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1. Origin ~d Nature .<?L.~. Vanoni___!~ 

The "Vanoni Plan" was announced in 1954 at a junc·ture in Italy• s post

viar economic history when two very ilnpor·i:iant factors vrere leading to a situa

tion which called for special attention. The first of t!1ese was the approach

ing exhaustion of several elements which had in the preceding years eased 

Italy's path tov-rard economic reconstruction. Three such elements were es

pecially significant. First, the availability of unutilized industria.l ca

pacity, -vrhich had so far perrni tted substantial increases in production 1d thout 

a corresponding growth in L."lvestment, was heLceforth reduced to normal dimen

sions. Secondly, agriculture which had been able to make exceptional progress 

through the rapid introduction of teclmical improvements the exploitation of 

· 'tvhich had been delayed by the 111ar ·Has likewise now reduced to the normal pace 

of development. And finally -- vrhat was perhaps still more important -- it 

was no longer possible to rely on large-scale foreign aid. It followed rather 

obviously from these three changes in conditions that if economic progress was 

to continue at the same pace as in the immediate past, the volume of invest

ment would have to be larger than in the past. 

The second factor which had bee ome unmistakeably apparent was the.t the 

impressive postwar development, which had brought industrial production in 

1954 to almost t1-1ice the preva·ar level, was leaving largely unsolved the big 

structural problems that had characterized the Italian economic scene ever 

since the time -- almost a century ago -- of the country's political unifica

tion. 

The failure to solve these problems was reflected in the persistence of 

two phenomena of serious social and political concern. One was heavy unemploy

ment. The other was the wide discrepancy in economic conditions between the 
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South on the one hand and the rest of Italy on the other. 

It was clear that no solution could have been reached otherwise than 

through a more rapid process of economic development. But the intensification 

of that process just at a time when the favorable conditions to which I have 

referred were di.mini.shing in strength, confronted the cotmtry with a task 

which demanded the adoption of a more determined attitude on the part of the 

Governmento Nore precisely it 11as necessary that, starting out fro.'n a clear 

understanding of the terms of the problem, the State should take action cap

able of setting the economic s--.rstem moving toward a better balanced income 

and employment structure., 

According to the Vanoni Plan the goals at which such action had to aim 

were three: the first was full employment of the country 1s labor force. The 

second was closer economic equality between the industrialized North and the 

poor agricultural South. And the third was balance of payments equilibrium. 

The two problems of unemp:!.oyment, and the economic backwardness of the 

South, are so closely connected as to represent in large part two aspects of 

one and the same problem of structural disequilibrium.. Indeed, the attain

ment of a high and stable level of emplo~r.ment is conceivable in Italy only in 

a situation in which the ecm1omic disequalities between North and South have 

in large part at least been removed. 

With this necessity in mind, the Plan traces the main lines of economic 

policy which would need to be followed in the ten-year period 1955-64 with a 

vie'tv to achieving full utilization of the Italian labor force. 

The document foresees that during the ten years 1955-64 employment will 

need to be found in Italy for 3.2 million additional labor units, while a 

further 0.8 million are taken off the labor market by emj.gration. It is 
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presumed that all of the add1.tional domestic employment has to be created in 

j.ndustry and in the tertiary activlties. And the additional employment would 

represent 31% of the 1954 employ-:nent figure for those sectors a 

On the supposition that the developments envisaged in the "Plan" ac

tually come to pass, the Central-Northern al"ea, taken by itself, ought to pre

sent in 1964 the characteristics typical of a highly industrialized count~J 

with only 18% of its gross inco!ne deriv-ing from agriculture and as much as 

45% deriving from industrial activity. 

But it is first and foremost the st1~cture of tr~ economy of the South 

which ought, in accordance with the goals set by the "Plan", to change most 

narkedly. Thus, while in 1954 43% of the income of the South was derived from 

· agricul tu.re, and 57% from industrial and tertiary activities combined, in 

1964 -- assuming that the employment aims of the "Plan" u-rere reached -- the 

proportion of income derived from industrJr and the services wmlld have to 

have risen to 76%. And this is after making allowance for emigration from tha 

South to the North and abroad of 1.1 million workers. 

Special notice should be taken of the last of the tl~ee aims of the 

"Plan" -- that of attaining balance of payments equilibriUill. The intention 

is that this should be achieved 1-1hile preserving a high degree of liberaliza .. 

tion of imports and a high volume of fore:.gn trade, and not by resorting to 

restrictive policies. 

1rJith the three aims in mind, the "Plan" adopts certain assmnptions about 

three important parameters of the problem: first, the capital that would be 

required for the dual purpose of providing jobs for workers not yet emplqyed 

and of raising the productivity of those already emplqyed; secondly, the pro

ductivity of the capital used for these ends; and thi~, the proportion of 
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national income which it was reasonable to ass1.une might be allocated to in

vestment purposes. The conclusion art·i ved at on the basis of these aims and 

assumptions was this: a necessary, though certainly not sufficient condition 

for reaching the aims vdthin ten years was that the national income should in

crease at an average annual rate of not less than .5%. The "program" indi

cated the movements in consumption, investments, exports and imports that 

might be considered compatible with the desired deve:!.opment pattern41 Particu

lar emphasis was laid on the point that it would be necessary to increase the 

proportion of income devoted to investment purposes. It was estimated that 

gross investment would need to rise from 20% of gross income il1 1954 to 25% 

at the end of the ten-year period, an increase which implied that the rise in 

consu..TTlption (50%) v-;ouJ.d have to be less than that in income (63%). 

