 1988 and 1989 did not come up to

expectations. The objective is to reduce the public sector borrowing requirement by

3'/2 percentage points of GDP between 1989 and 1992; by then the primary budget
should show a surplus of 0.6 per cent of GDP, which would stabilise the debt/GDP
ratio. This target projection assumes a 1.5 percentage point fall in nominal interest

rates on the public debt compared with rates in 1989. Secretariat estimates sug¬

gest, however, that the general government financial balance on a cyclically-

adjusted basis will probably remain virtually unchanged during the years

1990-1991. With the rate of growth of domestic demand still high and uncertainty

about the current account balance and inflation persisting, it is desirable that the

most ambitious possible fiscal consolidation programme be implemented and car¬
ried through without delay. This would undoubtedly have a favourable impact on

expectations and the stability of the lira.

Because of the scale of the debt service burden (9 per cent of GDP in 1989)

and the fact that the level of interest rates is, and will continue to be, largely
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determined by external factors, any appreciable and lasting reduction in the public

debt/GDP ratio will, ceteris paribus, require achieving a large primary surplus.
This would certainly necessitate - as happened in those countries which have

eliminated major imbalances - reforming socio-economic structures, in particular

through changing the role of transfers in household income. This has to be a

medium-term objective, and to achieve it means that part of the social welfare

presently provided by the public sector will have to come from private insurance

systems; this would involve simultaneously transferring part of household saving

from the public to the private sector. Outstanding public debt could be reduced by

privatising part of the assets of the public sector (put at some 60 per cent of public

debt and on which the total nominal yield is less than 2 per cent). Over and above

the direct arithmetic impact that this would have on the gross public debt and debt

service, the effects deriving from the turnaround in expectations could certainly be

expected to help lower interest rates on government borrowing. The beginnings of

such a policy are envisaged in the 1990 budget package, but are as yet modest.

Within this framework, considerable budgetary discipline would also be needed in

order to achieve and maintain the primary budget surplus.

The fundamental objectives of monetary policy since the early 1980s, control¬

ling inflation and maintaining exchange rate stability, have remained unchanged in

the last few years. These constraints have been partially eased by means of the

financial market reforms introduced in recent years, particularly as regards the

financing of the public sector via the development of the secondary market for

government securities, the abolition of the floor price for Treasury bill auctions and

the relaxation of the provisions concerning issues of medium and long-term securi¬

ties. On the other hand, it has proved difficult over the past two years to control the

growth of credit to the private sector which, in particular, funds a very large

proportion of investment by small and medium-sized enterprises. By increasing

their foreign borrowing and reducing their holdings of government securities, banks

have been able to meet demand for credit even though their deposits have been

growing much more slowly. Narrowing the differential between bank lending and

deposit rates, via increased competition, could make it easier for the financial

institutions to attract saving. An improvement in financial structures would also

have the effect of mobilising a larger proportion of savings for increasing banks' net

capital.

Together with the growth and magnitude of public debt, the considerable

differences in regional economic performance have been and remain one of the

most important problems facing economic policy-makers in Italy. Per capita output

in the South is only 56 per cent of that of the North whereas the unemployment
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rate, at over 21 per cent, is three times higher. Massive transfers of resources,

mainly in the form of government aid to investment, and large-scale migration to

the North had, over the twenty years leading up to the first oil shock, slowly but

surely narrowed the per capita output differential. Since then, however, govern¬

ment aid has been targeted more towards household income support and subsidis¬

ing the cost of labour in the South, to the detriment of investment promotion

- particularly infrastructural - while regional wage parity was pursued. As a result,

the per capita output differential ceased to narrow and the rate of unemployment in

the South rose uninterruptedly compared with the North, while regional migration

slowed appreciably. These overall trends mask situations in the South which differ

widely from one region to another.

As long as productivity in the South continues to fall well short of that of the

North, income differentials can only be reduced by income transfers. In the long

term, however, allocating these funds to the development of physical and human

capital rather than to income support would be a better way to reduce regional per

capita output differentials. Regional wage parity, without regard to productivity

differentials, coupled with the provision of social welfare, has the twofold effect of

discouraging labour mobility between regions and increasing unemployment in low
productivity regions. This latter effect could be averted by subsidising the factors of

production on a massive scale; this would, ceteris paribus, run counter to the

objective of fiscal consolidation. A further effect of such a policy would be to reduce

economic efficiency by increasing "tax wedges" and maintaining regional factor

productivity differentials.

Within the strategy for Southern development, which aims at reducing per

capita differences in incomes before transfers, a permanent increase in employment

and productivity is essential. This strategy requires the maintenance of significant

transfers during the transition period. Due to the severity of budgetary constraints

and renewed emphasis on increasing the efficiency of the economy, these transfers

should primarily be allocated to infrastructure formation and training, and their

effectiveness needs to be enhanced. Transfers to households should be strictly

limited to combating absolute poverty. Institutional arrangements which aim at

enforcing strict regional wage parity should be abandoned. This would once again

give a more important role to the regional mobility of factors of production. To

enhance the effectiveness of transfers, the discretionary role of both the local and
central authorities in resource allocation should be minimised. Instead, the authori¬

ties should focus on increasing the efficiency of public service provision in the strict

sense (in particular justice, law and order, and the development of infrastructures),
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whose shortcomings are considered by a number of commentators to be one of the

main reasons why the South continues to lag behind.

Italy's acceptance of the strict conditions of the EMS exchange rate agree¬

ment is an important step towards European integration. This choice means elimi¬
nating the inflation differential and reducing the public debt burden. Failure to

achieve these adjustments would have damaging consequences, given the imminent

prospect of the complete opening of the economy. A major task therefore remains,

and is one that must be accomplished if fiscal policy is to be given more leeway and

monetary policy be enabled more effectively to pursue price stabilisation.



Notes and references

1. These figures are for domestic private consumption, which includes consumption by
foreign tourists in Italy but excludes that by Italian tourists abroad. National private
consumption, which does not take account of the deterioration in the tourism balance,

grew on average 0.3 of a percentage point faster than domestic private consumption.

2. This account was compiled from Instituto centrale di statistico (ISTAT) statistics for
wage incomes and households' consumption, from Ministry of the Budget statistics for
income tax and social insurance contributions, and from Instituto nazionale per lo
studio délia conjoncture (ISCO) statistics on other elements of household accounts.

3. Constant price series are not available for general government investment. However,
given that a large proportion of this investment relates to construction and public
works, an approximation of its real rate of growth can be obtained by using the
national accounts non-residential construction deflator.

4. Enterprises with an annual turnover in excess of L 200 billion.

5. See the 1988 annual report of the Banca d'ltalia, pp.266-269.

6. These statistics are compiled from the surveys (Table 5, panel A) on which the
national accounts are based, using the standard labour unit concept which corre¬
sponds to the volume of work done by an average worker on a full time job. Another
series exists which is based on quarterly surveys (Table 5, panel B) and refers to the
number of employees.

7. It should be noted, however, that agriculture is a sector in which a large amount of
work, particularly by illegal immigrants, goes unreported.

8. The quarterly survey (Table 5, panel B) shows a fall in total employment in each
sector, with the exception of services. In contrast, the quarterly national accounts
estimates (Table 5, panel A) indicate continuing growth of total and dependent
employment, though at a slower rate than in 1988. Comparison of the results of the
April 1988 and April 1989 surveys is probably distorted by a statistical overestimate
of employment growth in April 1988.

9. The results of this survey are not available for 1989 as far as the number of hours
worked is concerned.

10. Three consumer price indicators are available for Italy: the monthly national con¬
sumer price index for the whole country, the monthly cost-of-living index for manual
and non-manual workers' families, and the quarterly and annual national accounts
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household consumption deflator. The most frequently used cyclical indicator is the
cost-of-living index for manual and non-manual workers' families, which is the most
readily available. Beginning in January 1990, 1STAT also publishes this index exclud¬
ing tobacco and cigarette prices. On the other hand, the analysis of prices by compo¬
nents was based on the global national index. In 1989 the private consumption
deflator rose less rapidly (+6.8 per cent during the first half of the year on the same
period a year earlier) than the other two indicators (+7.4 per cent for the monthly
national index and +7.8 per cent for the cost-of-living index) on account of differences
in weighting and seasonal adjustment.

11. Public utility charges and controlled prices relate to goods and services whose weight¬
ing makes up nearly 24 per cent of the national consumer price index. The main items
concerned are: foodstuffs (sugar, bread, whole milk, beef, pasta); energy (electricity,
town and bottled gas, petrol, heating oil). The prices of many services are also
regulated, particularly the telephone, rail and urban transport, and postal services, but
also those of hotels and camping sites, as well as insurance premiums.

12. See Banca d'ltalia, Economic Bulletin , October 1989, pp. 18- 19.

13. Regression results on which this analysis is based are presented in the Technical
Annex notes.

14. Since 1st January 1989 foreign exchange transactions by specialised credit institu¬
tions (housing, agriculture, public works) have been recorded under banking sector
transactions in the balance of payments.

1 5. The official target is to reduce the average rate of consumer price increases estimated
at 6 per cent in 1989 to 4.5 per cent in 1990.

16. See: L'economia italiana nel 1990. Relazione previsionale e programmatica Vol. I,
pp. 160- 166.

17. See Structural policies at the end of this part.

1 8. The specific measures to achieve the targets set out in the Finance Act are separately
enacted after the adoption of that Act.

19. The tax treatment of small and family businesses was reformed broadly along the
lines, but with some variations, of the scheme provisionally adopted in 1 985, which
introduced presumptive assessment for the self-employed, traders and small busi¬
nesses. The earlier scheme's fairly low qualifying thresholds (based on turnover) were
raised. Businesses that had underpaid past taxes may benefit from a tax amnesty by
paying a predetermined fine. Access to the new scheme is conditional on the régu¬
larisation of past tax liabilities.

20. Figures on the households' appropriation account allowing income from capital to be
separated from other property income were not available at end- 1989, but Bank of
Italy estimates suggest that households hold around 60 per cent of the public debt.

