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Introduction

by Andrea Bonoldi and Andrea Leonardi

Tackling a subject such as the reconstruction of Europe after World War
II means taking on a series of questions which economic historiography
has already examined from various viewpoints using a multiplicity of
sources. Therefore it could seem risky to put oneself to the test, with
the intention of supplying a new contribution to understanding, or at
least with the objective of widening the range of useful elements towards
providing a key enabling an increase of knowledge in a field which has
recently been investigated with great competence and authority', However,
it cannot be ignored that even topics and situations which have been
analysed with indisputable efficacy can lend themselves as objects of new
research, especially if conducted from a different viewpoint. And taking
these considerations as its departure point, the small working group for
economic history within the Department of Economics at the Universita
degli Studi in Trento has given itself the task of adding its own contribu-
tion to the evaluation of a page of enormous intetest in contemporary
economic histoty.

Indeed, following a long investigation conducted in addition to the
historiographic literature also and above all on a mass of documents of
diverse provenance, only partially explored up until today, the Trento
research group has decided to win the participation of a large commu-
nity of scholars in its research, with the aim of making a comparative
analysis of the results arrived at. This work group, which 15 years ago
was the originator of a Sewinario permanente sulla storia dell’ economia e
dell’ imprenditorialitd nelle Alpi in etd moderna e contemporanea (Permanent
Seminar on the History of the Economy and Entrepreneurship in the Alps
in Modern and Contemporary Times), with the initiative being taken in

Translation by Joy Avery

! Amongst recent wotks, the following should be considered: P. TEMIN, The Golden Age
of European Growth Reconsidered, in «European Review of Economic History», 6, 2002,
1, pp. 3-22; B. EicHENGREEN, The European Economy since 1945: Coordinated Capitalism
and Beyond, Princeton 2008; P. TemiN - G. Tonioro, The World Economy Between the
Wars, Oxford 2008.



2007 and which is brought together in the publication of the current
volume, has therefore intended to enter onto a scene of enormous range,
crossing the horizons of the Alpine regions.

In effect, the work carried out during the first seven seminar cycles, start-
ing at the Department of Economics in 1994, remained circumscribed
within a field which is indubitably interesting, even if only partially able
to reflect the dynamics experienced by the wider economic scenario of
the European continent. In this manner, the seminar activities developed
during these years on the one hand allowed a methodological confron-
tation between academics from all parts of the Alps and, on the other
hand, enabled a more in-depth study of the key topics such as the role
of entrepreneurship, of labour and enttepreneurial mobility, of diversifica-
tion in development, the role played by tourism and the innovative drive
deriving from the initiation of the electrification of the Alpine regions?.
The objective, perhaps somewhat ambitious, which was developed when
starting the seminar meetings, was to offer to the increasing number of
surveys carried out in the most recent years in the field of economic
history a forum for comparison which would result in less fragmentation
of the studies. The majority of them, though sustained by correct meth-
odology and backed up by an efficient use of sources and bibliography
and, indeed for this reason indisputably useful in terms of the increase
of knowledge which they were able to assist, did not always prove to be
upheld by a shared methodology, so that a comparative examination was
not possible. The efforts undertaken were therefore aimed at defining
an adequate conceptual apparatus and analysis instruments involving a
type of comparative study between French, Swiss, Italian, Austrian and
German scholars.

Therefore, in otder to overcome the risk of a simple juxtapositioning
of often imposing research, but using a diversified methodology, an

2 See also in this regard the «Proceedings» of the first seven seminar sessions: L. TrEZzZI

(ed), A che punto & la storia d’impresa? Una riflessione storiografica e due ricerche sul
campo, Trento, Universitd degli Studi di Trento, 1995; L. Trezzi (ed.), Imprenditorialita
nelle Alpi fra et moderna e contemporanea, Trento, Universitd degli Studi di Trento, 1997;
G.L. FonTaNA - A. LEONARDI - L. TREz71 (eds), Mobilita imprenditoriale e del lavoro nelle
Alpi in eté moderna e contemporanea, Milano 1998; A. LEONARDI - A. BoNoLDI (eds),
Leconomia della montagna interna italiana: un approccio storiografico, Trento, Universita
degli Studi di Trento, 1999; A. LeoNarot (ed.), Aree forti e deboli nello sviluppo della
montagna alpina, Trento, Universita degli Studi di Trento, 2001; A. LeoNarpr - H. Herss,
Tourismus und Entwicklung im Alpenraum. 18.-20. Jh. Turismo e sviluppo in area alpina.
Secoli XVII-XX, Innsbruck 2003; A. BoNoLpl - A. LeoNarDl (eds), Energia e sviluppo
in area alpina. Secoli XIX-XX, Milano 2004.



attempt at synthesis and conceptualisation was proposed to facilitate the
inter-relationship between the surveys carried out in different centres.
The Alpine zone therefore, and the analysis carried out of the different
situations present in this area, thanks to the initiative consolidated over
time around the Department of Economics of the University of Trento,
has become a zone of experimentation with regard to a new type of
relationship between the different economic historiographies.

The area of comparative analysis was consolidated with instruments which
gradually became more efficient; therefore, with the 8th seminar cycle,
although without abandoning the Alpine regions, it was possible to proceed
even further, widening the scope of the surveys on the subject of recon-
struction after the war and in the specific role played by the European
Recovery Program. In Trento in 2004, in fact, an important historical
debate took place on the subject: La rinascita economica dell’ Europa:
il Piano Marshall ed i suoi riflessi sull'area alpina (The economic renais-
sance of Europe: The Marshall Plan and its effects on the Alpine zone).
The comparison developed in that meeting® established the premise of
a further in-depth study of a series of unresolved problems around the
scenarios which have defined the economic recovery in which the Alpine
regions have proved to be co-protagonists in a transformation of enormous
importarice for the whole of Europe.

Consequently, on the basis of the requests which emerged during the
development of the 8th seminar cycle, it was decided to set out the
organisation of the 9th cycle in new terms, whilst also making use of
the funds made available by the Ministry of Education, University and
Research within the framework of a research project of national interest?,
as well as the collaboration offered by the Centro per gli studi storici
italo-germanici / Centre for Italian-German Historical Studies of the
Bruno Kessler Foundation of Trento. In view of the wide interest and
the coming-together of a number of scholars, it was decided to base the
discussion on what had emerged from the comparison on the topic of
post-war recovery in the Alpine regions in order to carry out a series of

> A.BonoLDI - A. LEONARDI (eds), La rinascita economica dell’Europa. Il Piano Marshall
e i suot riflessi sull’area alpina, Milano 2006,

# The Prin 2005 (2005137548-005), coordinated at the national level by Alberto Cova
and entitled: «Intervento pubblico, dirigismo e programmazione economica in Italia:
continuitd e cambiamenti (1922-1956)». The research unit of the University of Trento,
coordinated by Andrea Leonardi, looked specifically at the topic: «Banking system role:
from the functional specialization to the territorial diversification».



considerations of even wider scope. Keeping in mind the particular skills
and the terrain of the survey as carried out by the research group under
the Department of Economics of the University of Trento, the field in
which a profitable compatison was to be developed could not have been
identified in the more dynamic areas, but was to focus on those envi-
ronments, such as the Alpine areas which presented different elements
considered to be marginal in the route taken towards the achievement of
the most important goals of modern economic development. Therefore, a
conference was organised with scholars from all over Europe to compare
the results of their research on the topic of economic recovery after World
War II in those European areas considered to be marginal.

The point of departure for the research presented at the conference
which took place in Trento on the 6th and 7th December 2007 was the
examination of the great turbulences which marked the pre-war period.
Subsequently, the analysis of post-war reconstruction was looked at and
the different routes taken by countries which were able to avail themselves
of aid under the Marshall Plan in comparison to those which could not.
Specifically, the trajectories of development in the following years were
taken into consideration, against the background of the growing contra-
position between the Western and Eastern blocks. One of the objectives
of this confrontation between economic historians and economists from
different fields of study was, thus, to compare the processes of reconstruc-
tion and development of the post-war period in countries with differing
systems of economic regulation.

In the introductory phase of the conference, over-precise definition of the
concept of periphery as in the title was avoided with the aim of allowing
the different meanings which this term acquires according to its context to
emerge. In general, the contributions referred to the economic marginal-
ity of an area, noting the delay in terms of structural transformation, or
the less good performance under the profile of the principle economic
indicators in comparison with areas which wete more developed. Whilst
in some cases this was done with specific referencé to the national
dimension — for example for Poland, ex-Yugoslavia or Hungary — in
other contributions the comparison was made more importantly within
the states themselves, taking the aggregates as defined according to the
different criteria (regions, mountain areas, rural areas) into consideration.

When talking about periphety in economic-historical terms, accounting
for the position of such a concept within a theoretical debate is inevitable.
Currently, two principal trends can be identified. The first is a tributary
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of the conceptual elaborations by Immanuel Wallerstein, who, within
the framework of his postulation of a world-system, identifies a core,
a semi-periphery and a periphery which are defined on the basis of a
division of labour with a precise hierarchy in favour of the first. The
core concentrates production with the highest value added, whilst the
periphery essentially supplies raw materials, agricultural products and
labour itself. The persistence of this disequilibrium, which translates into
evident diversification both in the structure of the economy and in the
distribution of income, is for Wallerstein the condition per se for the
survival of the system, in which shifts, although they happen, are viscous
and cause friction’.

The perspective from which the literature on convergence confronts the
relationship between the core and the periphery is decidedly different:
starting with the neoclassical model of growth, centred on the role of
capital, labour and technology, it has postulated the possibility for less
developed systems to recuperate the delay in comparison with more
advanced countries, in patticular thanks to an increase in productivity®,
This thread of research has produced a notable amount of studies, both
methodological and empirical. The latter have highlighted that in reality
there does not seem to exist any convergence in terms of rates of growth
and output per capita in the poorer countties in relation to the richer.
A convergence process exists, but only for determinate groups of coun-
tries during determinate historical periods’; moreover, the model seems
to respond better in reality, when the variables such as human capital,
investment in R&D, commercial openness, the quality of the institutions
operating within a given system are also taken into consideration®, From .

> 1. WALLERSTEIN, The Modern World-System, 3 vols, New York 1974, 1980, 1988. For a
recent overview of the works of I. WALLERSTEIN, World-Systems Analysis: an Introduction,
Durham - London 2004.

6 One of the most often quoted articles of all times in the economic literature deals

with exactly this topic: M. ABrRamovirz, Catching-up, Forging Abead and Falling Bebind,
in «Journal of Economic History», 46, 1986, pp. 385-406.

7 Cf. S.N. BRoADBERRY, Convergence: What the Historical Record Show, in B. VAN ARk -
N. Crarrs (eds), Quantitative Aspects of Post-War European Economic Growth, Cambridge
1996, pp. 327-346.

8 In particular, Eastetly and Levine suggested that «something else» beside the accumu-
lation of factors of production explains diversity with regard to development processes.
The role of this surplus, the total factor productivity, was already identified as crucial by
Solow. It is nevertheless important for the efficacy of the models to understand what is
and what influences the TFP: for Easterly and Levine, for example, an important role is
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an economic historian’s viewpoint, one of the most interesting results of
the debate is the understanding of the complexity of the vatiables which
influence the development processes.

A diversification of developmental dynamics is also to be noted within
single states, with groups of regions which tend to converge in their
growth paths in many similar aspects — this being the case both in the
-Austrian Lander about which Mathis speaks, and also the northern Italian
mountain areas discussed by Bonoldi ~ whilst other situations, such as in
southern Italy as illustrated by Ritrovato, phases of convergence alternate
with phases of distancing from the national trend’.

The common elements which characterise the cases presented in this
volume are many, and range from the necessity of reconstructing situa-
tions profoundly affected by the war, to the introduction of more or less
significant institutional changes', to the role played in the development
processes by public actors. Obviously the historical context in which these
dynamics were played out is different. In particular, the experience of
the Eastern European countries is marked on the one hand by a strong
impulse towards structural transformation of the economy in a situation
which was still profoundly marked by agriculture, and on the other hand,
by the consolidation of socialist institutions and the creation of the Soviet
political and economic block" with the partial exception of Yugoslavia,
as shown in the contribution by Bicanic. In this period, the inheritance
of the war played an extremely important role, not only in the definition
of the political destiny of the countries involved, but also in determining
conditions for and the necessity of an economic recovery'?. In particu-

also played by economic policies. W. EasterLy - R. LEvINg, It’s Not Factor Accumulation:
Stylized Facts and Growth Models, in «The World Bank Economic Review», 15, 2001, 2,
pp. 177-210. For a comparison with regard to Europe: N. Crarts - G. TonioLo, Reflec-
tions on the Country Study, in N. Crar1s - G. ToNIoLO (eds), Economic Growth in Europe
Since 1945, Cambridge 1996, pp. 576-581.

9 Cf. V. DANIELE - P. MALANIMA, 1] prodotto delle regioni e il divario Nord-Sud in Italia
(1861-2004), in «Rivista di Politica Economica», 97, 2007, 3-4, pp. 267-315, in particular
pp. 287-289.

10 This observation could also be valid for Spain, if instead of World War II, the effects
of the Civil War are taken into consideration.

W Cf, I.'T. Berenp, Central and Eastern Europe 1944-1993: Detour from the Periphery to
the Periphery, Cambridge 1996; B. EICHENGREEN, The European Economy, pp. 131-162.

12 Cf BE ABrAMS, The Second World War and ‘the East European Revolution, in «East
European Politics & Societies», 16, 2002, pp. 623-664, and E.A. Rapice, The Collapse of
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lar, the destruction of capital in the Eastern European countries was
hugely important, most importantly in Poland, Yugoslavia and Hungary.
Keeping this in mind, in terms of the radical transformation in step with
the rapid conversion to planned economies, massive nationalisations and
the limited assistance given by the Soviet Union, the capacity of these
countries in terms of recovely during the post-war era seems surprising
for a number of reasons®

Convergence, which as we have seen, does not seem to hold up empiri-
cally as a general rule, seems however to be notable among the European
countties during the post-war «Goldén Age» (1950-1973)*, In this period,
the impulses generated by the process of reallocation of resources were
determining after the distortions resulting from the thirty-year period of
contraction in international trade?, and for Western Europe, the Marshall
Plan'® and the establishment of a favourable institutional context had a
relevant role, as is demonstrated by the contribution by Vera Zamagni®
in this volume. If, as already seen, the economies of the «periphery» of
Eastern Europe rapldly recovered after the wat, the Western countries
grew more quickly in the following decades, succeedlng in gradually
integrating even the countries in their own southern «periphery» such as
Spain, Portugal and Greece!®. The difficulty in this sense for the Eastern

German Hegemony and its Economic Consequences, in M.C. Kasgs - E.A. RADICE (eds),
The Economic History of Eastern Europe 1919-1975, vol. 2: Interwar Policy, the War and
Reconstruction, Oxford 1986, pp. 495-519.

B Cf. D. ALDCROFT - S. MoREWOOD, Economic Change in Eastern Europe since 1918,
Aldershot 1995, pp. 100-104; W. Brus, Postwar Reconstruction and Socio-economic Trans-
formation, in M.C. Kases - E.A. RADICE (eds), The Economic History, pp. 564-641.

4 B, EICHENGREEN, The European Economy, pp. 87-93, 198-204.

5 P TemiN, The Golden Age, p. 19. A recent empirical study on this subject in
T. VONYO, Post-War Reconstruction and the Golden Age of Economic Growth, in «Buropean
Review of Economic Histoty», 12, 2008, pp. 221-241.

16 B, EICHENGREEN - M. UzaN, The Marshall Plan: Economic Effects and Implications for
Eastern Europe and the USSR, in «Economic Policy», 14, 1992, pp. 14-75; J. BRADFORD
DE LoNG - B. EicHENGREEN, The Marshall Plan: History’s Most Successful Structural
Adjustment Program, in R, DORNBUSCH et al. (eds), Postwar Economic Reconstruction and
Lessons for the East Today, Cambridge MA 1993, pp. 189-230.

7 Cf. B. EICHENGREEN, Institutions and Economic Growth in Europe after World War I,
in N. Crarrs - G. TonioLo (eds), Economic Growth, pp. 38-70.

18 B, EICHENGREEN, The European Economy, sammary table on p. 17 (partially reproduced
in the text by Aleksander Surdej in this volume) and pp. 204-216. Although initially the
trend of productivity in Spain and Portugal tends to diverge from that of Eastern Europe,

13



countries was also connected — as pomted out by Surdej with regard to
Poland - to problems of microeconomic efficiency within the system,
which planned economies were not able to resolve’, These problems are
also referred to by Peter Csillik and Tamas Tarjan to explain the lack
of convergence towards the respective potential growth path of planned
economies. Their text, although methodologically eccentric in comparison
with the rest of the volume, constitutes a useful reference also because it
takes into account the latest methodological developments in the debate
about convergence as mentioned above,

The topic of the role of public intervention is still important in various
respects, therefore, to facilitate understanding of light and shadow in the
development processes both on a national and regional level®. In the case
of rural Spain, as discussed by Ernesto Clar and Fernando Collantes, the
typical trends of a modernisation process — increase of agricultural pro-
ductivity and reduction of rural population — appear to have manifested
themselves along a different path from that which was foreseen by the
interventionist politics of the Franco regime, which prevailingly aimed at
the maintenance of traditional countryside social structures. In the case
of Bavaria, as analysed by Maximiliane Rieder, however, the mix between
local politics endowed with efficient instruments for intervention and a .
strong orientation towards development and innovation and a dynamic
economic environment have led to outstanding results.

The question of development highlights very well how the pendulum
of research uniting history and economics tends to oscillate continually
between elegant theoretical suggestions for syntheses and the force of the

analogously, with regard to that seen in Czechoslovakia and East Germany, over a long
period the presence of major foreign investments and structures more easily assimilated in
the market economy, despite the continuance of more authoritarian regimes, enabled the
creation of conditions conducive to recovery. Cf. B, VaN ARk, Convergence and Divergence
in the European Periphery: Productivity in Eastern and Southern Europe in Retrospect, in
B. VAN ARk - N. CraFTS (eds), Quantitative Aspects, pp. 271-326, in particular pp. 300-
303,

19 See also on this topic J. Kornai, The Soczalist Systems. The Political Econony of Com-
munism, Oxford 1992, in particular pp. 228-301.

20 Andrea Boltho maintains that in some ways the European «Golden Age» was the
result of the impulse to deploy the forces of a market economy on one hand, and the
ordering function, the stimulus and the redistribution resulting from public intervention,
at least in the creation of positive expectations on the other. A, Bortho, Reconstruction
after Two World Wars: Why the Differences?, in «The Journal of European Economic
History», 30, 2001, 1, pp. 429-456, in particular pp. 452-453.
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argument on the one hand, and the precise analysis of real cases which
often do not or hardly respond to theoretical expectations on the other.
This is also valid, although in a different measure, for both the approaches
to the core-periphery relationship as mentioned above. Different studies
on convergence seem, for example, to assign a relative relevance to the
processes of accumulation of production factors. But the historical reality
underlying the concept of «capital» tends to escdpe these generalisations,
and in various national cases the modalities, also qualitative, of formation
of capital appear important for the definition of the possibility of growth
of the economic system. It does not seem coincidental that a notable aspect
of public intervention in favour of diffusion of development processes
should be in relation to the politics of credit?. As already mentioned,
in Italy a research project of national interest has recently come to its
conclusion, which looked at public intetventions between 1922 and 1956,
in the framework of which the research unit at the University of Trento
examined the topic Banking system role: from the functional specialization
to the territorial diversification. In the inter-war period, the restructur-
ing of the bank system appreciably increased public presence in this
sector, whilst the legal provisions dating from the years 1936-37 decreed
the end of mixed banking, imposing a clear specialisation on banks. If
- comprehensive stability of the system was thus guaranteed, it is also true
that the rigidity introduced was not always conducive to satisfaction of
requests for credit from the economy. Starting from the 1950s, and in
order to fulfil these demands, the system of regional Mediocrediti was
created; institutes of a public nature which were obliged to facilitate
financing for businesses in their area. In this volume, Andrea Leonardi
has portrayed the general structure of the special credit institutes in Italy
in the post-war period, whilst Cafaro and Locatelli have analysed the
motivation for and general structure of the Mediocrediti system. Cinzia
Lorandini, meanwhile, has focussed her attention on the business of the
Mediocredito in the Trento region, from where arise, although not only,
the connections between the institute’s activity and local politics. And this
is one of the aspects of the critical analysis which Silvio Goglio cartied
out on local credit institutes and their incentivising function with regard
to production activities in the Italian experience.

As highlighted by Alberto Cova in his concluding remarks, an important
added achievement of this conference was the possibility of a comparison

2L A. LEONARDY, I/ sistema bancario nella ricostruzione del Paese: tra vecchi e nuovi equi-

Iibri, in A. Cova - S. LA FraNcesca - A. MoioLr - C. BErMoND (eds), La banca (Storia
d’Ttalia. Annali, 23), Torino 2008, pp. 605-660.
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on the question of reconstruction after World War II between the reality
of a market economy and that of a planned economy. Recently, Albert
Carreras underlined the comparison in precise terms of the paths taken
by different European zones in their post-war reconstruction as seemingly
not possible, given the current stand of studies, also because «the data on
GDP, output of the so-called ‘Eastern European countries’ (those which
were included in the zone under Soviet influence) are not comparable
for those years with the rest of the continent (i.e. the part of Europe
which had a market economy)»?. By means of the contributions of the
scholars who met in Trento from Germany, Austria, Hungary, Poland,
Croatia, Spain and Italy it was possible to open up a first chink in the
wall which divided two historiographies and two different methods of
investigation. The result of this opening will be the ability to present
some fruits of the work, still considered by some to be unripe, such as
those which arise from a first comparison, but undoubtedly it will also
open up a route which, if entered into with conviction, could prove to
be a path leading to undeniably positive results.

22 A. CARRERAS, Presentazione, in P, BATTILANI - F. FAURL, Mezzo secolo di economita italiana
1945-2008, Bologna 2008, pp. VII-VIIL
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Institutibnal Innovations and Economic Growth
in Europe in the Post-World War II Era

by Vera Zamagni

The 1950s and 1960s were a true «golden age» for European economic
growth!, both for the West and the East, as can be seen in Table 1.
Never before had rates of growth been so substantial in Europe? and
this performance lasted long enough not to be simply explained by the
«recovery» after a major and destructive war. This paper aims at revisiting
the major causes of such a brilliant performance, with particular focus
on the differences between East and West and with an eye on the legacy
left to the subsequent period.

1. Similarities

The first point to be made derives from the time-honoured but still valid
conceptualisation by Alexander Gerschenkron and other scholars pointing
to the «advantages of backwardness» that could accrue to Europe in view
of its retardation with reference to the wotld leader, cleatly represented
by the USA. Europe had started to lose its leadership already with WWI
and the disastrous settlement of it that crippled Germany and dislocated
all the European economies; then it was further weakened by the 1929
crisis, receiving the final blow by WWII, There was a lot of room for
«catching up» with the technological frontier through massive investments.
Indeed, such investments were very high in Western Europe, but even
higher in Eastern Europe, where — according to the statistical accounts —
they reached incredible levels, sometimes beyond 50% of GDP.

! P. TemiN, The Golden Age of European Growth: a Review Essay, in «European Review
of Economic History», 1997, 1, part 1.

2 The best comprehensive surveys have been produced in the twin volumes N, CrAFTs -
G. TonioLo (eds), Economic Growth in Europe Since 1945, Cambridge 1996 and B. Van
ARK - N. Crarts (eds), Quantitative Aspects of-Post-war European Economic Growth,
Cambridge 1996.
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Table 1. Rates of growth of per capita GDP 1950-1973

Per capita GDP  Rates of growth Per capita GDP Rates of growth
level in 1950 1950-1973 level in 1950 1950-1973
(USA=100) (USA=100)

Austria 39 4.94 Albania 10 3.59
Belgium 57 355 Bulgaria 17 5.19
Denmark 73 3.08 Cecoslovakia 37 3.08
Finland 44 4.25 Hungary 26 3.60
France 55 4.05 - Poland 26 3.45
West Germany 41 5.02 Rumania 12 4.80
Ttaly 37 4.95 Yugoslavia 17 4.49
Netherlands 63 345 ' Eastern Europe 379
Norway 57 3.19

Sweden 70 3.07 Soviet Union 30 3.36
Switzerland 95 3.08

United Kingdom 72 2.44 USA 100 2.45
Ireland 36 3.04

Grece 20 6.21 20 8.05
Portugal - 32 5.66 Japan

Spain 25 579

Western Europe 4.08

Source: A. MADDISON, The World Economey. A Millenial Perspective, Paris 2001.



Table 2. Percentage labour force in agriculture

1950 1973
Soviet Union 48 26
Czechoslovakia 40 18
Hungary 53 24
Romania ‘ 74 53
Bulgaria 82 32

Source: I. BEREND, A#n Economic History of Twentieth-Century Europe, p. 170.

In the West, a substantial support to this catching up was intentionally
offered by the USA’ through the Marshall Plan and the other intensive
economic relations that were developed by the multinationals?, by the
defence industry and by cultural exchanges, so much so that we can speak
of a process of «Americanisation» of Europe. This role of «facilitator»
played by the USA was unknown in history and made the European
imitation more rapid. In the East, there was another model — central
planning — that had been developed in the 1930s in the USSR and,
although over the long run it proved unsustainable, in the eatly stages
it gave good results in terms of rapid industrialisation, as had happened
in USSR in the 1930s’.

Besides the help coming from established models to be copied, there
were at least three other causes at work to explain the rapidity of the
European catching-up process, two of which are common to West and
East, while the third is the one marking the differences. Fitst, we have to

3 See H.G. SCHROTER, Americanization of the European Economy: A Compact Survey of
American Economic Influence in Europe since the 1880s, Dordrecht 2005, when he writes:
«After the Second World War [the Americans] definitely wanted to transfer their ... more
efficient and superior solutions to Europe», p. 58.

4 «American foreign direct investment in Eutope played a direct and indirect rule in

the transfer process ... A massive, direct transfer of American technology took place
in connection with large issues, such as nuclear power generation or the assembly of
advanced aircraft, but at the same time incremental transfers of a less spectacular nature
occurred in all industries», ibidem, p. 61. See M. WiLkINS, The Maturing of Multinational
Enterprise: American Business Abroad from 1914 to 1970, Cambridge MA 1974,

3 See for the tesults of the initial five-year plans in USSR, R.W. Davies - M. HArrison -
S.G.WHEATCROFT (eds), The Economic Transformation of the Soviet Union, 1913-1945,
Cambridge 1994, However, the USSR could only win WWII with the determining support
of the USA, which provided substantial amounts of armaments and other commodities
through the Lend Lease scheme, as was demonstrated by M. HarrisoN (ed.); The Eco-
nomics of World War 1I, Cambridge 1998,
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mention the large resetvoir of under-employed labour existing in Europe,
most of which was to be found in agriculture’, ready to move to cities
without great expectations in terms of wages, given the very precarious
starting positions. This produced a vast flow of internal migration from
the countryside to the cities, which is a well-known phenomenon for the
West, but it is to be found in the East as well, as can be seen in Table 2.
The second common cause is the reconstruction of the German economy,
divided in two parts, one belonging to the West and the other to the
East. Both parts played major roles in their respective areas in leading
Europe in technological advancements and provided the stronghold for
the new wave of European industrialisation.

But all these factors could not have been fully exploited without an
institutional context shaped in such a way as to be conducive to coher-
ent and sustained efforts. As Barry Eichengreen wrote: «Growth requires
more than just markets ... It requires institutions capable of addressing
coordination problems that cannot be solved at arm’s length»’. The
importance of this issue and the large differences between West and
East impose a separate treatment of the type of institutions on which
the European economies could rely.

2. A new era in the West

In the West the immediate post-war years witnessed the creation of
coordinating institutions at vatrious levels — national, European and world
wide — which radically discontinued past routines. At the national level,
the problem was how to avoid conflicts and uncooperative behaviour
among classes and lack of coherence between State policies and private
initiatives. The institutions put in place to face the issue of conflicts were
of three types: a) a generalisation of the welfare state in such a way as to
avoid the most common uncettainties and cushion the negative implica-
tions of migration, changing jobs and restructuring of entreprises; b) the
effort to win the support of strong trade unions, offering them partici-
pation in the shaping of growth strategies (this implied the adoption of

¢ This mechanism was first underlined by Lewis 1954 and systematised in the book by

C. KINDLEBERGER, Europe’s Postwar Growth, New York 1967,

7 B. EICHENGREEN, The European Economy Since 1945. Coordinated Capitalism and
Beyond, Princeton NJ 2007, p. 40. Today institutional economics is a thriving branch
of economics, led by various scholars, among them the economic historian D. NorrH,
Understanding the Process of Economic Change, Princeton NJ 2005,
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co-determination in West Germany in 1951/52 and of similar measures
in Austria®, as well as the negotiation of «corporative» tripartite agree-
ments in Norway, Sweden and the Netherlands), c) the extensive use of
«industrial» policies, ranging from full planning of the economy as in
France to the large presence of State owned enterprises in public utili-
ties, finance, transport and strategic industries in France and elsewhere.
Indeed, it can be argued that Keynesian policies were not fashionable in
most of Western Europe before the 1970s, with the exception of UK and
partially of Sweden. This impressive range of new national institutions
produced not only coordination, but a stable context in which long-term
investments could be more easily planned.