The "program·u did not prescribe specific measures of econD!-nic policy, 

apart from declaring that it was a government responsibility to reach, or 

cause to be reached, certain aims in the sectors in which State intervention 

had long been customary in the Italian economy~ These sectors were agricul

ture, public utilities, and public works. Intervention in these sectors was 

to be what was called in the "Plan" propulsive or, that is, action intended 

to stimulate private investment activity of the volume and pattern which the 

"Plan" required. 

Direct guiding action on the part of the State was also envisaged in 

two other sectors: building and reafforestation. The investments in these 

sectors were, however, to be complementary to the "propulsive 11 investments, 

in the sense that the State would seek to speed them up or slow them dov-na 

according as the general development process was in need of an accelerator or 

of a brake. The relevant sectors were for this reason called "regulatory" 

sectors. 
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But, by their nature, neither the 11propulsive 11 nor the "regulatory" 

sectors could be expected to provide any considerable number of additional 

permanent jobs. These would for the most part have to arise in the other 

sectors as an effect of the additional investment opportunities opened up to 

private enterprise by the economic policy which I have just described. Taese 

sectors are not, in reality., completely private, since part of Italian in

dustr.1 is State-owned. Nonetheleas it was not intended, according to the 

"Plan71 , to entrust special tasks to public enterprise. The document merely 

observes that, vdth a view to the realizcttion of the "Plan's" aims, invest

ments in State-owned industries might "to whatever extent v-ras necessar:>r, sup

plement private investments where these proved inadequate in regard either 

to volume or to loca-tiontt. This is an ilTlportant point to which I shall return 

latere Let me first try to show how the results reached by the Italian econ

crrry, in the three years 1955-57 1-1hich have elapsed -- or almost -- since t.he 

'!Plan" was formulated, compare with the targets that were defined by the 

"Plan". 

2. Results of the Plan in the First Three Years 

It is generally admitted that developments in the Italian econom.y dur

ing the three years have in rna~ respects been better than those envisaged in 

the "Plan". The annual rate of growth of income in real terms has on the 

average been just a little higher than the 5% indicated in the 11Plan11 • And 

the absorption of labor, and the improvement in the balance of payments posi

tion, have been more or less in line with the figures of the "Plan" as re

gards the broad totals, even if the composition of the totals has been differ

ent. The point where the results have been poorer than was hoped concerns 

the reduction in the economic disparity between North and South. According 
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to the latest estimates, total income has grown at about the same rate in the 

South as in the North. This is a result which is not without its positive 

side, as is evident when we remember that the j~ro1strialized North, aided by 

the world boom, has been going ahead at a very rapid pace, while the economy 

of the South, which is still predominantly agriculttU·al, has felt the effects 

of the boom only to a limited extent and has at the same time suffered con

siderably from crop damage due to bad weather$ 

Thus it is a sign of the success of the development policy initiated in 

the South in 1951 -- with the foundation of the Cassa per il !~zzogiorno -

that it was possible to compensate for two important forces tending to aggra

vate interregional disequilibrium in the past three years, and to induce, 

perhaps for the first time after many decades, equal rates of income growth 

in the two regions. 

It must nonetheless be observed that the "Plan", just because its ob

ject 'tvas to reduce the existing disequilibrium, looked toward a rate of income 

grcv.rth in the South substantially higher than that in the North. The precise 

figures aimed at were 4% for the :~orth and 8.1% for the South. This result 

did not come to pass; nor can it do so until the policy of intervention 

succeeds in creating in the South an independent development mechanism with 

its own motive force, in place of one which, as at present, is largely de

pendent on continuous Government actian. 

It should be added that alhtough labor was absorbed at a rate which for 

the country as a whole was even slightly higher than that envisaged by the 

"Plan", this result was the consequence of heavier emigration than had been 

foreseen. The rate at which domestic employment rose, though higher than 

previously, was still below the desired rate. And the improvement in the 
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balance of payments position is due to large increases in receipts from the 

invisible items, 'tvhile the balance of trade still shows a considerable de

ficit. An important point to notice is that, :in the wake of the liberaliza-

tion policy which Italy had followed in the foreign trade sector, and of which 

the 11 Plan" had reaffirmed the desirability, the volume of imports rose during 

the three years at an annual average rate of about 14%, as against an average 

rate of growth of income of 5.5%. At the present stage, the elasticity of 

imports with respect to income is thus very high in Italy: it is 2e6. Des-

pite the growth of exports the deficit in the balance of trade is still, as 

I have said, substantial. As the Ninister of Foreign Trade, Drl) Carli, re-

cently stated in the Senate !(, this means that Italy mu.st make still greater 

efforts to render her products more competitive in vJorld markets. 
~ 

The experience of almost three years as it ap?ears from the movements 

which I have just described shotrJs that general economic progress on a scale 

as massive as acything yet seen in the histo~J of Italy, cannot be a sub-

stitute for an economic policy which is direct~ inspired by the aims of the 

"Plan". The boom has introduced into the Italian economy powerful additional 

impulses which were not envisaged in the "Plan", and which have promoted, es-

pecial~ in the industrial sector, high rates of increase in investment and 

income. But the regional distribution of this advance has not been that for 

which the "Plan" allowed. And, what is still more serious, experience con-

firms that even prolonged boom conditions are incapable, by themselves, of 

promoting a development mechanism in the South strong enough to raise the 

living standards of the population to the extent required. 