21 . As a rule, the measures of dispersion increase as the number of regions rises; hence the
choice of a virtually equal number of regions for the five countries shown. Also,
regional data tend to be less accurate than national ones, but virtually nothing is
known on the extent of their relative reliability across countries. Furthermore,
regional classifications are usually based on administrative (rather than economic)
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criteria, and this can bias international comparisons (e.g. in the case of some German
Utnder which are little more than cities). Finally, the indicators shown are not without
problems - the Gini coefficient is a relatively insensitive indicator of disparities, the
quartile ratios could be biased by the simple interpolation technique used to derive
them, while the (unweighted) coefficient of variation, used for per capita GDP can
(and does in the German case) give excessive importance to outlying observations for
some relatively small regions.

22. The South (or Mezzogiorno) consists of eight regions (Abruzzi, Molise, Campania,
Puglia, Basilicata, Calabria, Sicilia and Sardinia); eight regions also compose the
North, four in the North-West (Piemonte, Valle d'Aosta, Lombardia and Liguria)
and four in the North-East (Trentino-Alto, Adige, Veneto, Friuli-Venezia Guilia and
Emilia-Romagna); while the Centre comprises four regions (Toscana, Marche,
Umbria and Lazio).

23. This judgement is based on data contained in World Bank, World Development Report
(various issues), and on earlier figures on inter-regional resource transfers for a
number of OECD countries published by the EEC in the so-called MacDougall
Report (Commission of the European Communities, Report of the Study Group on the
Role of Public Finance in European Countries, Brussels 1977).

24. Tentative regional accounts for 1928 and 1938 suggest that, if anything, the spatial
distribution of net regional product worsened between 1928 and 1938 and again
between 1938 and 1951: SVIMEZ, Statistiche sul Mezzogiorno d'ltalia. 1861-1953,
Rome 1954. Similarly, the South's share in industrial employment seems to have
fallen from roughly one quarter in 1903 to only 15 per cent in 1951: Cento anni di
statistiche suite regioni d'ltalia, Rome 1961.
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Annex I

Main policy measures

Fiscal policy

1988

18th March

Pension contribution rates and pension ceilings for senior executives raised. The daily
unemployment benefit, set at L 800 since the end of World War II, raised to 8 per cent of
the average wage, pending the reorganisation of all the schemes.

31st May

Presentation of the government's medium-term fiscal programme, aimed at stabilising
the public debt as a percentage of GDP by 1992. Relative to the spontaneous trend, the
proposed measures are designed to boost revenue by 1.8 per cent of GDP (of which 1.1 per
cent from direct taxes and 0.7 per cent from indirect taxes) and to cut spending by 1 .5 per
cent of GDP. The total tax take over the next four years is targeted at L 45 000 billion. It is
planned to reduce the interest burden by 2.5 per cent of GDP. Under the proposed
Programme the sector most affected will be social security; the retirement age will be raised
to 65 for men and 60 for women; the minimum number of contribution years will be 20,
instead of 15 as now; and it will no longer be possible to combine a retirement pension and
earned income. Pension rights are to be calculated on the basis of ten years (instead of five
as now); the amount of overtime counting towards pension rights is to be reduced. The
health insurance system is to be reformed: patients will once again have to contribute to the
cost of medical tests; an indirect health insurance scheme is to be set up for people with
high incomes; medicines will be packaged in "therapeutic doses", i.e. in smaller quantities.
The railways and postal services, which generate very sizeable deficits, are to be restruc¬
tured. Local authorities will be given greater freedom in their tax policies. A programme is
to be launched to enhance the productivity of the civil service. Last, the government plans
to sell off assets to raise between 1 900 billion and L 1 5 000 billion.

30th July

Adoption of a package of economic measures to curb the budget deficit:

- Raising of the central VAT rate from 18 to 19 per cent;
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- Natural gas and fuel oil prices raised by L 50 per litre;
- Local authorities to be empowered to levy a surtax of L 5 per kwh on electricity

consumption to boost their revenue;
- Patients to bear a portion of medical prescription costs.

September

Reform of budget procedures. This constitutes the second phase of the 1 986 reform
limiting the Finance Act to a few major objectives and making the structural reforms
needed to achieve them the subject of separate legislation. Under the new procedure, the
government will submit the forecasts and assumptions underlying its budget policy before
Parliament in mid-May of the preceding year. The annual budget, which simply sets out

the spontaneous public finance trends for the year ahead on unchanged tax assumptions,
will now be presented in July, while the Finance Act and the Medium-term Fiscal Pro¬
gramme are to be presented in mid-September. The Finance Act will no include new
expenditure or new taxes. It will simply adjust the parameters of existing legislation

(e.g. income tax scales), set out the amount of expenditure in the coming year under
existing multi-year appropriations and the expenditure ceilings with respect to civil service
pay. All new measures will have to be the subject of separate legislation specifying the
multi-year expenditure programme and the nature and amount of new resources required to
fund it.

5th September

The 1989 Finance Act and accommodating legislation. Under the Act, the deficit is
budgeted at a maximum of L 117 350 billion; the accommodating measures must thus
achieve a reduction of L 20 000 billion relative to the spontaneous trend. This is to be
achieved as to 50 per cent by revenue-boosting measures with the remainder coming from
expenditure cuts.

Revenue-boosting measures include:

- A tax amnesty for small enterprises and family concerns. To qualify indefinitely for
flat-rate tax treatment, they must pay a pro rata fine according to the amount of

unpaid tax due;
- Consolidation in 1 989 of the indirect tax increases introduced on a temporary basis

in 1988;

- The cost of lowering personal income tax rates to be met almost entirely by closing
tax avoidance of loopholes.

Measures to cut spending include:

- Limiting the carryover of expenditure from one financial year to the next (residual

liabilities) which should help rein back current spending growth in each ministry
(in terms of budget commitments) to 14 per cent between 1987 and 1989;

- A partial price freeze on medicines to curb growth of health spending;
- Central government transfers to public transport enterprises to remain at present

levels.
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October

Abolition of secret Parliamentary ballots, notably with respect to voting on the Finance
Act.

December

Immediate application by decree-law of the 1989 Finance Act accommodating legisla¬
tion: lowest VAT rates of 0 and 2 per cent raised to 4 per cent; personal income tax
schedules linked to inflation; a tax amnesty for self-employed workers opting for the flat-
rate tax regime.

1989

February

Following an agreement between the government and the unions, some of the tax
measures that had been implemented by decree-law were amended:

- Income tax schedules to be fully linked to inflation if annual rate of price increases
exceeds 2 per cent;

- Unions agree to the effects of the January VAT increase being excluded from the
wage escalator reference index;

- Measures to combat tax avoidance and evasion reinforced, and authorised tax
reliefs reduced.

1st March

As Parliament had not passed the Finance Act accommodating legislation, the govern¬
ment decided to implement it under a new decree-law replacing that of December 1988.
The new measures include:

- Benefits of the tax amnesty for self-employed workers reduced;
- Agreement between the government and unions on the index-linking of income tax

schedules takes effect.

23rd March

To check the growth of the deficit, adoption of a L 1 2 000 billion package of budget
measures aimed primarily at cutting health expenditure (patients required to contribute to
the costs of medical examinations and tests, and also hospitalisation; prices of medicines
raised; local health authorities and hospitals transformed into enterprises). Public spending
on goods and services cut by 2 per cent. Budgetised proportion of employers' social insur¬
ance contributions reduced by L 2 000 billion.

May

Medium-term fiscal programme updated with the object of stabilising the public debt
as a percentage of GDP by 1992.
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30th June

Employees' social security contributions raised by 0.14 per cent, and those of employ¬
ers by 0.27 per cent.

August

Decree reducing the budgetised proportion of employers' social insurance contributions
extended.

September

Decree-law to increase tax revenue by L 4 850 billion ahead of the 1990 Finance Act,
mainly by raising energy taxes.

October

Presentation of the 1 990 Finance Act.

Budget deficit set at L 133 000 billion (compared with an estimated L 130 000 billion
for 1989), and scheduled to be cut from 11 to 10.4 per cent of GDP. For this purpose, a
package of measures amounting to L 20 000 billion is proposed.

The measures designed to increase tax revenue should yield L 11 700 billion. In
addition to the rises in energy tariffs contained in the decree-law of 30th September, it is
planned to raise local taxes (L 1 950 billion), to reduce the system of accelerated deprecia¬
tion (L 2 000 billion) and to speed up the payment of VAT on services (L 2 000 billion).

On the expenditure side, it is planned to cut transfers to local government by
L 2 000 billion. The reductions in transfers to enterprises and the continuing reduction in
the budgetised proportion of employer's social insurance contributions should trim expendi¬
ture by L 2 000 billion. It is also planned to make a saving of L 2 000 billion by reducing
interest payments on public debt relative to the spontaneous trend.

1990

January

Adoption of an additional package of measures to accompany the depreciation of the
lira:

Reserve funds (fondi globali) reduced from L 16 000 to 10 000 billion to finance

expenditure under the new legislation in 1990. Use of these funds requires the prior
approval of the Prime Minister;
Three-quarters of the discretionary funds earmarked for the various ministries in
1990 frozen until June 1990;

Ceiling placed on loans to communes; only 30 per cent of the funds earmarked for
1990 can be used during the first half of the year, and only 40 per cent of loan
commitments for the year may be made during the first half;
Price of cigarettes raised and rail price increases frozen.
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Monetary, financial and exchange control policy

1988

20th January

Exchange control measures lifted ahead of schedule.

4th February

Adoption of provisions implementing the exchange control liberalisation measures to
come into effect on 1st October 1988.

- Italian tourists may export all means of payment, provided these have been prop¬
erly obtained from an authorised bank; the amount that can be taken out in
banknotes raised from L 500 000 to L 1000 000; no ceiling on credit card use for
purposes of tourism, health, cultural activities, etc.

- Use of cheques drawn on Italian accounts authorised without any special formali¬
ties; amount of transfers by international postal order raised from L 2 million to
L 5 million. Foreign securities bought by residents to be deposited with banks as
before.

11th March

Provisions on reorganisation of stock market to achieve greater transparency.

30th March

Bank credit ceilings lifted with growth set within a target range of 6 to 10 per cent
until end of year.

18th June

Residents authorised to make out cheques drawn on Italian bank accounts, in Italy or
abroad, to non-residents, under the following conditions:

- The name of the non-resident must appear on the cheque;
- The cheque must be transferable;
- The amount must not exceed L 5 million.

Tourists are free to spend up to a total of L 3 million (of which L 2. 1 million in foreign
currency); they may use credit cards freely and, if necessary, cheques drawn on their Italian
accounts under the conditions specified above, provided they retain evidence of expenditure.