National efforts could however have been defeated if the international
context had continued to be as «disarticulated» as Kindleberger had
defined the world economy as-being in the 1930s’. The major changes no
doubt took place at the European level, starting with the EPU (European
Payments Union) in 1950, an institution which only lasted a few years (it
was discontinued in 1957, when the European currencies became fully
convertible), but was recognised as crucial in showing the .advantages
of cooperation in such matters as balance of payments stability'®, But
the really strategic institution was the ECSC (European Coal and Steel
Community, CECA), approved in 1951. Such an institution first of all
offered a lasting solution to the basic problem of Franco-German enmity.
The awareness of this was fully present in the words used by Robert
Schuman in announcing to the world his proposal of May 9, 1950. Let
us echo these words in the recollection by Dean Acheson, Secretary of
State of the USA, who was present at Schuman’s presentation:

«World peace cannot be safeguarded without the making of efforts proportionate to the
dangers which threaten it. The contribution which an organised and living Europe can
bring to civilisation is indispensable to the maintenance of peaceful relations. In taking
upon herself for more than 20 years the role of champion of a united Europe, France has
always had as her essential aim the service of peace. A united Europe was not achieved;
and we had war. Europe will not be made all at once, or according to a single, general
plan. It will be built through concrete achievements, which first create a de facto solidarity.
The gathering together of the nations of Europe requites the elimination of the age-old

8 This process is known under the label of «Sozialpartnerschaft», in which both workers

and employers exercise restraint in exchange for rapid economic growth.
?  C.P. KINDLEBERGER, The World in Depression, London 1986 )
19 See B. EICHENGREEN, Reconstructing Europe’s Trade and Payments. The European
Payments Union, Manchestér 1993 and J.J. KapLan - G. SCHLEIMINGER, The European
Payments Union. Financial Diplomacy in the 1950s, Oxford 1989,
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opposition of France and Germany. The first concern in any action undertaken must
be these two countries, With this aim in view, the French government proposes to take
action immediately on one limited but decisive point; the French government proposes
to place Franco-German production of coal and steel as a whole under a common higher
authority, within the framework of an organisation open to the participation of the other
countries of Europe. The pooling of coal and steel production should immediately pro-
vide for the setting-up of common foundations for economic development as a fisst step
in the federation of Europe, and will change the destinies of those regions which have
long been devoted to the manufacture of munitions of war, of which they have been the
most constant victims»!!,

In the second place, the ECSC offered the method that could realisti-
cally be followed in Europe to bring about a process of integration. As
Milward®? pointed out: «[Western Europe] created an alternative pattern
of reconstruction, a restricted but workable institutional framework for
economic interdependence which has proved more effective than any
previous peace settlement». Each one of the institutions was designed to
resolve a particular and limited problem, not to attain an overall agree-
ment, and each one of the steps of the process was carefully shaped in
such a way as to produce advantages for all partners, in a positive sum
game approach. The ECSC was also capable of shaping an institutional
architecture that proved successful for later agreements: a technical com-
mittee, an assembly, a council of ministers and a court to resolve the
disputes between the new institution and the member states. Finally, it
was in the offices of the ECSC that the treaty of Rome signed March
25, 1957 was prepared, putting in place the customs union, the EIB
(European Investment Bank), and Euratom. From then on, the path was
open and the subsequent steps towards European integration were made
in the full recognition that «national» interests were best served through
a progressive shrinking of national sovereignty.

The third level of new coordinating institutions was the international one.
The world had lived for centuries without any formal institution coordinat-
ing international economic relations and this had produced serious world
crises, In an effort to avoid such major crises, the IMF (International
Monetary Fund), the IBRD (International Bank for Reconstruction and
Development) and the GATT (General Agreement on Tariffs and Trade)
were created. Today we cannot imagine a world without coordination at
the monetary and trade levels, although the former type of coordination is

WD, Acurson, Present at the Creation. My Years in the State Department, New York
1969, pp. 383-384.

2 A, Minwarp, The Reconstruction of Western Europe 1945-51, London 1984, pp. 476-
477.
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at present not entirely satisfactory after the demise of the gold exchange
standard and the deregulation of financial activities, The IMF, born in
the context of fixed exchange rates, is not adequate today to counteract
crises in a regime of flexible exchange rates, but succeeded in keeping
stability for all of the golden age period, with its multilateral coverage.
The GATT was a major improvement with reference to the previous
unilateral protectionist system and allowed the progressive liberalisation
of the world markets of manufactured products”, multiplying world
trade and opening up to new countries'’. The IBRD started a new sup-
portive approach with regard to not - yet developed countries. Behind
these international economic institutions, the UN and NATO provided
effective political and military protection.

Table 3. Productivity per hour worked (USA=100)

1950 1973 1992

Austria 34 77 91
Belgium 54 88 112
Denmark 59 77 93
Finland 37 60 80
France 44 78 105
Unified Germany - . 93
Ireland ©31 48 80
Ttaly 48 85 103
Netherlands 64 95 107
Portugal 20 48 55
Spain 25 52 88
United Kingdom 61 85 84

Source: data bank of the University of Groningen.

Because of this vastly improved institutional context, Western Europe
could catch up not only quantitatively, but also qualitatively, with a
rapid increase of productivity per hour worked, due to modernisation in
technology and organisation, a trend that continued after the end of the
golden age, as can be seen in Table 3. The crisis of the 1970s did decrease

B Agricultural products and services were included in international negotiations only -
when the WTO (Wotld Trade Organization) came into being in 1995.

14 B. EICHENGREEN remarks: «interpretations of Europe’s growth as investment-led and
export-led are two sides of the same coin. But this coin would not have had much cur-
rency in the absence of the institutions that facilitated the removal of barriers to trade»,
The European Economy since 1945, p. 39.
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rates of growth substantially, but did not halt the catching up process.
The USA-Europe gap in productivity was practically closed by 1992, in
the span of 40 years (with the exception of Portugal), while the gap in
per capita GDP continued to remain around 30%, as a result of a trend
towards lower levels of employment and hours worked in Europe which
has manifested itself since precisely the end of the European golden age.

3. A forced accumulation in the Fast

In Eastern Europe the five year plans based on physical targets brought
about a tight coordination inside countries and also some overall coher-
ence of the block, but at the cost of a rigid hegemony of the USSR.
Following the Soviet model, investments were channelled towards heavy
industry, which was largely missing (with some exceptions) in the backward
Eastern European countries. The priority given to capital goods meant an
increased output of coal, iron, steel and other metals. It was estimated
that shares of capital formation on GNP at the beginning of the 1950s
reached almost 50% in Poland and Czechoslovakia, with an average of
35% of the area (against 25% in Western Europe). This brought rates
of growth of industrial production to extremely high levels for all of the
1950s, but it implied a restraining of consumption, an underinvestment
in housing and in public utilities.

Some sort of regional integration was also designed for the Eastern block,
through the creation of CMEA (Council on Mutual Economic Assistance,
Comecon) in January 1949, This was probably done in response to the
introduction in 1947 of CoCom' (Coordinating Committee for Multilateral
Export Controls), through which USA and 16 other Western countries tried
to block exports of technology to the Eastetn block. After this, East-West
trade collapsed'” and while for a period this produced the need for import
substitution in the Eastern countries (and therefore higher growth rates),
over the long run it multiplied the intrinsic difficulties of the planning
mechanism to produce innovations in the civil field'®, As Berend writes:

5 J.M. VaN BraBaNt, Socialist Economic Integration, Cambridge 1980,
16 CoCom was abolished only in the 1990s.

17 M. MASTANDUNO, Ecoromic Containment and East-West trade, Ithaca NY 1993 and
G.K. BertscH, East-West Strategic Trade, CoCom and the Atlantic Alliance, Paris 1983.

8 A.C. Surion, Western Technology and Soviet Economic Development 1930 to 1945,
Stanford 1971 and A.C. SutTON, Western Technology and Soviet Economic Development

24



«The military sector ... was entirely isolated from the civil economy ... Salaries and various
privileges (including special shops to buy otherwise non-existent goods) were 1ncompa1ably
better for those who worked in the military industry, which had a concentration of the
best talents and experts»'?,

Exchange among the countries of the Soviet block raised the issue of
transfer prices, which was faced by the Bucharest agreement of 1958,
according to which CMEA prices wete to be adjusted every fifth year
to the average of world’s market prices of the previous five years (the
Bucharest formula). Joint ventures and joint investment projects were
established and monopolies were granted to certain countries to supply
specific products to the entire area in an effort to promote the «inter-
national socialist division of labour», as Khrushchev proclaimed. In

~the 1960s there was even an effort to establish joint planning and the
International Bank for Economic Cooperation was created in 1963.
National decisions however contradicted this cooperative approach more
than once and, worst of all, productivity was growing only very slowly.
While between 1950 and 1992 (as we have seen in Table 3) productivity
per hour worked increased 5 times on average in Western Europe, it only
doubled in Eastern Europe®, requiring the continuation of much harder
physical toil and much longer hours of work in comparison to the West,
without achieving a similar standard of living.

This unsatisfactory workmg of the system, which produced extensive but
not intensive growth?!, became apparent very early on and spurred a series
of reforms, some of these quite early on. The pioneer was Yugoslav1a
with the introduction of the system of worker’s self-management in 1950,
which led to the abolition of compulsory plan targets, the partial re-
introduction of prices and the halt of the collectivisation of agriculture.
A second wave of liberalisations followed in 1965, with the establishment
of commercial banks. Hungary followed after the 1956 revolution and a
radical reform of agriculture was enacted. In 1965, the «New Economic

1945 to 1965, Stanford CA 1973 demonstrated that the failure of the Soviets in creating
technological viability of their country depended crucially on central planning itself and
on political dictatorship both denying individual responsibility and initiative.

" 1. Berenp, An Economic History of Twentieth-Century Europe, Cambridge 2006,
p. 175.

2 Ibidem, p. 177. Data are based on Maddison estimates.

2L (The centrally planned economy» — writes Berend (ibidems, p. 176) — «was an efficient

model for backward agricultural countries in the early stage of industrialisation, since it
offered a high rate of accumulation and rapid growth. Labour resources, however, dried
up when surplus manpower shifted to the industrial sector».
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Mechanism» abolished Soviet-type planning and Hungary was the only
Eastern European country to enter the GATT in 19742, Czechoslovakia
approved a major reform in 1965, according to which firms could cash
their profits, and wages were influenced by company productivity. When
in 1967 the reform was operative, almost half of the investments were
financed by companies’ profits®. Poland tried to introduce the Yugoslav
approach and returned to private agriculture already in the late 1950s,
but the continuous oscillation of policies made results even worse than
under Soviet-style planning.

On the whole, reforms did not prove effective for two reasons: a) eco-
nomically, they were half-hearted, and the blending of administrative and
market incentives destroyed the coherent functioning of the system, without
solving the major shortcoming, namely lack of technological innovation;
b) politically, they were always accompanied by the demand for more
freedom from the USSR, sometimes leading to popular protests that were
brutally suppressed by tanks. A major crisis came in correspondence
with the Western crisis in the early 1970s; according to the Maddison
estimates, average growth rates of per capita GDP decreased substantially
between 1973 and 1990 (from 4 to 1.9) in the West, but in the East they
plummeted from 3.8 to 0.5. As a result, average income per capita in the
East, which was 43% of the West in 1973 (about the same level as in
1950), had decreased to 34% in 1990. Paralysis reigned, investments in
obsolete technologies could only make the situation worse and tensions
accumulated up to the final demise of the system, which proved to have
been economically unsound and politically unsustainable?*, The impact of
this final blow up of the Soviet model was even more disastrous for the
Eastern countries, which experienced negative growth rates in the first
half of the 1990s, before radically recovering and changing their destiny.

4. Concluding remarks

It is possible to argue that the «golden age» of European economic
growth included the whole continent, as is demonstrated by quantita-

2 And the IMF in 1982.
B M. Kaser (ed.), The Economic History of Eastern Europe 1919-1975, Oxford 1986.

2 Tt might be argued that it was the victory of WWII by the Soviet Union which
lengthened: the life of the Soviet system, by granting it a large international hegemony
and substantial military power.
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tive data. However, if investments and rates of growth were comparable
in East and West, they were achieved under very different institutional
contexts, producing a major divergence of performance in the longer run.
In fact, Eastern growth was extensive, of the import substitution type,
while Western growth coupled quantitative enlargement of capacity with
great technological improvement, up to the point of catching up with the
world leader. But especially, while the Eastern reforms tried without suc-
cess simply to reproduce the efficiency of the market economy, Western
Europe was busy building new institutions that would allow better and
better coordination, overcoming the century-old conflictual relations and
promoting prosperity and security for all.

As a result of this long effort at institution building it was possible for
Western Europe to offer a viable path towards recovery to Eastern Europe
after the fall of the Berlin Wall. It would be improper to speak of another
Marshall Plan, although the resources made available in the end might
be comparable (or superior). The main difference between the Marshall
Plan and the integration of the Eastern European countries into the EU
is that the latter process envisaged extended support (not concentrated
over four years), with particular attention to institution-building in the
new members, which retained a protagonism totally absent in the Marshall
Plan. To explain how this was possible, it could be underlined that the
EU institutions were devised in such a way as to face the new challenges
without major changes, because joint decision-making had been in place
since the very beginning of the EU and measures to help develop what
was not yet in place (structural policies) as well as to soften the decline of
agriculture (CAP) had been devised as permanent features of the Union.

We can therefore conclude that the innovative institutions put in place
in Europe after the end of WWII succeeded where so many previous
efforts had failed: in producing the progressive unification of Europe that,
if not yet complete, has certainly become the greatest positive novelty of
the XXth century.
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Reconstruction Paths in Europe
between 1945-1970

Planned and Market Economies Compared

by Peter Csillik and Tamas Tarjan

1. Introduction

Tt can be observed that in many countties the per capita GDP has fallen
sharply since World War II and up to the eatly seventies they performed
«miracles» in their economic growth and development. One may even
formulate laws between their post-war low and their high rate of growth
during their post-war reconstruction. One has to take into account that
a) the higher path has already been followed before the war and the
deeper fall suffered from that level; the quicker progress happened
between 1945-1970 (see Gerschenkron hypothesis); ) all else remaining
the same (ceteris paribus), market economies grew much more quickly
than command economies did.

Let us first illustrate this through the table below: if one disregards the
paths followed during the pre-war period, the command economies
achieved approximately half of what the market economies achieved.
The distance is measured by their relative positions (or backwardness)
with respect to the technological leader, the United States; i.e. the left
and right columns (titled «percentage of the USA») shows us the relative
~ positions to the USA in 1945 and 1970, respectively; while in the middle,
the «multiplier» column shows us the quotient between the right- and
left-hand side percentages. The table shows us that the OECD countries
petformed twice as well as the former communist ones during the same
quartet century.

Let us now demonstrate our above statement through a concrete and
typical example: Austria’s post-war bottom GDP level in 1945 was 18.6%
of that of the USA, while for 1970 it reached 66% with a multiplier of
3.5. Hungary had been in a comparable situation at the beginning of the
post-war period, in 1945, with a position of 18% in 1945, but, during the
post-war command economy’s regime arrived at 34% and thus produced
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Table 1. The post-war multipliers of backward positions (compared to the
USA between «1945»/1970) of selected OECD- and selected for-
mer communist countries in Eastern Europe

GDP/capita  percentage percentage GDP/capita
of the USA of the USA
OECD 21 «1945%» multiplier 1970
Greece 938 10% 4.2 42% 6,211
Japan 1,346 15% 4.5 66% 9,714
Austria 1,725 19% 3.5 66% 9,747
Portugal 1,804 19% 1.9 37% 5,473
sub geometric average 15% 3.4 51%
Ttaly 1,922 21% 3.2 66% 9,719
~ Spain 2,102 23% 19 43% 6,319
Germany 2,217 24% 31 73% 10,839
France ' 2,573 28% 2.8 79% 11,664
Netherlands 2,686 29% 2.8 81% 11,967
Ireland 3,019 33% 13 42% 6,199
Finland 3,450 37% 1.7 65% 9,577
Norwy 3,980 43% 16 68% 10,027
Belgium 4,333 47% 15 72% 10,611
Denmark 5,066 55% 1.6 86% 12,686
Sweden 5,568 60% 14 86% 12,716
Australia 6,917 5% 1.1 81% 12,024
Mew Zeland 6,928 75% 1.0 76% 11,189
United Kingdom’ 7,056 76% 1 3% 10,767
Canada 7,133 77% 1.1 81% 12,050
Switzetland 7,752 84% 14 114% 16,904
- United States 9,279 100% 100% 14,786
GDP/capita  percentage percentage  GDP/capita
of the USA of the USA
Eastern Europe «1945» multiplier 1970
Romania 735 8% 24 19% 2,853
Bulgaria 1,073 12% 2.8 32% 4,773
Albania 1,117 12% 1.1 14% 2,004
Y goslavia 1,363 15% 1.7 25% 3,755
Hungary 1,668 18% 1.9 34% 5,028
Poland 2,077 22% 13 30% 4,428
Czechoslovakia 2,892 31% 1.4 44% 6,466
total geometric average 15% 1,7 27%
United States 9,279 100% : 100% 14,786
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Graph 1. The post-war multipliers of the backward positions (compared
to US between «1945»/1970)
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only nearly half as much, i.e. a multiplier of 1.9 for 1970. More generally
speaking, if one has a look at the table’s «sub geometric average» row of
the 4 selected OECD countries and the row of «total geometric average»
of the 7 Eastern European ones, one may find the starting positions, as
an average, for both categories at 15% but the related multipliers (in the
middle of the table) are 3.4 and 1.7, respectively. The multiplier for the
4 OECD countries is twice as high as that for the 7 Eastern European
countries. On the basis of this, we are able to judge the command econ-
omy’s development half as successful compared to the market economy.
Our approach may be plausible but it does not tell us anything about the
pre-war paths; therefore we will return to it (i.e. the main development
path, as if war had not taken place). Therefore, we will first introduce a
suitable growth model and then deal with the causal explanations.

Our main problem, related to the former Ramsey-type models and the
most recent ones, belonging to the «new endogenous growth theory», is
that they are not able to depict the so-called follower country’s growth
path during the last one and a half centuries well enough. Regarding all
of the above mentioned models, the per capita GDP and capital growth
rates decline monotonically all during the convergence period to their
steady states that sharply contradict the historical facts. The United States
is the technological leader that has uniformly grown in its per capita output
since 1870 — except in the years 1929-1946 — by an annual x = 0.018
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rate. The 5 OECD countries that were more developed than the USA
in 1870 (Belgium, the Netherlands, the UK, Australia and New Zealand)
started to decline from 1870 onwards (compared to the USA) and all of
them had arrived below the US-level by WWI and reached the bottom
by the Great Depression; after that they became follower countries of
the USA, just like the other followets. The stylised data facts show us
that the followers pursue a strongly shaped S-path (dlsregardmg the war

petiods and the years of the Great Depression) once in a while crossing
thell‘ steady state line situated below but parallel to the US- stralght line
(on a log-scale).

Let us set up a growth model that in many respects is similar to the
recent Aghion models but has some non-negligible differences: 1) The
growth of the aggregate productivity should depend not directly on the
- extent of backwardness from the technology frontier but it should take
into consideration the theory of an expanding variety of products, i.e.
the fact that the distance between the frontier knowledge and the given
level of knowledge should be directly proportional to the difference in
their output levels; 2) The consumer wants to maximise not the present -
value (i.e. the discounted sum up to infinity) but sets out a much more
modest target (which will be called myopic target later), he only wants
to optimise today’s and tomorrow’s discounted sum of possible consump-
tion for one period ahead; 3) The model should be able to model the
post-war reconstruction periods, followed by war time recessions, as well.

2. The setting up of the model-

The change in the economy’s aggregate productivity parameter 4, will be':

Ar+1 - A lun (7/ 1) A + lum (A A)
and hence the growth rate will be
(D g~ (4 o )/A By (7 -1) + H (a; -1
where: a, = A/4,
is an inverse measure of «distance to the technology frontier».
Writing the continuous time version of the above growth rate of the
economy’s aggregate productivity we obtain the Aghion growth equation:

1 P AcHion - P. Howrrrt, Appropriate Growth Policy: A Unifying Framework, in «Journal
of the European Economic Association», 4, 2006, 2-3, pp. 269-314, ch. 4, equation (2).
http://www.econ.upf.edu/~marimon/courses/aghion(schumpeternovl15).pdf; http://www.
econ.brown.edu/students/Eren_Arbatli/CH4-Schumpeterian %20Framework. pdf.
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(2) g =AMA=p,(y-)+u, (@a'-1

If one chooses — as the technology frontier 4 — = ¢e” (where x
and ¢ are suitable constants), then the equation (2) of Aghion
has the form of

A+ [u, = p, (y ~1)] 4= ¢u,e

of which the solution is

A@) = {4(0) ~ pu,, /p, — w,(y =1) + x]}pelm=wm &=+ gy e/
[ — (v —1) + 1] '

Let us call inverse growth equation the Aghion growth equation regulated

by the inverse measure of distance to the Income frontier, ¥ i.e.:

G =A==, (y-1)+u, 67— 1)

where: y = Y/¥
If one chooses 4 = ¢e* (where x and ¢ are suitable constants) and
supposes that 4, (¥ — 1) = x, then equation (3) has the form of
Yo=dla=p, y'—1)

Let us call direct growth equation the above Aghion growth equation
but being regulated by the direct measure of distance to the Income
frontier, ¥ i.e.:

@) - yy=AlA=p, (v -1+ p, (1-yo)

where: y = Y/¥ (and w is a suitable constant that later on will be a key
parameter in our theoretical reasoning, but for the moment, one does
not have to deal with it.)

If one chooses 4 = ¢e; ¥ = e and supposes that 4, (y — 1) =
x, and g = u, /o, the economy’s aggregate productivity parameter

A will be:
) y,=AIA=x+qglw —y) = A=A, exp [xt + qJZ(w - ) df
Since a = A/4 then
(6) v,=dla=qlo- y) = a= A, exp [qJ;(w —y) dil/¢

We assume a Cobb-Douglas production function:

7) Y=Al-a. K@ ,
where 0 £ o < 1. Output can be used for consumption or investment
in capital. We assume that the stock of capital depreciates at the rate 8.
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The economy’s resource constraint is

(8) » Y=A-.K*=C+sY
- where 5Y is the gross investment in capital. The changes in the stock of
capital equal gross investment less depreciation

) ' K =sY- 8K

The myopic rule for optimal consumption. Suppose that consumers want
to maximise the sum of utility of their possible consumption solely for
today and tomorrow, after having discounted the latter by a discount
rate p, where the utility of consumptions is the power function with a
power of 1-6, (@ > 0). Let the possible consumption for today consist of
the potential consumption of the actual capital stock and the not-saved
part (1 — 5) of the income of today; while the possibility to consume for
tomorrow consists of the capital stock of today, having been depreciated
at a rate 8 > 0, and the income of tomorrow plus the saved part of today
(s) of the income having been increased by an real rate of réturn 7.
Us) = [K+ YT (1 =59+ er [K(l — 61) + YT (e7 + &7 5)]"°
= max wheret means just

5

e.g. one day.

Let us maximise the above utility for the petiod of [0, 7]; (@ > 0):

(10) oUOs = - (1-0)[K Y7 (1 — 9)]° Yz + (1-O)[K(1 — &7) +Y7 (e**
+ e $)]? Yz ePT=0

(11) § = [(e(r—-p)r 9 _ 1 + 51.) K/(Y’L') + g=PIT/0 _ oyt ]/(e(r—p)r/e + er-r)

(12) lirr(} s = 0.5[(r —-p)/O + 8] KIY '

Applying equation (9) for the thus obtained limit of the optimal saving

rate,lirrol s,
(13)  ye=(n K)'=sYIK — §=(0.5/6)(r — p —56), where r = dY/0K =
a YIK

(14)  YIK = (4/Y)We-D ; YIK = (4/K)'-9
(15) vy, =syk—-x—-86=10.50)( - 2x0 - p -66)= (0.5/0)[c ylk -
2x0 — p —-86] = (0.5/0)[a (aly)V*V- 2x0 — p —56)],

Let us define A= g Y=e"K=x e C= y " ; and thus a = 4/(¢ &v);
y = Ylw e); k= Kl(x e”); ¢ = C/(y e*) hold, respectively. Let us also
suppose that for the parameters 1 = k¢ holds as well.

8)  v,=qlw-y)

(15 7, = (0.5/8)a (aly)V*— 2x8 — p 56

16.  v,=a v+l -ay,
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Thus the equations for the steady state are:

8 y=o
(13" r=Q2x0+ p +80) = y, =05 (r—-1)/0
(15°) a= 2x0+ p +86) k'ly"

Our model path approaches the technological leader’s horizontal unit
line (at level 1) in a strong S-shape that may be considered a great leap
forward.

3. Aunalysis by the model

The post-war reconstruction period, from 1945-1970, forms the central
element of our paper. This period is accompanied by a very low rate of
replacement i.e. the economies exploit the capital as long as possible.
The choice of & = 0 does not seem absurd, because a lot of machinery
was in use after the end of the war. This was even truer for the SME
sector. The output path diagrams show us that the real and model paths
«coincide» satisfactorily between 1945 and 1970 and both of them would
follow a path even if the war had not happened at all.

Graph 2. The growth path and the reconstruction path of Italy

1

0.9

0.8

0.6

Yy
i | il
y o /)
s \//
02 V

0
1850 1900 ' 1950 2000 2050 2100

——-Italy

35



Let us now illustrate the message of our paper by the growth path of Italy.

a. In 1870, Italy had been standing at two-thirds (64.4%) of the per
capita GDP of the United States. Between 1870 and 1905 its economy,
compared to the USA, did not progress but sharply declined. In 1870
Italy had a very low output level related to its starting capital stock, thus,
in this period the economy consumed that relatively high capital stock.
According to our model, capital only grows if the real rate of return » >
7', i.e. the country disposes of a more favourable output to capital ratio
than the leader, the USA. In our model, capital includes both physical and
human capital. The growth rate of capital is y, = 0.5 (r ~ ¥*)/6, where r
is the real rate of return and @ means the risk aversion of the consumer,
to formulate it in a different manner y, = 0.5 a (y/k — y*/E")/ 6. The
economy consumes its previously accumulated capital up to the point
where the freely available knowledge, stemming from the technological
leader, becomes sufficiently large to compensate (and thus cease) the
capital consumption.

b. The growth formula of freely available knowledge, v, = qlw ~ y),
shows that in a declining economy the extent of additions to knowledge
grows and later on can compensate the decrease of capital. After 1920,
the economy was driven both by the high real rate of return, #, and by
the growing additions to knowledge, ¥,

c. After the year 2000 the excess of the real rate of return counterbal-
anced the obsolescence of knowledge and by around 2040 both the capital
and knowledge will shrink to reach the horizontal line, w, of the steady
state. : -

d. Italy’s post-war reconstruction period from 1945-1970 is especially
interesting for us because the economy boomed with a zero rate of
replacement returning to its former S-path. Over a quarter century the
Italian economy has thus tripled in size compared to the United States
from its post-war low.

Hungary

a. Let us now have a look at a former command economy like Hungary.
On the basis of Madison’s historical data facts the above diagram shows
what would have happened if, in 1945, the former market economy had
not changed into a command economy. Hungary would have passed along
the above S-curve if neither the war nor the forced conversion to a com-
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Graph 3. The growth path and the reconstruction path of Hungary
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mand economy had happened; in other words, if @ had been at w = 0.8,
as happened in Western Europe. (In the mid 1960s the S-curve is crossed
by a nearly horizontal line that is the path if @ had been at only w = 04.)

b. As a consequence of the war, Hungary’s per capita GDP decreased
sharply in 1945. After the war, the economy followed a reconstruction
path towards the crossing point of the blue line (of w = 0.4) and the
green S-cutve (of w = 0.8), and maintained it up to the end of the 1960s.
After 1970, for two decades, Hungary (as a command economy) followed
the blue and not the green line. In 1995, followed by a half decade of
transitional recession, Hungary started its «structural reconstruction» path
to a market economy. If one continues that line (see the neatly vertical
line started in 1995) Hungary will reach its S-curve (of w = 0.8), by
around 2040.

4. A comparison and detciz'led analysis of planned economies

As the key element of our model, w, has been not mentioned until now.
We consider w, as an indicator of the softness of budgetary constraint,
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a concept elaborated by Janos Kornai. Kornai? presents a hierarchical
model with five levels. The lowest level is 4) the monopolist power of
the Marxist party which determines ) the monopoly of the state (public)
property and as a consequence ¢) the dominance of bureaucratic coor-
dination which by d) soft budget constraint leads to e) shortages and
aspiration for over-investments, Within the model the elements of the
lower levels have a direct impact on all the elements of the upper levels.
A budget constraint is called soft when the management of an enterprise
wishes to spend more than the enterprise’s revenue because of possible
state aid as the government supports enterprises which operate at a loss.
This contributes to the appearance of rush, which was characterised by
Kornai as follows:

If we want to achieve very fast growth rate in the near future, there are
three available intertemporal methods of acceleration:

~ Sacrifice (we forgo a present consumption flow, and establish a pro-
ductive stock from the savings, for instance instead of eating butter,
we: export it, than we create a new factory using the income from
exporttation; it is no burden on, nor damaging to the future). .