There was a clear realization of this fact in Italy<> But in the phase 

of intense economic activity through which the Italian economy was -- and still 

!( Closing speech in the debate in the Senate on Italy's foreign trade 
position, 9th July, 1957. 
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is passing -- it would not have been possible at one and the same time to do 

all of three things, i.e.: 

(a) to maintain monetary stability, 

(b) to let productive activity expand freely under the impulse 
of the boom, and 

(c) to increase public investment of the so-called "propulsive 11 

type thl~ough a policy of deficit spendingo 

Since point (a) is beyond discussion, the question was to decide betv1een 

(b) and (c). -~d (b) was preferred. n1at is to say it was thought best not 

to h~~der the spontaneous expansion of productive activity. And, in order to 

facilitate the financing of this expansion, ~"1. effort was rnade to keep detm 

the budget deficit by keeping dovm public expenditure. At the same ti.."Tle, a 

new law has been passed in order to supplement the effects of public ~~endi-

ture by provisions designed to encourage industrialization in the South and 

thus to channel a larger Share of the benefit of the boan toward that area. 

3. The Aims of the Plan in the Light of Italy's Participation in the European 

Common Narket 

A policy which aims at solving the basic problems of the Italian econ~ 

has now to deal 1dth a new situation in consequence of the caning into force 

of the Treaty establishing the European Cammon ~~rket. Indeed ItalJr's posi-

tion as a signatory of this Treaty raises the follo'if....ng question. How do the 

aims of the Vanoni Plan link up 1-rith the aims which must guide our economic 

policy now that it is dominated, as it must be, by the process of Europe~~ 

economic integration? 

In attempting to answer this question, the first point to keep in mind 

is that the Vanoni Plan places equal emphasis on two objectives both of which 
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imply an acceleration of the rate of capital accumulation: the first is to 

raise productivity per head and the second is to increase employment. The 

necessity for this is obvious as soon as we compare Italy's position with 

that of other countries, whether they are at a high or a low stage of economic 

development. 

It is a familiar fact that in the highly developed cour.~.tries, net.v saving 

is almost exclusively devoted to raising the producti~~ty of the existing 

labor force and not to creatj.ng additional employment. This is because, prac~ 

tically speaking, the -vrhole of the labor force of a h..igbly developed cotmtry 

is already provided with capital equipment conforming to modern standards, 

and the need for equipping additions to the labor .force is limited to t-rhat 

is required by the natural increase in the population, an increase which is 

often relatively small. In underdeveloped countries, on the other hand~ the 

labor force, because of the inadequacJr of the capital stock, is far from 

being fully employed. In such circumstances the aim of maximizing income is 

often satisfied by maximizing emplqyment even at levels of productivit.1 lower 

than those prevailing in highly developed countries and by giving customs 

protection to the productive ~Jstem so as to allmv it to survive alongside 

other offstems which, because better endowed with capital, can produce at 

lower costs. 

Now in Italy it will be necessary, for a number of years, to drive to

ward both aims: that which is ty-pical of highly developed countries, and which 

consists in raising productivity to the maximum lev~ls allowed by the most ad

vanced techniques and most modern organizational methods; and that which is 

typical of economically backvJard countries, a..."1d which is represented ~J the 

creation of additional employment, far in excess of Hhat would be required 
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merely by the natural growth of the Italian population. The necessity of 

accomplishL~ with equal urgency these two tasks derives from Italy's poverty 

in natural resources in relation to the volume and structure of existing re

quirements and to any future growth of those requirements. 

In fact, as I said earlier, every increase in income and employment 

leads to a more than proportional increase in :imports of raw materials and 

foodstuffs. Hence the need for hec::vily expanding industrial exports, and for 

preserving, in Italian industry, a high degree of competitiveness on inter

national markets. In short, a policy a:llaed at reaching fuller employment 

cannot succeed in Italy unless the competitive capacity of her industr,y is 

great enough to earn the foreign exchange which will finance an increased flow 

of imports of raw materials and foodstuffs sufficient to satisfy the additj~on

al demand of the newly emplqyed. 

vfuat then does the formation of a European Common Market mean for Italy? 

It means essentially that certain increases in productivity M~st be reached 

by certain precise dates. For, if the European Cointilon Harket has got to be 

achieved within the period 1971 to '73, it is necessar.y that the average pro

ductivity of the employed labor force in Italy should by that time have reached 

a level not far short of the rest of the area of the Cammon ~hrket. 

Now the Vanoni Plan presupposed that the tariff system would remain as 

it now is. 

But this prospect is l1enceforth excluded since the Rome Treaty implies 

the immediate adoption of a policy of gradual tariff reduction. It thus 

places the Italian econam.y -- probably from as early as 1958 an -- in situa

tions which will year after year be increasingly dissimilar from those imagined 

in the now distant days of 1954, when the Plan was dratm up. .Among other 
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things, the Rome Treaty foresees that the year 1961 should mark the end of an 

intermediate stage after which the process of integration so far accomplished 

would be jointly reviewed by the s:ix countries. This stage falls, it may be 

noticed, entirely within the period of the Vanoni Plan, and thus necessitates 

at a date not ver,y far off a reconsideration of the Plan itself. In fact the 

Plan is going to be reviewed by the Committee of Experts appointed to advise 

the Governw~nt on its implementatio~ 

1-Jh.a.t the results of such a review are likely to be cannot be predicted 

at the present early stage when the Treaty is still awaiting ratification. 