26th August

Central bank discount rate raised from 12 per cent to 12.5 per cent. According to the
Treasury Minister, this decision was taken both to take account of international trends and
to curb the growth of domestic credit demand.
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1989

17th February

The Treasury Ministry decided to introduce a 25 per cent reserve requirement on
banks' net increase in external foreign exchange position from 1st March 1990.

Floor price abolished for 6 and 12-month Treasury bill auctions, as had been the case
for 3-month bills since February 1988.

3rd March

Bank of Italy raised discount rate from 1 2.5 to 1 3.5 per cent.

1990

January

Readjustment of the lira's parity vis-à-vis the Ecu in the EMS from 1 483.6 to 1 529.7.
The lira also joined the 2.25 per cent fluctuation band.

The intervention rates for the lira against the deutschemark and French franc are the

following:

Current rates

DM FF

Upper limit 731.6 218.1
Central rate 748.2 223.1

Lower limit 765.4 228.2

Former rates

DM FF

678.7 202.4

720.7 214.9

765.4 228.2

Two new exchange control liberalisation measures were announced:

- Abolition of the time limit on the use of foreign currency;

- Purchases of foreign securities with a residual maturity of less than six months
authorised.

Other measures

September 1989

Employees' guarantees in cases of dismissal on disciplinary grounds extended to small
firms (with less than 16 employees).

January 1990

Decree allowing illegal immigrants to regularise their situation before the end of April
1990.
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Annex II

Additional information

I. Impact of regional disparities in unemployment on wage determination

To show the regional influences on wage determination, two wage equations were
estimated: the first relates per capita wages in the private sector (on a national accounts
basis) to the unemployment rate in the North-Centre region; the second equation seeks to
estimate the impact of the national unemployment rate. The unemployment rate coefficient
is higher and more significant in the first equation than in the second.

The equations are as follows:

i) dWr = 12.76 - 1.20 UNR.NC + 0.82 dPCP

(1.46) (0.25) (0.06)

where dWr = percentage change in per capita wages in the private sector
UNR.NC = unemployment rate in the North-Centre

dPCP = percentage change in the private consumer price deflator

The standard deviations are given in brackets.
The standard deviation of the estimate is: 2.08

Adj. R2 = 0.87
D.W. = 2.28

ii) dWr = 11.5 - 0.76 UNR + 0.83 dPCP

(1.34) (0.17) (0.06)

where UNR = national unemployment rate
The standard deviation of the estimate is: 2.18

Adj. R2 = 0.85
D.W. =2.13
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II. Technical notes for Table 19: Regional differences in selected European countries

Diagram A 1 : THE GINI COEFFICIENT

Percent

Cumulative

share in

GDP

by region

Percent

Cumulative population share by region
(regions in ascending order of

GDP per capita).

The Gini coefficient referred to in Table 19 is a measure of inequality in regional
income distribution: a higher coefficient indicates greater inequality. The coefficient is
computed as the ratio of the (shaded) area between the diagonal AB in Diagram Al and
the curve ACB, to the area of the triangle ABD. The curve ACB is traced out by connecting
the points in Diagram Al which plot the regions cumulative share in total GDP against the
regions' cumulative share in the total population, listing regions in order of the size of GDP
per capita (starting with the region with the lowest per capita GDP).

The coefficient of variation measures the relative dispersion and is defined as the
standard deviation divided by the mean.

Per capita GDP for the bottom quartile of regions is calculated by ordering regions in
ascending order of per capita income, including regions until their cumulative GDP exceeds
one-quarter of total GDP, and including the last region in the calculation with an appropri¬
ate fractional weight; and similarly for the top quartile.

In the weighted standard deviation of regional unemployment rates the weights used
are regional labour force shares.

The unemployment rate for the bottom quartile of regions is calculated by ordering
regions in ascending order of unemployment rates, taking regions until their cumulative
force exceeds one-quarter of the total, and including the last region in the calculation with
an appropriate fractional weight; and similarly for the top quartile.
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Selected background statistics

o
to

Percentage changes
Private consumption '
Gross fixed capital formation '
Public investment '

Private investment '

Residential <

Non-residential '

GDP'

GDP price deflator
Industrial production
Employment
Compensation of employees (current prices)
Productivity (real GDP/employment)
Unit labour costs (compensation/real GDP)

Percentage ratios
Gross fixed capital formation as percent

of GDP at constant prices
Stockholding as percent of GDP at constant prices
Foreign balance as percent of GDP at constant prices
Compensation of employees as percent of GDP at current

prices
Direct taxes as percent of household income
Household saving as percent of disposable income
Unemployment rate

Average
1979-88

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

3.3 7.3 5.6 1.4 1.3 0.6 2.1 3.1 3.8 3.9 3.8

2.3 5.7 8.7 -3.2 -5.2 -0.9 4.5 1.4 1.6 6.8 4.9

5.5 3.6 14.2 12.0 3.7 2.8 4.1 4.0 1.7 5.3 4.2

1.8 6.0 7.9 -5.4 -6.8 -1.7 4.5 0.9 1.5 7.1 5.1

-0.1 3.0 4.9 -0.1 -5.0 3.9 0.7 -4.5 -1.6 -1.6 -0.2

2.7 7.6 9.4 -7.9 -7.7 -4.6 6.7 3.8 3.1 11.3 7.3

2.8 6.0 4.2 1.0 0.3 1.1 3.0 2.6 2.5 3.0 3.9

12.5 15.3 20.0 18.6 17.1 14.9 11.4 8.9 7.5 6.1 6.0

2.2 6.7 5.5 -1.6 -3.1 -3.2 3.3 1.2 3.5 4.0 5.9

0.5 1.0 1.3 0.2 -0.3 0.2 0.4 0.4 0.5 -0.1 1.7

14.8 19.8 23.5 22.4 17.3 15.4 10.7 11.9 7.8 9.8 10.5

2.2 5.0 2.9 0.7 0.6 0.9 2.6 2.2 2.0 3.1 2.2

11.7 13.0 18.5 21.2 16.9 14.1 7.5 9.1 5.1 6.6 6.3

22.4 23.3 24.3 23.3 22.0 21.5 21.9 21.6 21.4 22.2 22.4

1.6 1.7 2.7 0.7 1.0 0.6 1.9 1.9 1.4 1.6 2.0

-2.5 -1.7 -4.2 -1.8 -1.8 -0.9 -1.8 -2.0 -2.2 -3.9 -4.3

46.6 47.7 47.1 48.1 48.0 47.7 46.0 46.1 45.0 45.2 45.4

9.3 6.4 7.6 8.7 9.3 10.0 9.9 10.0 10.1 10.3 10.4

24.9 31.0 28.8 27.3 25.9 24.4 23.6 22.9 22.3 21.0 21.9

9.9 7.8 7.7 8.5 9.2 10.0 10.1 10.2 11.2 12.1 12.1

C Other indicator

Current balance (billion dollars)

1. At constant 1980 prices.

-2.9 5.9 -10.0 -9.1 -6.2 1.5 -2.5 -3.7 2.6 -1.5 -5.6



Table A. Expenditure on gross domestic product, current prices

Trillion lire

Private consumption
Public consumption
Gross fixed investment

Final domestic demand

Stockholding

Total domestic demand

Exports
Imports
Foreign balance

GDP (market prices)

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

189.7 241.4 289.1 342.5 396.8 453.1 509.3 559.5 611.4 665.3

45.7 58.1 75.4 88.8 105.2 120.0 135.5 147.7 167.9 187.9

70.8 94.1 110.7 121.7 134.6 153.4 168.2 176.8 195.5 214.6

306.2 393.5 475.2 553.0 636.6 726.5 813.1 884.0 974.8 1 067.8

(23.2) (28.5) (20.8) (16.4) (15.1) (14.1) (11.9) (8.7) (10.3) (9.5)

5.6 10.5 4.2 6.5 2.9 13.9 15.0 8.7 8.0 15.7

(0.8) (1.6) (-1-6) (0.5) (-06) (1.7) (0.1) (-0.8) (-0.1) (0.8)

311.8 403.9 479.3 559.5 639.5 740.4 828.0 892.7 982.8 1 083.6

(23.7) (29.5) (18.7) (16.7) (14.3) (15.8) (11.8) (7.8) (10.1) (10.2)

68.3 77.3 100.0 114.2 126.9 150.7 169.0 167.2 176.0 194.9

70.3 93.5 115.3 128.6 132.9 163.9 184.3 163.6 179.1 199.6

-2.0 -16.3 -15.3 -14.4 -6.1 -13.2 -15.3 3.6 -3.2 -4.7

(-1.4) M-6) (0.3) (0.2) (1.5) (-1.1) (-0.3) (2.3) (-0.8) (-0.2)

309.8 387.7 464.0 545.1 633.4 727.2 812.8 896.3 979.7 1 078.9

(22.2) (25.1) (19.7) (17.5) (16.2) (14.8) (11.8) (10.3) (9.3) (10.1)

Note: Figures in parentheses are annual growth rates; Tor stockholding and the foreign balance they are contributions to GDP growth.
Sources: 1STAT; 1979, Secretariat estimates.



Table B. Expenditure ou gross domestic product, constant 1980 prices
Trillion lire

Private consumption
Public consumption
Gross fixed investment

Final domestic demand

Stockholding

Total domestic demand

Exports
Imports
Foreign balance

GDP (market prices)

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

228.5 241.4 244.8 248.1 249.5 254.8 262.8 272.9 283.6 294.3

56.9 58.1 59.6 61.3 63.1 64.7 66.9 68.9 71.4 73.5

86.5 94.1 91.1 86.4 85.6 89.4 90.6 92.1 98.3 103.2

371.9 393.5 395.5 395.8 398.2 408.9 420.4 433.8 453.3 471.0

(6.3) (5.8) (0.5) (0.1) (0.6) (2.7) (2.8) (3.2) (4.5) (3.9)

6.3 10.5 2.8 4.1 2.5 7.6 7.8 6.2 7.1 9.4

(0.6) (1.1) (-2.0) (0.3) (-0.4) (1-3) (0.1) (-0.4) (0.2) (0.5)

378.2 403.9 398.3 399.9 400:7 416.5 428.2 440.0 460.4 480.4

(6.7) (6.8) (-1.4) (0.4) (0.2) (3.9) (2.8) (2.8) (4.6) (4.3)

84.6 77.3 83.1 82.2 84.2 90.3 93.8 97.4 100.6 106.5

90.9 93.5 90.1 89.4 87.8 97.7 102.2 107.0 117.7 126.2

-6.3 -16.3 -7.0 -7.2 -3.6 -7.4 -8.4 -9.5 -17.1 -19.7

(-0.8) (-2.7) (2.4) (-0.1) (0.9) (-10) (-0.2) (-0.3) (-1.8) (-0.6)

371.9 387.7 391.4 392.7 397.1 409.0 419.8 430.5 443.3 460.7

(6.0) (4.2) (1.0) (0.3) (1.1) (3-0) (2.6) (2.5) (3.0) (3.9)

Note: Figures in parentheses arc annual growth rates; for stockholding and the foreign balance they are contributions to GDP growth.
Sources: ISTAT; 1979, Secretariat estimates.