— Postponement (we forgo a stock-formation due in the present, but we
do not renounce forever, just postpone the action, for example the
linking of suburban houses to the public utility networks can partly
be postponed, this is a burden on, but not damaging to the future).

— Neglect (we forgo present consumption of a flow or present forma-
tion of consumption capital; this is both a burden on and damaging
to the future).

In developing the notion of «rush», Kornai drew mainly on the experi-
ences gained from 1949-1953 in the Hungarian economy. Rush is only
one of the ‘ideal-types’ of growth path, the opposite of the harmonic
growth’s ideal type and the real paths lie between them. Rush demands
great sacrifices from current generations, and puts a burden on future
ones. Capital formation is privileged over consumption. Quality lags behind
quantity. Sufficient reserves for flexible adaptation are lacking. There are
shortages in material, energy, spate parts, capacity, labour; this shortage
situation leads to tensions. Rush appears in backward countries. In the
framework of rush the share of investment is higher and especially in
branches where the output/capital ratio is high. Too great sactifices cannot

2 1. KorNarL, Rush versus Harmonic Growth, Amsterdam 1972,
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Table 2. Characteristic disharmonies of rush

No. Requirement of harmony Sacrifice  Postponement Neglect
1  Raising of consumption XX
2 Proportionate satisfaction of consumers’ needs XX XX
3  Incentive and equitable distribution of income
4.1 Full employment
4.2 Protection health X
4.3  Care for all people
4.4 Public security
5.1 Social contribution to the rising of children
5.2 Equal opportunities in education
5.3 Mobility
5.4  Social equality of women
5.5 Increasing leisure time X
6.1 Fast development of education x
6.2 Qualitative harmony between of the demand of production
~ for specialists and the supply of specialists X X
7.  Structural proportionality in non-competitive production x x
8.1 Up-to-dateness of production technologies
8.2 Improvement of quality ' XX XX X
8.3 Promotion of research and development .
9.1 Equilibrium of the balance of payment X
9.2 Qualitative harmony between exports and production X X
10 Careful maintenance of the reproducible physical capital b b
11 Protection of environment, of nature X X
XX

12 Continuous care for reserves

Source: J. KORNAL, Rush versus Harmonic Growth.



be demanded for too long a period without creating political difficulties.
The tasks postponed accumulate and sooner or later turn into neglect.
These may lead to economic friction, losses and even to serial shocks
ending in exhaustion. After the year 1953, Hungarian growth moved
toward a harmonic path, and during the sixties, almost all indicators of
Table 1 improved, however transportation, telecommunication and housing
did not develop. The shift from rush to harmonic growth was slow and
in many details inconsistent and even relapsing; old postponements and
neglect continued. The transition is not really planned; it is not simply
a slowdown, but an additional slow-down due to postponements. The
most conspicuous form of repeated relapsing into the mistakes of rush
is the «running ahead» of investments, i.e. tension between demand for
investments and supply available for implementation. The investment
tension begins in the planning phase, central investments are frequently
overambitious, in addition the «pressure from below» is extremely strong,
the stock of incomplete investments grows.

Investment tension also leads to shortages on the market of consumption
goods. «Suction» is the precursor of rush. Investment tensions of the 1950s
were studied by Tamas Bauer a famous Hungarian economist. According
to Bauer?, investments were over-forced under the socialist regime. Dutring
the eatly cycle rush means many newly launched investment projects
until — through the decrease of living standards — it hits the opposition
of society. At this point, a temporary constraint of investments occurs,
The cycles following are characterised by respect for the attained living
standard and required higher investment outlays instead of delaying the
growth of consumption and worsening the balance of trade. The high
deficit in the balance of trade then leads to the constraints of investment,

Investment decisions can be split into two processes; aggregating plan
proposals coming from below (building up the plan — breaking down
of the plan) then approving them in a modified form. This process is
repeated several times. Establishment of target figures concerning per-
formance and limit figures determining the allocation of resources are
connected only at two levels, at the top level, in national balances and
at the very bottom, in the factories. Of course bargaining is also present
at the intermediate levels. Input-output coefficients planned at factory
level and their relation to the national balances is information of crucial

> T. BAUER, Investment Cycles in Planned Economies, in «Acta Oeconomicaxs, 21, 1978,
3, pp. 243-260.
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importance. In the field of investments the aggregate investment claims of
the lower level exceeds the level of investment considered feasible by the
centre, investment planning therefore concentrates on allocating annual
limits, and approving individual investments is secondary. Enterprises
break through central control by the so-called hooking on to the plan,
which means that they hide their investment claims by under-estimating
investment outlays producing a fragmentation of investment. In the
presence of higher investment engagement it has better chances in the
struggle for higher annual limits in the following years; the centre either
increases the investment ratio, or slows down the investment projects in
progress. The phases of the cycle are called: run-up, rush, halt, slowdown.
One can distinguish between consumption-symmetrical (in the 50s) and
export symmetrical-cycles (later). When the approval coefficient decreases,
so does the investment ratio, but consumption is increasing or balance
of trade is improving. Most of the investment is related to construction
and the process lasts several years. The elements are investment actions;
investment increases the number of projects in progress, and the total
planned investment outlays, so the speed of implementation slows down,
fragmentation of investment increases. In the case of tension in the uses
of national income, the growth of individual consumption decreases,
stocks of materials and products are lower, and an external indebtedness
occurs. Tensions are shifting.

During the 1950s, in Hungary the investments of the first five-year plan
(1950-1954) were raised, it was planned to invest 2.5 times the volume of
the previous three-year plan’s investment. Production growth was planned
to be 280% regarding «heavy» industries and 145% for «light» industries.
More new investment projects were begun, many investments started
without appropriate documentation. Fragmentation of investments and
shortages of investment goods (such as materials, labour, machines, and
equipment) appeared; investment plans were not fulfilled. Uncompleted
investments as a percentage of annual investment performance grew
rapidly (1950: 24%, 1952: 50%, 1955: 92%). A decrease in consump-
tion was the source of the investment expansion. The investment activity
compared to 1949 grew in 1951/52 and 1956, but decreased from 1953-
1955, while real wages decreased in 1951/52, and grew from 1953-1956.
After 1953, the investment to GDP-ratio oscillated, but consumption did
not decrease any further.

Returning to Kornai, the softness of budgetary constraint is the key element.
In our model w indicates the degree of softness of budgetary constraint.
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Conclusions

Because of WWII many market economies and the later planned econo-
mies, as well, lost their capital stock and their output petformance fell
sharply compared to the pre-war levels. We have designed a growth model
where the speed of learning is proportional to the backwardness [y, =
glw - 9)], while the growth of capital is proportional to the difference
between the rates of return [y, = 0.5 (» — #)/6, rate of return r and rate
of return #* of the technological leader]. Our model has made the institu-
tions’ efficiency-boosting power explicit, which has been measured as a
proxy by growth between 1945 and 1970. According to our view Kornai’s
notion of the «soft budgetary constraint» makes it possible to explain
the large differences between the performances of market economies and
planned economies. We have shortly summed up the so-called rush of
planned economies in order to compare these economies.
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Reconstruction and Resumption
of Development in the Yugoslav Republics
after World War II

by Ivo Biéanié

I. INTRODUCTION

Post World War I Yugoslav growth after the brief period of reconstruction
can be divided into two sub-periods. The first is a shorter sub-period that
lasted from 1948 to 1960. This is a sub-period of economic acceleration
with increasing and eventually high growth rates. The second one that
followed was a drawn-out period of deceleration and cycles that lasted
until the country’s decomposition in 1989, This paper is concerned only
with aspects of the first sub-period.

The paper is divided into four sections. The first provides an overall
view (bird’s eye) of growth during the complete first period of economic
acceleration, i.e. from 1948 to 1960. The next three sections provide an
analysis of the three fundamental institutional set-ups underlying the
period. Thus the second section, after a brief description of reconstruction,
deals with the building of a centrally planned «command» economy. The
second section describes the search for and the first «Self-management
Paradigm». The third section sets the stage for the subsequent deceleration
stage. The paper ends with some concluding remarks.

II. YucosLav GROWTH 1945-1960

Reliable and complete statistics based on the system of material balan-
ces about the Yugoslav economy exist from 1952 onwards. For the
period after 1947, when reconstruction was declared complete and the
first five-year plan started, there is incomplete data. During the 13-year
period from 1947 to 1960, economic growth accelerated to extremely
high yearly growth rates, both in absolute and comparative terms. This
impressive acceleration is visible from the data in Table 1. By the end
of the period, these high growth rates were some of the highest in the
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world. Since the acceleration was followed by a drawn-out period of
deceleration not without reason the fifties have been called the «Golden
Age of Self Management».

Table 1. Growth rates 1948-1960

. Average yearly growth rate
1948-1952 1953-1956 1957-1960

Social product 2.4 ‘ 8.8 12.6
Social product p/c 1.0 7.2 113
Employment 2.5 7.9 7.2

" Source: J.R., Privreda Jugoslavije 1945-1960 [The Yugoslav Economy 1945-1960], in «Jugoslovenski
pregled», 5, 1961, 4, pp. 157-162, also as Yugoslav Economy 1945-1960, in «Yugoslav Survey», 2,
1961, 5, pp. 647-659.

Even though the period of acceleration was brief and lasted only 13
years (and probably cannot even be called «modern economic growth»
in Kuznets’s sense), it was long enough to irreversibly change the nature
of Yugoslav society and economy. It transformed the society from a
backward agricultural rural society into a growing urban industrial one
and the economy underwent a major structural transformation that the
mentioned change implies. The basic data of these two processes are
given in Tables 2 and 3. -

Table 2. Changes in the social structure of the population 1953-1961

1953 1961
Share of non-agricultural population 33.00 50.00
Share of urban population 21.00 28.00
Illiteracy rate (share of persons >10 years of age) 2540 19.70
Secondary education (share of holdets >20 years of age) 3.50 12.00
P/c Household electricity consumption kWh 20.60 80.80
Radios per 1000 inhabitants 39.60 98.20
Physicians per 1000 inhabitants 3021 1336
Increase in net real wage 100 ’ 154

*  population census 1948

**  refers to 1956
% pefers to 1950

Source: Yugoslavia, 1965.
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Table 3. Structural changes in the Yugoslav economy 1939-1960

1939 - 1953 1960
Share of mining and industry in social product 26.8 33.0 455
Share of agriculture in social product 44.3 369 255
Employment 920 1,837 (1,167)* 2,972
Increase in employment (1939=100) 100 241 323
Employment in mining and industry (in 000) n/a 562% 1,072
Per capita energy production 75 175 471
Share of industry products in exports 48 57 75

*  refers to 1947 !
** refers to 1952

Source: Jugoslaviia 1945-1964 - Statistiéki pregled [Yugoslavia 1945-1964 — Statistical Survey], Beograd
1965; rows 1, 2, and 7: J.R., Privreda Jugoslavije 1945-1960.

"However, even though during this period growth fundamentally changed
the nature of the society and economy, these changes were not trouble-
free. They involved economic and social costs which with hindsight many
find difficult to justify. The economic costs were the high investment
rates (provided in Table 4) and the price in living standards they involve.
The social costs that followed growth acceleration are much more con-
troversial. The economic acceleration was accompanied by a one-party
system. This brought with it a significant loss of actual democratic and
civil rights and an expansion of the state into the dominant agent, poli-
tical and economic; for a political history of the period see D. Bilandié¢’s
history of Yugoslavial.

Table 4. The investment and economic price of high growth rates

Average yearly growth rate
1948-1952 1953-1956 1957-1960

Average yearly aggregate investment share 31.6 317 35.0
Share of ind. and min. investment in fixed assets ~ 56.4 59.1 42.8
Share of agriculture investment in fixed assets 7.7 7.0 15.8

Source: J.R., Privreda Jugosiavije 1945-1960.

U D. Buwanei¢, Historija Socijeliasticke Federativne Republike Jugoslavije 1945-1985:
glasvni procesi [History of the Socialist Federative Republic of Yugoslavia 1945-1985:
main process], Zagreb 1985,
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Post-war growth includes another feature. During this period, there was
extensive institutional uncertainty, This uncertainty involved frequent
institutional changes, usually in the name of some form of social engi-
neering. There were two such major efforts of social engineering during
this period. The first was the building of a centrally planned socialist
«command economy». The second was a deconstruction of the previously
built command economy and its replacement by a socialist «self managed
economy». While for the first, there was a blueprint (albeit one imported
from the Soviet Union) for the second thete was none, so the institu-
tional uncertainty was even greater than in the first period. Because of
the fundamental importance of these institutional changes, each will be
dealt with briefly in the next two sections. The description will not be
exhaustive but will take place from a growth perspective.

III, W/AR DAMAGES, RECOVERY, AND CENTRAL PLANNING

Following a brief description of the period of recovery and reconstruc-
tion, this section will concentrate on the record of accomplishment of the
period of central planning in Yugoslavia that lasted from 1947 to 1952.

1. Reported war damages

Yugoslav war damages, as registered with the Allied Commission were
huge?. 1.7 million lives were lost. This was almost 11% of the pre-war
population and in relative terms, it was the second highest among the
allied nations. Just over a fifth of homes (20.7%) and companies (22.8%)
with almost two thirds of industrial capacity were severely damaged or
destroyed in the war. Especially important were losses in communica-
tions, transport, and livestock. Total reported losses were 46.9 billion $
(1938 exchange rates give 44 dinars to 1 dollar). Such high losses can
be attributed to the continuous military operations from 1941 to 1945
and efforts to subdue a successful National Liberation Movement (due
to which — in spite of puppet states and annexations to Germany —
Yugoslavia was part of the Allied forces).

2 REPARACIONA KOMISUA PRI VLADI FNR], Liudske i materijalne ¥rtve Jugoslavije u ratnom
naporu 1941-1945 [Human and Material Losses in Yugoslavia in the War Effort 1941-
19451, Beograd 1945.
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2. The post-war recovery 1945-46

During 1945 and 1946, the country faced the immediate task of post-war
reconstruction. The reconstruction was often conducted locally and could
call upon the enthusiasm of the population. On a national level the main
priorities were transport and infrastructure followed by the reconstruction
of large industrial plants. This reconstruction was declared complete by
the end of 1946 so that the first Five Year Plan 1947-1952 (1946) started
a new process of economic development.

Table 5. Economic recovery

1939 1946 1947
National income 100 90 107
Industrial production 100 79 121
Machine production 100 121 241
Consumer goods 100 84 130

Source: PK., Razvoj radnickog samoupravljanja [The Development of Workers Self-management],
in «Jugoslovenski pregled», 1, 1957, 1, pp. 15-22.

Company independence during this period was minimal. Firms were run
by a state agency established in 1945 (DUND), DrZavna Uprava Narodnih
Dobara, State office for the management of national assets). In 1946, part
of the running of firms was transferred to the Ministry of Industry which
determined production levels and allocated inputs. After 1946 new firms
could be established only by government decree. The firms which were
~established during the period of reconstruction were national firms (e.g.
for bus transport, textiles, retail etc.).

3. The first transformation: designing a centrally planned command economy

The main political party in the country was the Communist Party of
Yugoslavia (CPY). The CPY had organised the successful war of liberation
(the partisan movement) and came to power in 1945, initially through
a power-sharing regime but it quickly took all political power into its
hands and later introduced a one party system. This political change is
outside the scope of the paper. At the time the economic progtamme of
the CPY was to establish a centrally planned «command economy» along
the lines practised in the Soviet Union. This implied state ownership of
capital and non-capital assets, the administrative control of production and
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distribution by the state so that prices were administrative and markets
lost their economic allocative functions.

In Yugoslavia, establishing a state sector through the state ownership of
assets involved two related but not identical processes. The first concerns
the non-agricultural sector. Here the private sector was, for all effective
purposes, eliminated in a short decisive move. The second involved
agriculture where establishing state-run agricultural production was a
drawn-out process and involved partial decisions and backtracking and
at the end permitted a limited but important private sector.

Capital assets in the non-agricultural sector were either confiscated (in
1945), sequestered (in 1945 and 1946) or nationalised (from 1946 to 1948).
The January 1946 Constitution institutionally limited private property and
nationalisation and the formation of the state sector was based on two
laws, one passed in December 1946 and the second in April 1948. The
first law regulated nationalisation in industry and banking and the second
law nationalisation in trade and crafts. Private banking was abolished
by decree in 1946. In industry the establishment of the state sector was
completed by the end of 1946 (see Table 6 for the dynamics in 1946).
In retail, crafts, and small restaurants the process was slower and lasted
until 1948, In 1945 45% of industry and 82% of retail trade was priva-
tely owned, in 1946 the respective percentages were 20% and 49% and
in 1948 the private non-agricultural sector disappeared’, see Table 6. In
1948, the main economic ideologue of the CPY Boris Kidri¢ claimed

. from now there will practically be no industrial firm in Yugoslavia
which will not belong to the socialist sector of our economy»?. Much later,
there was a very limited and partial economic liberalisation. It allowed
a limited private sector to develop in crafts and small restaurants (the
limits concerned the value of assets and included an employment cap)
but the remainder of the economy remained in state/social ownership
and with extensive institutionally defined privileges and monopolies that
lasted until 1989. In 1989 privatisation started. It involved two laws,
the first «equalised the position of all forms of ownership» that levelled
the playing field and the second regulated partial privatisation, which

> All data from M. DOBRINGIC et al., Przvredm sistem FNR] [The Economic System of
the FNRY], Zagreb 1951.

4 P. RASTOVACAN, ‘Nasa sciejalisticha txgradnja u svjetlu privrednog zakondavstva’ [Socialist
construction in the light of commercial legislation], pp. 205-254, in S. ZucLia (ed.),
Zhornik Pravnog fakulteta n Zagrebu [Collected papers of the ZagLeb Faculty of Law],
Zagreb 1951, p. 296.
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defined a regulated and gradual privatisation that was initiated by the
enterprises themselves, By the end of 1948, there was a completely state
owned industry and distribution system that could underpin a centrally
planned command economy. There were no economic agents outside the
direct control of the state.

Table 6. The ownership structure of industry in 1946

‘ January June December
Stat for Value of assets 55 72 100
ate secto Employment 57 . 67 100
Private sector Value of assets 13 9 0
vate sec Employment 11 12 0
S rer Value of assets 32 19 0
eques Employment 32 21 0

Source: M. FiLpovie, Stanje nase industrije do perioda planske privrede [The State of our Industry
until the Period of a Planned Economy], Beograd 1949,

Table 7. The ownership structure of industry in 1946

1945 1946 1947 1948 1949

State 1.7 4.5 13.3 41.4 48.0
Share of el owlets Ghops) b, 0> 784 342 23 1o
Social - - 713 9.7 9.0
State 3.0 19.0 38.0 54.0 59.0

Coop. 120 320 410 340 300
Privatc 850 490 120 20 07
Social - - 9.0 9.0 9.2

Share of volume of trade

Source: R. Bi¢ani¢, Ekonomska politika FNR] [The Economic Policy in FNRY], Zagreb 1962, p. 107.

The fate of agriculture was different. Post-war agricultural policy started
with an abolition of peasant debts, agrarian reform, colonisation, and
the establishment of state farms, which forced peasants into state co-
operatives, After the collectivisation policy failed there was a backtracking
on cooperatives, another agrarian reform that privatised some land but
introduced regulations into the market sector through price control,
compulsory deliveries and limited access to markets.
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The first policy decision of the post-war government concerned the peasant
debt that was wiped out by decree in' 1945, By August 1945 the agrarian
reform started. The 1.6 million hectates that made up the Agrarian reform
fund and were allocated for redistribution came from vatious sources:
41% of the land was confiscated from the German minority, 15% from
large landowners, 11% from the church, etc. (others shares were below
10%). The reform redistributed the land so that 51% went to peasants
(there was an agrarian maximum between 20 and 35 hectares), 18% to
state farms and 24% was land for reforestation. Of the 316,000 families
who benefited almost 180,000 already had land, 71,000 were landless
rural families and there were 66,000 colonist families (over 300,000 people
were resettled). The success with which the structure of land ownership
was changed is given in Table 8. Changes in agriculture wete not limited
to the agrarian reform. They continued through enforced collectivisation
(in 1945 there were 31 state cooperatives and in 1949 there were almost
7,000), see Table 9. By 1948, private commercial agriculture had disappe-
ared and the land that remained in private ownership was in such small
peasant plots that they allowed only self-sufficiency farming’. ‘

Table 8. The changing structure of Yugoslav agricolture

1947 1949 1951 1955 1959

State 1.2 5.7 5.0 5.7 5.7
Share of agricoltural land Coop. 0.9 14.0 20.0 3.1 49

Private 97.9 80.3 75.0 91.2 89.4
No. of cooperatives 638.0 6238.0 5804.0  688.0

Source: Ownership structure: R. BICANIC, Ekonormska politika FNR], p. 107; number of cooperatives:
Jugoslavija 1945-1964, p. 111,

Table 9. Cooperatives and share of private agricolture in agricoltural pro-
duction

1945 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955
No. of cooperatives 14 280 638 1217 6238 6913 5804 4255 1165 894 688

Source: Jugosiavifa 1945-1964, p. 111.

> Data from M. DOBRINCIC et al., Privredni sistern FNR].
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Attempts to introduce a command economy into agriculture failed and
the LCY used drought years as an excuse for a policy. change involving
major backtracking. In the eatly fifties, two processes started. The first
was backtracking on collectivisation and self-sufficient private agticulture.
Many cooperatives were disbanded so their number fell from almost
7,000 in 1948 to below 700 in 1955. Table 9 provides data regarding the
number of cooperatives and share of private agriculture in total agriculture,
Regarding private agricultural production, private agriculture was allowed
to develop in a controlled fashion. From 1950 on livestock and meat
products from the private sector could be freely traded. In 1952, trade in
private sector cereal production was liberalised. By 1953 compulsory sales
of private sector products to state firms had been phased out. However,
concurrent with. the liberalisation of production there was another agra-
rian reform in 1953. This reform reduced the agrarian maximum to 10
hectares under the pretext that with so much land private farmers had
to be self-sufficient and would not need to hire labour so there would
not be any worker exploitation. This time all the land in the Agrarian
fund (275,000 hectares) was used only to increase the size and number
of state farms. In spite of these constraints the private sector developed,
indeed in some products it dominated. The changes in agriculture were
partly due to the 1951 and 1953 droughts (see Table 10), pattly to the
failure of state cooperatives to generate peasant productivity and partly
it played a role in the general political package involving a new type of
socialist society that included self-management. The land ownership policy
of a 10-hectare maximum remained unchanged until 1990, except that in
the eighties renting land by the private sector was tolerated.

Table 10. Drought and agricoltural «crises»

1951 1952 1953 1954

Aggregate agricultural ~ Year-on-year change = 143 69 144 89
production % of 1954-1963 average 77 54 77 69
Production of cereals  Year-on-year change 162 55 192 78

% of 1954-1963 average 78 43 82 64

Source: Jugoslavija 1945-1964, p. 98.

The central planning system and command economy inaugurated in
the January 1946 constitution was further institutionalised through the
organisation of firms which was regulated in a law of July 1946, The
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actual everyday production in all types of firms was run by the director
but he or she received instructions from an «administrative-operative
manager» who was a civil servant and worked in a government office.
These managers had a hierarchy and their position depended on the
company’s category: local, regional, republic, or of national importance.
The administrative-operative managers defined the firm’s rules, plans,
and personnel policy and coordinated its activity with other firms under
their control (all firms of one level regardless of their sector were under
the same manager). They also coordinated their activities with other
managers at their or other levels. In 1947, there was a partial reorgani-
sation by which the running of some firms was transferred to republican
administrative-operative managers. As early as 1948, it was noticed that
this kind of central planning led to a mushrooming of bureaucracy so
that in 1950/1951 most federal administrative-operative managers were
abolished and their functions transferred to the republican level (the
federal level coordinated and influenced decisions through «councils»).

" The remaining institutional framework of central planning and the
command economy concerned the introduction of uniform accounting
standards (a law adopted in July 1946), price regulation of national and
republic prices (law of December 1946), registration of the re-sale of land
and private assets (law of June 1947), and the limitations imposed on the
trade in private agricultural products (law of February 1948). Remaining
retail trades (small shops) were nationalised by May 1948. They were
then leased back to previous owners under very restrictive conditions
so that most refused and sought alternative employment with the result
that the private sector disappeared in retailing. The same was done to
restaurants in April 1949. The real estate trade was further regulated (law
of March 1948). The disappearance of the private retail trade led to the
administrative control of disttibution (law of February 1948).

4. The first Five-Year Plan 1947-1952

With reconstruction declared completed in 1946 and the institutional
framework for a centrally planned command economy in place, the stage
was set for the first Five-Year Plan. The plan was drawn up for the period
from 1947 to 1952 and it was passed as a law®.

6 SAVEZNA PLANSKA KOMISA, Zakon o petogodiSujem rsazvitku narodne privrede FNR]

1947-1951 [The Law on the Five Year Plan of the Development of the National Economy
of the FNRJ 1947-1951], Beograd 1947.
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The first Five-Year Plan aimed at increasing the value of production 2.4
times over pre-war levels and the state sector by 5 times. This goal was
to be achieved through the plan’s 4 main aims:

a) eradicating economic and technical backwardness (which implied
investing in industry, especially heavy and ferrous industry, agriculture
and electriftcation);

<

increasing and strengthening the economic and defence capabilities
of the country (leading to a bias towards heavy industry);

c) strengthening and further developing the socialist sector of the national
economy and new production relations, favouring the socialist sector
at the expense of the private sector (an uneven «playing field» and
nationalisation);

d) increasing the general welfare of workers in all three sectors of the
economy.

Increases in productivity were defined as the main source of accumulation
(growth). The plan’s benchmarks were 1939 levels’,

In the first two years of the plan (1947 and 1948) the goals were met and
in the ‘good’ tradition of socialist planning even surpassed. At the time
Yugoslavia looked like a well-run centrally planned command economy,
see Table 11. In 1948, there was a major external shock. As a result of the
political rift between Yugoslavia and the Soviet Union, the latter imposed
an economic embargo. All economic ties to the Soviet Union and other
socialist countries were cut-off overnight. Since Yugoslavia depended
heavily on the other socialist countties, it was obvious the plan could no
longer be implemented. Table 12 shows the fall in national income and
per capita income after the embargo. Furthermore, these events chan-
ged the national and political priorities so defence and military matters
came first. This in turn made a re-allocation of investments increasingly
important. The changed circumstances become clear if the plans imple-
mentation during the first and second two-year period are compared.
During the first two years of the plan national income grew 14.8% per
annum 1947-1949, then 1950-1952 it fell by 5% yeatly. Eventually the
political authorities saw that the plan was irreversibly off track and the
first five-year plan was officially abandoned in 1950.

7 M. Dosrinei¢ et al., Privredni sistems FNR].
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Table 11. The first Five-Year Plan implementation

1947 1948 1949 1950 1951 1952

National product® 100 1194 131.8 121.1 127.6 1124
p/c nation. product® 100 117.9 128.6 1165 121.0 105.0

Source; *St. St., Narodni dobodak 1947-1956 [National Income 1947-1956], in «Jugoslovenski
pregled», 1, 1957, pp. 465-469.

Table 12. Two periods in the first Five-Year Plan implementation

Average growth rate Average growth rate Average growth rate
1947-1949 1950-1952 1947-1952

National income* 8.6% 5% 1.9%

Source: *St. St., Narodni dobodak 1947-1956.

IV. SEARCHING FOR AND DEFINING THE FIRST SELE-MANAGEMENT PARADIGM

In 1950, the same year as the formal abandonment of the first Five-
Year Plan, in an arguably more important decision the CPY decided
to start implanting a completely different socialist paradigm: workers’
management (later called self-managing socialism). By this, the country
entered its second effort of social engineering in only five years. The
main idea was that workers should manage (hence worket’s management
and self-management) the assets at their disposal (hence state ownership
was replaced by social ownership) and bear the consequences of their
decisions (hence markets and no command economy) while society should
increasingly withdraw from interfering (hence the withering away of the
state) and have only indicative role (hence social planning replaced central
planning). In implementing this «grand scheme» and new paradigm the
LCY was not going to let anyone interfere with its leading role (hence
a one party system). To what extent this was a reaction to an external
shock (the Soviet Union and its allies’ economic embargo and the disap-
pointment with «socialist brotherhood») and to what extent a result of
internally generated chiange remains controversial and outside the scope
of this paper. Two things are extremely important regarding the new
paradigm. The first is that it was incompatible with a centrally planned
command economy and meant that it had to be dismantled. And the
second is that no blueprint for its development existed; it was a novel
idea with no precedent.
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The reorganisation of firms was based on a law of June 26, 1950. This
law introduced self-management into most firms (infrastructure and
public utilities were exempt) regardless of size. As a result, in 1950 in
6,319 firms that employed almost 1 million workers there were elections
for workers’ councils. In these elections 114.313 workers, of which more
than three quarters were blue collar workers, were elected to various self
management bodies. In 1954, the system was extended to all firms since
workers’ councils were elected in previously exempt firms (railways, post
office, public utilities etc.). From 1950 on, Yugoslav economic history
represents a sequence of efforts of social engineering aimed at conceiving
a consistent, coherent, and efficient economic model that would imple-
ment the basic principles of self-managing socialism. The period after
1960 is outside the scope of the paper, but in the period considered
here, with this effort of institutional adjustment, two different sub-periods
can be distinguished. The first sub-period was from 1950 to 1956 and it
could be labelled «dismantling a command economy and searching for
the paradigm», The second sub-period was from 1957 to 1960 and its
appropriate label is «the first Self-management Paradigm».