But what I have said so far seems to justify two important conelusions. First, 

the lines of economic policy which are appropriate to the purpose of gradually 

inserting the Italian econolt\Y into the European !1a.rket, certainly do not con

flict with the lines of the Vanoni Plano On the contrary, they must represent. 

an extension of those lines. Secondly, there are large additional capital 

requirements due to the necessity of raising the canpetitiveness of Italian 

industry to the point where its products can be offered on equal terms with 

those of the other countries of the European Harket, countries in which the 

process of capital accumulation has in the past been more intense than in 

Italy. It may also be observed that Italy's capital needs are in any case 

larger than was foreseen in the Plan, because technological progress is in 

fact proceeding at a quicker pace than the Plan assumedu 

In considering the problem of how the greater capital needs per head 

of the emplqyed labor force are going to be met without sacrificing the aim 

of reaching approximately full emplqyment by 1964, three prospects are rele

vant. First, it appears likely that the total capital burden will be light

ened by larger emigration. This, as I remarked, has already been proceeding 
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at a faster rate that the Plan envisaged, and may rema~ at the present high 

level, or even rise further, if labor mobility within the area of the European 

Connnon Harket is really increased.. Second..1y, the proportion of gross income 

saved in Italy has moved up during the past three years about as the Plan 

foresaw and, if adequate policy measures are taken, it is possible that the 

level of domestic capital formation which the Plan aimed at reaching by 1964 

may in fact be attained some years earliere lrJhile these tvto developments may 

help to reduce the capital gap, it will doubtless still be necessaey to look 

for part of the solution from a third source: that of capital :imports. The 

original Plan relied upon these to make a relatively small contribution to the 

total capital needs, and one which diminished gradually as time went on until 

it reached zero :in 1964. It now appears that the movement toward equilibrium 

in the balance of payments on cun""ent account will have to be slowed dow.a. 

But here too the :EUropean Conunon Narket opens up ne1v possibilities. At the 

same time as it facilitates the emigration of Italian workers, it may rnake it 

easier for the Italian ecm1~ to draw upon foreign capital. 

On the whole, European economic integration is bound to accelerate the 

process of structw.al change which is already going on in the Italian economy 

at a rapid pace. An idea of vmat this implies is given by a consideration of 

the change ,;-Jhich will probably have to take place in the agricul tura.l sector., 

vJith:in the European ~anomie Community taken as a whole 27~b of the labor force 

is employed in agriculture (in the United States the percentage is 18 and in 

Great Britain 5). The figure of 27% is, however, an average of very different 

situations. Broadly speaking, 1ve can divide the area into three regions with

in each of which conditions are fairly homogeneous, but betvTeen which they are 

ver.y differm~t. ~nus for 1iestern GermaQY and the Benelux taken together the 
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figure is 18%; for France and Northern Italy it is 31%; and for Southern 

Italy -- if we include the unemployed and underemployed who press on the 

labor market in ways analogous to those of the excess agricultural popula-

tion -- it is 60%. 

Now if we suppose that industrial activity within the EUropean Corrnnunity 

expands, as a result of integration, to an extent sufficient to bring down the 

agricultural population of the area from the present 27% to 20% -- which is 

the figure today in '\/Testern Germany -- 6 million workers or more would have 

to shift from agriculture to other sectors. And the major contribution to 

this movement among the active population would have to be mada by Italy, 

since she accounts for about 40% of the present agric~tural labor force of 

the Community yo 
The few figures I have just quoted make it clear that Italy's economy 

is bound to be put under particularly hea~r.r strainJ but that, at the same 

time, it will be very radically transformed by the process of forming the 

Common Har!~et. 

In short the Conunon l1ar!-cet appears to the Italian view with two faces. 

On the one side it presents Italy with an essential condition for economic 

development. For the welding of her economy into the larger market will be a 

strong stimulus to the attainment o~ higher levels of productivity than could 

have been reached within the limits of the narrow national market. Certain 

of our more rapidly. advancing industrial groups have in fact already reached, 

or are in sight of reaching, production levels which are beyond the absorp

tion capacity of the domestic market. For these groups the European market 

!7 It may be recalled that the Vanoni Plan envisaged for the Italian econam,y 
alone and merely for the ten-year period 1955-64 the shift of a million 
persons from agricultural to non-agricultural activities. 
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thus opens up devel0pment opportunities for which they would search in vain 

in the domestic sphere. Even Italian agrj.cu1ture may find it possible, in 

consequence of the wider market, to move toward greater crop specialization 

and higher productivity. 

But these development possibilities could not be fully exploited in the 

absence of policy measures of the kind to which the Van.on.i Plan pointed as 

a means of strengthening the weaker groups in the Italian economy. If ade

quate measures are not taken, the Common l1arl:et, instead of being an instru

ment for promoting economic development -- as is its natural function ·-- may 

become a retarding inf::..uence. All of us are aware of the danger tr~t the 

bringing into contact of economies at ver.1 unequal levels of development may 

set workL~ mecl1anisms w~ich tend -- unless they are corrected by appropriate 

policies to make the inequalities greater li1stead of smaller. 