Table C. Gross domestic product, by kind of activity

Trillion lire and percentage changes

At current prices
(Trillion lire)
Agriculture
Industry'

Energy
Manufacturing

Construction

Services

Market services

Public administration

Subtotal

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

19.3 22.3 24.8 27.9 33.3 33.9 36.6 38.7 40.3 39.7

100.2 122.9 140.0 163.0 184.9 210.4 232.9 255.2 276.9 303.5

12.4 15.1 16.2 22.0 29.0 33.8 37.1 44.3 49.5 53.3

87.8 107.8 123.9 141.0 156.0 176.6 195.8 210.8 227.4 250.2

22.1 28.5 34.6 37.9 41.4 45.6 48.6 51.6 54.3 59.7

165.8 210.5 261.1 309.7 365.5 426.6 484.4 542.6 593.2 656.9

130.1 164.8 201.5 240.0 284.1 334.1 381.3 430.0 465.8 514.4

35.7 45.7 59.6 69.7 81.5 92.5 103.1 112.6 127.4 142.5

307.4 384.1 460.6 538.6 625.1 716.4 802.5 888.1 964.7 1 059.7

o

GDP (at market prices)

At 1980 prices
(Percentage changes)
Agriculture
Industry'

Energy
Manufacturing

Construction

Services

Market services

Public administration

309.8 387.7 464.0 545.1 633.4 727.2 812.8 896.3 979.7 1 078.9

6.0 3.7 0.6 -2.6 8.3 -3.6 0.4 2.0 3.4 -3.3

8.4 6.0 -1.6 -0.9 0.1 4.0 2.8 2.5 3.8 5.4

-2.5 10.7 -0.6 -2.2 -5.3 0.3 1.3 4.2 2.8 2.3

0.0 5.3 -1.7 -0.7 0.8 4.5 3.0 2.3 3.9 5.7

2.1 2.8 -0.7 -3.3 -1.9 -3.5 -1.4 0.9 1.5 3.8

5.0 2.9 2.4 1.7 1.4 3.8 3.4 2.7 2.5 4.2

6.1 3.2 2.5 1.7 1.4 4.4 3.9 3.1 2.9 4.8

1.4 1.8 2.2 1.7 1.4 1.7 1.4 1.3 1.0 1.8

GDP (at market prices) 6.0 4.2 1.0 0.3 1.1 3.0 2.6 2.5 3.0 3.9

I . Including mining.
Source: ISTAT.



Table D. Household appropriation account
Trillion lire

Compensation of employees
Property and entrepreneurial income
Transfers received

Gross total income

Direct taxes

Social security contributions

Disposable income

Consumption
Savings ratio'

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

147.7 182.5 223.3 261.9 302.2 334.5 374.4 403.5 443.0 489.5

147.5 186.8 209.9 246.4 277.9 319.3 350.4 390.7 417.4 452.3

46.8 58.4 77.4 95.4 116.6 128.5 148.1 162.7 173.7 193.7

342.0 427.7 510.6 603.7 696.7 782.4 872.9 956.8 1 034.1 1 135.5

22.0 32.6 44.3 56.3 70.0 77.8 87.2 96.6 106.5 118.2
45.1 56.2 68.4 85.1 101.9 111.8 124.9 140.5 153.5 165.7

274.9 339.0 397.8 462.2 524.8 592.8 660.9 719.7 774.1 851.6

184.3 235.6 282.8 334.0 386.2 442.0 497.4 549.4 601.8 657.4
33.0 30.5 28.9 27.8 26.4 25.5 24.7 23.7 22.3 22.8

o

Real disposable income,
(percentage change) 5.6 2.4 -0.6 -0.6 -1.4 1.0 2.3 2.9 2.3 4.9

1 . As a percentage of disposable income.
Sources: OECD Secretariat, based on ISCO and Bank of Italy estimates.



Table E. General government account
Trillion lire

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

Current receipts 97.5 129.3 159.5 197.5 240.5 274.0 310.8 352.0 387.9 434.1

Direct taxes

Social security contributions
Indirect taxes

Other current receipts

26.1

39.8

24.9

6.6

37.3

49.7

33.5

8.7

50.9

59.8

38.3

10.4

64.5

74.9

46.6

11.4

78.4

89.2

58.0

14.9

91.4

98.5

67.3

16.7

105.5

110.2

72.7

22.4

115.5

125.4

81.7

29.3

130.7

136.5

93.1

27.6

145.1

149.9

109.2

30.0

Current expenditure 116.2 146.9 192.3 236.2 283.9 325.6 367.0 412.4 449.7 497.5

Expenditure on goods and services
Subsidies

Interest paid
Social benefits

Other current transfers

45.0

9.6

15.7

43.6

2.3

57.0

11.1

21.1

55.0

2.7

74.2

13.3

28.8

73.1

2.9

87.4

16.9

39.3

88.9

3.6

103.2

18.1

48.0

109.7

4.9

118.0

22.2

58.1

121.6

5.7

133.3

22.8

65.1

139.1

6.8

145.3

27.7

76.8

154.7

7.9

165.4

26.7

78.9

170.0

8.8

185.2

26.8

88.9

186.3

10.4

Saving -18.7 -17.6 -32.9 -38.7 -43.4 -51.6 -56.2 -60.4 -61.9 -63.4

Fixed investment

Capital transfers, net
Consumption of fixed capital

8.9

-4.6

0.7

12.3

-4.3

0.9

16.9

^t.9

1.1

20.3

-4.1

1.3

23.5

-2.3

1.4

26.2

-7.9

1.7

30.4

-17.4

2.0

32.0

-14.5

2.3

34.4

-15.7

2.7

37.3

-16.8

3.2

Net lending
(as a percentage of GDP)

-31.5

-10.2

-33.3

-8.6

-53.6

-11.6

-61.9

-11.3

-67.7

-10.7

-84.0

-11.6

-102.0

-12.5

-104.5

-11.7

-109.2

-11.2

-114.2

-10.6

Source: Relazione générale sulla situazione economica del paese (1988); 1979, OECD Secretariat estimates.



Table F. Prices and wages

1985=100

Consumer prices
Total

Food products
Non-food products
Services (excluding rent)

Per capita compensation
Total economy

Nominal

Real

Industry
Nominal

Real

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

43.4 52.5 61.9 72.1 82.7 91.6 100.0 105.9 110.9 116.5

48.7 56.3 65.4 75.4 84.2 91.9 100.0 105.3 109.2 112.9

41.2 51.1 60.6 70.8 82.1 91.5 100.0 106.0 111.5 117.7

39.8 48.0 58.6 69.2 80.1 89.7 100.0 112.6 120.0 128.3

40.5 49.2 60.3 70.0 81.3 90.8 100.0 107.4 117.4 127.7

93.4 93.6 97.4 97.1 98.3 99.2 100.0 101.4 105.9 109.6

40.4 47.5 58.0 68.0 78.9 89.7 100.0 107.6 116.8 125.9

93.3 90.4 93.7 94.3 95.5 98.0 100.0 101.7 105.3 108.1

o
oo

Percentafe chuges

Consumer prices
Total

Food products
Non-food products
Services (excluding rent)

Per capita' compensation
Total economy

Nominal

Real

Industry
Nominal

Real

14.8 21.2 17.8 16.6 14.6 10.8 9.2 5.9 4.7 5.0

13.8 15.7 16.1 15.3 11.7 9.2 8.8 5.3 3.6 3.5

15.2 23.9 18.5 17.0 15.9 11.4 9.3 6.0 5.1 5.6

14.6 20.6 22.0 18.2 15.7 12.0 11.5 12.6 6.6 7.0

19.9 21.5 22.6 16.2 16.0 11.8 10.1 7.4 9.3 8.8

4.4 0.2 4.1 -0.3 1.3 0.9 0.8 1.4 4.4 3.6

20.0 17.5 22.1 17.3 16.0 13.7 11.4 7.6 8.5 7.8

4.6 -3.1 3.7 0.6 1.3 2.6 2.1 1.7 3.6 2.6

Sources: ISTAT; OECD, National Accounts.



Table G. Employment indicators

Labour units, thousands

Total employment

Dependent employment
Agriculture
Total industry
ofwhich: Manufacturing

Construction

Market services

General government

Self-employment
ofwhich: Agriculture

Total industry
Market services

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

21 641 22 062 22 061 22 182 22 325 22 413 22613 22 786 22 924 23 241

15211 15 409 15 301 15 337 15 210 15 188 15 404 15 473 15 538 15 782

949 937 875 848 827 792 784 767 753 743

6 528 6 584 6 380 6 204 5 970 5 699 5 614 5 544 5 502 5 559

5 121 5 136 4 918 4 767 4 565 4 343 4 281 4 228 4216 4 271

1220 1 259 1 270 1248 1 217 1 166 1 141 1 120 1087 1089

4140 4 242 4312 4 473 4 532 4 737 4 967 5 091 5 161 5 283

3 595 3 646 3 734 3811 3 882 3 960 4 038 4 071 4122 4 196

6 430 6 653 6 760 6 845 7114 7 225 7 209 7 314 7 386 7 459

2 095 2 057 1970 1 835 1918 1894 1 796 1795 1 761 1680

1215 1 334 1 354 1 378 1 378 1 306 1 300 1 328 1 304 1320

3 119 3 262 3 436 3 632 3818 4 025 4113 4 191 4 321 4 459

o

Source: ISTAT.