1. Abandoning central planning and the search for a new paradigm

The search for a new paradigm and the institutional changes it inspired
did not take place in a favourable economic environment. The economic
embargo (imposed in 1948) continued and there were two years of severe
drought (in 1952 and 1954, see Table 10). The former led to trade redirec-
tion and the acceptance of western aid. The latter called for the adoption
of «crises management» policies and the rethinking of agricultural policies
that ultimately led to backtracking on collectivisation, a new agricultural
reform and trade system with partial liberalisation of private agriculture.
Overall, in the period from 1950-1952 the economy experienced negative
growth rates and agriculture collapsed (for agricultural production see
Table 10, for national income Table 11).

In the economy, the idea of socialist self-management was quite obviously
incompatible with a command economy and central planning. During the
early period of self-management, the central plan was abandoned and
from 1952 to 1953 the command economy was replaced by a system of
«Accumulation and Funds». Perhaps a more appropriate label would
be «muddling through» since there was no general time frame («action
plan» in modern patlance) motivating the institutional changes or an idea
what the economic system should look like. In this system, exchange took
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place for money in markets but at regulated prices. Production, howe- -
ver, was organised by partially independent firms, The state intervened
in the economy in four fundamental ways. First, through prices (where
agricultural prices were kept low so agriculture subsidised industry, the
infamous «price scissor» practiced in every socialist economy). Second,
the allocation of company revenue was regulated by a system of propor-
tions (i.e. the share for each accounting item such as wages, production
costs, depreciation, etc.), Third, the state was the sole investor which was
managed through investment funds (the contribution to the accumulation
of each firm was sector specific).

Finally, the centralisation of banking was completed by the introduction
of a one-tier banking system. The scope of company level decision-making
and thus «self-management» in this system was through two kinds of
decentralised decisions, The first was in the organisation of production for
given proportions. The second was the guided distribution of surpluses
beyond the production levels (usually defined as quantities delivered to
other firms) determined by the state. For revenue earned after completing
these planned deliveries the enterprise was free to allocate excess revenue
following some general rules (e.g., it could employ new workers only if
its production exceeded the planned delivieries, it could not significantly
increase wages but could provide local public goods to its employees
if its revenue exceeded plans, etc.). The incentive system for the firms
and the managers was the distribution of surplus; the state was firmly
in control of investments.

Obviously, the system of Accumulation and Funds could only be an inte-
rim one. In 1954, there was a change and the system of Accumulation
and Funds was replaced with a more liberal system that allowed firms
more freedom. Instead of company and sector specific accumulation
that determined how much each sector and/or firm had to pay into the
fund, a general 4% asset tax was introduced whose proceeds went into
investment funds. Most of these resources went to the General Investment
Fund. This fund was set up at the federal (national) level. Much less went
into the republican and communal investment funds. The allocation of
investment resources between the three kinds of funds is given in Table
" 13. Foreign trade was highly regulated with imports requiring permits
and exporters’ foreign currency earnings were ceded to the state at fixed
and non-market fixed clearing exchange rates.
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Table 13. The structure of investment funds

1956 1957 1958 1959 1960
Federal fund 40 34 38.3 42.8 37.1
Republ. fund 9 8 7.1 8.0 7.0
Local fund 22 26 16.6 17.4 17.5

Source: Compiled from A. P, Investiciie u 1957 godini [Investment in 1957], in «Jugoslovenski
pregled», 2, 1958, pp. 261-162; Ing. A. S., Privreda u 1958 godini [The Economy in 1958], in
«Jugoslovenskl pregled» 4, 1959, pp. 11-16; V. C., Privreda u 1959 godini [The Economy in 1959],
in «Jugoslovenski plegled», 3, 1960, pp. 63-68; SR, - D.C., The National Economy in 1960, in
«Yugoslav Survey», 2, 1961, 5, pp. 660-672.

2. The first Self-management Paradigm and second Five-Year Plan

The hybrid system of the eatly fifties was finally replaced by the first
«Self-management Paradigm» of the late fifties. The first Self-management -
Paradigm was a coherent economic system defined by 1956 when the
country embarked on implementing its second Five-Year Plan. Of course,
the economic changes followed political ones since the changes of the mid
fifties also included major political changes (a new party programme with
the symbolically important name change from CPY, Communist Party of
Yugoslavia, to LCY, League of Communists of Yugoslavia).

The economic system introduced in the mid fifties retained state
investments (financed by the 4% fixed asset tax with most of the resources
thus collected going into the Federal Investment Fund, see Table 13),
regulated foreign trade (with import permits and compulsory ceding of
export proceeds), and price controls (biased against the private sector
and in favour of capital-intensive sectors) but it augmented company
independence.

Thus the company internal distribution was regulated in such a way that
firms could decide about the size of the wage fund (and thus company
investments above the payment into the investment funds) and on wage
differentials (the differentials were indirectly regulated through recommen-
dations). In essence, the firm’s income was broken into two parts, The
first went to the «socio-political community» (i.e. outside the firm) and
the second was left to the discretionary decisions of workers’ councils.
The latter under the name of «the material base for self-management»
became a proxy variable for the extent and successful implementation
of self-management because it determined the amount and share of
resources left to firms.
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The new institutional framework was in place in 1956 when the second
Five-Year Plan for the period 1957-19628, became operative. This five-
year plan was extremely ambitious and aimed at an average growth rate
of the social product above 9%, see Table 14. The general goals of the
second Five-year Plan were

a. to increase the material basis for self-management (increase the share of
company revenue left to the discretionary decisions of self-management
bodies and thus expand their. control over resources);

b. achieving high investment rates and distribution of investments was to
be left to the state institutions with the dominance of central gover-
nment;

c. to balance the structure of investments among sectots (i.e. redress
previous goals in favour of balanced growth, i.e. not favour heavy
and ferrous industry but invest in agriculture and consumer goods
and thus satisfy the demand coming from increased employment);

d. to develop an optimal expansion of foreign trade (but not liberalise
foreign trade);

e. to achieve a significant increase in living standards.

The plan’s goal of balanced growth meant that it envisaged significant
investments in agriculture and light industry. The high growth rates
announced by the plan were achieved. The plan was so successful that in
1960 — one year ahead of schedule ~ it was declared fulfilled and com-
pleted. The high growth rates of the 1956-1960 period are explained® by
a. the more efficient use of previously constructed factories that resulted
from a better organisation of production and from economies of scale
(the first was attributed to incentive effects of workers’ self-management);
b. the completion of incomplete plants from the previous period (for
various reasons major investment projects were left incomplete so minor
investments had large effects); c. the shift of investments in favour of
maintenance, reconsttuction and modernisation of existing equipment
(again, smaller investments would have larger effects); d. the shift to

8 See Drustveni plan privrednog razwoja Jugoslavije 1957-1961 [The Social Plan for the
Economic Development of Yugoslavia in 1957-1961], in «Slu¥beni list FNRJ», 53/57, 1957.

®  See V.M., Drustveni protzvod i nacionalni dobodak 1956-1960 [Social Product and
National Income 1956-1960], in «Jugoslavenski pregled»5, 1961, 10, pp. 403-407 also
published as Social Product and National Income 1956-1960, in «Yugoslav Survey», 2,
1961, 7, pp. 967-976.
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Table 14. The Second Five-Year Plan implementation

1957 1958 1959 1960 1961 1962

Average planned growth rate 91

of national -income :

National income Plan target, rate of 111 104- 112 108 113 116
growth
Implementation 111 98 105 98 92 89

(% of target)

Average planned growth rate

of industrial production 112

Industrial production Plan target, rate of 113 111 111 114 112 113
growth
Implementation 103 100 102 101 9% 94
(% of target)

Average planned growth rate 71

of agricultural production - )

Agricultural production Plan target, rate of -9 120 101 115 123
growth
Implementation - 91 110 8 84 81
(% of target)

Average planned growth rate 73

of personal consumption :

Average planned investment 91

rate in fixed assets

Source: yearly target and implementation V. Vasi¢, Ekonomska politika Jugoslavije [Economic Policy
of Yugoslavial, Beograd 1964; other data M. MiHaILovi¢ - V. BOSKOVIC, Savezni drustveni plan za
1957 godinu [The Federal Social Plan for 1957], Beograd 1957.

establishing small and auxiliary plants (replacing large «socialist giants»,
i.e. vertically integrated firms); and e. the increase of the quality of the
distribution network (the efficiency gain from expanding markets). To this,
one should add the positive effects of investments in the infrastructure 'and
the effects of the partial liberalisation of private agriculture. As Table 14
shows the high target growth rates were successfully achieved so that by
1960, the planned production levels had been achieved.

V. THE SEEDS OF DECELERATION

In 1960, the Yugoslav economy seemed poised for another optimistic
five-year plan. The previous one was declared fulfilled a year ahead of
schedule, growth rates were high by any comparison; and living standards
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were improving. Because of these successes the structural and growth
expectations for the 1960-1956 planning period were largely an extrapo-
lation and prolongation of previous trends. However, in the institutional -
framework for the economy there were changes as the paradigm was
developed. The general direction of these changes in the economy was
in the direction of further liberalisation. Thus, first elements of two--
tier banking were introduced, non-tariff trade barriers were somewhat
relaxed, and the firms discretionary rights over its income distribution
extended (in the eatly fifties it amounted roughly to one third, by the
early sixties around two thirds of the social product). The changes were
expected to provide a further growth dividend and especially to support
the incentives of firms to invest.

Events, however, went in quite a different direction. In production, bottle-
necks appeared as some planned firms from the previous period were not
finished. This was especially present in the production of consumer goods,
the production of non-ferrous metals, and the wood industry. Especially
important was the excess demand for consumer goods caused by incre-
asing employment and rising real incomes. This pressure on prices was
further increased by droughts in agriculture (in 1961) leading to a fall in
agricultural production. The institutional reforms had led to unforeseen
adjustment costs and coordination problems. As a result, prices rose and
growth rates plummeted. The data in Table 15 clearly show the change
between the 1957-1960 and 1960-1965 -period. An alternative interpreta-
tion'® used cycle theory to explain the economic downturn.

In contrast to the downturn of the late forties and eatly fifties when the
major force behind the slowdown was an external shock (the economic
embargo and drought) this slowdown was internally generated (the external
shock of the drought had secondary importance).

The third Five-Year Plan for the period from 1960 to 1965 was never
formally abandoned but already by the eatly sixties, it was obvious that
the economy was sufficiently off track to make it unimplementable so it
was quietly forgotten. The failure of the eatly sixties led to a rethinking
_of the self-management economic system along two completely opposed
lines. There was no clear winner so the unresolved ideological dilemmas
led to a sequence of political compromises over a longer period. The
first approach was one that advocated a return to more control over

See B. Howvar, Ekonomska nauka i narodna privreda [Economic Science and the
National Economy), Zagreb 1968.
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Table 15. The economic slowdown of the sixties

Average yeatly growth rates

1957-1960 1961-1965
Social product (1972 prices) 113 6.8
Social product p/c 10.2 5.7
Retail prices 3.0 11.1
Industry and mining 14.1 10.9
Agriculture 9.2 -0.1

Source: Statistical Yearbook of Yugoslavia, 1980.

the economy and increased state involvement. The second view was
quite different and aimed at developing self-management and increased
worker control over resources. In the immediate future the latter won
the political infighting and led to the social-economic reform of 1965.
This reform led to major pro-market changes but the influence of the
former approach never quite disappeared. Consequently this meant that
the economy never implemented full-blown reforms, in 1965 or later. The
result was that in the entire ensuing history the institutional framework of
self-management continued along a dual path and a kind of institutional
«muddling through». But, regardless of the institutional changes the h1gh
growth rates of the fifties were never replicated.

VI. CoNLCUDING REMARKS

In the fifties (more precisely from 1952-1960) the highest growth rates
ever were recorded in Yugoslav history. This period represents a point of
discontinuity with previous secular growth (the 1926-1939 average growth
rate was 2.15% while the 1951-1960 growth rate was 6.5%) and with
the subsequent period. These remarkable growth rates were a significant
departure from today’s growth recipes. They were not achieved in insti-
tutional stability, indeed there were major efforts of social engineering.
They were not achieved through entrepreneurial initiatives but by state
dominance. They were not achieved in a democratic environment but in
a one party system, They were, however, achieved by balanced sectoral
growth and choice of winners.

There are two more important features of the high growth rates of the
fifties. The first is that they did not seem to change the position of
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Yugoslavia on the European development gradient. Yugoslavia started
the period as a marginal European economy and ended it in the same
place (the only change was the political introduction of socialist self-
management). The second feature is that these high growth rates cannot
be considered «modern economic growth» in Kuznets’s sense. Kuznets
defines «modern economic growth» as extended periods of sustained
high growth rates with structural change in an acceptable environment.’
While there were structural changes, half a decade is not long enough to
justify a descnptlon of «sustained hlgh growth rates» and the environment
certainly is not what Kuznets had in mind.
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Post-War Recovery in the South of Italy

Dishomogeneous Development and Regional Differences

by Ezio Ritrovato

The many studies of the different levels of economic development, the
so-called gap, between the south of Italy, or the Mezzogiorno, and central
and northern Italy have come to represent a fundamental part of national
historiography and, even more so, of the literature of southern Italy. A
significant number of these works in the last fifty years! has concentrated
on government policies of intervention in favour of the Mezzogiorno,
and on the effectiveness of the initiatives promoted by those policies in
contributing to a rapid convergence of the levels of development of the
north and south of Italy, in an attempt to bring to an end that economic
and social dualism which for almost a century and a half has been the
unresolved impasse of the guestione meridionale.

In the final decades of the last century, however, alongside the progressive
emergence of regional analysis as a model for interpreting the economic

development of a country or of a wider geographical area?, a similar
! The large number of periodical summary reports (Informazioni- SVIMEZ and Studi
SVIMEZ), produced by SVIMEZ in the years of the special intervention represent an
essential source of data and analyses on the effects of the policy of post-war recovery in
the regions of the south, Equally fundamental are the numerous contributions of Pasquale
Saraceno, as well as the journals «Nord e Sud», «Meridiana», «Mezzogiorno d’Europa»
(published by the ISVEIMER), the «Rivista Economica del Mezzogiorno» (published
every three months by SVIMEZ) and the lively historical reconstruction in S. CAFIERO,
Storia dell'intervento straordinario nel Mezzogiorno (1950-1993), Manduria - Bari - Roma
2000. Extended bibliographical references are also to be found in recently published
books, which form a useful synthesis of the political debate aroused by the «questione
meridionale»,; from unification until the present day. Cf. G. Garasso, I/ Mezzogiorno
da «questione» a «problema aperio», Manduria - Bari - Roma 2005; C. PETRACCONE, Le.
«due Italie». La questione meridionale tra realtd e rappresentazione, Roma - Bari 2005; P,
Baruccl, La condizione del Mezzogiorno — ieri, oggi e domani — tra vincoli ed opportuniti
(Quaderno di Informazioni SVIMEZ, 21), Roma 2003.

2 In this regard, Andrea Colli has annotated some contributions to the theorisation of

regional analysis, with a «Pollardian» approach, in A. CoL11, Lo sviluppo economico regio-
nale in prospettiva storica: note in margine a un convegno, in «Proposte e ricerche», 35,
1995, pp. 67-90.
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approach to the study of cases of dishomogeneous territorial develop-
ment found growing favour, in order to identify and explain the «internal
gaps» of the most backward areas’. This approach justifies an analytical
examination which, as in the ‘case briefly analysed here, highlights the
different levels of growth of the various regions of the Mezzogiorno in
their process of modernisation after World War II. After the emergency of
the initial post-war reconstruction?, which had the purpose of reactivating
the industrial structure of central and northern Italy, the development
programmes of the Mezzogiorno took advantage of the financial resources
of .the Marshall Plan and the work of men such as Rodolfo Morandi,
Francesco Giordani and Pasquale Saraceno, who were the founders and
driving forces of the newly-created Association for the Development of
Industry in the Mezzogiorno (SVIMEZ), the inspiration and leading ele-
ment in the massive special intervention programme launched in 1950 by
Law 646 which set up the Cassa per il Mezzogiorno® (Fund for the South).

The recovery policy for the areas of the south was entrusted to the
Cassa until 1986 when it passed to the Agency for the Promotion of

> The territorial diversity, the presence of «particularly depressed areas» within

depressed areas, with reference to the Mezzogiorno, have been considered by a number
of authors. The most famous image is without doubt that of «meat and bone», given to
us by M. Rosst-Dowria, Scritti sul Mezzogiorno, Torino 1982, pp. 51-79 but, in addition
to the well-known volume by V. Cao-Pinna (ed.), Le regioni del Mezzogiorno, Bologna
1979, which describes the economic evolution of the eight regions of the south and the
controversial results of 25 years of special intetvention, also to be noted are I. TALIA,
Il Mezzogiorno nel Mezzogiorno, in «Rassegna Economica», 6, 1969, pp. 1417-1427; A.
Giouirti, Regioni, Mexzogtorno e programmazione, in «Rassegna Economica», 5, 1970,
pp. 1.179-1.196; Il dualismo territoriale interno al Mezzogiorno, in «Informazioni Svimez»,
3, febbraio 1976, pp. 120-125; P. Dt VIita, Aree emergenti del Mexzogiorno: una verifica
quantitativa, in «Rassegna Economica», 1, 1981, pp. 217-235; S. GATtEL, I/ divario nelle
condizioni ambientali e civili del Mexzzogiorno e del centro-nord negli ultimi trent’anni, in
«Studi Svimez», 8-9, 1982, pp. 314-323; N. BoccELLA, Leterogeneiti della struttura del
Mezzogiorno, in «Nord e Sud», 4, 1985, pp. 31-43; G. Bortazzi, I Sud del Sud. I divari
interni al Mezzogiorno e il rovesciamento delle gerarchie spaziali, in «Meridiana», 10, 1990,
pp. 141-181; P. CoproLa, Regioni, rappresentaziont e capacitd di governo, in «Meridione.
Sud e Nord nel mondo», 2001, 1, pp. 68-71.

4 Cf. G. SAVARESE, Note sulla «ricostruzione» in Italia, in «Quaderni storici», 34, gennaio-

aprile 1977, pp. 249-274; P. Baruccy, I/ dibattito sulla politica economica della ricostruzione
(1943-47), in «Rassegna economica», 1976, 3, pp. 609-638.

> For a concise but exhaustive reconstruction, with useful bibliographical references, of

the international setting, of the role of the institutions and of the political and economic
exponents who promoted the idea of a «Fund for special works of public interest in the
south of Ttaly», cf. L. D’ANTONE, L'«interesse straordinarios per il Mezzogiorno (1943-60)
(Meridiana, 24), Roma 1995, pp. 17-64.
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Development of the Mezzogiorno (Agensud); this in turn was abolished
by Law 488 in 1992 marking the definitive closure of the experience of
the special intervention. Forty-two yeats of Italian history, in the course of
which the centrality of the guestione meridionale was gradually diluted by
binding European deadlines and commitments, ot in worldwide problems
of economic globalisation. Forty-two years which, as has been observed
recently, saw the passage from an initial period of twenty years in which
there was «a certain success of the policies launched» to a second «of
substantial failure»®. It is on those first twenty years, from 1950 to 1970,
and on the causes of the dishomogeneity of development levels which the
regions of the south had attained by the beginning of the 1970s, that we
will dwell here, and we will seek to explain some long term effects still
present in regional productive structures today which can convincingly
be traced back to the activities of the Cassa per il Mezzogiorno.

A further, generally accepted, chronological division subdivides the first
twenty years of the special intervention in southern Italy into an initial
phase (1950-1957) when the policy of the Cassa per il Mezzogiorno
concentrated 77% of the funds it distributed to financing infrastructures,
reclamation and land improvement works, with the aim of supporting
agriculture and contrasting unemployment. In the subsequent phase (1958-
1965) the policy of industrialisation based on «development poles» was
launched — through the promotion of industrial Consortia. This absorbed
around two thirds of the total expenditure and deepened the internal
gaps within a Mezzogiorno which, at the end of the war, floundered in
a state of backwardness that was already manifestly dishomogeneous.
Finally came the «phase of concentration of investments and privileges
reserved for industry. This phase became more marked after 1971, and was
characterised by intervention limited to the areas of global development,
an expression that aimed to go beyond the development poles without
declining into the widespread dispersal of funds of the initial stages»’.

¢ Cf E. FrLcE, Divari regionali e intervento pubblico. Per una rilettura dello sviluppo
in Italia, Bologna 2007, p. 77.

7 Cf. Rendiconto della politica meridionalistica, in «Informazioni Svimez», 3, febbraio
1976, p. 116. The same period is subdivided, more briefly but with the same meaning,
into «pre-industrialisation (1950-1957), industrialisation (1958-1965) and finally penetration
(or attempted penetration) of regional policy in wider national planning». Cf. E. FrLICE,
Divari regionali e intervento pubblico, p. 77. In the summary by P. SARAGENO, Sottosvi-
luppo industriale e questione meridionale. Studi degli anni 1952-1963, Bologna 1990, p.
155: «the intervention launched with the establishment of the Cassa per il Mezzogiorno
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The internal division of the Mezzogiorno therefore began to be related to
the special intetvention policy at the very phase when it was encouraging
the industrialisation of the southern regions which, with Law no. 634 of
1957, benefited from new financial resources assigned to the Cassa per
il Mezzogiorno, as well as specific laws that favoured the investments
of companies with state participation and a greater collaboration of the
entire Italian credit system®. After the success of the first «pre-indu-
strialisation» phase, which aimed prevalently «to create the external
economies on the supply side and the market conditions on the demand
side, for the development of the industrial production of the area»’,
rapid industrialisation was programmed to bring to the Mezzogiorno
a greater share of the multiplicative effects generated by the expen-
diture to modernise agriculture and infrastructure!® and to contrast mass
emigration. The latter was the only alternative to hunger for four mil-
lion people of the south — one in five — who between 1950 and 1970
were obliged to leave -their homes to seek work in the north of Italy or
abroad (Table 1).

is based on a rapid preparation of the infrastructures required by a process of modern
de-velopment, on an action of reform of the agricultural structure and on an intensifi-
cation of the process of industrialisation». Cf. also F VENTRIGLIA, Quindici anni di
politica per il Mezzogiorno, in «Rassegna Economica», 2, 1968, pp. 364-367; G. GAETANI
D’ARAGONA, Dualismo e intervento pubblico nel Sud, in «Mezzogiorno d’Europa», 1,
1992, pp. 63-69.

8 Law 634 of July 29, 1957, «did not only mean the extension of the special interven-

tion programme of the Cassa per il Mezzogioro from twelve to fifteen years with the
increase of its resources by more than 760 billion lire, but above all it meant real progress
on the difficult road to coordination between ordinary investment (that which was the
responsibility of the State Administrations) and special investment (that of the ‘Cassa’);
it also meant the definition of a reserve, in relation to the population of the south with
respect to the national total, of a fixed proportion of the overall expenditure of the state;
it established a reserve of 40% of the investments of businesses with state participation
and finally inaugurated a policy of territorial concentration of investment, especially
those in industry. In otder to finance this, in addition to a contribution from the ‘Cassa’,
the whole Italian banking system was called on». Cf. E VENTRIGLIA, L'evoluzione
dell’economia del Mezzogiorno: 1951-1963 (parte prima), in «Rassegna Economica», 1966,
2, p. 399.

® Cf. S. Cariero, La politica di industrializzazione.del Mexzogiorno in quarant’anni di

intervento straordinario, in «Rivista economica del Mezzogiorno», 1990, 4, p. 765.

19" On the effects of the multiplicatives of the special intervention in the first years of the

“activity of the activity of the Cassa, cf. E PrLoToN, Effetti moltiplicativi degli investimenti
della Cassa per il Mexzogiorno nel periodo 1951-55, in Svimez (ed.), I/ Mezzogiorno nelle
ricerche della SVIMEZ, Roma 1968, pp. 421-435.
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Table 1. Migratory balance of the regions of the south on absolute and per-
centage values (1951-1971)

Region Migratory balance Migratory balance

1951-1961 1961-1971
Abruzzo (24%) -180.856  (14%) -127.212 (10%)
Molise (37.7%) -84.359 (20.7%) -61.946 (17%)
Campania (16.2%) -283.406  (6.5%) -466.300  (9.7%)
Apulia (20.4%) 2314320 (9.7%) -365.439 (10.7%)
Basilicata (32.5%) -83.578 (13.3%) -123.926  (19.2%)
Calabria (33.7%) 348472 (17%) -341.540 (16.7%)
Sicily (21.5%) -386.841  (8.6%) -610.723 (12.9%)
Sardinia (16.5%) 78.145  (6.1%) -147.991 (10.4%)
Southern Ttaly (22%) -1.759.977  (9.9%) 2.245.077  (12,%)

Source: SVIMEZ (ed.), Un quarto di secolo nelle statistiche Nord-Sud (1951-1976), Milano 1978,

Although the total increase of the migratory flows confirms the failure of
one of the principle objectives of the special intervention in the first twenty
years, from another perspective it shows how, in the passage between
the first and second decade, some regions accumulated very substantial
negative totals, registering values much higher than the average for the
whole Mezzogiorno (Table 1). These regions were Molise, Basilicata and
Calabria, where there was deep-rooted poverty and which were afflicted
by a chronic lack of links with the rest of the country and were held
back by their backward agriculture with its unjust contracts and parasiti-
cal latifondo (large land estates). In order to break down these centres of
anachronistic underdevelopment, the special intervention policy in these
regions concentrated on improving internal communications, reclamation
and development of mountain areas, and the construction of aqueducts
and sewage systems, allocating more than 70% of expenditure to infra-
structural growth (Graph 1).

In general, the reasons for the limited effects of these policies on the
per capita regional income are to be found essentially in the lack of a
local industrial apparatus, with the result that the investments made for
the formation of capital in the Mezzogiotno largely resulted in additional
demand for the industry of central and northern Italy", with different
effects on employment levels both between the two national macroareas

WU Cf, P. SARACENO, I/ vero e il falso sugli ainti del Sud, in «Corriere della Serax, Juli 14,
1974.
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Graph 1. Cassa for southern Italy — Per capita intervention (in lira) up to 1975 and quota for infrastructures
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and between the different regions of the south. In fact, in the twenty
years 1951-1971 the numbers employed in the Mezzoglorno fell by 8.6%,
passing from 6.5 to 5.9 million, while in northern and central Italy they
increased by 2.1%. Evidently, in the south the reduction in agricultural
employment, which fell from 3.7 to 1.8 million’, was not compensated
by an increase in industry or in the tertiary sector, even though in those
years some regions did assume an occupational structure sufficiently in
line with the national average, and this enabled them to make significant
improvements in the levels of per capita income (Graph 2).

The existence of an inverse relationship between higher per capita
incomes and agricultural employment — clearly seen in Abruzzo, Sicily
and Sardinia — appears less in Apulia and Calabria, for different reasons,
historically linked to a primary sector structure that has favoured Apulian
agriculture, the modernisation of its grain growing and its specialised tree
cultivation, with a strong propensity to exportation. In addition, in the
1960s the special intervention in Apulia concentrated important initia-
tives in the steel and petrochemical sectors which, for better or worse,
radically transformed the productive structure of the provinces of Taranto
and Brindisi®. On the other hand, the physical geography of Calabria, the
backwardness of its agriculture, and the distance from international trade
circuits, associated with the lack of a policy to develop and strengthen the
manufacturing sector by providing incentives to industry!®, condemned
the rural population to an emigration which depopulated the Calabrian

12 Tn the same period the percentage employed in agriculture in relation to the total

employed fell from 56.7 to 31%, while in central and northern Italy it passed from 37.6
to 13.4%. Cf. Svimez, Un quarto di secolo nelle statistiche Nord-Sud (1951-1976), Milano
1978, p. XXXVIL

B For the industrial development of Apulia in the first twenty years of the special
intervention, cf. F. DEL PRETE, Puglia, in V. CA0-PINNA (ed.), Le regioni del Mezzogiorno,
Bologna 1979, pp. 407-430 and, among others, L. MASELLA, Lindustrializzazione della.
Puglia. Una ricognizione storiografica, in «Annali di storia dell'impresa», 11, 2000; M.
CoMEt, La Puglia industriale del XX secolo. Una rassegna storiografica, in «SinTesi», 3,
2003; M. PizzIGALLO, Storia di una cittd e di una «fabbrica promessa»: Taranto e la nascita
del 1V centro siderurgico (1956-1961), in «Analisi storica», 4, 1989, 12-13, For the 1970s
cf. I. Drupt - C. Fiuieeuccl, I sistema industriale della Puglia, Bologna 1988.