It is difficult to foresee what type of policy uill be pursued. It 

seems likely, however, that -vre shall be confronted with two conflicting con

ceptions. The first, of vrhich Germany will probably be the leading exponent, 

expects integration to follow smoothly from the gradual bringing into contact 

with each other of the individual economies. The second conception sees the 

building up of the Cammon Market as requiring a series of measures of corrwon 

economic policy agreed to by all the six countries, measures specifically 

aimed at converting the existing productive systems into so many sections of 

a single and organic community system. It is this conception which is the 

more appropriate to Italian conditions, and VJhich, by giving the greater 

promise of a rapid approach to full emplqyment and a high rate of income 

growth, is in the best interests of the European Community as a whole. 
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4. Increases in Productivity and Expansion of Empl~1nent - ·· ........-.... . . ·- .....---

H~T near Ita.ly can come to the aims of the Plan with the aid of ad-

ditional domestic sauings, and imports of foreign capital, will largely de-

pend on the manner in -vrhich productivity increases are distr-ibuted over the 

economic s.ystem. This distribution problem is, we may say, ccmmon to all 

economic systems. 'Thus it cou.fron.ts today a number of indus.f:,rialized coun

tries whicl1 are experiencing sev-ere inflationary pressure because "!:.hey have 

not found a satisfactor,y way of relatL~ increases in income to increases in 

productivity. And it confronts underdeveloped countries, which meet 1-1ith 

gro~~g difficulties of this kind as new contingents of workers move out of 

agriculture, where productivity is low and improves slowly, into industry 

where prodl~tivity is usually higher at the start and also improves more 

rapidly. 

The situation in Italy, given the heav.y unemployment and the high pro-

portion of the employed labor force 'tvhich is engaged in agriculture, may be 

likened more to this second type than to that of the industrialized countries. 

On the other hand, the fact that a considerable industrial labor force al-

ready exists in Ita~ renders the consequences of errors in wage policy more 

serious there than in other countries that are at a less advanced stage of 

development. 

Let us consider v1hat are the effects in the Italian economy of a wage 

poli~ based on the principle of allowing wages in the sectors where produc-

tivity is increasing most rapidly to rise in proportion to the gro1vth in 

productivity. 'The wage rise in the relevant sectors will inevitably spread 

to others, and vrlll cause aggregate demand to move in a manner which is not 

in harmony vri th the policy of the Vanoni Plan; in a manner, that is, which 
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fails to give suf"ficient benefit, or probably even does hann to important 

groups, or sectors, of the econam,y. This is because the adjustn~nt of prices 

to the new cost structure is imperfect; m1ing to price rigidities. Particu

larly insensitive are many agricultural pri.ces, the prj.ces of the products of 

artisans and small industry, and certain "political" prices. Even lvithin a 

single, rapidly advancing sector, difficulties may arise because of the exist

ence of a uide variety of producti ... Jity levels in that sector. Those units 

vihich are at the lower end of the scale may be pushed out of the market by the 

wage increases; and in this way capital equipment 11hich could otherwise be 

used may be made redundant. Finally the unemplqyed will be harmed both be

cause of the rise in the cost of living and because of the effect of the wage 

. rise on the pace of capital formation. I shall return to this last point in 

a moment. 

In face of these considerations, Italian policy has recently followed 

the line of seeking to prevent the cost of labor from rising in proportion 

to the increase in productivity. In this way, it aims not only at keeping 

the general price level from rising, but also at raising the share of the 

weaker groups in the productivity increase that is realized in the more rapidly 

advancing sectors. A policy which limits the rise in the cost of labor in 

the most progressive sectors aids the vTeaker groups in two "tvays. The first 

is through a lowering of the prices of the products of the stronger sectors. 

The second is through the additional capital formation which the policy makes 

possible, and which is of special benefit to the weaker groups. 

The extent to which the weaker sectors benefit in the first way (i.e., 

from an improvement in their terms of trade with the strong sectors, through 

a reduction of prices in the latter) depends, given the stability of the cost 
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of labor, on the degree of competition in the strong sectors. This may be 

influenced by factors which are independent of government action as well as 

by specific measures taken by the government for the purpose. 'lhe government 

is at present giving its attention to possible measures of this kind. One 

prospect which is already clearly in -rlew is connected with the reduction of 

custow.s duties under the Treaty of the European Common Market. The com.ing 

into force of the Treaty will L~ any case tend to r aise the degree of com

petition. But, since the Treaty lee.ves a certain margin of flexibility in 

tariff regulation, it will be open to the government to consider :1ow and 

where it should adapt the rates of duty to this object of prcmoting more com

petitive conditions in partict,.lar industries. 

Failj.ng an inC'l·ease in the degree of competition, the proportion of the 

proch:cti .. Jity increase ~;hich :-1ill be passed on to the weaker sectors vdll, of 

course, be smaller than othe~dse. But even in this case, the higher profits 

in the progressive sectors may indirectly lead to an improvement in the real 

income :!..evels of the weaker sectors. They may do so either by providing ad

ditional self-finance -- and thus lea~-ng free ~or investment in the weaker 

sectors funds which the strong ones would otherwise have demanded from the 

capital market -- or by raising the volume of funds which the State, by taxa

tion or other means can channel into public investments or government-guided 

investments. 