Table H. Money and credit
a) The monetary base

Changes in billion lire

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

Origta of liquid assets
Net impact of the foreign sector 2 868 708 25 -5 647 8 840 5 141 -13 677 3 543 6 756 10 947

Net impact of the public sector 760 9 740 14 233 12 676 4514 10 027 27 519 10 994 9 240 2 677

Banks 2624 -2 576 119 638 -3 -218 5 881 -4 333 -730 -30

Other sectors 689 -2 -5 739 2 670 -747 -1 103 -647 -1004 -1321 -637

Total net impact 6 941 7 869 8 639 10 336 12604 13 847 19 076 9 200 13 946 12957

Use of liqaid assets
Liquidity in the hands of the public 2 631 3 670 4 430 3 528 4 081 3 861 4 002 3 143 4 386 4 445

Compulsory bank reserves 5 508 3046 2946 8 544 9092 8 855 12213 9022 8 740 9 444

Bank liquidity -1 198 527 442 -1 218 359 1 133 2 860 -2 965 162 -274

Compulsory bank deposits 626 821 -519 -927 -2 657 -657

Total 6 941 7 869 8 639 10 336 12604 13 847 19 076 9 200 13 946 12 957

Source: Banca d'ltalia. Annual Report.



Table H. Money and credit
b) Selected indicators

Billion lire, outstanding end of year

Moaey1
Currency in circulation2
Sight deposits
Saving deposits
Post office saving deposits
Money supply M2

Treasury bills
Money supply M3

Central bask

Credit to Treasury
Credit to banking sector

Baaklag sector
Credit

Government securities, shares and bonds

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

21000 24 545 28 839 32 309 36 256 39 921 43 729 46 838 51 157 55 369

110057 125 777 143 822 170 500 190 022 217 125 238 986 270 531 289 262 312 553

100 837 112 163 124 214 151744 169 687 188 198 207 866 217 674 231 777 247 933

24 755 28 450 30 366 33 262 36 952 42 924 50 712 61 261 73 405 86 673

256 649 290 935 327 241 387 815 432 917 488 168 541 293 596 304 645 601 702 528

18 007 33 737 57 983 70 024 85 561 107 550 123 224 127 180 160433 205 441

274 658 325 805 387 071 459 310 519 579 596 262 664 865 723 784 807 095 908 742

40 508 50 320 63 738 75 135 76 399 90 127 117 588 128 531 135 106 137 384

3 602 496 971 2 020 4 788 1 238 6 912 3 552 3 880 4 357

105 673 126 693 142 455 155312 178 800 215 596 244 225 266 035 288 817 341 546

102112 115 559 123 875 157 109 186 694 195 637 208 679 222 873 231 854 220 739

Special credit iastitatious
Credit 63 091 72 175 86 104 101515 115 354 130 653 140 575 156 854 178 785 204 724

Total domestic credit

Private sector

349 760

175 175

412994

204 394

486 330

233 492

587 067

265 096

707 696

300 528

851773 1005 501 1157 690 1309 287 1504 778

352 896 399 343 444 823 490 541 567 309

1 . Data refers to households and firms only.
2. Excluding banking sector.
Source: Banca d'ltalia. Annual Report.



Table I. Foreign trade by main commodity groups

Million US dollars

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

Imports, total
Food, drink and tobacco
Crude oil

Other fuels

Metals, ores and scrap
Textile materials and products
Chemical products
Motor vehicles and parts
Machinery and other transport
Wood and products
Miscellaneous manufactures

Other imports

Exports, total
Food, drink and tobacco

Refined petroleum products
Mineral manufactures

Metals, ores and scrap
Textile materials and products
Chemical products
Motor vehicles and parts
Machinery and other transport
Clothing and shoes
Miscellaneous manufactures

Other exports

76 474 98 443 88 999 83 818 78 323 81998 88 144 99 775 122211

10 851 11 793 10192 10 839 10 285 9 703 11443 13 931 16513

14716 20166 22 202 18 924 15904 13 259 13 339 8 341 8 888

3 749 7 312 8 676 8 324 8 753 10039 10457 9 093 8 157

7 593 9 573 5 786 5 554 5133 6111 6 221 7 308 8 579

4 178 4 517 3 702 3 636 3 553 4 221 4 525 5 258 6 702

6 992 7 993 7 020 6 890 7 307 7 813 8 476 11001 13 689

4600 6810 5 937 5 444 4 152 4 633 5 190 7 366 10 572

9 635 12 835 11352 10 368 9633 11 172 12619 16 787 22 791

1998 2606 1 856 1 535 1323 1423 1 304 1601 2119

6 898 9170 7 996 7 682 7 346 7 947 8 764 12117 16 477

5 263 5 667 4 279 4 621 4 934 5 677 5 805 6 972 7 724

73 250 78 530 75 303 73 551 72 670 73 358 78 682 97 815 116 582

5 419 5 286 5 415 5 299 4 724 4 805 5 562 6 221 7 243

4 591 4164 4 494 4 822 3 667 3 103 3 460 2 616 2 695

5 839 6 851 6 364 5 865 5 983 5 686 5 657 7 349 8 841

4 289 4 747 4 978 4619 4 135 4 250 4 448 4815 5316

4 465 4 466 4511 4 398 4 628 4 868 5 207 6917 7915

5 810 5 505 5 214 5 296 6116 6 203 6 608 7 060 8 745

5 425 5 483 4 590 4 033 4 183 4 080 4 242 6 139 8 007

15 349 18 256 18 229 17 806 18 086 17 727 19 500 25 506 31 136

8 120 8 205 7 444 7 890 7 949 8 300 9 038 12 323 14 303

10901 11315 11 134 11095 10 745 11 547 12 432 15 763 19 073

3 042 4 251 2 930 2 428 2 455 2 789 2 527 3 105 3 308

Source: OECD. Foreign Trade Statistics. Series B.



Table J. Geographical breakdown of foreign trade
Million US dollars

al

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

Imports, tot 76 474 98 443 88 999 83 818 78 323 81998 88 144 99 775 122 211

OECD countries 48 968 62 004 52 781 50796 47 969 51994 56 990 73 253 92 614

EEC 36 308 45 845 38 349 37 460 35 638 38 100 42 628 55 951 70611

ofwhich: Germany 13 351 16 473 14190 13813 12 743 13 397 15 033 20 415 26 308

Belgium-Luxembourg 2 778 3 536 2815 2 774 2716 3 098 3 359 4 639 6 217

France 10 967 13 807 11358 10 774 10112 10 468 11 275 14 582 18 248

Netherlands 3 265 4 133 3 763 3 724 3911 4116 4 605 6 450 6 991

United Kingdom 3 141 4 393 3 508 3 386 3115 3 665 4 466 5 092 6 562

USA 5 312 6912 6137 5 789 4 751 5 121 5 349 5 645 6 653

Canada 749 1013 867 740 522 583 525 573 812

Japan 885 1299 1261 1096 1 112 1 348 1479 2 092 2 676

Non OECD countries 27 204 36 080 36190 33 008 30 279 29 830 30 848 26 160 29 421

COMECON 3 761 5 290 4 738 5 194 5 251 6110 4 883 4 798 5 131

OPEC 12 864 16 988 18 477 14 235 11972 11 182 12619 9 377 8 904

Others 10 578 13 803 12 975 13 579 13 056 12 537 13 345 11985 15 386

Exports, total 73 250 78 530 75 303 73 551 72 670 73 358 78 682 97 815 116 582

OECD countries 51 762 53 337 47 653 49116 49 741 51944 57 749 76 272 93 402

EEC 38 642 40126 34 309 35 596 35 267 34 802 37 975 52 392 65 403

of which: Germany 13 663 14 212 11679 11467 12 053 11817 12 705 17 742 21 667

Belgium-Luxembourg 2 467 2 583 2073 2132 2 089 2 123 2 335 3 260 3 936

France 10696 11757 10 222 11 184 10 687 10280 11040 15 283 19 041

Netherlands 3311 2 864 2 294 2 258 2175 2 109 2 434 3 201 3 596

United Kingdom 4 720 4 723 4 358 4 605 4615 4 955 5 475 6 931 8 672

USA 4 670 4124 5 109 5 182 5 605 7 989 9 645 10 503 11201

Canada 502 485 562 558 636 807 982 1 204 1 356

Japan 784 705 667 791 790 843 928 1323 1 863

Non OECD countries 19 651 23 200 26 655 23 387 22 146 20 685 20 152 20 999 22 659

COMECON 2 748 2 824 2 532 2 501 2 753 2 553 2 699 2 955 3 673

OPEC 7 289 9175 11956 9 793 8 852 7 529 6 552 5 428 5 230

Others 9615 11200 12167 11093 10 542 10603 10901 12616 13 755

Source: OECD, Foreign Trade Statistics. Series B.



Table K. Balance of payments
Million US dollars

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

Current account

Merchandise exports
Merchandise imports
Trade balance

Services, net
Travel

Investment income

Other services

Transfers, net
Private

Official

Curent balance

Capital account

Long-term capital, net
Private, direct

Private, portfolio
Public'

Short-term capital, net
Private non monetary
Private monetary institutions

Miscellaneous official accounts

Allocation of SDRs

Errors and omissions

Change in reserves

71 340 77 031 76 272 72 695 72 056 73 790 75 686 96 395 115 558 128 005

72 292 93 952 87 936 81 537 74 500 79 627 81933 92 181 115617 128 578

-952 -16 921 -1 1 664 -8 842 -2 444 -5 837 -6 247 4 214 -59 -573

5 840 5 501 1702 1499 2 525 1 754 1466 -64 -501 -3 293

6 695 7006 5 889 6 601 7211 6 496 6 474 6 944 7 634 6414

-543 -655 -3 194 -3 923 -3 896 -3 902 -3 979 -6210 -6 610 -7 127

-312 -850 -993 -1 179 -790 -840 -1029 -798 -1525 -2 580

1002 1 458 899 1 no 1449 1627 1061 -1600 -935 -1342

1416 1 372 1442 1469 1403 1455 1 323 1458 1286 1447

-414 86 -543 -359 46 172 -262 -3 058 -2221 -2 789

5 890 -9 962 -9 063 -6 234 1529 -2 456 -3 719 2 550 -1496 -5 208

-314 3 281 8 353 5 176 657 1486 2 441 -2 700 3162 7 824

-183 -167 -258 -389 -936 -705 -815 -2 676 1 733 1 389

111 -926 -404 -376 232 99 375 -1043 -7 416 331

1426 3 597 4 439 2 369 1836 2 542 2 300 1 833 4 463 2 204

-1332 7 741 185 -3 791 3 696 1475 -1973 4 202 6 170 6 683

-2 573 -356 1526 -1 527 406 -1450 802 -127 1873 -1 172

1 241 8 097 -1341 -2 264 3 290 2 925 -2 775 4 329 4 297 7 855

-494 224 -4 -276 98 -208 181 210 -115 -847

167 160 139 0 0 0 0 0 0 0

-780 -272 536 721 -97 2 452 -3 898 -1 712 -2 612 -920

-378 1998 57 -2 738 4 586 2 647 -4 124 -437 4 573 8 270

1. Excludes special transactions.
Sources: OECD Secretariat.



STRUCTURAL ANNEX



Table L. Public sector

A. Budget Indicators: general government accounts

Per cent of GDP

1985 1988

Current receipts
Non-interest expenditures

Primary budget balance
Net interest

General government budget balance

of which:
Central government

Social security

General government gross debt

27.9 32.3 37.2 39.1

31.3 36.5 42.8 42.6

-3.5 -4.2 -5.6 -3.5

-0.6 -4.3 -7.0 -7.1

-4.0

n.a.

n.a.