4 Cf. P. TiNo, L'industrializaazione sperata, in P. BEviLacQuA - A. Pracanica (eds),
Le regioni dall'Unitd a oggi. La Calabria (Storia d'Italia), Torino 1985, p. 850. On the
situation of the Calabrian industrial sector in the mid-1970s, cf. P. DE Vita, Lindustria
manifatturiera in Calabria al 30 giugno 1974, in «Informazioni Svimez», 3, febbraio 1976,
pp. 147-167; R. FaNraNL, Calabria, in V. Cao-PinnNa (ed.), Le regioni del Mezzogiorno,
Bologna 1979, pp. 542-562.
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Graph 2. Per capita income in index numbers (Italy = 100) and agricoltural employment (%) in 1974
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countryside”. The two regions therefore represent isolated exceptions
to the relationship which, also in the Mezzogiorno, linked economic
development and increase of income with reduced levels of agricultural
employment, exceptions which were obviously not sufficient to undermine
the arguments of Pasquale Saraceno and those who, like him, indicated
in industrialisation the «principle objective» of the special intervention,
«it being, among the lines of development, that which can contribute
most to the elimination of the gap»'¢.

In fact, after the initial phase of investment for the improvement of
agricultural production and infrastructures, with the indirect objective of
making industrial settlement convenient, from 1957 the special interven-
tion concentrated on objectives of rapid industrialisation which should
have raised the productivity of the regions of the south'. A series of laws
were issued between 1957 and 1971'® which established capital account
contributions, tax allowances and, in particular, the obligation on compa-
nies with a state participation to locate 60% of their new activities and
40% of their overall activities in the south. Of great importance was the
establishment of the «Consortia for the areas of industrial development»
which, with the financial support of the Cassa per il Mezzogiorno, were

5 The data relating to the gross saleable production of agriculture in the years 1951,
1961 and 1973, show how in those years Apulia, with a productive surface of 1,864,000
hectares had 6.7%, 7.5% and 8.6% of the national production. Calabria, on the other
hand, with a surface of 1,450,000 hectares, produced respectively 4%, 3.4% and 3.5%.
Cf. P. DE Vita, Lindustria manifatturiera, pp. 232-268. Also, from 1951 to 1973 the
added value of agriculture in Apulia almost doubled, while in Calabria it increased only
by 40%. Cf. ISTAT - Collana d’informazioni, Il valore agginnto dell agricoltura per regione
(1951-1977), 1, 1979, pp. 53-55.

16 Cf. P. SARACENO, L'unificazione economica italiana & ancora lontana, Bologna 1988, p. 66.

7 TIn this regard, in a famous article, entitled I/ Mezzogiorno e il tempo lungo, which
appeared in the «Corriete della Sera» of August 21, 1960, Luigi Einaudi contested the
effectiveness, in the short term, of the investments in agriculture and infrastructures,
declaring that «to expect reforesting, roads, reclamation and schools to give immediate
bountiful results in ten or even twenty years is an illusion when it is mot merely dema-
gogic humbugy.

18 Tn addition to Laws no. 634 of 1957, no. 555 of 1959, no. 717 of 1965 and no. 853
of 1971, it should also be recalled that there was a measure of 1968, by which the firms
which invested in the Mezzogiorno were exempted from the payment of a share of the
social charges that were charged to the state, The intention of this was to compensate
the effects of the abolition of the provincial wage differences (the «wage cages») to
favour the establishment of high labour intensive businesses. Cf. S. Cariro, La politica
di industrializzazione del Mezzogiorno, p. 768.
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entrusted with the creation and management of the works necessary to
adapt the territoty to the requirements of the new productive settlements,

In this second period of the special intervention the percentage of indus-
trial investments by the Cassa rose from the 9% of the total invested in
. the five years 1951-1955 to 63% of the total in the five years 1966-1970.
In reality, however, the industrialisation programmes affected the regions
of the Mezzogiorno with territorial differences of intensity, operational
.modality and economic results, and in the end these intensified the
aspects of dishomogeneity. As early as the eatly 1960s, the simple con-
centration of the first interventions in some regions only, contributed to
the creation of new internal gaps in the south. There was progress in
the modernisation process in Apulia, Campania, Sicily, and Sardinia, the
regions where the most important initiatives were located promoted by
the Cassa per il Mezzogiorno and companies with state participation such
as IRT, ENEL and EFIM.

In implementing the policy of industrialisation through «development
poles», Apulia with 22.5%, Sardinia 22.3 %, Sicily 20.8% and Campania
15.3% together absorbed more than 80% of the Cassa’s financing. The
heavy industry sector was favoured, in particular the basic chemical and
steel industries'. Thus, the period between the end of the 1950s and the
early 1970s saw the birth of the great Italsider steel-making centres of
Taranto and Naples, the petrochemical poles of Brindisi (Montecatini),
Syracuse (Edison), Gela (Anic), Porto Torres (SIR), accompanied by
mechanics, chemical, paper and car factories.

There was a completely different character, in the industrialisation devel-
oped by the special intervention in Abruzzo and Molise, two regions
which up to the early 1960s benefited more or less in the same way
from the first phase of the special intervention for agricultural and
infrastructural modernisation. In the following decade, however, their
development diverged markedly: in Abruzzo an intense process of indus-
trialisation was launched, also with large scale installations — but in the
sectors of mechanics and textiles — which brought employment to 92,000
people, with an average annual increase of 2.2% between 1961 and 1974,
much greater than that attained by the Mezzogiorno (0.5%) and even

19 An additional intra-regional concentration should be considered which assigned to the
Naples area two thirds of the funds for Campania, to the areas of Palermo and Syracuse
two thirds of those for Sicily and to the province of Taranto two thirds of the funds
for the industrialisation of Apulia. Cf. D. ViterBo, Dal telaio al robot. Nuovi percorsi
dell’industria italiana e pugliese, Bari 1994, p. 110.
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more than that of northern and central Italy (0.9%)%. Apart from the
large amounts of public finance, such exceptional growth was favoured
not only by the convenient closeness to the markets of northern Italy,
but above all by the choice of an industrialisation model that favoured
medium and small-sizéd firms and light industry, with a wide tetritorial
distribution and a low level of environmental impact.

Unfortunately, in the case of Molise, the experience of the special inter-
vention evolved differently, at least in the first twenty years. The long
delays in launching industtialisation caused a 20% fall in employment in
the manufacturing industry between 1951 and 1971, contrary to the ttend
in the rest of the Mezzogiorno, with the sole exception of Calabria. In
addition, the stagnation in the industrial development of Molise fuelled
the migratory flows, contributing to that «weakening of the propensity
for innovation, change and social recovery which the suffocating petva-
sive mechanisms of welfare and patronage [...] came to determine in the
population». Such an uncomfortable vision justifies a conclusive evalua-
tion that considers the twenty post-war years, for Molise, as being «the
culmination, fortunately for the subsequent generations, of the phase of
passage ... from its traditional, ancient, though modest, participation in
the national and international economic system, to its effective economic,
social and cultural isolation»?'. In compensation, in the course of the
1970s, Molise changed direction decisively, with a matked improvement
of both agricultural and industrial conditions — one thinks of the Fiat
works at Termoli — such as to determine a return to a positive balance
in migratory movements after a century of constant depopulation?.

On the level of the effectiveness of the special intervention, a similar
path was followed by Basilicata in the first post-war decades, and this
explains the enduring gap compared with the most developed areas of
the Mezzogiorno. The substantial failure of the phase of industrialisation,
prevalently entrusted to the chemical and mechanics sectors and concen-
trated at the poles of Potenza, Val Basento and Metaponto, is largely to
be attributed to the alternation of «phases of quantitative and qualita-

0 Cf. S. Garrel, Lindustria nelle regioni del Mexzogiorno: Abruzzo, in «Studi Svimezs,
1985, 4, pp. 958-961.

2 Cf. G. MassuLLo, Dalla periferia alla periferia. Lleconomia del Novecento, in G.
MassuLLo {ed.), Storia del Molise, Roma 2006, p, 496.

22 Cf. N. LoMBARDI, 1 Molise Suori dal Molise, in G. MassuLLo (ed.), Storia del Molise,
Roma 2006, p. 629; see also R, SIMONCELLI, Molise, in V. Cao-PINNA (ed.), Le regioni- del
Mezzogiorno, Bologna 1979, pp. 283-301.
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tive expansion of the overall productive units, with phases of stagnation
and crisis»®, In a similar context, the programmes for the utilisation of
unemployed manpower and for the reduction of migratory flows resulted,
on one hand, in an increase of some seven thousand among those work-
ing in industry, but with a loss of over two hundred thousand residents
who emigrated between 1951 and 1971. Also in Basilicata it was not until
the 1970s that there were signs of the establishment of endogenous and
self-supporting forms of development such as the upholstered furniture
district of Matera and its linked industries of the Murgia area, where
traditional artisan skills, product quality and the adoption of advanced
technology combined to determine the international success of some
companies in the sector.

The maintenance of a leading position in the per capita income clas-
sification by Sardinia and Sicily¥, the two regions which have a special
statute, reflects better starting conditions. In the case of Sardinia these
were founded on the essential contribution of coal extraction, and were
progressively accompanied by the development of tourism in the summer
months but, above all, by intense industrialisation in the petrochemicals
sector?. Sicily, on the other hand, initially benefited from a fleeting «oil
fever» which, in the wake of the exploitation by oil companies like Gulf
Oil and ENI of what were revealed to be limited deposits, favoured the
establishment of large refineries. Stimulated by the special intervention
policies, petrochemical plants were set up at Gela, Augusta, Priolo and
Porto Empedocle. The assisted initiatives in the petrochemical sector,
and the abnormal increase in the possibilities of work offered by the
regional administration, without doubt had the merit of sustaining the
per capita income of the two regions in the first twenty post-war years.

B Cf. A. LERRA, Per una storia dell'industria in Basilicata, in L. AvacLiaNo (ed.), L'ltalia
industriale nelle sue regioni. Bilancio storiografico, Napoli 1988, p. 256,

2 For an extensive bibliography on the industrialisation of the two islands, see G, BARONE,

Sicilia, in L. AvacLiaNo (ed.), L'ltalia industriale nelle sue regioni. Bilancio storiografico,
Napoli 1988, pp. 269-276, and M.S. ROLLANDI, Lindustria estrattiva in Sardegna (1848-
1939) tra pubblicistica e storiografia, in L. AVAGLIANO (ed.), L'Italia industriale nelle sue
regiont, pp. 277-310; S. LA FraNcEsca, Industria e impresa in Sicilia e Sardegna, in A. D1
Virtorio - C. Barciera Lorez - G.L. Fontana (eds), Storiografia d'industria e d'impresa
in Italia e Spagna in eté moderna e contemporanea, Padova 2004, pp. 359-374.

B Cf. S. Ruyu, Societd, economia, politica dal secondo dopoguerra a oggi, in L. BERLINGUER -
A, MaTTONE (eds), Le regioni dall’Unita a oggi. La Sardegna (Storia d’Italia), Totino 1998,
pp. 849-858. On the contents and effects of the «Plan for the economic and social rebirth
of Sardinia», approved in 1962, cf. O. GOBBATO, Sardegna, in V. CA0-PiNNA (ed.), Le regioni
del Mezzogiorno, pp. 678-695.
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But the price to pay in the years that followed was to be a heavy one,
and it came with the dramatic repercussions of the oil crisis, with the
«alarming gap between the economic resources committed and the modest
effect on employment: a gap which makes intolerable the enormous cost
of environmental decay»; in brief, all the limits typical of industrialisation
without development®.

This industrialisation focused on plants with a high capital intensity and
reduced utilisation of manpower; they were imposed from above and,
being self-sufficient and having a productive cycle that was entirely linked
to a parent company ot to companies working in central and northern
Italy, they were totally unrelated to the territory. These plants were vividly
defined as «cathedrals in the desert»: they were set up in order to activate
the «development poles», but they failed to bring development. This was
because they produced intermediate goods that created no linked indus-
tries for the supply of components and semi-finished products and, in the
regions where they were located, for the most part they accentuated the
processes of rural depopulation and uncontrolled urbanisation, with the
inevitable deterioration of the metropolitan areas?”. The only beneficia-
ries, from the occupational point of view, were the building and tertiary
sectors: in the case of the latter, between 1959 and 1975 there was the
same employment increase as was recorded in central and northern Italy
(25%), but this was «not for setvice organisations related to activities of
production, but for services correlated to the activity of consumption»?,

As a whole, the data related to the regional per capita income in 1951 and
in 1974 would suggest that in the first twenty years the special interven-
tion did not modify the income classification of the regions of the south,
leaving virtually unaltered the positions of the early post-war years, the
only exceptions being Abruzzo and Campania (Table 2). The positive
specificity of growth in Abruzzo has already been described here, while

% Cf. G. Giarrizzo, Sicilia oggi (1950-86), in M. AyMarD - G. GiARizZO (eds), Le regioni
dall’Unitd a oggi.’ La Sicilia (Storia d’Italia), Torino 1987, pp. 618-651.

7 Cf. P. UrsANL, Prime riflessioni sugli interventi straordinari nelle aree metropolitane

del Mezxogiorno, in «Rivista giuridica del Mezzogiorno», 1989, 1, pp. 37-46; see also V.
CA0-PINNA, Quadro generale degli aspetti positivi ¢ negativi dello sviluppo economico e
sociale delle regioni meridionali, dal 1951 al 1975, in V. Cao-PINNA (ed.), Le regioni del
Mezzogiorno, pp. 43-50; G. CELLA, Industrializzazione e emigrazione: il caso del Mexzogiorno
nel decennio 1961-1971, in «Rassegna Economicax», 1974, pp. 1085-1087.

B Cf. Rendiconto della politica meridionalistica, in «Informazioni Svimez», 3, febbraio
1976, p. 119.
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in the case of Campania industrial historians seem to agree in attributing
the slowing down of regional development to forms of deindusttialisa-
tion — understood as «the loss of relative weight of traditional industries,
not counterbalanced by a vigorous expansion of the most modern sector
of the manufacturing field»?® — which was accompanied «by the expan-
sion of private business and the public administration. An ‘inferior’
tertiary sector, because it lacked a corresponding productive base ... a
tertiary sector that consists of that abnormal phenomenon, which is the
elephantiasis of the public administration»*,

Table 2. Net per capita income in 1951 and 1974 in index numbers (Italy =
100) and position in the classification of southern regions

Region Net per capita income 1951 Net per capita income 1974

Abtuzzo 665 (5) 828 (1)
Molise 56.9 (7) 65.1 (7)
Campania 693 (2) 68.0 (5)
Apulia 673 @) 716 (4)
Basilicata » 582 (6) . 668 (6)
Calabria 56.8 (8) - 577 (8)
Sicily 674 (3) : 706 (3)
Sardinia 78.9 (1) 811 (2)
Southern Italy 66.8 70.1

Soufce: elaboration from SVIMEZ (ed.), Un quarto di secolo nelle statistiche Nord-Sud (1951-1976),
Milan 1978. .

Therefore, in a framework of substantial stability of the initial regional
gaps, at the end of the first twenty years of the special intetvention
Abruzzo and Campania were the only regions of the south to have modi-

2 Cf. M. D’ANtoNIO - U. MARANL, Crisi e riconversione industriale (1950-1975), in E
BarBaGALLO (ed.), Storia della Campania, vol. 2, Napoli 1978, p. 485. Cf. also G. Bonbi - A,
Damiant, Lindustria tradizionale, in Territorio e risorse in Campania, vol. 1: Tra marginalita
e crescita, Napoli 1978, pp. 47-57; G. Boni - P. CoppoLA, Lo spazio dei poli e dei nuclei
industriali, in Territorio e risorse in Campania, vol. 1: Tra marginalité e crescita, pp. 105-
<125 ; S. Vincl, Campania, in V. Ca0-PINNA (ed.), Le regioni del Mezzogiorno, p. 326.

3 Cf. G. Brancaccio, Lltalia industriale nelle sue regioni. Bilancio storiografico. La
Campania, in L. AvacLiano (ed.), Llralia industriale nelle sue regioni. Bilancio storio-
grafico, Napoli 1988, p. 238. On the «terziarisation» of employment in Campania, cf. P,
CotugNo - E. PucGLIESE - E. REBEGGIANI, Mercato del lavoro e occupazione nel secondo
dopoguerra, in P. Macry - P. VILLANI (eds), Le regioni dall’Unitd a oggi. La Campania
(Storia d’Italia), Torino 1990, pp. 1181-1182; G. Borrazzl, I Sud del Sud, pp. 157-158.
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fied their positions in the per capita income classification in opposite
“directions compared to 1951. This suggests a first consideration on the
effectiveness of the policies for the recovety the Mezzogiorno, not so
much in creating the conditions for solid and lasting forms of develop-
ment, as in the limiting of the dishomogeneity in the levels of wealth
which, owing to the persistent conditions of socio-economic stagnation,
in 1951 obliged a Calabrian, for example, to make do with an average
income 38% lower than that of an inhabitant of Sardinia. There is no
doubt that after twenty-three years of special intervention, the standard
of living of the Calabrian had improved®!, but his income had increased
only imperceptibly in relation to the national average and, in addition,
he had 43% less than an Abruzzese, who had arrived close to the per
capita standards of Italy as a whole (Table 2). Also in transferring the
numerical values to a dispersion graph, compared to 1951 (Graph 3) a
lesser concentration is noted around the average for the Mezzogiorno
in 1974 (Graph 4); there was therefore greater dishomogeneity between
the different regions, also confirmed by the calculation of the standard
deviation with respect to the average for the south, which gives a value
of 7.3 for 1951 and 7.7 for 1974.

Also marked, but this time with a significant reduction compared to 1951,
is the gap within the Mezzogiorno if we analyse the standard of living in
the different regions, utilising a synthetic indicator of five non-alimentary
articles of consumption (expenditure on radio-TV licences, tobacco, enter-
tainment, electricity consumption for lighting, index of motorisation). In
clear accord with Engelian conclusions on the decrease of the percent-
age of alimentary expenditure in relation to the increase of income, the
graphic representation of the values - in index numbers with respect to
the national average of 100 — shows in visual terms the improvement of
the levels of life in the most disadvantaged areas, but they still remain
too distant from the most successful regions like Abruzzo and Sardinia
(Graphs 5 and 6). Beyond the many considerations that have fed the long
debate on the effects of the special intervention policies, the analysis of
dishomogeneous development and intra-Mezzogiorno gaps must in any
case take account of an undoubted general improvement of the standard
of living in all the regions of the south, in an overall context that is still
well summed up by the metaphor of «meat and bone» proposed by
Manlio Rossi Doria.

L Cf. P. Syros-LaBiNt, L'evoluzione economica del Mexzogiorno negli ultimi trent anni,
in «Studi SVIMEZ», 1, 1985, pp. 5-9.
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Graph 3. Regional per capita income in 1951 in index numbers (Italy = 100)
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Graph 4. Regional per capita income in 1974 in index numbers (Italy = 100)
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Graph 5. Index numbers of some non-alimentary expenses and articles of consumption in 1951 (Italy = 100)
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Graph 6. Index numbers of some non-alimentary expenses and articles of consumption in 1974 (Italy = 100)
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Also the substantial failure of industrialisation through «development
poles», effected in the first twenty years of the Cassa per il Mezzogiorno,
may today be reconsidered in the light of the long-term effects on the
social and productive structure of the regions involved. From that
point of view, the locating of new industrial plants, though with huge
contradictions and deficiencies on the level of the general programming
of development, may have contributed to the creation of the basic pre-
conditions for the formation.of an industtial culture and a climate that
stimulates entrepreneurial initiative which, at a distance of some years,
have favoured the territorial aggregation in districts of many small and
medium-sized businesses of the traditional manufacturing sector.

In the Mezzogiorno, the industrial districts «as a whole mark the matur-
ing of a path to development which is an alternative to the foundations
of the politically regulated industrialisation of the previous decades»®,
and in the final years of the last centuty they were revealed as an effec-
tive instrument for the redistribution of development to overcome the
dualistic pattern (agriculture in the south, industry in the north) which
has characterised the economic history of Italy**. And is it only by chance
that some of those regions which were most affected by the first phase
of industrialisation — Campania, Apulia, Sicily and Abruzzo* — have suc-
cessfully created autonomous forms of aggregation of businesses in the
Made in Italy sector? If this further aspect of regional dishomogeneity
can be considered a long-term effect of the special intetvention policy,
it would seem an argument worth further study and one to be entrusted
to the evaluations of economists.

2 Cf, M. CoMel, Percorsi di industrializzazione leggera: piccole imprese dell’area barese

tra marginalitd e nuove opportunitd (1911-1981), in «Annali di storia dell'impresa», 2000,
11, p. 195.

»  On the economy of the industrial districts of the Mezzogiorno, thete are significant

contributions by the economist Gianfranco Viesti: these include: G. ViesTi, Cormze nascono
¢ distretti industriali, Roma - Bari 2000; Mexzogiorno dei distretti, Roma 2000; Lo sviluppo
possibile. Casi di successo internazionale di distretti industriali nel sud d'ltalia, in «Rassegna
Economica», 1, gennaio-marzo 1993; Distretti industriali:le politiche in Italia e il «caso
Puglia», in «Bari Economica», 5, 2003 Some interesting contributions are collected in
«Rassegna Economica» 2001, an edition dedicated entirely to the industrial districts in
the Mezzogiorno. :

*# 1In 1971, 64.6% of the manufacturing employment of the south was concentrated in

Campania, Apulia and Abruzzo. Cf, N. BocCELLA, Leterogeneitd della struttura del Mez-
zogtorno, p. 33.
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Graph 7. Regional HDI in 1951 in index numbers (Italy = 1000)
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Graph 8. Regional HDI in 1971 in index numbers (Italy = 1000)
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In concluding this brief study on internal gaps in the Mezzogiorno — in
some way to be linked to the policy of post-war recovery — it is inter-
esting to note the counter-trend of a composite index which associates
a traditional economic parameter, such as per capita income, with non-
monetary indicators such as «life-expectancy» and «educational level».
This is the human development index (HDI)®, which is the subject of
recent studies and has been officially adopted by the United Nations: it
«has the advantage of assuming a greater ethical (and political) merit, as
it provides a measurement not only of the absolute value of wealth, but
also in part of its distribution»?®, The level of this index for the regions
of the south in 1951, shows strong dishomogeneity in the dispetsion
graph, in the context of a serious situation of general backwardness of
the south of Ttaly (Graph 7). After twenty years, the situation appears
very different both as regards the convergence of the south of Italy with
the national average of the index, and in the marked reduction of the
internal gaps that were recorded in 1951 (Graph 8).

This is a reassuring finding, which is partly to be attributed to the par-
ticular composition of the index, in which the component «income» has
a lesser weight than «life expectancy» and «educational level», but which
still denotes a significant advance in the quality of life in the regions of
the south that is not recorded by traditional income parameters. In this
process of social development, in the context of the special intervention,
a significant role was probably played by the expenditure quota classified
under «technical support and civil development», which included hospital
works, education and professional qualification”’. Initiatives which were

¥ Cf. L. Contt - G. Dria Togre - M, Vasta, The Human Development Index in His-
torical Perspective: Italy from Political Unification to the Present Day (Quaderni del
Dipartimento di Economia Politica, 491), Siena 2007.

36 Cf. E. FuLICE, Divari regionali e intervento pubblico, pp. 139-155. Already in 1982,
Sandro Gattei used a Mean index of civil and environmental conditions in the regions of
the Mezzogiorno which considered child mortality, the availability of hospital beds, the
presence of health personnel, the availability of housing and of classrooms, the level of
school attendance, radio and television licences, expenditure on entertainment, the number
of cars, the development of road and rail networks, the number of bank branches and
the density of telephones Cf. S. GATTEL, I/ divario nelle condizioni ambientali e civili del
Mezzogiorno, pp. 307-323. '

37 A heading which from 1956 to 1975 absotbed overall 283 billion lire, in non-inflation-
corrected lira, See the data on the commitments and expenses of the Cassa per il Mez-
zogiorno in the chapter «Technical progress and civil development» in SVIMEZ (ed.),
Un quarto di secolo nelle statistiche Nord-Sud (1951-1976), Milano 1978, pp. 896-901.
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often, and not always mistakenly, considered a waste of resources on
welfare, and an easy target for critics of the policies adopted to favour
the south, to whom, however, a more than adequate response seemed to
be given not so much by the increase of industrial employment or of per
capita income, as by the pronounced and homogeneous improvement of
‘the environmental and. civil conditions of the Mezzogiotno.
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Occupation and Economic Development

Eastern and Western Austria in a Comparative Perspective

by Franz Mathis

After World War II, Austria was — as is well known — divided into four
occupation zones by the allied powers. The French zone included the
western provinces Vorarlberg and Tyrol except eastern Tyrol, the British
zone comprised eastern Tyrol and the southern provinces Carinthia and
Styria, the United States established their occupation zone in the provinces
Salzburg and Upper Austria without the so called «Miihlviertel» north of
the Danube, while the Soviets occupied the Miihlviertel and the eastern
provinces Lower Austria and Burgenland. The federal capital Vienna
was split into four occupation zones, with the exception of its central
first district including the most important government offices, which was
jointly controlled by all four occupying powers. '

For the purpose of this paper we shall solely distinguish between the
Soviet occupation zone in the east and the three western zones in the
rest of the country, as there was hardly any difference in the treatment
of the economy by the three western powets. The attitude and the policy
of the Soviets, however, differed substantially from the others. Thus, the
goal of this paper is to analyse to what extent the different occupation
policies of the Soviets on the one side and the western powers on the
other influenced and maybe even determined the economic development
in the east and in the west of Austria.

There is no doubt that due to the different policies at least for some
time the east clearly lagged behind the west in its economic development.
And yet, it is still open and in the end hard to tell how much of the
relative backwardness was indeed a consequence of Soviet occupation
lasting until 1955 ot of other conditions unfavourable to the east. Even
this paper will not be able to give a definite answer, although it will try
to come as close as possible.
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Let me begin with the initial situation immediately after the end of the
war. Both the west and the east of the country suffered a lot from war
damage, although it was much heavier in the east than elsewhere. 71%
of all the damage done.to the manufacturing production capacities could
be observed in Lower Austria as well as 53% of all the bomb damage.
140 manufacturing units were totally destroyed!. Vienna was no better
off: The air raids between the autumn of 1944 and March 1945 destroyed
41% of all Viennese houses, more than 5% were totally destroyed. The
city’s train system and other infrastructure were also strongly affected?.

The small province of Burgenland was less hit by air raids, but had to
suffer instead from massive military fighting on its tertitory during the
last weeks of the war’, More than 5,000 homes were totally or partially
destroyed, another 5,000 were damaged. Here, too, many factories and
other manufacturing units, but also farms, bridges, roads as well as tele-
phone and electricity equipment were destroyed. Furthermore, in all three
provinces — Lower Austria, Vienna and Burgenland ~ the Soviets dismantled
and seized a great number of machines, goods and raw materials®,

In western Austria, although it was also affected by allied bombing, the
larger part of the manufacturing units was spared from air raids; railways
and other means of transportation were not neatly as hard hit as in the
east; and with regard to agriculture, less livestock was lost. Thus, as a
consequence of different wartime damage, the conditions for economic
recovery were cleatly less favourable in the east than in the west of the
country’.

The difference between the two parts of Austria was additionally height-
ened by the attitude of the occupying powers regarding reparation for
their own losses. At the conference of the allies in Potsdam in August

U A. Komrosy, Die niederisterreichische Wirtschaft in der 2. Republik, in M. DIPPELREITER
(ed.), Niederosterreich. Land im Herzern — Land an der Grenze (Geschichte der &ster-
reichischen Bundeslinder, 6), Wien 2000, pp. 271-428, hete p. 293.

2 P Csenpis - E OpiL, Wien. Geschichte einer Stadt, vol. 3, Wien 2006, pp. 545-548,

> K. BACHINGER, Geschichte der. gewerblichen Wirtschaft des Burgenlandes, Eisenstadt
1973, p. 141.

4 K. BACHINGER, Geschichte der gewerblichen Wirtschaft, p. 141.

> R. SANDGRUBER, Okonomie und Politik. Osterreichische Wirtschaftsgeschichte vom Mit-
telalter bis zur Gegenwart, Wien 1993, p. 454.
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1945, it was agreed that the so-called German property should be con-
fiscated for reparation purposes. The western powers soon resigned from
their claims and handed over the German assets to be held in trust by
the Austrian government. The Soviets, however, put them under their
control in June 1946 and used them according to their own goals. As
a consequence, the nationalisation of formerly German property, which
was passed by the Austrian parliament in 1946, became effective only in
the western occupation zones. In the Soviet zone, this was not the case
until the end of occupation in May 19556,

Thus, in Lower Austria, Vienna and Burgenland more than 300 mining and
manufacturing units as well as 140 farms were put under immediate Soviet
control and administration, including the Austrian oil industry, at the time
one of the largest in Europe, and the «Donaudampfschiffahrtsgesellschafts,
the leading shipping enterprise on the Danube’. Furthermore, the Soviets
seized most of the vehicles of the transport industry, which almost had
to start from the beginning again®. Finally, the process of dismantling,
which had begun immediately after the end of the war, was continued
and carried out much more rigorously than in the other zones. Complete
manufacturing units were disassembled and shipped to the Soviet Union®.