A phenomenon to which I would draw special attention in the Italian case 

is the inequality, to which I have referred, of productivity levels between 

di.fferent :p:r·oducing units within one and the same sector, even Hhen this is 

what I have called a strong sector. Some of these units are not only on a 

lower productivity level than the more advanced ones, but are able to raise 
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that level less fast. Only if the rise in the cost of labor is kept within 

narrow limits, can thes(3 uea!~er units survive without har..J.Dg to make large 

additional capital investments which -v;rould constitnte an extra drain on na

tional savings. The importance of enabling the weaker units in tne strong 

sectors to survive is the more apparent 1-1hen we consider that the productivity 

levels of these 1xnits are higher than the levels prevail1ng in the other sec

tors. The phenomenon of tmequal p:"'oductivity leve:i..s within sectors which at 

present exists in Italy is partly the consequence of a prolonged and rapid 

expansion of demand in conditions of capital scarcity, CQmbined in some cases 

with a decline in for-eign competition. It cannot be the a.im of Italian econ

omic policy to reduce this inequality by means which would imply raising the 

. average capital-intensity of the system as a whole be~rond the level -v;rhich is 

compatible with the objective of providing jobs for the unemployed and urlder

employed. 

The future of large sectors of the Italian economy depends on the policy 

which I have just described. A..~ong them are a large part of agriculture, the 

major part of artisan activities, and those parts of other sectors which would 

not be able to meet the financial and teclmical requirements of increased 

mechanization. And not least to gain would be the public finances, which 

would benefit from larger tax revenues, lower interest rates for borrowing 

on the capital market, and l~;er costs of the capital goods required for pub

lic investment projects. 

I may sum up this part of my lecture by saying that Italy's wage policy, 

which is directed t01tJard limiting the rise in the cost of labor, aims simul

taneous:y at several objectives of fundamental importance: 
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(a) at guaranteeing monetary stability, 

(b) at promoting faster capital accumulation, and 

{c) at influencing the distribution of the new capi-tal so 

as to raise the proportion that is used for expanding 

employment, and to keep capital-j_ntens:tve inYestraents 

within the limits that are appropriate to the conditions 

of the Ita:ian labor market. 

It should be noticed too that the pursuit of taese aims will entail 

action designed to increase the degree of competitiveness of Italian industry, 

or, at least, to control the effects of monopolistic positionso 

5. The Industrialization of the Hezzogiorno within the F-J."'ame"t-rork of Present. 

Italian Economic Policy 

As I have indicated the Italian econonw is faced with a series of struc

tural problems the solution of some of which may be partly in conflict with 

the solution of otherse Thus we have, first of all, the problem of securing 

increases in productivity all over the economy 't-rithin a framework which it is 

intended, should remain basically that of a free market econ~. At the same 

time we must accelerate the rate of absorption of the unemployed, and this is 

a task which requires a measure of Government intervention. Further we have 

the problem of harmonizing the policy of trade liberalization and tariff re

duction with a poli~ of aiding the development of industrial activities in 

a region -- the South -- which is inhabited by nearly 40% of the Italian 

population, and which provides between 60 and 70% of the current natural in

crease. And finally we have to provide for L~creased capital formation in 

a situation where there alreaqy exists a deficit in the balance of payments 
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on current account which exceeds the possibilities we can contemplate in the 

near future of foreign capital imports. 

In face of the necessity of reconciling these requirements:~ it is worth 

considering the main types of economic policy in relation to the Italian 

situation. 

As regards a policy of complete non-intervention on the part of the 

Government the verdict is clear. 

situation is generally ad~tted~ 

Its inadequacy for deal~1g with the Italian 

A second type of policy -- that of raising 

effective demand, or what is usually called a "!{eynesian policy" is inapplic

able to the Italian situation, as the Italian monet~ autho~ities have 

rightly maintained ever since 19h8/49. This is because in Italy the U.11employ

ment does not come :t:rom a slowing down of the economic machine, a slowing 

dmvn which leaves temporarily unutilized some part of the existing stock of 

capital. It comes from a lack of balance between the available stock of 

capital and the labor force, a lack of balance which is made more serious 

by the fact that it is concentrated in a particular geographical area., And 

this situation can be corrected only by speeding up the process of capital 

accumulation in the area concerned, and not by the mere expansion of aggregate 

money demand. 

A third type of policy, of which the Cassa per il Mezzogiorno has been 

the principal instrument since 1951, consists in measures of intervention 

designed to facilitate economic development in the backward areas through the 

buildjng of the so-called infrastructure, through investments and other im

provements in agriculture, and through the granting of incentives to indus

trial investment. 
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This type of policy, which in ItaJ.y has been cal].ed a "pre-industrial

ization" policy, 'tvas probably the only one which could have been followed in 

the situation of 1950/51, when the Government took the decision to assume 

heavier responsibilitJes in respect of the economic development of the South. 

But it cannot by itself counter-balance the tendency for industrial develop

ment to be concentrated in the North. Its inadequacy depends on the fact 

that the process of capital formation necessary for a sclution of the Southern 

problem cannot be obtaL~ed othe~vise than vdtllin the framework of the develop

ment process of the entire Italian econo~. The existence, to which I re

ferred earlier, of a partial conflict of aims means that it is oruy through a 

broad vision of the problem that the whole complex of aims can be approached 

in t!le most ec onomio.al mam1er. 

It was to this need for a general development policy that the Vanoni 

Pla,n -- dralm up in the second half of 1954 -- respondedo Essentially the 

Plan looks toward a form of govermnent action which is now usual in almost 

all countries that are industrializing. This action stems from the idea that 

when an autonomous mechanism of economic development is lacking, the State 

must establish, in the form of a definite program, the lines of development 

which it wants to follow, the volume and pattern of the investments which are 

required, and the economic policy w~ich is necessar,y if such investments are 

to be realized. 