41.7

-8.6

n.a.

n.a.

58.9

-12.5

-12.6

0.1

84.0

-10.6

-9.8

0.4

95.0

B. Structure of expenditure and taxation

Per cent of GDP

GENERAL GOVERNMENT EXPENDITURE

1970 1980 1985 1988

Expenditure: total

Current consumption
Transfers to households

Subsidies

Fixed investment

33.0

13.2

12.8

2.0

3.2

41.9

15.0

14.9

2.9

3.2

50.8

16.7

17.9

2.8

3.7

50.8

17.4

18.2

2.5

3.5

2. TAX STRUCTURE

Italy EEC

1980 1987 1980 1987

Tax receipts 30.2 36.2 36.4 40.6

Income tax 9.4 13.1 12.4 13.7

of which:
Personal income tax 7.0 9.5 10.5 11.2

Corporate profits tax 2.4 3.8 2.5 3.1

Social security contributions 11.5 12.4 10.5 11.7

Taxes on goods and services 8.0 9.6 11.2 13.0

Sources: OECD, National Accounts; Revenue statistics of OECD member countries.
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Table M. Financial markets

1985 1988

Financial institutions plus insurance sector'

Sectoral employment over total employment (per cent)

Domestic net assets/GDP (per cent)

Structure of financial assets

Share of financial institutions' financial assets

in domestic assets (per cent)2

Share of Treasury securities in NFC total assets (per cent)5
Structure of NFC portfolios:

Deposits (as per cent of total NFC financial assets)
Corporate bonds (as per cent of total NFC liabilities)
Mutual fund shares (as per cent of total NFC financial assets)4

Structure of non-financial corporate liabilities5

NFC deb/equity ratio (per cent)
Short term2: Securities and mortgages

Other

Long term2: Bonds
Other

1.0

120.9

39.9

0.5

57.4

0.2

1.6

131.1

36.2

1.9

29.2

0.1

1.7

131.7

34.8

3.6

19.5

0.3

1.7

117.9

34.1

5.7

18.2

0.4

0.7 0.1 0.1

48.1 51.5 47.3 47.3

12.4 7.3 5.3 5.4

37.1 39.8 32.6 33.0

Debt (per cent of GDP)
Public sector

Domestic

Foreign

40.2

1.1

58.1

0.9

81.8

2.2

93.5

2.7

1. Banca d'ltalia, commercial banks, specialised credit institutions, finance companies, mutual runds, insurance companies.
2. Non-consolidated.

3. Including unincorporated enterprises.
4. Mutual fund certificates can be bought in Italy only by individuals and life insurance companies.
5. Excluding shares.
Source: Data submitted by national authorities.
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Table N. Labour market indicators

A. Evolution

Cyclical Cyclical

peak trough
1979 1982

1980

Standardised unemployment rate

Unemployment rate
Total

Male

Female

Youth1

Regional unemployment rates
North-Centre

South

Share of long-term unemployment2
Hours worked, 1980= 1005

7.6 8.4 7.5

n.a.

98.3

n.a.

99.2

n.a.

100.0

1988

11.3

7.6 8.4 7.5 11.8

4.8 5.6 4.7 8.0

13.1 13.9 13.0 18.6

25.6 28.0 25.2 34.5

7.7 9.1 7.6 7.7

10.9 13.0 11.5 20.6

56.8

103.3

B. Structural or institutional characteristics

1970 1980 1985 1988

Participation rate4
Global 59.5 60.8 59.8 61.2

Male 86.8 82.8 79.3 78.8

Female 33.5 39.6 41.0 43.9

Employment/population between 15
and 64 years 54.7 54.7 52.2 52.6

Part-time work5 n.a. n.a. 5.3 n.a.

Non-wage labour costs' 21.4 21.8 22.0 22.8

Government unemployment insurance benefits' 4.6 7.9 10.1 4.7

1970-80 1980-83 1985-88

Employment (yearly rates of change)
Total (persons) 0.6 0.2 0.6

Total (labour units) 1.0 0.5 0.9

Agriculture -2.3 -2.9 -2.1

Manufacturing 1 .0 -3.2 0.0

Services 2.7 3.3 2.0

of which:
Government 2.8 2.1 1.3

1 . People between 16 and 24 years as a percentage of the labour force of the same age group.

2. People looking for a job since one year or more as a percentage of total unemployment
3. Index of monthly hours effectively worked per worker in industry.
4. Labour force as a percentage of the corresponding population aged between 16 and 64 years.
5. As a percentage of dependent employment.
6. As a percentage of wages and salaries.
7. Unemployment benefits per unemployed worker as a per cent of compensation per employee.
Sources: ISTAT and OECD Secretariat.
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Table O. Production structure and performance indicators

GDP share (It of total) Employment share (ft of total)

1970 1980 1985 1988 1970 1980 1985 1988

Production structure (constant prices)

Tradeable goods and services

Agriculture
Manufacturing

of which:
Food, beverage and tobacco

Textiles, wearing apparel
and leather industries

Non-metallic mineral products except
products of petroleum and coal

Basic metal industries

Fabricated metal products, machinery
and equipment

Non-tradeable goods and services

Electricity, gas and water
Construction

Wholesale and retail trade, restaurants
and hotels

Transport, storage, communications

Finance, insurance, real estate
and business sector

8.8 6.6 6.3 5.8 10.8 8.0 6.9 6.4

26.8 31.9 31.2 31.7 42.1 43.7 37.7 36.9

2.8 3.1 2.8 2.8 3.1 3.1 2.8 2.7

4.7 5.2 4.8 4.8 9.7 9.1 7.9 7.8

2.1 2.4 2.0 2.1 3.2 2.8 2.4 2.8

2.6 1.6 1.6 1.6 2.0 1.9 1.6 1.4

9.2 12.0 11.8 12.1 14.6 17.0 14.4 13.5

5.3 4.4 3.9 3.8 1.6 1.6 1.7 1.7

12.6 8.4 7.0 6.7 15.4 10.7 10.0 9.4

20.2 20.8 21.1 20.6 14.0 15.4 17.7 17.9

5.2 5.9 6.1 6.5 7.8 8.8 9.5 10.2

21.1 22.0 24.4 24.8 8.4 11.8 16.5 17.4

Productivity growth
(Sector GDP/sector employment)

Average annual percentage growth

Industrial sector performance (constant prices)

Manufacturing

of which:

Food, beverages and tobacco

Textiles, wearing apparel and leather industries

Non-metallic mineral products except products
of petroleum and coal

Basic metal industries

	Fabricated metal products, machinery and equipment

1971-80

4.7

1981-85

4.9 4.1

4.5 2.3 4.3

5.0 3.4 3.2

6.4 1.7 -0.7

0.8 5.8 6.6

4.5 5.4 5.8

Source: OECD, National Accounts.
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BASIC STATISTICS:

INTERNATIONAL COMPARISONS



Units
Reference

period1
Australia

Population
Total	 Thousands 1987 16 249

Inhabitants per sq.km	 Number 2
Net average annual increase over previous 10 years .... % 1-4

Employment
Total civilian employment (TCE)2	 Thousands 1987 7 079
ofwhich: Agriculture	 % of TCE 5.8

Industry	 % or TCE 26.6
Services	 % of TCE 67.6

Gross domestic product (GDP)
At current prices and current exchange rates 	 Billion USS 1987 193.7
Per capita	 USS 11 919

At current prices using current PPP's3 	 Billion US$ 1987 204.9
Per capita	 USS 12 612

Average annual volume growth over previous 5 years ... % 1987 3.7

Gross fixed capital formation (GFCF)	 % or GDP 1987 23.8
ofwhich: Machinery and equipment 	 % of GDP 11.5(86)

Residential construction 	 % of GDP 4.7 (86)

Average annual volume growth over previous 5 years ... % 1987 1.7

Gross saving ratio4	 % of GDP 1987 20.3

General government
Current expenditure on goods and services 	 % of GDP 1987 18.2
Current disbursements'	 % of GDP 1987 35.0(86)

Current receipts	 %ofGDP 1987 34.7(86)

Net official development assista»» 	 % of GNP 1987 0.33

Indicators of living standards
Private consumption per capita using current PPP's3 ... USS 1987 7389
Passenger cars, per 1 000 inhabitants 	 Number 1985
Telephones, per 1 000 inhabitants	 Number 1985 540(83)
Television sets, per 1 000 inhabitants 	 Number 1985
Doctors, per I 000 inhabitants	 Number 1985
Infant mortality per 1 000 live births 	 Number 1985 9.2(84)

Wages and prices (average annual increase over previous 5 years)
Wages (earnings or rates according to availability) .... % 1 987 5.7
Consumer prices	 % 1987 7.0

Foreign trade
Exports of goods, fob*	 Million USS 1987 26 484

as % of GDP	 % 13.6

average annual increase over previous S years 	 % 4.4

Imports of goods, cif*	 Million USS 1987 26 964
as % of GDP	 * 13.9

average annual increase over previous 5 years 	 % 2.8

Total official reserves»	 Million SDR's 1987 6 441

As ratio of average monthly imports of goods 	 Ratio 3.4

* At current prices and exchange rates.
1 . Unless otherwise slated.