By the end of the occupation period, in Lower Austria the people employed
in the manufacturing units run by the Soviets still accounted for between
a fourth and a third of all employees in manufacturing including the oil
industry'®, Further units and employees were situated in the Viennese
districts under Soviet administration, that is in the 2nd, 4th, 10th, 20th
and 21st as well as, later on, in the 22nd and 23rd districts, and to a .
much lesser degree in Burgenland!!. This province lagged far behind the

¢ A. Komrosy, Die niederdsterreichische Wirtschaft, p. 330; P. CsenpEs - F. OpLL, Wien.
Geschichte einer Stadt, p. 667.

7 O. KLAMBAUER, Ein Uberblick iiber Entwicklung und Organisation des USIA-Konzerns,
in Dze USIA-Betriebe in Niederosterreich. Geschichte, Organisation, Dokumentation, Wien
1983, pp. 1-79, here p. 11.

8 Die gewerbliche Wirtschaft Niederdsterreichs im Jabre 1957 (Jahrbuch der Handelskam-
mer Niederdsterreich), Wien 1958, p. 32.

% A. KoMmLosy, Die niederdsterreichische Wirtschaft, p. 293; P. Csennzs - F. OpLL, Wien.
Geschichte einer Stadt, p. 557.

Y For partly varying figures see: A. KoMLOSY, Die niederdsterreichische Wirtschaft, p. 330,
Die gewerbliche Wirtschaft Niederosterreichs im Jahre 1955 (Jahrbuch der Handelskam-
mer Niederosterreich), Wien 1956, p. 102.

" P Csenpes - B Ovrr, Wien. Geschichte einer Stadt, p. 554.
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other provinces with regard to industrialisation and had only few manu-
facturing units to be put under Soviet control. Only five manufacturing
units wete seized and only three were included in Soviet administration
in this province. On the other hand, the large estates of the Esterhazy
family were also put under Soviet control'?. Upper Austria’s Miihlviertel
is hardly ever mentioned in the publications referting to the units run
by the Soviets. Obviously, it played only a minor role in their administra-
tion, which is also the reason why it will not.be included in this paper.

The firms seized by the Soviets were put under a central administration
and called USIA-businesses, according to the initials of the administra-
tion’s name. They became above all directed towards the economies of
the Soviet Union and her satellite countries in eastern Europe, although
they also produced goods for the Austrian and, to a lesser extent, even for
western European markets in order to get the foreign exchange necessary
for imports”, The USIA-businesses stood, for the most part, outside the
control of the Austrian authorities. They paid neither taxes nor customs,
damaging not only the Austrian economy as a whole but also the firms
outside Soviet administration, with which they were but loosely con-
nected. The same is true for the retail shops which were established by
USIA all over Lower Austria and in parts of Vienna. They were provided
with goods from the USIA-businesses and those imported from eastern
Europe and offered these goods at low prices both to the occupying
troops and the local population®. Besides, the Soviets seized a number
of inns and hotels for their own housing needs; they were lacking when
it came to rebuilding tourism, which had been interrupted by the wars,

It is true that the immediate interference of the Soviets in the economy of
their occupation zone secured a certain level of production and employ-
ment in their businesses, although to a lesser extent than was the case with
other firms both inside and outside the Soviet zone. The Soviets limited
the investments: indispensable for expansion, modernisation, and tising
productivity to what was absolutely necessary to keep up production, with
the sole exception of the oil industry, which enjoyed substantial invest-

12 K, BACHINGER, Geschichte der gewerblichen Wirtschaft, p. 143,
B A, Komrosy, Die niederdsterreichische Wirtschaft, p. 331.

Y Thidem, p. 330; R. SANDGRUBER, Okonomie und Politik, p. 456.
B P Csenpes - E OpLL, Wien. Geschichte einer Stadt, p. 557.

% Die gewerbliche Wirtschaft Niederdsterreichs im Jabre 1953 (Jahrbuch der Handelskam-
mer Niedegésterreich), Wien 1954, p. 217.
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ments'’, This way, higher employment figures were as much prevented
as a rise in productivity necessary for successful, long-term development,
Besides, as a consequence of their one-sided orientation towards the Soviet
Union and the other centrally planned economies in eastern Europe, the
USIA-businesses could not participate in the general economic upswing
experienced by western Europe. The much more positive development
of Austrian enterprises in the western occupation zones made clear what
opportunities integration into the rapidly growmg markets of western
Europe could have offered®.

The USIA-businesses were not the only firms that lacked stronger inte-
gration into the markets of western Europe and the faster economic
growth in the western parts of Austria. This also applied — at least to a
certain. degree — to those firms in eastern Austria which were not under
Soviet control. Lower Austria, Vienna and Burgenland were completely
surrounded by Czechoslovakia and Hungaty, which like other satellite
countries of the Soviet Union became increasingly isolated from the west.
Between August 1945 and May 1946, 40% of all Austrian exports and
imports were traded with Czechoslovakia, by 1955 it was only 1.6%%.
As until the end of the war, foreign trade in Austria’s eastern provinces
was directed towards the eastern rather than to the western European
countries, they were much harder hit than the western provinces by the
interruption of the traditional foreign trade with the east. At the same
time, the new geopolitical situation made it much more difficult for the
former than for the latter provinces to redirect their foreign trade towards
the west of Europe. And not only trade with eastern Europe was heavily
reduced, but also trading with the western occupation zones in Austria
itself was hampered by strong barriers, which it took some time to abolish?.

An additional handicap for the eastern provinces resulted from the differ-
ing investment strategies of Austrian enterprises and entrepreneurs. Both
the presence of Soviet occupation troops and the new peripheral position
of the three eastern provinces discouraged many of them from investing
heavily in this part of the country. Instead, Austrian as well as foreign

7 A. Komrosy, Die niederosterreichische Wirtschaft, p. 332.

18 Cf. F. MaTws, Big Business in Osterreich. Osterreichische Grofunternebmen in Kurz-
darstellungen, Wien 1987; F. Matuis, Big Business in Osterveich I1. Wachstum und Eigen-
tumsstruktur der osterrezcbzscben Grofunternehmen im 19. und 20. Jabrbundert. Analyse
und Interpretation, Wien 1990.

Y A. Komrosy, Die niederdsterreichische Wirischaft, p. 334 f.
20 R, SANDGRUBER, Okonomie und Politik, p. 454.
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entrepreneurs — many of them German refugees from Czechoslovakia ~
set up businesses in the west rather than in the east. Furthermore, some
entrepreneurs even transferred parts of their production from the Soviet
to the western occupation zones, an additional setback for the economy
in eastern Austria. Already before the end of the war, raw materials and
stocks were moved from the eastern region, in which more fighting was
_going on, to the west. In Upper Austria, for example, in the summer
of 1946, there was an estimated number of about 1,100 manufacturing
units — before the war it had only been between 500 and 600. Only about
100 of the new businesses were established during the war?. Another
consequence of all this could be seen in the development of large busi-
nesses with more than 1,000 employees. In 1930, there were 13 of them
with 20,500 people in Lower Austria and only 3 such businesses with
3,400 people in Upper Austria; in 1959, there were 15 such businesses in
each of the two provinces, with 28,000 employees in Lower and 43,000
in Upper Austria?, '

The same discrimination against Austria’s east became obvious in the aid
granted to both parts of the country by Austria’s government. Although
the provinces already at a disadvantage due to different occupation policies
and a less favourable geopolitical position were more in need of public
support than the others, the opposite happened?. An unproportionally high
-share of Marshall Plan funds was channelled to the western provinces®.
Up to October 1950, the Soviet occupation zone received only 16.5% of
these means, although it accounted for 46% of Austria’s working force”
Lower Austria with about a fifth of Austria’s population was granted only
7.3% of all Marshall Plan means distributed in Austria until 1955%, less
than 0.5% were directed to Burgenland with 4% of Austria’s popula-
tion?. All this resulted in a completely unbalanced per capita distribution
of Marshall Plan funds, which in Salzburg was twelve, in Upper Austria

2 JTbidem, p. 455.

2 Jhidem, p. 457.

2 A. Komrosy, Die niederdsterreichische Wirtschaft, p. 293.

% Cf. P. CsenpEs - F. OpLL, Wien. Geschichte einer Stadt, p. 668.
2 R. SANDGRUBER, Okonomie und Politik, p. 453.

% Die gewerbliche Wirtschaft Niederosterreichs 1955, p. 104,

27 % Janprasits - K. Pratscuer, Die Wirtschaft des Burgenlandes, in R. WiDDER (ed.),
Burgenland. Vom Grenzland im Osten zum Tor im Westen (Geschichte der sterreichischen
Bundeslinder, 6), Wien 2000, pp. 527-582, here p. 532.
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and Carinthia about four to five and in Styria almost three times as high
as in Lower Austria and Vienna, both of which received about equally
little support from the European Recovery Program?®. The seven Viennese
districts under Soviet occupation received no Marshall Plan funds at all?®,

The reason for such an extremely unbalanced treatment of the eastern
provinces was the policy of the United States, which sought to prevent
any Marshall Plan funds from flowing into economies and enterprises
under Soviet control. Therefore, the Soviet occupation zone was granted
Marshall Plan funds only when it could be proved that the production .
of goods they were used for was not to supply the Soviet Union or the
eastern European countries under Soviet influence®®, Besides, already
better developed regions were preferred, from which especially backward
Burgenland had to suffer. In Lower Austria, the relatively small amounts
of Marshall Plan funding were distributed primarily to the textile industty,
mining and the paper industry, whereas the iron and metal industries, the
chemical industry and others with a large number of USIA-businesses
received almost nothing. The USIA-businesses themselves were virtually
excluded from any Marshall Plan aid®.

Thus, to sum up what has been said so far, in many ways the economies
of the eastern provinces were at a clear disadvantage when compared
with the west of the country. Firms under direct control of the Soviets
suffered from their one-sided orientation towards eastern Europe as well
as from only little investment on the part of the Soviets, the economy
outside Soviet control was handicapped by the interruption of its tra-
ditional foreign trade with the east and by relatively weaker integration
into the economic upswing of western Europe. On top of this, the USIA-
businesses received virtually no and other firms substantially less aid from
the Marshall Plan than was the case in the west of the country. What
consequences this discrimination had for the overall economic develop-
ment of the various regions —~ both during the ten years of occupation
and possibly in subsequent years — will be discussed in the second and
third parts of the paper.

8 A. Komrosy, Die niederésterreichische Wirtschaft, p. 332.

2 P. CsenpEes - F. OpLL, Wien. Geschichte einer Stadt, p. 563.

30 R. SaNDGRUBER, Okonomie und Politik, p. 453.

U K. BACHINGER, Geschichie der gewerblichen Wirtschaft, p. 171.

32 A, Komvrosy, Die niederisterreichische Wirtschaft, p. 332 f; R. SANDGRUBER, Okonomie
und Politik, p. 453.
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IL.

As in other European countries, the economic development of Austria after
1945 was characterised by the continuing and expanding industrialisation
process which had begun in the 19th century but was interrupted between
the two World Wars. Therefore, the development of the manufactur-
ing industry will be dealt with first. Its level may be measured by the
number of people actively employed in manufacturing. If one compares
the numbers of 1936, one of the last pre-war years, with those of 1955,
it becomes clear that growth was much slower in Lower Austria, Vienna,
and Burgenland than in the other provinces®.

And yet, it has to be taken into account that the relative growth — with the
exception of Burgenland — was most pronounced in the provinces which
had only been little industrialised before. Others such as Vorarlberg and

. Styria, which were already industrialised to a greater extent, saw more
moderate growth, although still stronger than Lower Austria and Vienna.
In Lower Austria, the number of people employed in manufacturing
barely doubled between 1936 and 1955, in Vienna it rose by only about
60%. In Burgenland, there was stagnation on an especially low level*.
As a consequence of faster development in the west, as early as in 1947
only 49% and in 1954 46% of all people employed in manufacturing
could be found in Lower Austria, Vienna, and Burgenland — before the
war it had been 60%>.

The clearly slower growth in the eastern provinces was to a great extent,
although not exclusively, due to the relatively low degree of investment
in the businesses under Soviet control. Only the oil industry succeeded
in producing more than five times as much crude oil in 1954 than in
1946%. Some of the USIA-businesses had meanwhile been shut down,
others operated with out-of-date machinery and insufficient use of their
capacities, only a few could be called flourishing enterprises by the end
of the occupation period®. Although the number of people working in
the USIA-businesses rose conspicuously in the late forties, afterwards it

3 Die gewerbliche Wirtschaft Niederssterreichs im Jabre 1957, p. 30.
3% Ibidem.
¥ A. Komrosy, Die niederdsterreichische Wirtschaft, p. 344,

36 E. BezeMEK, Dokumentation der Betriebe des USIA-Konzerns, in USIA-Betriebe in
Niederdsterreich, pp. 80-340, here: 328,

3" Die USIA-Betriebe in Niederdsterreich, p. XVIL
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stagnated until the end of occupation®. According to a list published by
the Osterreichisches Institut fiir Wirtschaftsforschung, in 1955 there were
still more than 200 businesses with almost 58,000 employees under Soviet
control, most of them — 195 businesses with almost 52,000 employees —-
in manufacturing including the oil industty. They accounted for about a
fourth of all people employed in manufacturing in Vienna and the Soviet
occupation zone as a whole, or for almost 12% of all of Austria®.

Besides modern manufacturing, tourism developed as a second pillar of
Austria’s economic modernisation. After the war, it was characterised by
an unprecedented and rapid growth. Tourism was particularly important
in the western provinces Vorarlberg, Tyrol, and Salzburg, but also in
Carinthia. It played a definitely minor role in the other provinces, which
was due to the special attraction of the Alps both in summer and in
winter, but also to the different occupation policies and the different
geopolitical positions after the war.

The presence of the Soviets, who hindered rather than encouraged
economic development, discouraged potential guests from travelling to
Lower Austria and Burgenland. The system of central planning in the
neighbouring countries of the east and the reduced freedom to travel to
the «capitalistic» west resulted in a complete lack of tourists from the
east, who had accounted for the greatest part of foreign guests in Lower
Austria and Burgenland before®. Besides, tourism within Austria was
hampered by allied lines of demarcation up to the summer of 19534,
And finally, part of the housing available for tourism was used by the
Soviets and badly affected.

Furthermore, only little Marhall Plan aid to restore and expand the tourist
infrastructure arrived in the Soviet occupation zone. It was mainly meant
to expand the number of beds for foreign tourists, who played only a
minor role in this part of the country. In 1955, in Lower Austria only
4% and in Burgenland only 10% of all beds were used by guests from
abroad®. Between 1950 and 1955, only 7.5% of all Marshall Plan funds

38 Q. KLAMBAUER, Ein Uberblick iiber Entwicklung und Organisation, p. 45.

¥ Die gewerbliche Wirtschaft Niederdsterreichs im Jabre 1955, p. 22; different figures in
O. KLAMBAUER, Fin Uberblick iiber Entwicklung und Organisation, p. 46 {.

40 K. BACHINGER, Geschichte der gewerblichen Wirtschaft, p. 161.
“ Die gewerbliche Wirtschaft Niederdsterreichs im Jabre 1953, p. 217.
2 Ibidem, 1955, p. 139; K. BACHINGER, Geschichte der gewerblichen Wirtschaft, p. 161,
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for tourism were granted to the Soviet occupation zone®, Although Lower
Austria had about 15% of all accommodation in Austria, it received only
2.4% of all loans from the European Recovery Program designated to
toutism, which were dlstrlbuted to only 17 hotels and inns - fewer than
in any other province®.

All this, of course, had its effects on the number of nights spent by tour-
ists. While Lower Austria had accounted for more than a fourth of all
nights registered in Austria before the war, in 1950 it was only 18% and
in 1955 but 14%. Among foreign tourists alone, Lower Austria’s share
dropped from about 7% to 1% of all nights®, To what extent this loss
resulted above all from the province’s new peripheral position along the
Iron Cuttain and the lack of tourists especially from the east, becomes
obvious from the fact that it could not be compensated by a rise in nights
spent by German, Belgian, Danish, and Swedish tourists*, Burgenland
was another province which did not benefit from the development of
tourism neatly as much as western Austria. Whereas already in 1952/53,
tourists spent more nights in Austria than before the war, Burgenland
reached only 40% of its pre-war level two years later?.

Finally, besides manufacturing and tourism, trade was also affected by
the negative effects of Soviet occupation. The retail stores established
by the Soviets bought most of their goods duty-free from the eastern
European countries and paid no taxes, enabling them to offer these
goods at lower prices than the Austrian competitors. Although Austrian
trade representatives tried to keep the Austrian consumers out of the
Soviet shops, success was only partial. And no matter how big the hardly
estimable losses were that Austrian shopkeepers had to suffer, they did
not stop complaining about the unfair competition,

There is no doubt that all the disadvantages discussed so far had an
adverse impact on the eastern provinces’ level of development by the

® A, Komrosy, Die niederdsterreichische Wirtschaft, p. 321.
4 Die gewerbliche Wirtschaft Niederdsterreichs im Jabre 1953, p. 219 £,

W, WILTSCHEGG, Niederdsterreich (Die Bundeslinder Osterreichs), Wien 1967, p. 30;
cf. Die gewerbliche Wirtschaft Niederisterreichs im Jahre 1955, p. 203.

% Die gewerbliche Wirtschaft Niederdsterreichs im Jabre 1955, p. 206.
47\, Janprisits - K. PRATSCHER, Die Wirtschaft des Burgenlandes, p. 536.

8 B, BuzeMmek, Dokumentation der Betriebe des USIA-Konzerns, p. 319; Die gewerbliche
Wirtschaft Niederisterreichs im Jabre 1955, p. 139; K. BACHINGER, Geschichte der gewerb-
lichen Wirtschaft, p. 161.
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end of occupation in 1955, And yet, it is not possible to define exactly
how much of the slower development was due to occupation and how
much to the new unfavourable geopolitical position or even to the initially
heavier wartime losses. It is clear, however, that with regard to overall
economic development several indicators suggest a relative lagging behind
the western provinces®,

In 1956, in Lower Austria per capita income tax, which reflects the eco-
nomic power of the self-employed, was slightly more than half as high
as the Austrian average; in Vorarlberg, the most western province, it was
three times as high®. A similar picture is conveyed by the situation of the
employed people as shown in the per capita wage tax. In Lower Austria,
the wage tax was less than a third of the Austrian average’. Not quite
as substantial was the difference with regard to the per capita sales tax,
a good criterion for the amount of economic activities in general. It was -
somewhat more than half the Austrian average in Lowet Austria®’. The
economic level of development after ten years of Soviet occupation also
became obvious in people’s incomes and in their ability to set aside part of
those incomes. As late as in 1956, the per capita savings were only about
half as high in Lower Austria as in all of Austria®. As a consequence of
slower growing incomes people could buy fewer durables such as cars.
Lower Austria’s shate of cars registered in Austria dropped from about
a fourth in 1937 to only 19% in 1955*,

IL

After discussing the immediate effects of Soviet occupation on the econo-
mies of the three eastern provinces, it is the long-term consequences that
will be dealt with in the third part of the paper. Here, too, it should
be taken into account that Austria’s east was not only at a disadvantage
because of Soviet occupation, but also due to its new geopolitical position,
which certainly affected the economic catching-up after the withdrawal of

9 Cf. W. WiLtsCHEGG, Niederdsterreich, p. 10.

0 Die gewerbliche Wirtschaft Niederdsterreichs im Jabre 1957, p. 33.
U Ibidem.

2 Ibidem.

3 Ibidem; cf. W. WILTSCHEGG, Niederdsterreich, p. 11,

3 Die gewerbliche Wirtschaft Niederisterreichs im Jabre 1955, p. 24.
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the Soviets in 1955. The population, for example ~ an important indica-
tor of overall economic development — continued to decline in Lower
Austria, Vienna, and Burgenland, and it was not until the eighties that it
began to rise again. The rest of Austria experienced a constant population
growth of 28% between 1951 and 1996, which was almost ten times as
high as in the east”.

One reason for the slow recovery of the east and the continuing lead
of Austria’s west were the problems which the former USIA-businesses
faced after they were handed over to the Austrian government®, They had
primarily been geared towards supplying the eastern European countries
and the Soviet retail stores, and were now confronted with the difficult
challenge of competing on the Austrian market, not to mention the partly
unsolved status of ownership. Besides, due to the transfer of formerly
produced goods into the western provinces, some of them were forced to
change their range of products or even to shut down production units”,

On the other hand, in order to facilitate the transformation, the Austrian
government now provided loans from the European Recovery Program
and initiated additional assistance”®, A number of investments held back
during occupation were now catried out. But still and at least for the
moment, the backwardness vis-d-vis the west of the country could not
be substantially reduced. It was not until the sixties that a particularly
dynamic wave of industrialisation set in, which above all benefited from a
transfer of production lines from the city of Vienna into the surrounding
regions of Lower Austria®.

Tourism, too, was far from catching up with the western provinces. As
late as in 1965, the pre-war level of nights spent by tourists in Lower
Austria was not reached again; the province’s share had meanwhile fallen
to 8% of all nights registered in Austria®®. All in all, it was not until

3 M. ScHARD, Der demographische und soziale Wandel in Niederésterreich. Eine dua-
listische Betrachtungsweise, in M, DipPELREITER (ed.), Niederdsterreich, pp. 139-269, here
p. 142,

%6 A. Komrosy, Die niederosterreichische Wirtschaft, p. 295.

7 Die gewerbliche Wirischaft Niedersterreichs im Jabre 1955, pp. 95-97; O. KLAMBAUER,
Ein Uberblick iiber Entwicklung und Organisation, pp. 68 ff.

8 Die gewerbliche Wirtschaft Niederosterreichs im Jabre 1953, p. 96.
3 A. Komvrosy, Die niederésterreichische Wirtschaft, pp. 296 ff.

€ W. WILTSCHEGG, Niederésterreich, p. 30.
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the eighties that Lower Austria came back to the Austrian level of, for
example, incomes earned by employed persons®.

In Burgenland, the structural change from a primarily agrarian and little
developed to an industrial and service society had not yet set in during
Soviet occupation®. In 1957, per capita incomes in Burgenland were only
two thirds of the Austrian average®. After the withdrawal of the Soviets,
a Verein zur Forderung der burgenlindischen Wirtschaft was founded,
with the intention of helping manufacturing firms to invest in the prov-
ince and to create the investment incentives lacking before®. Due to such
attempts, it was possible to raise the province’s non-agricultural produc-
tion, a rise which constantly surpassed the Austrian average between 1961
and 19789, The number of people employed in manufacturing almost
doubled between 1955 and 1966%. A similar and unprecedented upswing
could be observed in tourism. In 1980, the number of nights spent by
tourists, which had reached pre-war levels by the end of the fifties, was
almost five times as high as in 1955¢,

Other indicators of economic development show that by and large the
process of catching up has meanwhile been successful®®, In 1991, the share
of people working in agriculture was 9,3% in Lower Austria and 8,2%
in Burgenland, hardly higher than in other provinces such as Styria with
8,6 and Upper Austria with 7,4%. All four provinces have in common
that they include much more arable land than the smaller provinces
Vorarlberg, Tyrol, Salzburg and Carinthia, which explains their smaller
shares (of between 2.4% and 5.8%) of the active population working
in agriculture®.

61 CREDITANSTALT-BANKVEREIN (ed.), Niederdsterreich (Die dsterreichischen Bundeslinder,
4), Wien 1987, p. 41.

2 Ny Janprisits - K. PRATSCHER, Die Wirtschaft des Burgenlandes, p. 527.
& Ibidem, p. 357.

& Ibidem, p. 537.

& Ibidem, p. 538.

6 Ibidem, p. 548.

" Ibidem, p. 555.

% Cf, A. KomLosy, Die niederosterreichische Wirtschaft, p. 280.

® T Marus, Neun Wege — ein Ziel. Zur Wirtschaftsgeschichte der sterreichischen Linder
im 19. und 20. Jabrbundert, in «Geschichte und Region/Storia e regione», 10, 2001, pp.
13-41, here pp. 36-38.
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Different natural and geographical conditions may also explain the varying
importance of tourism in Austria’s provinces. If the smaller provinces in
the west had and still have much higher per capita numbers of nights
spent by tourists than Styria, Burgenland, Lower and Upper Austria, it is
mainly due to two factors: the more attractive Alpine landscape covering
a larger part of the smaller provinces and the shorter geographical dis-
tance of the primarily German tourists with sufficient purchasing power.
The smaller numbers in the east can — due to their weaker purchasing
power — not nearly be compensated by tourists from eastern and south-
- eastern Europe.

Among the provinces with less tourism, however, in recent years the dif-
ferences were only minimal, no matter which occupation zone they had
belonged to. And as the gap between the western and the south-western
tourist provinces Voralberg, Tyrol, Salzburg and Carinthia on the one side
and the provinces with less tourism on the other did not widen before
the fifties, different natural endowments and different geopolitical posi-
tions must have been much more decisive for more or less tourism than
ten years of occupation’.

A somewhat different picture emerges with regard to the process of
industrialisation, which in parts of Austria dates back to the 19th century.
In this respect, Vienna and Lower Austria — but also Voratlberg in the
extreme west — were more advanced on the eve of World War II than
the other provinces. After the war, however, and due to both different
occupation policies and geopolitical changes, the process of industrialisa-
tion ~ contrary to the western provinces — clearly slowed down in Lower
Austria and parts of Vienna as well as in Burgenland.

Between 1934 and 1951, the relative share of people employed in the
secondary sector of non-agricultural production rose by only 1.5 percent-
age points in Lower Austria and by about 4 percentage points in Vienna
and Burgenland, in the other provinces, however, by between 8 and 10
percentage points’. This changed abruptly during the fifties, when the
share rose by almost 8 points in Lower Austria and by nearly 10 points
in less industrialised Burgenland, but by only between 2 and 6 percentage
points in the other provinces — Vorarlberg excluded. The following decades
saw in all provinces the transformation from an industrial to a service

" Cf. F. Maruss, Die dsterreichische Wirtschaft. Grundlagen und Entwicklungen, in R.
STEININGER - M. GEHLER (eds), Osterreich im 20. Jabrbundert, pp. 415-453, here: p. 451.
' F Martuss, Die dsterreichische Wirtschaft, p. 449.
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society. The relative shares of the secondary sector, which ~ except in
Vienna and Vorarlberg with over 50% - had meanwhile reached between
33% and 44%, rose only slightly, and even fell after the seventies and
the eighties with growing shares of the services sector at the same time’,

All in all, after the seventies Lower Austria’s share in Austria’s gross
domestic product was about 15 to 16%, which was slightly less than
its 19% share in population”. This, howevet, was due to its unchanged
geopolitical position at the periphety rather than to the ten years of
occupation, As late as in 2004, the per capita gross regional product of
Lower Austria was about 81% and that of Burgenland only about 70%
of the Austrian average™,

On the other hand, it should be borne in mind that for years a large
number of people from Lower Austria and Burgenland were employed in
Vienna, Therefore, the statistics show their product in Vienna, although -
the incomes earned from their work should be attributed to Lower
Austria and Burgenland. This is the reason why, for example, in both
these provinces the numbers of private cars per 1,000 inhabitants are
much higher than the Austrian average — another proof for the successful
catching-up of maybe not so much the regions’ economies but at least
of the people’s incomes in this part of the country”,

Finally, it may be summarised that initially different occupation policies in
the Soviet and in the western zones resulted in a distinct slowing down of
the industrialisation process in Lower Austria and Vienna, and prevented
a successful start of such a process in Burgenland. At the same time and
due to the integration into the rapid economic development of western
and central Europe, industrialisation was clearly accelerated in Austria’s
western provinces. In the years after the end of occupation, it was not so
much the former occupation policies but rather the peripheral geopolitical
position along the Iron Curtain and close to the less developed eastern
European countries that hindered faster economic growth in Austria’s
eastern provinces. Both Lower Austria and Burgenland still lag behind
the average Austrian level of development as regions. The federal capital
Vienna, however, only parts of which had been occupied by the Soviets,
developed in a cleatly different way. Today, Vienna’s per capita regional

2 Ibidem, p. 449.

> CREDITANSTALT-BANKVEREIN (ed.), Niederosterreich, p. 142.

" Der Fischer Weltalmanach 2008, Frankfurt a.M. 2007, p. 365.

" Stamistik AustriA (ed.), Statistisches Jabrbuch Osterreichs 2003, Wien 2003, p. 396.
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product clearly surpasses the Austrian average — in 2004 by 40%7¢
quite to the benefit of not only the Viennese themselves but also to the
benefit of a number of people working in Vienna but living outside the
city in the surrounding regions of Lower Austria and Burgenland.