Such a policy must, if we want to preserve and expand a free market 

econom.y, conform to two principles. On the one side, it is necessary to en

courage private enterprise. On the other side the State, since it has to 

ass~~ the over-all responsibility for the development process, must be ready 

to promote, and if necessar.y carry out itself, all those investments which 
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are essent:5..al to the process but are not undertaken by private enterprise. 

And si.11ce the de·velopment process is centered round industrialization, it is 

in the field of industrial investment that the State uill e·J"idently need to 

intervene most actively. 

For this purpose resort must be PAd in the first i~stance to two sets 

of measures. One consists in the creation of institutions for industrial 

finance able to provide funds a...""ld take risks on a scale c om:nensurate vrl th the 

investments that are expected to come from private en"ierprise. And in Italy, 

thanks in part to the support given by the International Bank, considerable 

progress has been made in this direction. 

The other set of measures consists in the provision of incentives a.de-

. quate to the purpose of counter-balancing the hj_gher costs of establishing 

firms in a new industrial area as compared with an old one. The scope of 

these measures has been greatly extended by the Law of July 1957~ This does 

not merely grant additional funds for financing further public investments. 

It also provides incentives intended to encourage more private investment. in 

the South, especially in industry. 

These incentives, which represent a rather new departure in Ita~ian 

economic policy consist primarily in contribution tovrard the cost of netv in

dustrial plant, and especially toward the capital required for providing the 

services which are needed by industrial establishments, such as road and rail 

links, water and power supply, and sewage disposale 

In addition, a ne"tv type of measure has been introduced, a measure which 

is designed to prevent self-fin~1ce from being concentrated in the industrial 

areas where the existing firms earn the major part of their profits, i.e., in 

the North .~ Thus the lavr grants to firms in all parts of the country exemption 
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from part of the income tax -- that part which is levied on a proportional 

basis !( -- on business profits which are invested in the South, subject to 

the condition that the non-taY~ble part of profits may not exceed 50% of 

total declared profits no~ exceed 50% of the total smn invested in the South. 

The law also regulates the distribution bet-vJeen North and South of in

vestments by State-mmed industrial establishments. It provides that invest

nlents by these establishments in tha South should not be less than 40% of 

their total gross L~vestments. 

This is undoubted~ the most delic~te point in the policy of government 

action. And I would like, in this last part of my lecture, to deal Hith it 

somewhat more fully by referring to a few ger..eral considerations vJhich are 

suggested by an experience coming from a double source: that of 25 years' 

association with the largest State institution controlling industrial ente~

prise along with the briefer, but intense experience of the development policy 

of the South. 

This second experience, which I believe is similar to that of many other 

countries, shows quite clearly that the availability of funds, and the exist

ence of powerful incentives, are not always sufficient to induce all the 

industrial activity which the market and the existing external economies 

justif,y, and which the development plan requires. 

It is sufficient to observe that in the South of Italy -- despite its 

many advantages compared vdth other underdeveloped areas -- almost all the 

new industrial activities of importance have been promoted by groups which 

have their entrepreneurial center outside the area, or else in the State. 

Significant progress has, it is true, been made by local enterprise. But 

there can be no doubt that it t·Jould have been lacking had the infrastructure,, 

!( The imposta di richezza mobile. 
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the financial provisions, and the special incentives not been accompanied 

by public and private initiative coming from outside the area. 

And since the process of develo~ment cannot be subordinated to the 

entry into the area of entrepreneurship from outside, it is clear that the 

State must consider the advisabiJ.it~r of directl~r intervening itself. 

6. Organizational ~les for Publ~ }hterp~ating in a Mar~et Econor,~ 

It follows from -v1hat I ha.ve so far said that if v1e lJant to be realistic, 

the question which we must ask today is not whether the State should or should 

not act as entrepreneur, but what type of action tO't,rard this end it should 

undertake, and hov1 far it must go in order to foster a development policy 

that will really give rise to a marlcet econor~ rather than represent a trans

ition t~Jard an economic s.ystem of a collectivistic typeo In other words, 

it is essential to have a clear conception of t~e limits vlithin '\<~Jhich State 

action must be confined if the State is merely to assume the political re

sponsibility for the development process and not to take over the permanent 

managerial responsibility for running industry. 

There seems to be no doubt that in order to satisfy this criterion, 

productive activity carried on by the State shou2.d conform to three principles: 

(1) The business units run by the State should operate under 

the same conditions as those run by private firms. 

(2) Each unit should have complete economic and financial in

dependence, so the.t it is possible to evaluate the results of 

its operations in terms of costs and receipts and thus to ap

praise the market rating which the unit has achieved. In 

particular it is important (a) that the credit enjoyed by the 
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individual business enterprise should not be confused with that 

enjoyed by the S·~ate, and (b) t:L1a.t the profits of one business 

undertaking should not be used to hide the losses of another. 

(3) The rurm5.ng of industrial undertakings by the State should 

be regarded as tempera~, in the sense tnat the management should 

be passed over to private hands Hhenever State management is no 

longer useful for development purposes. 

The most important of these three principles is undoubtedly the fir·st, 

i.e., equality of conditions as between public and private enterpriseo ~Vhat 

this means is that public enterprise should neither be saddled vrith burdens 

that are unrelated to its normal operations, nor be endowed with special 

privileges. For in the first case, given that oligopolistic situations are 

frequent i..'Yl. the sectors of large-scale industry 'tvhere public intervention is 

most necessary, there is the risk of establishing price levels which allow 

private competitors to make excessive profits. And in the opposite case the 

survival or emergence of competitive private firms would be rendered impos

sible, and the result would be de facto nationalization of the sect~r con

cerned. 