2. According to the definitions used in OECD Labour force Statistics.
3. PPP's - Purchasing Power Parities.
4. Grass saving Gross national disposable income minus Private and Government consumption.
5. Current disbursements - Current expenditure on goods and services plus current transfers and payments of property income.
6. Gold included in reserves is valued al 35 SDR's per ounce. End of year.
7. Including Luxembourg.
8. Included in Belgium.
9. Including non-residential construction.

Austria

24.1

0.17

Belgium Canada Denmark Finland

BASIC STATISTICS: INTE RNATIONAL COMPARISONS

France Germany Greece Iceland Ireland Italy

7 575

90

0.0

9 868

324

0.0

25 803

3

1.0

5 130

119

0.1

4 932

15

0.4

32 997

8.6

37.7

53.7

3 645(86)
2.9

29.7

67.4

II 954

4.9

25.3

69.8

2 630(86)
5.9

28.2

65.9

2 414

10.4

31.2

58.4

117.2

15 470

138.9

14 071

410.9

16 019

101.3

19 750

89.5

18 151

88.4

11 664

116.5

11 802

444.5

17 211

68.4

13 329

63.3

12 838

1.8 1.5 4.2 2.7 3.2

22.6

9.7

4.6(86)

16.3

7.0(86)
3.4

21.0

6.9(86)
6.4(86)

18.8

7.8

4.4

23.5

9.7

55

2.3 2.0 4.8 6.5 1.9

55 627

102

0.4

61 149

246

0.0

20 988

7.1

30.8

62.1

25 456

5.2

40.5

54.3

879.9

15 818

1 117.8

18 280

712.2

12 803

814.7

13 323

1.6 2.1

19.4

8.3

5.2

19.4

8.4

5.2

0.6 1.8

17.6 18.8 15.5 22.5 19.6 23.9

9 998

76

0.7

3 601 (86)
28.5

28.1

43.4

47.2

4719

63.6

6 363

1.4

17.4

7.1

4.6

-2.2

14.7

245

2

1.0

117(86)
10.3

36.8

53.0

5.3

21 813

3.8

15 508

3.1

18.8

6.5

3.5

15.2

3 542

50

0.8

I 068 (86)
15.7

28.7

55.5

29.4

8 297

26.7

7 541

1.8

17.4

9.4(86)
4.6(86)

-3.7

18.6

57 331

190

0.3

20 584

10.5

32.6

56.8

758.1

13 224

702.5

12 254

2.6

19.9

10.0

5.2

2.8

20.9

Japan

122 091

328

0.7

Luxembourg Netherlands New Zealand Norway

59 10

8.3

33.8

57.9

2 376.5

19 465

1 609.4

13 182

3.9

28.9

10.5(86)
5.0(86)

5.3

32.3

372

143

0.3

164(86)
3.7

32.9

63.4

16

6.0

138

5.5

14 705

4.0

22.6

9.0(82)
4.7(82)

0.8

56.5

14 671

432

0.6

5 135(86)
4.9

25.5

69.6

213.2

14 530

179.7

12 252

2.1

20.3

10.0

5.2

4.8

21.8

19.0. 16.3 19.5 25.4 20.7 19.1 19.8 19.5 17.7 18.0 16.7 9.6 16.7 16.1

46.6(86) 51.6(86) 43.3 (86) 53.4(86) 38.2 48.4 43.0(86) 42.9(86) 27.3 (86) 49.2(84) 45.2 27.4 (86) 45.3 (84) 54.0(86)
47.9(86) 45.0(86) 39.4(86) 58.0(86) 39.6 49.4 44.9(86) 36.6 (86) 32.1 (86) 43.3 (84) 39.3 (86) 31.3(86) 54.1 (84) 52.8 (86)

0.49 0.47' 0.88 0.50 0.74 0.39 0.05 0.20 0.35 0.31 0.10 0.98

Sources:

Population and Employment: OECD Labour Force Statistics.
GDP, GFCF, and General Government: OECD National Accounts. Vol. I and OECD Economie Outlook.
Historical Statistics.

Indicators of living standards: Miscellaneous national publications.
Wages and Prices: OECD Main Economic Indicators.

Foreign trade: OECD Monthly Foreign trade Statistics, series A.
Total official reserves: IMF International Financial Statistics.
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9.6
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9.7
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8.8
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21.4

7.0
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17.4

6.7

227 916

20.4
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5.6
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29.9

10.8
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46.8

5.9
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5.0(86)

4.1

23.4
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Portugal
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0.5
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42.3
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Spain
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289.2
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Sweden

8 399

19

0.2

4 337

4.2

30.2

65.6

158.5
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2.4
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8.8

16.4(9)
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Turkey
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2.2
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55.7

18.1
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67.4

I 296

220.9
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6.0
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0.08 0.06 0.88 0.31
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Kingdom
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20.9
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41.6(86)

0.28

United

States

243 915

26

1.0

112440

3.0
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69.9
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4.3
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7.6

5.0

7.0
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18.6
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0.20

Yugoslavia

23 410
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0.8

61.7(86)
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14.3(86)
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622(84)
346(86)
2.2

8.5(86)
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166(83)
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1.8(82)

17.8
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256(82)
3.4(86)
7.0(84)
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377
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2.5

6.8
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402
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337

1.4(84)
6.9
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EMPLOYMENT OPPORTUNITIES

Economics and Statistics Department, OECD

The Economics and Statistics Department of the OECD offers challenging and
rewarding opportunities to economists interested in applied policy analysis in an interna¬
tional environment. The Department's concerns extend across the entire field of economic
policy analysis, both macroeconomic and microeconomic, and it is also responsible for the
collection, processing and dissemination of a wide range of internationally consistent statis¬
tics. On the economic side, its main task is to provide, for discussion by committees of senior
officials from Member countries, documents and papers dealing with current policy con¬
cerns. Within this programme of work, three major responsibilities are:

- To prepare regular surveys of the economies of individual Member countries;
- To issue full twice-yearly reviews of the economic situation and prospects of the

OECD countries in the context of world economic trends;

- To analyse specific policy issues in a medium-term context for the OECD as a
whole, and to a lesser extent for the non-OECD countries.

The documents prepared for these purposes, together with much of the Department's
other economic work and its statistical output, appear in published form in the OECD
Economic Outlook, OECD Economic Surveys, OECD Economic Studies, the Department's
Working Paper series, and an extensive list of statistical publications.

The Department maintains a world econometric model, INTERLINK, which plays an
important role in the preparation of the policy analyses and twice-yearly projections. The
availability of extensive cross-country data bases and good computer resources facilitates
comparative empirical analysis, much of which is incorporated into the model.

The Department is made up of about 90 professional economists and statisticians from
a variety of backgrounds from all Member countries. Most projects are done by small
teams and last from four to eighteen months. Within the Department, ideas and points of
view are widely discussed; there is a lively professional interchange; and all professional
staff have the opportunity to contribute actively to the programme of work.

Skills ESD is looking for

a) Solid competence in using the tools of both microeconomic and macroeconomic theory
to answer policy questions. In our experience this requires the equivalent of a PhD in
economics or substantial relevant professional experience to compensate for a lower
degree.

b) Solid knowledge of economic statistics and quantitative methods; this includes how to
identify data, estimate structural relationships, apply and interpret basic techniques of
time series analysis, and test hypotheses. It is essential to be able to interpret results
sensibly in an economic policy context.

c) A keen interest in and knowledge of policy issues, economic developments and their
political/social contexts.



d) Interest and experience in analysing questions posed by policy-makers and presenting
the results to them effectively and judiciously. Thus, work experience in government
agencies or policy research institutions is an advantage.

e) The ability to write clearly, effectively, and to the point. The OECD is a bilingual
organisation with French and English as the official languages. Candidates must have
excellent knowledge of one of these languages, and some knowledge of the other.
Knowledge of other languages might also be an advantage for certain posts.

f) For some posts, expertise in a particular area may be important, but a successful
candidate can expect to be asked to contribute in a broader range of topics relevant to
the work of the Department. Thus, except in rare cases, the Department does not
recruit narrow specialists.

g) The Department works on a tight time schedule and strict deadlines. Moreover, much
of the work in the Department is carried out in small groups of economists. Thus, the
ability to work with other economists from a variety of professional backgrounds, and
to produce work on time is important.

General Information

The salary for recruits depends on educational and professional background but posi¬
tions carry a basic salary from FF 232 476 or FF 286 848 for Administrators (economists)
and from FF 334 584 for Principal Administrators (senior economists). This may be
supplemented by expatriation and/or family allowances, depending on nationality, resi¬
dence and family situation. Initial appointments are for a fixed term of two to three years.

Vacancies are open to candidates from OECD Member countries. The Organisation
seeks to maintain an appropriate balance between female and male staff and among
nationals from Member countries.

For further information on employment opportunities in the Economics and Statistics
Department, contact:

Executive Assistant

Economics and Statistics Department
OECD

2, rue André-Pascal
75775 PARIS CEDEX 16

FRANCE

Applications citing "ECSUR", together with a detailed curriculum vitae in English or
French, should be sent to:

Head of Personnel

OECD

2, rue André-Pascal
75775 PARIS CEDEX 16

FRANCE



WHERE TO OBTAIN OECD PUBLICATIONS
OÙ OBTENIR LES PUBLICATIONS DE L'OCDE

Argentina - Argentine
Cariai Hirsch S.R.L.