6 Der Fischer Weltalmanach 2008, p. 365.
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Rural Spain during the Franco Regime (1939-1975)

by Ernesto Clar and Fernando Collantes

I. INTRODUCTION

This essay deals with the transformations the Spanish rural economy and
society underwent during the dictatorship of Francisco Franco (1939-

1975). Does it make sense to talk about rural Spain in a book devoted

to European marginal areas? Yes, it does, for two reasons. First, most

of Spain’s rural communities face severe environmental conditions. More *
than 40% of the country’s surface area is considered to be mountainous

territory according to legal criteria’. And most of the rest of the rural

territory is considered to be a «less favoured area» by the public agencies

responsible for implementing compensatory rural policies?. Still, there is

a second, economic reason for talking about rural Spain as a marginal

area: the traditional base of the rural economy, agriculture, has persistently

shown productivity levels that are clearly below the country’s average’.

(This is particularly significant in a Mediterranean country in which the
average level of productivity has traditionally lagged behind European

standards.) Therefore, both environmental and economic reasons enable

us to talk about rural Spain as a marginal European area (or a set of

marginal European areas).

Rural Spain underwent dramatic changes during the Franco petiod. The
two probably most important transformations were the modernisation of
agriculture and rural depopulation. In this essay we will also consider a
third issue, which still lacks conclusive empirical evidence, namely, the
social structure of rural communities and its impact on. rural inequality.

Mark Andrews revised our English.

L' C. GoMez Benito - E, Ramos - E. SaNcHO, La politica socioestructural en zomas de
agricoltura de montafia en Espasia y la C.E.E., Madrid 1987.

2 See the figures in R. SANCHO, Las politicas de desarrollo rural, in C. GOMEZ BENITO - J.
J. GonzALEZ (eds), Agricultura y sociedad en el cambio de siglo, Madrid 2002, p. 275.

3 L. PrADOS DE LA ESCOSURA, El progreso econémico de Esparia (1850-2000), Bilbao 2003,
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The political context in which these transformations took place was
very peculiar from a European, comparative perspective, While Western
European countries were consolidating market democracies and East-
ern European countries were being incorporated into the Soviet bloc,
Franco’s Spain was closer to fascism than to liberalism or communism.
When it came to economic policy, Franco’s authoritarian regime was
highly interventionist, and the agricultural and rural policies that were
implemented are good examples of this. The question that arises then
is: what was the impact of Franco’s agricultural and rural policies on the
evolution of Spain’s rural economy and society? How important were
these policies in shaping the great economic and social transformations
undergone by rural Spain?

This essay does not provide a conclusive answer to this question. Rather,
it is devoted to a necessary preliminary task, i.e. that of clarifying the
nature of rural change, describing Franco’s policies, and suggesting some
hypotheses about the links between rural change and rural policy. The
essay is organised as follows. The next section provides the reader with
some basic facts about the history of Spain under Franco. (Readers who
are familiar with Spanish history may wish to skip this section.) We then
describe the agricultural and rural policies implemented by the regime.
After that, we offer an overview of the economic and social transforma-

- tions that took place in rural Spain during that period. The conclusions
in the last section provide a tentative hypothesis about the impact of
rural policy on rural change.

Our hypothesis is that the path of agricultural and demographic change
followed by rural Spain was largely independent of the specific policies
implemented by the dictatorship. What these policies did was to alter the
speed of some transformations (usually through the negative effects of ill-
designed policies) and to secure «traditional» rural social relations (which
means social relations reproducing high degrees of rural inequality) as an
institutional basis for rural change. Nevertheless, this traditional structure
of social relations would eventually begin to be eroded by the very process
of economic and demographic modernisation of Spain’s rural society.

1. BASIC FACTS ABOUT THE FRANCO REGIME

During the first decades of the twentieth century, there was a trend
towards modernisation in Spanish economy and society. Industrialisation,
a process that had started in the mid-nineteenth century, entered a new
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stage that was characterised by the development of new sectors and the
gradual incorporation of the technological block that is commonly defined
as «second industrial revolution». In addition, the economic record of
agriculture (still the largest employer in the Spanish economy) improved
considerably. This process of economic modernisation was accompanied
by some demographic modernisation. It was during these decades that
the demographic transition, which had previously been limited to a small
number of advanced regions (Catalonia in particular), started to become
a general phenomenon. It was also during these decades that rural-urban
migrations became more intense and gave momentum to the process of
urbanisation.

However, there were still some dark sides to this modernisation. First,
Spain remained a backward European economy. Second, there was a very
unequal distribution of the assets (pattimony, financial assets, education,
social netwotks, and so forth) required to gain the most benefits from
economic modernisation. Therefore, the level of inequality was high.
The living standards of the agrarian elite and the industrial bourgeoisie
were much higher than those of small farmers, agricultural labourers
and industrial workers — and economic modernisation did not seem to
be able to narrow the gap. Finally, the early twentieth-century political
system was formally democratic, but de facto oligarchic. This implied
a very uneven distribution of the political capabilities needed to face
bargaining processes on key socio-economic variables.

The combination of economic backwardness and high levels of economic
and civic inequality contributed to increasing instability in Spain’s institu-
tional framework. In the eatly 1920s, and following a wave of social unrest,
a corporatist dictatorship (led by General Miguel Primo de Rivera) came
to power. The pendulum swung back in 1931, when the results of local
elections led to the peaceful proclamation of a republican regime (the
«Second Republic») that granted a less unequal distribution of political
capabilities. In the following years, the polarisation of Spanish politics -
increased not only because of the socio-economic variables described
above, but also because of debates about the territorial organisation of the
state (centralised or quasi-federal?) and the role played by the Catholic
Church in social and political life. In 1936, shortly after a coalition of
left-wing parties won the elections, a military insurrection and eventually
a civil war (1936-1939) started. The victory of the insurrection forces,
led by General Francisco Franco, meant the end of democracy and the
start of a new era — an era dominated by a fascist-corporatist ideology
embedded in a centralised, Catholic state.
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As Eric Hobsbawm pointed out, Franco’s regime, which lasted until the
dictator’s death in 1975, was a reaction against the spectres of both 1789
and 19174 The regime was fiercely anti-communist, but it was not a fol-
lower of liberalism either. Both in economics and in politics, as in the
internal and the external arena, liberalism was characteristically mistrusted.
In a way, Francoism was also a reaction against more specific, internal
spectres. It was a reaction against the spectres of 1931 — the spectres
of democracy, laicism, and territorial de-centralisation. And it was also
a reaction against the spectres of 1898, the year in which Spain lost its
last colonies overseas and supposedly entered a path of subordinated
dependence in relation to other Western countries.

The anti-liberal character of the Franco regime reached its purest form
during its eartly years, that is, in the 1940s. A strongly corporatist view
of the State was embedded in the whole of political, economic and social
life, which led the regime to exert great control over outputs, inputs,
prices- and wages. In the arena of international relations, the regime
pursued an autarkic ideal of self-sufficiency and import substitution. This
was partly the outcome of ideological premises, but also a consequence
of Franco’s international isolation — first in the context of Wortld War
II (e.g. the British blockade) and later because the regime was explicitly
excluded from the Organization for European Economic Cooperation
and from the Marshall Plan, The economic results of the early Franco
regime were vety poot (see Graph 1). By 1950, Spain’s GDP per capita
was still below its pre-war level and the gap between Spain and other
Western European economies had widened.

The economic record of the Franco regime began to improve in the 1950s,
as the «spectres» of 1789 were gradually allowed back in. Although the
goal of self-sufficiency was not completely abandoned, some liberalisation
measures were implemented from the beginning of this decade onwards.
Liberalisation was fostered by popular unrest, which crystallised in a series
of general strikes in 1951, as well as by the new Cold War scenario, in
which Franco’s anti-communism favoured Spain’s incorporation into the
Western side. Within the framework of a general agreement regarding
mutual defence assistance, an economic aid agreement was signed with the
United States in 1953. By means of a plan of aid-financed commodities,
the Spanish economy was able to improve its access to capital goods and
ease some of the bottlenecks affecting both agriculture and industry. The

4 EJ. HorssawM, Age of Extremes: the Short Twentieth century, 1914-1991, London
1995, p. 123.
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Graph 1. Growth cycles in modern Spanish history
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drive towards economic liberalisation and international openness gained
additional momentum after the release, in 1959, of a «Stabilisation Plan»
that followed recommendations from international institutions. While a
fair amount of the political inertia derived from its fascist and totalitarian
conception still remained, the Franco regime became ever more tightly
bound into the liberal capitalist system it so reviled in its beginnings.

Liberalisation allowed the Spanish economy to become more integrated
into the Western Furopean economic area and, therefore, to benefit from
the latter’s «golden age» of growth. Spain unsuccessfully applied to join
the European Economic Community, but the expansion of EEC trade,
foreign capital inflows (including migrants’ remittances) and tourism gave
Spain the bases for an era of steady growth. In fact, this was the period
of fastest economic growth in Spanish history — and remains so today
(see Graph 1). As a result, the Spanish economy began to converge to
the Western European core. By the time Franco died, the prospects for
the near future were less promising: as a strongly oil-dependent economy,
Spain was being hit hard by the international crisis of the 1970s. By then,
however, the Spanish economy had made considerable progress and had
nearly completed the structural changes commonly associated with modern
economic growth. It was not a minor achievement for an economy that
had found itself in such deep trouble only two decades before’.

TII. AGRICULTURAL AND RURAL POLICIES

The agricultural policies of the Franco regime were the outcome of two
different, interacting logics. On the one hand, reacting against the spec-
tres of 1917 led to a bias towards landowners and against agricultural
labourers. On the other hand, there was the broader logic of fostering
an inward-looking process of industrialisation — that is, a logic that
expected agrarian policy to ease potential bottlenecks, such as inflation-
ary pressures in situations when agticultural supply does not grow fast

> See overviews of the Spanish economy during the Franco period in L. PraDOS DE LA
Escosura - J.C. SaNz, Growth and Macroeconomic Performance in Spain (1939-1993), in
N. Crarts - G. TonioLo (eds), Economic Growth in Europe Since 1945, Cambridge 1996
and A. CARRERAS - X. TAFUNELL, Historia econdmica de la Espaiia contempordnea, Barce-
lona 2004. Agriculture played an important part in this transformation; see E. CLar - V.
PiNiLLA, The Contribution of Agriculture to Spanish Economic Development, 1870-1973, in
P. LaNs - V. PiNiLLa (eds), Agréculture and Economic Development in Europe since 1870,
London 2008. ’
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enough®. The interaction of these two different logics shaped the evolu-
tion of agrarian policymaking, which was also strongly conditioned by
agriculture’s changing role in a rapidly industrialising economy and the
political environment in which the regime had to act.

1. Extreme interventionism in the 1940s

During the interwar period, it had become common practice in Europe (in
both democratic and authoritarian regimes) to implement some regulation
and controls on the agricultural sector in order to correct fluctuations
in farm earnings’. The agrarian policy of the early Franco regime was
an extreme version of this. Franco followed Mussolini’s example on two
important issues: first, agricultural policy was decided exclusively at the
top, without any involvement on the part of the agents affected; and,
second, the pursuit of food self-sufficiency became a symbol of national
power. Moreovet, the regime imposed industrialisation as its main pur-
pose, which in practice meant subordinating the interests and needs of
agriculture to that end. In order to avoid upward pressures on urban
wages, ‘agrarian policy focused on keeping food prices low. The main
device used to achieve this was the extensive imposition of commodity
quotas for delivery at prices fixed by the government. Rationing and the
rise of black markets for basic agricultural commodities were the corol-
laries of this kind of agricultural policy®.

What about the land question? Although fascism advocated the small-
holder, the agrarian reform implemented in the early years of the Franco
regime did not include the redistribution of land by breaking up large
estates’. The project of implementing a redistributive agrarian reform

¢ The theoretical problem of agricultural bottlenecks and, more generally, sectoral

balance between agriculture and industry was central in the studies of some of the most
prominent economists of the time, such as Manuel de Torres; see J. ZABALZA, La contri-
bucién de Manuel de Torres a la economia agraria en Esparia (1930-1960), in «Histotia
Agraria», 32, 2004,

7 R. GARRABOU, Politicas agrarias v desarrollo de la agricultura espaiiola contemporinea:
unos apuntes, in «Papeles de Economia Espafiola», 73, 1997.

8 C. BARCIELA, Introduccién, in R. GARRABOU - C. BARCIELA - J.I. JiMENEZ BLANCO (eds),
Historia agraria de la Espasia contempordnea, vol. 3: El fin de la agricultura tradicional
(1900-1960), Barcelona 1986, In the very relevant case of wheat, it has been estimated
that the size of the black markets was probably similar to that of the legal markets,

> E. SeviLLA-GUZMAN, La evolucién del campesinado en Espafia, Barcelona 1979,

109



had been central to the political programme of left-wing governments
during the 1930s. Such a reform never went too far, but the small effects
it did have were cancelled once and for all when Franco allowed the
redistributed lands to be returned to their former owners. In addition,
agrarian unions were forbidden and replaced by corporatist committees,
which meant that the bargaining position of less favoured groups in rural
society became extremely weak.

This authoritarian closure of the land question allowed the Franco regime
to concentrate on colonisation and water policy as the main plank of
its tural development drive. In a Mediterranean, low-rainfall country,
water had traditionally been one of the major constraints to agricultural
growth, The Franco regime implemented technical plans to settle new
owner-occupiers in new estates under irrigation. However, these social
goals were gradually replaced by production objectives, as is illustrated
by the fact that the number of hectares brought under irrigation grew at
a much faster rate than the number of colonists who settled. The 1930s
conception of a redistributive land reform was thus completely substi-
tuted by a new conception emphasising agricultural change by means of
technological modernisation and the spread of irrigation®.

2. Gradual and incomplete liberalisation of agrarian policy from the 1950s
onwards

In 1951, twelve years after the end of the Spanish Civil War, food was
still rationed and the black market continued, even though it had declined
to some extent. As a result, a series of general strikes erupted in major
cities in protest against scarcity and the continuing impoverishment of
the urban workforce. Added to the fall in urban real wages was the dis-
content of farmers, who were witness to the deterioration of agricultural
terms of trade. That very same year, 1951, Rafael Cavestany became the
new Minister for Agriculture, and he was to oversee a relevant shift in
the direction of agricultural policy. The shift consisted in some liberalisa-
tion, as implied in the rise of official prices in order to make agricultural
production mote remunerative (in contrast to the previous experiment
of «official» cheap food, «actual» black markets, and a poor production
record).

10 C. Gomez BeNITO, Politicos, burécratas y expertos: un estudio de la politica agraria y
la sociologia rural en Espasia (1936-1959), Madrid 1995.
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More generally, there was also a switch to a policy based on productivity
and scale economies, as the most appropriate means of fostering agricul-
tural growth and, therefore, industrialisation. The stress was laid on the
reduction of costs by modernising the structure of farms, so that only
sufficiently capitalised and sizeable farms would be able to remain viable
in the medium and long term. Rationalisation, i.e. the creation of viable
farms, thus became a guiding principle". Spanish farms had traditionally
suffered from fragmentation into multiple plots, and a new policy was
implemented in order to favour the concentration of micro-plots.

In coherence with this objective, the new agrarian policy also paid attention
to key agricultural inputs. There was some liberalisation of the market
for chemical fertilizers, as well as a number of financial incentives for

- technological modernisation. Among the latter, we should underline the
role of subsidised fuel prices for agricultural activities and the possibility
of purchasing tractors and harvesters through specific, low-cost lines of
borrowing'2. In addition, .the original principle of developing irrigation
was further reinforced. After finishing major hydraulic works that had
been undertaken or planned before the Civil War, transformation became
even more vigorous than in the past”.

The change that came about in Spanish agrarian policy in 1951 took
place in an economic envitonment that was still largely closed to foreign
competition. But, as a result of the trend towards economic liberalisa-
tion that followed the 1959 «Stabilisation Plan», the new situation had a
multiplier effect, so that there was an intensification of the changes that
had already begun in the preceding decade. The traces of the regime’s
initial policy remained in conflict with the times and eventually had to
be modified, .as was the case within the cereal sector. Wheat, an over-
protected crop, had traditionally been the central element of agricultural
policy. However, the economic development of Spain led to changes in
diet — wheat began to lose importance, while other products, such as

1 «(Fewer farmers and better farming»; see R. CAVESTANY, Menos agricultores y major

agricultura, in «Revista de Estudios Agro-Sociales», 13, 1955.

12 1.1 MartiNez Rurz, Trilladoras y tractores: energia, tecnologin e industria en la
mecanizacion de la agricultura espafiola (1862-1967), Sevilla 2000.

B In the first decades of the twentieth century, more than 300,000 hectares were con-
verted into irsigated fields and added to the 1.1 million hectares of irrigated agriculture
that could be found in 1900, but nearly one million hectares were converted during the
Franco years; MAPA (Ministerio de Agricultura, Pesca y Alimentacién), Plan Nacional
de Regadios: Horizontes 2008, Madrid 2001, pp. 184-185.
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meat, became more and more relevant!, Following recommendations
from international institutions, the agrarian policy of the late Franco
period tried to stimulate farmers to cultivate barley (an input for meat
production) instead of wheat®.

In any case, by the time the dictatorship came to an end in the mid-1970s,
Spanish agriculture was already on the path followed by other European
farm sectors (i.e. consolidation of medium-sized farms, predominance of
direct cultivation, and farm capitalisation). In a country where the share
of farming in both the GDP and the active population had clearly shrunk,
political intervention in agriculture had already begun to focus more on
protecting farm incomes rather than on the original issue of avoiding
potential bottlenecks for industrialisation.

3. Was there a rural development policy?

During the Franco period, there was no rural development policy, that
is, a policy that would consider not only agricultural markets and agrar-
ian structures, but also the development of non-agricultural activities in
the rural territory and, more broadly, the economic development of rural
communities as such. Only during the final years of the regime was there
an attempt to implement a more integral conception of rural planning.
However, financial and political compromise was weak, and the policy’s
effect was not relevant on a national scale'®.

The relative absence of a rural development policy was accompanied
by the side-effects that some sectoral policies had on the rural territory
and its communities. Quite independently from the positions held by
the local communities, the authoritarian, centralised Franco regime often
made the rural territory available to external, corporative interests. Two
of the clearest cases were those of electric and paper-making companies.
The interests of ele/ctric companies led to the construction of some dams

Y R, GarraBoU - X. Cusso, La transicién nutricional en la Espaiia contempordnea: las

variaciones en el consumo de pan, patatas v legumbres (1850-2000), in «Investigaciones
.de Historia Econdémicax», 7, 2007.

Y E. CLAR, Del cereal alimento al cereal pienso. Historia y balance de un intento de

autosuficiencia ganadera: 1967-1972, in «Historia Agraria», 37, 2005. Even so, there was
surplus production of wheat, which generated increasing storage costs; C. BARCIELA, «N7
un espasiol sin pan: Nacional de Silos y Graneros, Zaragoza 2007,

16 R. SANCHO, Lgs politicas socioestructurales en la modernizacion del mundo rural, in C.
GoMez Bentro - J.J. GoNzAvez (eds), Agricultura y sociedad.
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that reduced the available agricultural area or even involved the forced
abandonment of complete villages". The interests of the paper-making
industry pressed for forestation schemes that scholars have commonly
taken as the starting point to explain forms of everyday resistance, such
as cases of arson in the uplands'®, In ‘short, although there was no explicit
policy of rural development, this does not mean that the rural territory
remained outside the scope of policymakers.

IV. RURAL SPAIN IN 1939 AND IN 1975: A COMPARISON

Let us imagine that an observer from rural Spain in 1939 were transported
forward in time to 1975. What would be the greatest transformations
that she would notice? We can be sure that she would observe at least
two very important changes: the modernisation of agriculture and rural
depopulation. In contrast, we cannot be so sure about the nature and
magnitude of the transformations that she would notice when it comes
“to rural inequality. '

1. Agricultural modernisation

Agricultural modernisation was based on the introduction of a new
technological bloc. From the 1950s onwatds, the energy base of Spanish
agriculture began to change —~ a traditional, organic agriculture started to
be substituted by a modern, inorganic agriculture®, Farmers capitalised
their farms by making important investments in mechanisation (with
the tractor as its great symbol) and chemical fertilizers. There was also
a marked increase in the proportion of agricultural output that was sold

17" This was the case in the Pyrenees districts of Aragén; A, HERRANZ, La construccion de
pantanos y su impacto sobre la economia y poblacion del Pirineo aragonés, in J.L. AcIN - V.
PiNwLa (eds), Pueblos abandonados: ¢sun mundo perdido?, Zaragoza 1995; J. Cuesta, La
despoblacién del Sobrarbe: jcrisis demogrifica o regulacion?, Zaragoza 2001,

18 See A. CABANA, Los incendios en el monte communal gallego. Lugo durante el primer

franguismo, in «Historia Agraria», 43, 2007 for the north-western region of Galicia.
Nonetheless, even in this context some historians have found that the state under Franco
was not a monolith due to the interaction of conflicting internal interests; see GrUPO
DE Estupio DE 1.A PrOPIEDAD COMUNAL, La devolucion de la propiedad vecinal en Galicia
(1960-1985). Modos de uso y conflicto de propiedad, in «Historia Agraria», 33, 2004.

9 We use these terms in the sense of E.A. WriGLEY, Continuity, Chance and Change:
the Character of the Industrial Revolution in England, Cambtidge 1988.
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‘to agri-businesses for further processing and distribution®. Finally, the
product structure of Spanish agricultural output became more diversified,
as vegetables, fruits and livestock products grew at a much faster rate
than cereals (which had traditionally been at the centre of the scene).

Some of these transformations had already started in the early decades
of the twentieth century, but they were halted by the Civil War and a
long post-war period that lasted up to the end of the 1940s. Why did
agricultural production even fall during this latter period? Spanish his-
torians have traditionally blamed Franco’s policy of official fixed prices.
In order to secure cheap food for the development of its inward-looking
project of industrialisation, official prices for basic agricultural products
(such as wheat) were fixed at artificially low levels, which would have
reduced the incentives for cultivation?’. More recently, other scholars
have stressed the role of the peculiar international context of the 1940s,
which would have prevented Spanish farmers from having better access
to chemical fertilizers (a key input, given the environmental conditions
prevailing in most of the country)®?. The autarkic ideals of the regime
and the sharp drop in the international demand for Spanish agricultural
products (Spain’s main source for the financing of capital goods imports)
throughout the 1940s would have thus contributed to the consohdatlon
of a traditional, organic model of agriculture®.

From the 1950s onwards, however, there was a spectacular process of
modernisation, One excellent indicator here is the evolution of agricultural
labour productivity (Graph 2). Agricultural productivity even decreased
during the Civil War and the 1940s, but then increased at a rate that was
much higher than that of any other previous period in Spanish history.

2 C, ABAD - J.M. NaREDO, Sobre la ‘modernizacion’ de la agricultura espasiola (1940-1995):
de la agricultura tradicional bacia la capitalizacion agraria v la dependencia asistencial, in
C. Gomez Benito - J.J. GoNzALEZ (eds), Agricultura y sociedad.

2L C, BARCIELA, Introduccion, in R. GarraBoU - C. BARCIELA - J.I JiMENEZ BLANCO (eds),
Historia agraria de la Espafia coptempordnea, vol. 3.

22 T. CHRISTIANSEN, State Intervention and Small-scale Farming in Spain, 1939-1955: Case
Studies of Wheat, Olives and Wine, Ph.D. thesis London, 2001; J.M. Sumest, La nzodern-
zacién de la agricultura y el desarrollo econdmico, in «Papeles de Economia Espafiolas,
73, 1997,

P (Traditional» here has to do not only with technology, but also with product com-

position and diversification. Even in regions where environmental conditions were suited
to diversification, there was a halt in the trend towards the decline of cereals and the
rise of vegetables and fruits; see M.I. LOPEZ, Los efectos de la autarquia en la agricultura
murciana, in «Revista de Historia Econémica», 14, 1996, 3.
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- Graph 2. Labour productivity growth in Spanish agriculture
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What were the cduses of such remarkable progress? The gradual liberalisa-
tion of agrarian policy from 1951 onwards and the normalisation of the
international context certainly contributed to improving the agricultural
record. But, in addition, we need to explain the implementation of a
new technological bloc. Here, Spanish scholars have commonly relied on
induced innovation — mechanisation would have resulted from changes
in the relative prices of inputs. The acceleration of Spanish economic
growth expanded the urban demand for labour in non-agricultural
activities, which fostered rural-urban migration. This would have led to
an increase in agticultural wages that would have given landowners the
incentive to implement labour-saving innovations®.

Based on empirical estimates and corroborated by contemporary testi-
monies from wheat-growing regions, this line of reasoning makes sense?.
There are, however, several reasons why this hypothesis cannot do all the
work on its own and needs to be combined with other perspectives. First,
a remarkable share of Spanish agriculture was family agriculture, which
means that a simple distinction between landowners and wage labourers
is less general than is implied in the argument®. Second, the demand for
agricultural products increased rapidly in Spain during this petiod, which
implies that, regardless of whatever happened with the relative prices of
inputs, farmers had incentives to adopt new technologies that enabled
them to benefit from scale economies and compete for larger shares of
an expanding market. Third, there was no free market for agricultural
inputs, so that farmers had to patticipate in a complex network of regula-
tions, administrative decisions, and personal relationships?. Institutional
factors must then play some role in a realistic historical explanation of
agricultural modernisation. Fourth, the rise in agricultural productivity

2 T M. Narepo, La evolucién de la agricultura en Espaia: desarrollo capitalista y crisis
de las formas de produccion tradicionales, Barcelona 1971.

B See for instance V. PErEz Diaz, Emigracién y cambio social: procesos migratorios y vida

rural en Castilla, Barcelona 1971.

% Tt has been estimated that unpaid family labour was more important than wage

labour in Spanish agticulture around 1955; Funpacion BBV, Renta nacional de Espafia
y su distribucién provincial, serie homogénea: afios 1955 a 1993 y avances 1994 a 1997,
tomo II: Series por provincias, Bilbao 1999,

% See E. CLAR, Farm Policy under the Salazar and Franco Dictatorships in Portugal and

Spain: Towards an Authoritarian Model of Intervention in Agriculture, in N, Vivier (ed.),
The State and Rural Societies: Policy and Education in Europe, 1750-2000, Brepols 2008,
on tractors.
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was linked to the spread of irrigation, a phenomenon strongly conditioned
by institutional factors and largely independent of the dynamics that led
to cereal mechanisation®,

This leads us to a more general problem, namely, the argument based
on induced innovation focuses on cereal production, but cereal produc-
tion gradually lost share in Spain’s agricultural output (Table 1).-Cereals
for human consumption (namely wheat) had traditionally been the most
important rubric in Spain’s agricultural production, but the later years
of the Franco regime witnessed the rise of livestock products following
the implementation of a Fordist, agri-business model of organisation and
the reorientation of cereal production from wheat to batley for livestock
consumption. In addition, the production of fruits and vegetables (for
which Spain enjoyed a comparative advantage on a European scale) grew
fast and made an important contribution to the growth in Spanish agri-
cultural output and productivity. To sum up, although the mechanisation
of wheat has been taken as the great symbol of agricultural modernisa-
tion, it is not realistic to leave aside other lines of transformation and,
therefore, other sets of explanatory factors.

Table 1. Product composition of Spain’s agricultural output

1950 1975
Agricultural products 74 58
Cereals 31 11
Vegetables 5 14
Fruits 9 12
Other 29 ' 21
Livestock products 26 42
Meat 8 27
Milk 8 10
Other 10 5
Total output 100 , 100

Source: E. CLAR, Del cereal alimento al cereal pienso. Transformaciones del sector pienso-ganadero
durante la crisis de la agricultura tradicional en Esparia, 1950-1975, Ph.D. thesis Zaragoza, 2007.

2 C. ABAD - J.M. NareDO, Sobre la ‘modernizacion’ de la agricultura espasiola.
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2. Rural depopulation

The migration balance of rural communities had traditionally been negative.
Already before industrialisation, a share of rural natural growth (births
minus deaths) was transferred to urban environments through rural-urban
migration?, During the early stages of industrialisation (in the second
half of the nineteenth century), rural-utban migration had become more
intense, especially in the area of influence of the industrial growth poles
of Catalonia and the Basque Countty. In addition, the gradual develop-
ment of industrialisation during the first decades of the twentieth cen-
tury had created the conditions for further intensification of rural-urban
migration in Spain®®, Together with the demographic dynamism of urban
environments, this had led to a decline in the share of rural population
in Spain’s total population.