Equality of conditions is guaranteed first and foremost by the rules 

governing the method of financing public enterprises. The rule should be 

that tl1ese enterprises must raise the funds the,y need directly from the ca

pital market 1.vithout benefit of special government guarantees. Obviously the 

State vrill contribute to the capital of such enterprises, but its contribu

tion should depend on Parliamentary appropriations sanctioned by special 

legislation. There should be no automatic allocations of funds at the time 
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of the voting of the general Budget or endowment of the public sector "tdth 

the profits of State monopolies. Other essential points are the absence of 

tax exemptions, arAi of priority ri~1ts to government orders or to the alloca

tion of scarce raw materials, etc. On the other hand, the State enterprises 

ought not to be burdened w:Ltil the costs of general measll!"es of public policy 

such as "political prices", the payment of t>Tage rates above the ruling level~ 

~~d so on. It is also implicit in the notion of equality of conditions that 

the public enterprises should be joint stock companies subject to the ordinary 

c 0mpany lavl. 

The general effect of the application of the three princ1ples which I 

have mentioned is to reconcile the idea of creating a market economy with the 

· necessity -- in ordel:· to bring that ecor..orny into existence -- of promoting 

ir~ustrial enterprise through State action. It is of cardinal importance in 

this connection that those 1r1ho are responsible for managing the State enter

prises should be obliged to give an exact account of what has been done 1dth 

the part of national saving which the State has allocated to each such enter

pr-ise. lU1d it may be added that the ultimate aim of the financial poliqy of 

each enterprise should be to have its shares quoted on the Stock EXchange; 

for in this Hay it reaches a position 1r1here private investors share in the 

risks of the individual State-controlled enterprise, and where, at the same 

time, the prestige and independence of the management of that enterprise is 

increased. It is hardly necessary to point out that an arrangement of this 

kind serves not merely to maximize the efficiency of the public enterprises, 

but also to protect them and public institutions from the risk of political 

corruption. In partica~ar it helps to avoid the danger that the private in

terests of individual politicians or political groups may be given the guise 
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of national aims which are liable to divert national sav.L~gs from correct and 

proper uses. 

It will at once be clear that this line of thought, which has in Italy 

governed the constitution and activities of IRI, is markedly different from 

that vrhich up till nov1 has guided the nationalization policies of 1;Jestern 

countries. The difference is due to the fact that nationalization policies 

have been influenced by t-vTo factors t-Jhich are extraneous to the present frame

work of experience in the underdeveloped cou_~tries$ The first is of an 

ideological kind. Under the influence largely of Marxist thought, the most 

progressive groups in the 1rJ'estern world have been inclj.ned to identify social 

progress with the gradual natione.lization of the means of production. Aside 

from the fact that this conception now seems to be losing its hold it does 

not appear that any similar concern plays a dcminant role in the plans of 

the non-collectivized countries. The second factor is the influence exer

cized on the institutions formed in the past by the fact that up until the 

eve of the last 1vorld v?ar capital formation did not co:nstitute in general a 

problem of economic policy. There was much more concern with the problem of 

changing the process of income distribution than with that of intensifyL~ 

capital formation. For the latter was already satisfactorily provided for 

by the spontaneous forces of the market. In the underdeveloped countries 

the situation is ver.y different. It is impossible to regard the problem of 

capital formation as being automatically solved. Indeed the problem is one 

of increasing income rather than one of distributing it differently. And 

if we hold that this problem is best solved by means of a mechanism driven 

by market forces, the criteria according to which public enterprises engaged 

in production should be organized and managed are radically alteredo 
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Thus, ~fhen Italy's Ten-Year Program points a direct intervention as a 

way of making good for specific gaps in private activity, it is proposing a 

line of action 'tvhich is indispensable but w'l''.t.ich n.ust be seen o.s falling 1ri. thin 

the general framework which I have described~ This lL"'le of action may be 

defined more exactly by saying that the industrialization policy cannot be 

confL~ed to introducing a given set of incentives with the State merely look

ing on as a spectator of the reactio~s to which the incentives give rise. 

It must also take the form of action designed to guarantee that specific pro

duction units are set up in specific places. It follows tr,at, uhile the 

general aims of the Vanoni Plan relate to the whole Italian economw, the ac

tion of the institutions responsible for setting up ind~stries will tend to 

be localized in the underdeveloped areas. 

This does not mean that 1.-1e run the risk of creating in the South an 

economic system which is in opposition to the system of private enterprise 

'tvhich is firmly established and continually expanding in the North. The ac

tion which is under way will in fact constitute the basis for a much larger 

volume of private productive activity even in the South than could otherwise 

take place. Moreover, we may ask h~T it is possible to call the present-day 

system of the Southern provinces "private" when it is so largely dependent 

on public works, on appointments to the Civil Service, on labor camps and on 

very limited industrial activity, and v-rhen this industrial activity, just 

because it is so limited, is in good part dependent on State aid. 

Finally, there is no doubt that under an economic policy -vrhich is based 

on the principles I have described the only interests that may possibly be 

harmed are those which are linked to stationar,y positions and therefore to 
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some kind of rent. others vrlll have everything to gain from a policy which 

aims at the formation, over the whoJ.e country, of a stock of modern produc

tive capital equipment; and not the least to benefit will be the interests 

of the most advanced part of the Italian economw. 
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