Galerie GQemel, Florida 165, 4e Piso
1333 Buenoi Aires

Tel. 30.7122, 331.1717 y 331.2391
Telcsram: Hirsch-Balres
Telex: 21112 UATE-A». Bef. s/2901
Telefax: (1)331-1787

Australia - Australie

D.A. Boot (Ami.) Ply. Ltd.
648 Whltchorac load (P.O. Box 163)
Vie. 3132 Tel. (03)173.4411
Tclex: AA37911 DA BOOK
Telefax: (03)«73.5679

Auatrla - Autriche
OECD Publications and Information Centre
4 Slmrockstrassc

5300 Bonn (Germany) Tel. (0221)21. 60.45
Telex; 8 86300 Bonn
Teletax: (0221)26.11.04

Gerold * Co.
Graben 31

WienI Tel. (0222)533.50.14

Belgium - Belgique
Jean ]>c Lannoy
Avenue du Bol 202
B-1060 Bruxelles

Tel. (02)531.51.69/531.01.41
Telex: 63220 Telefax: (02)538.08.41

Canada

Benouf Publishing Company Ltd.
1294 Algoma load
Ottawa, Ont. K1B 3WS Tel. (613)741.4333
Telex: 053-4783 Telefax: (613)741.5439
Stores:

61 Sparks Street
Ottawa, Ont. K1P 5x1 Tel. (613)238.8915
211 Yon(e Street
Toronto, Ont. M5B 1M4 Tel. (416)363.3171
Federal Publications
165 University Avenue
Toronto, ON M5H 3B9 Tel. (416)511.1552
Telefax: (416)581.1743
Les Publications Fédérales
1185 rue de l'Université
Montréal, PO H3B 1R7 Tel. (514)954-1633
Les Éditions La Liberté Inc.
3020 Chemin Sainte-Foy
Salnte-Foy, P.Q. G1X 3V6

Tel. (418)651.3763
Telefax: (418)658.3763

Denmark - Danemark

Munksgaard Export and Subscription Service
35, Nom Sogade, P.O. Box 2148
DK-1016 Kobenhavn K

Tel. (45 33)12.85.70
Telex: 19431 MUNXS DK

Telefax: (45 33)12.93.17

Finland - Finlande

Akatecmlnen Kirjakauppa
Keskuskatu 1. P.O. Box 121
00100 Helsinki Tel. (358 0)12141
Telex: 125080 Telefax: (3S1 0)121.4441
France
OECD/OCDE

Mail Orders/Commandos par correspon¬
dance:
2 rue André-Pascal

73773 Paris Cedex 16 Tel. (1)45.24.82.00
Bookshop/Librairie:
33. me Octave-Feuillet

75016 Paris Tel. (1)45.24.81.67
(1)45.24.81.81

Telex: 620 160 OCDE
Telefax: (33-1)45.24.85.00
Librairie de l'Université
12a. rue Nazareth
13602 Aix-en-Frovence Tel. 42.26.11.01

Germany - Allemagne
OECD Publications and Information Centre
4 Slmrockstrassc
5300 Bonn Tel. (0221)21.60.45
Telex: 8 86300 Bonn

Telefax: (0221)26.11.04

Greece - Grèce

Librairie Kauffmann
21 rua du Stade
105 64 Athens Tel. 322.21.60
Tclex: 211117 UKA Gr

Hong Kong
Swindon Book Co. Ltd
13-15 Lock Koad
Kowloon, Hone Kont Tel. 366.80.31
Telex: 50.441 5WINTDC
Telefax; 739.49.75

Iceland - Islande

Mal Moi Menning
Laugavegi 18. Fostholf 392
121 «eykjavik Tel. 15199/24240

India - Inde

Oxford Book and Stationery Co.
Scindia House
New Delhi 110001 Tel. 331.5196/5301
Telex: 31 61990 AM IN
Telefax: (11)332.5993
17 Park Street
Calcutta 700016 Tel. 240132

Indonesia - Indonésie
Pdii-Llp)
P.O. Box 269/JXSMG/8S
Jakartal2790 Tel. 583467
Telex: 62 875

Ireland - Irlande

TDC Publishers - Library Suppliers
12 North Frederick Street
Dublin 1 Tel. 744835/749677
Telex: 33530 TDCF EI Telefax : 748416

Italy - Italie
Libreria Commlsslonaria Sanson!
VU Benedetto FortinI, 120/10
Caiella Post. 532

50125 Fireue Tel. (053)645415
Telex: 570466 Telefax: (39.55)641257
Via Bartoltni 29
20155 Mllano Tel. 365083

La diffusions dclle pubblicazionl OCSE viene
asslcuraia dalie principal! llbrerie ed anche
da:
Editrice e Libreria Herder
Piazza Montcdlorio 120
00186 Bona Tel. 679.4628
Telex: NATEL I 621427

Libreria Hoepll
Via Hoepli 5
20121 Mllano Tel. 865446
Tclex: 31.33.95 Telefax: (39.2)805.2886
Libreria Scientific!
Doll. Lucio de Biasio "Aeiou"

Via Meravlill 16
20123 Mllano Tel. 807679
Telefax: 800175

Japan- Japon
OECD Publications and Information Centre
Landlc Akasaka Building
2-3-4 Akasaka, Minato-ku
Tokyo 107 Tel. 516.2016
Telefax: (11.3)584.7929

Korea - Corée

Kyobo Book Centre Co. Ltd.
P.O. Box 1658, Zwanf Hwa Moon
Seoul Tel. (KEP)730.71.91
Telefax: 735.0030

Malaysia/Singapore -
Malalsle/Slngapour
University of Malaya Co-operative Bookshop
Ltd.

P.O. Box 1127, Jalan Fantai Baru 59100
Kuala Lumpur
Malaysia Tel. 756.5000/756.5425
Telefax: 757.3661

Information Publications Pte. Ltd.

Pei-Fu Industrial Building
24 New Industrial Koad No. 02-06
Singapore 1953 Tel. 283.1786/283.1798
Telefax: 214.8175

Netherlands - Pays-Bas
SDUUItgcvcrij
Christoffel Plantijnstraat 2
Postbus 20014

2500 EA's-Gravenhage Tel. (070)78.99.11
Voor bestellingen: Tel. (070)78.91.10
Telex: 32416 itdiu Telefax: (070)47.63.51
New Zealand -Nouvelle-Zélande

Government Printint Office
Customer Services
P.O. Box 12-411
Freepost 10-050
Thorndon, Wellington
Tel. 0100 733-406 Telefax: 04 499-1733

Norway - Norvège
Narvesen Info Center - NIC
Bertrand Narvcscns vel 2
P.O. Box 6125 Ettcrstad
0602 Oslo 6

Tel. (02)67.13.10/(02)61.40.20
Tclex: 79661 NIC N Telefax: (02)61. 19.01

Pakistan

Mirza Book Agency
65 Shahrah Quafd-E-Azam
Lahore 3 Tel. 66139
Telex: 44186 UBL PK. Attn: MUZA BK

Portugal
Livraria Portugal
Kua do Carmo 70-74
1117 Lisboa Codex Tel. 347.49.82/3/4/5

Singapore/Malaysia
Singapour/Malaisle
Sec "Malaysia/Singapore"
Voir "Malalsle/Slngapour"

Spain - Espagne
Mundi-Prensa Libros S.A.
Castello 37, Apartado 1223
Madrid 28001 Tel. (91) 431.33.99
Tclex: 49370 MFLI Telefax: 575.39.98

Libreria Internaclonal AEDOS
Conselo do Ciento 391
08009 -Barcelona Tel. (93) 301-86-15
Telefax: 575.39.91

Sweden - Suède
Fritzas FackboksfSrctagcl
Box 16356. S 103 27 STH
Kegeringsgatan 12
DS Stockholm Tel. (01)23.19.00
Telex: 12317 Teletax: (08)20.50.21
Subscription Agency/Abonnemenu:

Wennenpon-Willlams AB
Box 30004
104 25 Stockholm Tel. (08)54.12.00
Telex: 19937 Telefax: (08)50.82.86

Switzerland - Suisse
OECD Publications and Information Centre
4 Simrockstratse

5300 Bonn (Germany) Tel. (0228)21.60.45
Telex: 8 86300 Bonn
Telefax: (0228)26.11.04

Librairie Payot
6 rue Grenus

1211 Geneve 11 Tel. (022)731.89.50
Telex: 28336

Madltec S.A.
Ch. des Palettes 4
1020 Kencna/Lausanne Tel. (021)635.08.65
Telefax: (021)635.07.80

United Nations Bookshop/Libralrie des Na¬
tions-Unies
Palais des Nations
1211 Geneve 10

Tel. (022)734.60.11 (ext. 48.72)
Telex: 219696 (Attn: Sales)
Telefax: (022)733.91.79

Taiwan - Formose
Good Faith Worldwide Int'l. Co. Ltd.
9lh Floor, No. Ill, Sec. 2
Chung Hsiao E. Boad
Taipei Tel. 391.7396/391.7397
Telefax: (02) 394.9176

Thailand - Thalande
Sukslt Siam Co. Ltd.

1715 Kama IV Koad, Samyan
Bangkok 5 Tel. 251.1630

Turkey - Turquie
KOltur Yayinlari la-Turk Ltd. Sti.
AtatSrk Bulvari No. 191/Kat. 21
Kavaklidere/Ankara Tel. 25.07.60
Dolmabahcc Cad. No. 29
Bcsiktas/lstanbul Toi. 160.71.11
Telex: 434S2B

United Kingdom - Royaume-Unl
H.M. Stationery Office
Oen. enquiries Tel. (071) 873 0011
Postal onlers only:
P.O. Box 276, London SW8 5DT
Personal Callers HMSO Bookshop
49 High Holborn. London WC1V 6HB
Tclex: 297138 Telefax: 071.873.8463

Branches at: Belfast, Birmingham, Bristol,
Edinburgh, Manchester

United Sûtes - États-Unis
OECD Publications and Information Centre

2001 L Street N.W., Suite 700
Washington, D.C. 20036-4095

Tel. (202)785.6323
Telex: 440245 WASHINGTON D.C.
Telefax: (202)785.0350

Venezuela
Libreria del Este

Avda F. Miranda 52, Aptdo. 60337
Edificio Gallpan
Caracas 106

Tel. 951.1705/951.2307/951.1297

Telegram: Ubreste Caracas

Yugoslavia - Yougoslavie
Jugoslovenska Knliga
Knez Mlhajlova 2, P.O. Box 36
Beograd Tel. 621.992
Telex: 12466 jk bgd

Orden and Inquiries from countries where
Distributors have not yet been appointed
should be sent to: OECD Publications
Service, 2 roe Andre-Pascal, 75775 Paris
Cedex 16.

Les commandes provenant de pays où
l'OCDE n'a pas encore désigné de dis¬
tributeur devraient être adressées A : OCDE,
Service des Publications, 2, rue André-
Pascal, 75775 Paris Cedex 16.
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