But, still, none of that had led to rural depopulation, éxcept for some
particular local cases. Spain’s rural population had kept on increasing
(Table 2). It was from the 1950s onwards that rural-urban migration

Table 2. Rural population in Spain

Rural population (thousands) Rural / Total population (%)
1900 12,621 68
1910 12,995 65
1920 13,113 61
1930 13,528 57
1940 13,316 51
1950 13,475 48
1960 13,219 43
1970 11,380 34
1981 10,115 27
1991 9,731 25

Source: L.A. CANARERO, Del éxodo rural y del éxodo urbano: ocaso y renacimiento de los asentamientos
rurales en Esparia, Madrid 1993. Rural population is the population living in municipalities with
less than 10,000 inhabitants,

#  See for instance J. DE VRIES, European Urbanization, 1500-1800, London 1984 for
Europe as a whole.

3 F CoLLANTES, La migracién en la montafia espafiola, 1860-1991: construccién de una

serie histérica, in «Revista de Demografia Histdrica», 19, 2001, 1; J. SILVESTRE, Vigjes de
corta distancia: una vision espacial de las emigraciones interioves en Espafia, 1877-1930, in
«Revista de Historia Econémica», 21, 2001, 2.
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became massive and things started to change. Rural depopulation reached
its highest rates in the 1960s and then tended to slow down (Graph 3).
Even so, Spain’s rural communities were to go on losing population until
the last decade of the twentieth century.

The community consequences of rural depopulation wete already evident
by. the late Franco years. Migration was selective in terms of age and edu-
cational level, so that rural communities were losing their youngest and
most educated elements. Rural ageing created a vicious circle because, in
the medium term (from the 1980s onwards), it would turn natural varia-
tion negative and thus reinforce the effect of rural-urban migration. In
addition, as a consequence of particularly high rates of female migration,
demographic disequilibria also consisted of an increasing male-female
ratio. Depopulation and its consequences upon the demogtaphic struc-
ture probably give the best illustration of the decline of traditional rural
society in a rapidly industrialising Spain.

What were the determinants of rural depopulation? The basic determinant
was the gap between rural and urban living standards. This gap can be
broken down into two different factors, First, it seems clear that there was
a rural-urban gap in terms of income per capita, Because agticulture was
still prominent in the rural economy by 1950, rural incomes tended to be
low in comparison to urban incomes®'. In addition, during the following
decades it proved difficult for agricultural progress to generate sufficient
stimulus for rural non-agricultural growth. There were two reasons for
this: first, the labour-saving character of much of the new technological
bloc in agriculture (which meant that the scope for demand linkages was
much lower than that suggested by productivity gains); and, second, the
crucial role played by scale economies in determining the location of non-
agricultural activities (to the detriment of sparsely populated, traditionally
agricultural areas)®?. In the absence of a more diversified economic base
in the countryside, and given the great expansion of the urban demand
for labour, rural-urban migration (or rural emigration abroad) was an
accessible way for rural populations to improve their living standards.

31 By 1950, still 75% of the rural active population was employed in agriculture; E CoL-
LANTES, La desagrarizacion de la sociedad rural espariola, 1950-1991, in «Historia Agraria»,
42, 2007. It must be noted that agricultural productivity and agricultural incomes were
cleatly lower than Spanish averages — in fact, they still are today, in spite of agricultural
modernisation; see L. PRADOS DE LA ESCOSURA, El progreso econdmico de Espafia.

32 T, COLLANTES, La desagrarizacién de la sociedad rural espafiola, 1950-1991; F. COLLANTES,
The Decline of Agrarian Societies in the European Countryside: a Case Study of Spain in
the Twentieth Century, in «Agricultural History», 81, 2007, 1.
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Graph 3. Rural and urban population in Spain
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But the rural-urban gap in living standards was not connected only to
relative incomes ot occupational structures — it was also a matter of access
to a series of infrastructures and services (education, health, retail trade,
financial operations, etc.). Spain clearly improved its endowment of such
infrastructures and services during this period, but progress was stronger
in urban environments. Therefore, thete may be some sense in talking
about a «rural penalty» in living standards®®. In addition, from this non-
pecuniary viewpoint it is interesting to note that female rates of migration
were characteristically higher as a consequence of family strategies that
were reacting against the gender penalty in traditional rural society®.

How important was Franco’s policy as a determinant of rural depopula-
tion? In fact it was probably less important than is sometimes assumed.
True, during this period there were episodes (e.g. construction of dams
in mountain areas) that reflected the local consequences of the authori-
tarian nature of the regime. Remarkable demographic impacts have been
found on a local scale, but, from a quantitative point of view, these cases
represented a very small part of the rural depopulation process. It would
be excessive to understand rural depopulation in Spain as a pathology
derived from the.industrialising efforts of a dictatorship; rather, it seems
to belong to the physiology of the Spanish economy (and, probably, other
backward European economies) at a time when the new technological
bloc in agriculture was labour-saving and scale economies were crucial
for the location of industry and services”®. The Franco regime could
have done more when it came to public services and the correction of
the «rural penalty», but there were important opportunity costs linked
to such a strategy and, as the post-Franco experience seems to suggest,
democratic governments also find it difficult to close the rural-urban gap.

3. Rural inequality: what happened?

Transported forward to 1975, our observer from 1939 would have had
little trouble in noticing the modernisation of agriculture and the depopu-

3 F. CoLLANTES, El declive demogréfico de la montasia espariola (1850-2000): ;un drama
rural?, Madrid 2004,

M De mufer a mujer: estrategias femeninas de buida del hogar y del medio rural, in
«Agricultura y Sociedad», 76, 1995.

3% F CoLLaNTsS, El declive demogrifico de la montasia espaiola; F. COLLANTES, La des-
agrarizacion de la sociedad rural espafiola, 1950-1991.
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lation of rural communities. We are less sure, howevet, about what she
would have seen in terms of rural inequality.

At the beginning of the Franco period, the level of rural inequality was
very high. As was pointed out above, the economic and demographic
modernisation of the pre-war decades took place within a social context
in which inequality played a leading role — and rural communities were
no exception, In fact, because agriculture remained the main employer,
rural inequality was a central element in the broader problem of inequal-
ity in Spain. That is why the project of an agrarian reform featured so
prominently in the political debate of the 1930s.

Rural inequality was mainly the outcome of inequality in the distribution
of land property. In this respect, there were important regional differ-
ences®, In the northern strip of the country, for instance, rural societies
may have qualified as peasant societies. This does not mean that they
were egalitarian societies, but their levels of inequality were at least not so
high. During the pre-war decades, an increasing fraction of the peasantry
gained access to land property. The resulting landscape thus remained
characteristically dominated by very small farms. (Farms were so small
that it seems reasonable to argue that some opportunities for agricultural
growth were lost due to their inability to exploit scale economies?.)
Empirical evidence about the distribution of agricultural income during
the 1960s shows that the degree of inequality in these peasant societies
was lower than the national average’®.

However, rural inequality became higher as we moved southwards. Particu-
larly in the southern half of the country, land property was very unequally
distributed and a landowning elite held large estates (Jatifundios) while
a mass of agricultural labourers depended on extremely low wages for
their economic reproduction. The institutional framework implemented
after the Reconquista (the return of the Iberian Peninsula to Christian
hands, which was completed in 1492) and the characteristics of liberal
agrarian reforms in the nineteenth century had contributed to creating
this kind of agrarian structure.

36 D. GALLEGO, Mds alldé de la economia de mercado: los condicionantes bistéricos del
desarrollo econdmico, Madrid 2007, pp. 159-201.

37 7. SIMPSON, Spanish Agriculture: the Long Siesta, 1765-1965, Cambridge 1995.

8 See R. DOMINGUEZ, La rigueza de las regiones: las desigualdades econdmicas regionales
en Espafia, 1700-2000, Madrid 2002.
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What happened with rural inequality between 1939 and 1975? Did it
increase or did it decrease? We do not know — all we have are a few
pieces of evidence and some plausible conjectures. But we still lack
monographic studies that gather the whole of the potentially available
evidence and assign relative weights to the several forces at work. What
we can say is that some forces contributed to increase rural inequality
and other forces worked in the opposite direction.

There were at least two forces contributing to the rise of rural inequal-
ity during the Franco period. First, the agrarian policies of the Franco
regime, which showed a very clear bias towards the landowning elite and
against labour. During the 1940s, landowners were also able to make big
profits out of their patticipation in the black market that was created
as a response to state interventionism. (It has been shown that black
. market activities were, up to a certain degree, tolerated by the regime®.)
Participation in the black market, however, proved more difficult for
smallholders, who were then hit hard by the policy of mandatory pro-
duction at fixed prices®. Unable to make their voice heard through the
now forbidden agrarian unions, agricultural labourers fared even worse
— their real wages fell below pre-war levels and their nutritional levels
must have fallen dangerously close to subsistence levels®.

From the 1950s onwards, there was a second force contributing to an
increase in rural inequality. Agricultural modernisation required large
investments in order to exploit the scale economies associated with the
new technological bloc. This gave big farms a huge advantage and favoured
an internal restructuring of the farm sector, so that a large number of
small farms became unviable and eventually disappeared.

But, alongside these forces leading to a higher degree of rural inequal-
ity, there were other forces working in the opposite direction. The great
boom in rural-urban migration was based on the increasing participation
of some of the less favoured social groups in rural society. The exodus of

3 See T. CHRISTIANSEN, Crime and Punishment in the Black Market in Spain, 1940-1953:
an Analysis of the Fiscalia de Tasas, in «Ager: Journal of Depopulation and Rural Devel-
opment Studies», 4, 2005.

40 C. BarcieLa - ML, Lopez, El fracaso de la politica agraria del primer franquismo, 1939-
1959. Veinte afios perdidos para la agricultura espaiiola, in C. BARCIELA (ed.), Autarguia y
mercado negro: el fracaso econdmico del primer franquismo, 1939-1959, Barcelona 2003.

U T.M. ORTEGA, Las miserias. del fascismo rural. Las relaciones laborales en la agricultura
espafiola, 1936-48, in «Historia Agraria», 43, 2007; R. GarraBoU - X. Cuss0, La transicion
nutricional en la Espafia contempordnea.
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low-income populations must have tended to reduce inequality in (what
remained of) the rural community. In fact, it has been found that, for a
sample of rural districts, depopulation was crucial in fuelling the process
of rural convergence in income per capita®?. In addition, migrants used
to keep economic links with relatives who remained in the countryside
and thus remittances flowed from the town to the country. Some esti-
mates have suggested that remittances had a remarkable effect on rural
family budgets®.

In addition, the emergence of new, non-agricultural sources of rural
income probably worked in the direction of reducing rural inequality.

‘During the second part of the Franco regime there was a clear increase

in part-time agriculture®. At a time when farm restructuring worked
to the advantage of big farms, many middle-sized and small farmers
found relief in complementary sources of income. Even more, given the
fact that rural non-agricultural productivity was higher than agticultural
productivity, many rural families began to implement a more ambitious
strategy of occupational change. In 1950, 75% of the rural active popula-
tion was employed in agriculture; in 1975, the share had probably fallen
to 50%". Put simply, half of the rural population no longer depended
on agriculture as its main activity. This may have reduced rural inequal-
ity because rural non-agricultural incomes were on average higher than
agricultural incomes®.

In short, we do not have a clear idea of what happened with rural
inequality during the Franco period, especially after 1950. The particular

2 B CoLLANTES, El declive demogrifico de la montasia espaiola.

¥V, Periz Diaz, Emigracion y cambio social; . MANSVELT-BECK, The Rise of a Subsidized
Periphery in Spain: a Geographical Study of State and Market Relations in the Eastern
Montes Orientales of Granada, 1930-1982, Amsterdam 1987.

44 C. ABAD - J.M. NAREDO, Sobre la ‘modernizacion’ de la agricultura espaiola.

4 We give this figure as an approximate interpolation from the 1970 and 1981 data;

see F. COLLANTES, La desagrarizacién de la sociedad rural espasiola, 1950-1991 and L.
SaNzZ, Tendencias recientes en las zonas rurales: ;de la industrializacion a los servicios?, in
«Agricultura y Sociedad», 36-37, 1985. It must be noted that depopulation also played a
crucial role in this structural change, as is illustrated in . COLLANTES, La desagrarizacion
de la sociedad rural espafiola, 1950-1991; F. COLLANTES, The Decline of Agrarian Societies
in the European Countryside.

6 This last claim is just a plausible conjecture from the data given by B, Garcia Sanz,

La sociedad rural ante el siglo XXI, Madrid 1997 and L. Prapos DE LA Escosura, E/
progreso econdémico de Esparia.
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characteristics of agricultural policy and farm restructuring may have con-
tributed to increasing inequality, but rural-urban migration (by itself and
because of the effect of remittances) and the emergence of new sources
of income (leading to part-time agriculture or full occupational change)
must have contributed to make inequality lower. What was the net effect?
We do not know. What seems ‘clear is that our obsetver would find a
central difference between 1939 and 1975 in terms of the mechanisms
reproducing rural inequality. In 1939, land was the key determinant
of rural income distribution. In 1975, land had started to lose such a
position — non-agricultural activities (in or out of the countryside) were -
becoming more and more important in the strategies’ of rural families,
while agriculture was becoming increasingly dependent on capital (for
both the purchase of inputs and the sale of outputs to oligopolistic links
in the agri-food chain). Future research will have to analyse the distri-
“butional consequences of this transformation, probably starting from the
hypothesis that rural inequality increased during the early part of the
regime and later decreased.

V. CONCLUSION

During the Franco period, rural Spain underwent great transformations,
such as agricultural modernisation, depopulation and, probably, a relative
decline of the role played by land in the set of determinants of economic
and social stratification. These changes took place within the framework of
an authoritarian, interventionist political regime that implemented several
policies concerning agriculture (in terms of both inputs and outputs) and,
to a lesser extent, the rural territory. The question then is: what was the
relation between rural changes and the Franco policies? We pose this
question as a conclusion to the essay, but in what follows a number of
hypotheses that need further research are presented.

Our impression is that the definition of the path of change followed by
rural Spain, i.e. the combination of agricultural modernisation and rural
depopulation, was largely independent of agrarian policies. In some cases,
such as‘the fixing of official prices for basic agricultural commodities,
policy may have delayed change through its distorting effects on resource
allocation. In other cases, such as subsidising agricultural capitalisation or
the expansion of irrigation, policy may have contributed to accelerating
change. But, when it comes to the determinants of the path of change
followed by rural Spain (that is, leaving aside issues relative to the speed
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of such a change), the key question is why agtricultural modernisation
was not able to generate enough linkages with other sectors in the rural
economy so that rural depopulation could be avoided. And the Franco
policies may not have had a great impact upon this key question.

General contextual elements were probably more influential here. We have
undetlined, for instance, the strongly labour-saving character of agricultural
innovation during this period and the fact that scale economies (both
internal and external) had already become central for the determination
of the location of non-agricultural activities. In fact, other European
countries involved in similar circumstances showed similar paths of rural
change in spite of political differences. Such were the cases, for instance,
of Italy, where a market democracy implemented an agrarian reform that
would have been impossible in the Spanish political context, or Portugal,
where a dictatorship implemented agrarian policies that were even more
anti-liberal than those implemented by Franco®’. Within Europe, differ-
ent paths of rural change can be found in other periods (for instance,
rural England during the eighteenth century and most of the nineteenth
centuty), in which the characteristics of agricultural innovation and non-
agricultural activity could open a window of opportunity for the com-
bination of agricultural progtess with rural economic diversification and
rural population growth. During the Franco era, however, this window
of opportunity was much less open®.

What, then, was the role played by Franco’s policies? These policies shaped
the social context in which rural modernisation (a crucial element in the
more general strategy of fostering industrialisation) took place. Franco’s
agrarian policies secured traditional social relations as the starting point
of rural modernisation. This means that policy sought a path of rural
change that would be compatible with the traditional reproduction of
high levels of inequality. Therefore, rather than impacting decisively on
the path of change, instead Franco’s policy impacted decisively on the
distribution of the benefits and costs associated with that path.,

Even so, the very process of rural modernisation eventually tended to
. erode traditional social relations in the countryside. Land was to eventually
lose some of its share as a factor of social and economic stratification,
and rural communities eventually became incorporated into a more de-
localised network of social relations. In this network, capital was the key

4 E. CLAR, Farm Policy under the Salazar and Franco Dictatorships in Portugal and Spain.

8 T, COLLANTES, La desagrarizacion de la sociedad rural espafiola, 1950-1991.
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element, that is to say, capital for agricultural modernisation and farm
competitiveness, capital in the industrial organisation of the food chain,
and capital in the organisation of rural non-agricultural activities. The
process was not completed until the end of the twentieth century, but
its progress during the Franco period was remarkable.
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A Farewell to Marginality

Development Paths in the Italian Alpine Provinces since World
War II

by Andrea Bonoldi

I. INTRODUCTION

The unequal territorial distribution of development processes is a general
problem which has affected numerous countries at different times and
to different extents. Although it is evidently a question which does not
regard Italy alone, it has certainly concerned the country significantly in
the past, and still does so today.

The differing speeds of modern economic development in the Italian
peninsula have been determined by geography and history. The complex
orographic structure of a territory traversed by mountain ranges has had
major consequences for the economy’s spatial processes — from commu-
nications, to transport, to the formation of homogeneous market areas.
Added to this is the weight of history and Italy’s long political fragmenta-
tion which consolidated different economic-social structures, and market
relations which in many cases developed externally to the country rather
than internally'. This heterogeneity became especially problematic after
the unification of Italy in 1861: recognition of the new nation-state by
its citizens also depended on whether the evident imbalances among the
country’s different areas could be reduced. A «Southern Question» arose in
particular, and it would be at the centre of long debate and state-financed
aid programmes which still continue today. Major efforts were made,
but they only partly achieved their objectives, mainly because, when in
the 1950s schemes to support the Mezzogiotno became substantial and
systematic, the intense post-war economic development driven largely by

Translated by Adrian Belton

! For a general reconstruction of the economic history of Italy from the 1800s onwards,
see, in English, V. ZamaGN1, The Economic History of Italy: 1860-1990, Oxford 1993 and
J.S. Couen - G. Feperico, The Growth of the Italian Economy 1820-1960, Cambridge
2001.
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the Centre and North dramatically widened the already-existing disparity
between the two parts of the country?.

Italian unification also gave rise to an «Agricultural Question» concerning
the sector which, at that time and for several decades thereafter, was the
core of the national economy. The principal problem was the existence
of what Stefano Jacini called «the hundred agricultural Italies», which
determined major differences across the country in farming practices,
forms of management, and productivity in the primary sector. Increased
productivity of the factors, especially labour, and the cultivating of idle land
were for long considered indispensable if the country was to modernise®.

Besides these problems crucial for the national economy, it is also evident
that the economic differences in Italy did not consist solely in the North/
South divide. They were determined geographically not only by latitude
but also, as is obvious, by altitude. Though it might appear banal to
say that the paths of modern economic development are more difficult
and tortuous in the mountains than in the lowlands, account should be
taken of the particular context of the Italian tetritory, whose mountain-
ous component is especially significant. Again Stefano Jacini, in the final
report for the celebrated Inchiesta Agraria which he coordinated in the
eatly 1880s, described the problem as follows:

«Italy is a country of mountains like no other in our continent, except Switzetland, and
these are high mountains, largely bare or precipitous, or inhospitable. Of the 288,583
square kilometres of the country’s total surface area, almost two-thirds, 156,000 square
kilometres at least, ate invincibly resistant to the growing of any kind of crop because
they are snow-bound, or rocky, or gravelly; and this is so by work of nature. If only the
remaining one-third were productive! But it is only so in part and to a meagre extent»?,

According to the most recent census, 44% of the Italian comuni (the
smallest units of Italian public administration: henceforth ‘communes’)
are almost entirely mountainous, coverinig just under 49% of the entire
national territory. The percentage decreases substantially when one

2 Seee.g. S. Cariero, Questione meridionale e unitd nazionale, Napoli 1996, L. DE Rosa,

La provincia subordinata: saggio sulla questione meridionale, Bari - Roma 2004. See also
the essay by Ezio Ritrovato in this book.

> On contemporary Italian agriculture in general see P. BeviLacqua (ed.), Storia

dell’agricoltura italiana in etd contemporanea, 3 vols, Venezia 1989-1991. For an overview
of the principal issues concerning the development of Italian agriculture see J.S. COHEN -
G. FepErico, The Growth, pp. 30-45.

4 Qtd. in O. GASPARL, La montagna: alle origini di un problema polztzco (1902-1919),
Roma 1992, p. 7.
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considers the figure for the population: only 15.4% of Italians reside
in mountain communes’ and 15.3% of the working population®. It is
thus evident that mountains are constantly present in Italy, throughout
the entire peninsula from north to south. But whilst in the past the
mountain areas lagged behind the rest of the national territory in terms
of development, today the situation is different. Besides the significant,
though secondary, presence of areas of well-developed tourism and high
incomes, and marginalised areas with economic petformances very dif-
ferent from those of adjoining zones, a large proportion of the Italian
mountain areas record values for the economic indicators which do not
differ significantly from those of the surrounding lowlands. A levelling
process therefore seems to have taken place among local production
systems, and it has also involved the mountain zones; as corroborated
by the fact that at the end of the last century (1999), the difference in
‘per capita value added between the mountain communes and the total
diminished, on average across the country, to 14.07%7. In this process a
marked disparity has grown apparent between the northern and central
mountain areas, which have largely emerged from marginality, and the
southern ones, which have yet to overcome the difficulties due to their
geographical location®.

JI. THE LAWS FOR MOUNTAIN AREAS

In the post-unification history of Italy, the territorial diffusion of develop-
ment often attracted political attention, and especially so the «Southern

> In the past thirty years, the resident population of Italian mountain areas has slightly
reduced its incidence in the national total. Adopting the definition of «mountain com-
munes» used by the National Statistics Institute (Istat), in 1971 Italy’s mountain areas
had 8,824,046 inhabitants, equal to 16.29% of the national population, in 1981 the values
were 8,815,346 (15.58%), in 1991 8,806,064 (15.50%) and in 2001 8,779,209 (15.40%)
(calculations on Istat data). A similar tendency, though using a different definition of
«mountainous» which yields different data, is reported by G. D VEeccHis, Da problema
a risorsa: sostenibilitd della montagna italiana, Roma 1996, p. 104.

6 TIstat data.

7 The difference, measured within regions, is greatest in regions comprising large
metropolises — Lazio (30.53%) and Lombardia (23.60%) — whilst it is 15.90% in Pied-
mont and 4.81% in Veneto (Valle d’Aosta and Trentino-Alto Adige, which are entirely
mountainous, do not record differences); CENSIS, I/ valore della montagna italiana, Milano
2003, p. 17.

8 See P. TiNO, Da centro a periferia. Popolazione e risorse nell’ Appennino meridionale
nei secoli XIX e XX, in «Meridiana», 44, 2002, pp. 15-63.
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Question». With time, a «Mountain Question» also came to the fore, being
introduced into parliamentary debate by representatives of constituencies
in the Apennines. The first action intended to stress the structural dif-
ficulties of the mountain areas was taken in June 1902, when Luchino
Del Verme, conservative deputy first for the constituency of Pavia and
then” Bobbio (Piacenza), drew parliament’s attention to the problem of
Italy’s mountain areas. He highlighted that besides all the difficulties due
to poor communications and scant land productivity, they also suffered
from excessive fiscal pressure: «It is not a question, honourable colleagues,
of north and of south», said Del Verme, «it is a question of mountain
or plain»’. The problem of Italy’s different rates of development then
began to grow more complex, because added to. the division among
broad areas was that within the areas themselves; there were zones in
which the configuration of the terrain was a major obstacle against the
economic growth of local communities. The «Southern Question» was
also to a certain extent a «Mountain Question», given the orographical
complexity of the Italian territory'®, But whilst the mountain communi-
ties of the northern Apennines and the Alps could rely to some extent
on their adjacent lowlands, which offered markets for both products and
labour from the mountains — an arrangement, moreover, long typical of
the equilibria of the traditional Alpine economy - this happened to a
generally lesser extent in the South!.

The relationship with what has been called the avampaese (the foreland),
is therefore of key importance in understanding the economic and social
dynamics of Ttaly’s mountain areas”. Proximity to developed areas and

?  Del Verme’s speech concerned revision of the cadastral surveys, but it was part of the

broader debate on tax concessions for the country’s disadvantaged zones: O. Gaseari, La
montagna, p. 11,

10 Tn 1915, as general secretary of the parliamentary- committee on mountain commu-
nities, Meuccio Ruini wrote: «But the two problems [that of the mountain areas and
that of the Mezzogiorno] are not antithetical, they are not mutually exclusive. Quite
the opposite. The Mezzogiorno has special needs above all because it is almost entirely
mountainous ...», qtd. in G. DE Veccuis, Da problema a risorsa, p. 56.

1 On the situation of the southern mountain areas see P. TINO, La montagna meridi-

onale. Boschi, uomini, economie tra Otto e Novecento, in P, BeviLacQUA (ed.), Storia
dell'agricoltura italiana, vol. 1, pp. 677-75. On the Apennines in general, with particular
regard to the central belt, see A.G, CALAFATI - E. SoRrt (eds), Persistenze e cambiamenti
negli Appennini in etd moderna, Milano 2004.

12 See e.g. F Pacerti - C. SMIRAGLIA, Le politiche nazionali per la montagna alpina.
Evoluzione dei rapporti economici fra le Alpi e il loro avampaese, in D. Ruocco (ed.), Le
Alpi: barriera naturale, individualiti umana, frontiera politica, Bologna 1990, pp. 155-175.
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the presence of suitable connections could in fact generate growth pro-
cesses and integration between the mountain markets and those of the
more developed lowlands.

Although policymaking did not neglect mountain areas, legislation in
post-unification Italy for long dealt mainly with hydrogeological protec-
tion, forestry and, partly, agticulture, The normative provisions invariably
provoked disputes and conflicts. The first unitary law on forestry (no. 3917
enacted on June 20, 1877), for instance, imposed specific restrictions on
woodland above the altimetric limit of chestnut growth, the objective being
to ensute hydrogeologlcal stablhty Whilst this law duly emphasised the
public utility of mountain areas, it imposed restrictions on the economic
exploitation of woodland, which was an activity of prime importance in
the production systems of the mountain communities, which inevitably
expressed their dissent with the measures”. The Luzzatti Law (no. 277
of June 2, 1910) at least partly acknowledged the economic function
performed by woodland; but legislation of subsequent years, such as
the 1923 forestry law, seemed primarily addressed to conservation!, In
the period between the wars, legislation on mountain areas was largely
incorporated into measutes designed to increase national agricultural
output and to improve the living conditions of the rural population, a
policy termed «integral land reclamation»?®. That these measures were
nevertheless insufficient to counter the demographic decline of numerous
Alpine and Apennine communities was demonstrated by the large-scale
survey on mountain-area depopulation in Italy conducted by the National
Research Council (Consiglio Nazionale delle Ricerche, CNR) and by the
National Institute of Agrarian Economics (INEA), whose results were

B See O. Gaseari, La montagna, p. 24.

“ On legislative measures in favour of mountain areas see e.g. G. DE VECCHIS,

National and Regional Policies for the Development of the Italian Mountain Regions, in
G. ScARAMELLINI (ed.), Sustainable Development of Mountain Communities, Milano 1995,
pp. 167-173 and G. DE VeccHis, Da problema a risorsa, pp. 113-164; F. PaGerTI - C.
SMIRAGLIA, Le politiche nazionali per la montagna alpina, pp. 155-175; G. Piazzon, La
nuova legislazione per l'economia montana, Bologna 1997, MINISTERO DELL’AGRICOLTURA
E DELLE FORESTE, Carta della montagna: realizzata di concerto con il Ministero dei lavori
pubblici, vol. 1. Carta della montagna e territorio montano, Roma 1976, pp. 105-142; F.
MERLONI, Montagna, in Enciclopedia Giuridica Treccani, Roma 1990; E. SARACENO {ed.),
Il problema della montagna, Milano 1993; E. MONTRESOR, Economia montana e sviluppo
rurale, Bologna 1998, pp. 25-45; O. Gaspawy, I/ Segretariato per la montagna (1919-1965),
Roma 199%4.

> TFor a general description see M. STAMPACCHIA, «Ruralizzare I'ltalial». Agricoltura e
bonifiche tra Mussolini e Serpieri 1928-1943, Milano 2000.
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published in eight volumes between 1932 and 1938. Although the research,
coordinated by Ugo Giusti and consisting in a series of individual surveys
on Italy’s various mountain areas, reported general demographic decline
in mountain communities, it emphasised marked differences among local
situations, noting the complexity of the interdependencies between the
circumstances of mountain communities and the development of lowland
areas. The difficulties of the mountain areas extended well beyond the
crisis of traditional production methods in agriculture. They were also
manifest, for example, in the sharp fall in temporary emigration, which
had long been a crucial factor in the economic equilibria of Alpine
communities’. The conclusions of the survey report stressed the need
to create bodies and to undertake actions addressed specifically (unlike
measures at the time) to the development of mountain communities®.

The «Mountain Question» was once again a matter of debate in the
post-war period, being expressly cited in Article 44 of the Republican
Constitution, which came into effect on January 1, 1948, and whose
second paragraph stated that «The law shall make provisions in favour
of mountainous areas»'®, And mountainous were many of the so-called
«economically depressed areas» of central and northern Italy which
were subject to the extraordinary intervention measures introduced by
Law no. 647 of August 10, 1950 on «execution of extraordinary public
works in northern and central Italy», which was almost an appendix (or
a complement) to the law instituting the Cassa per il Mezzogiorno (Fund

6 U. Guwsrti, Lo spopolamento montano in Italia: indagine geografico-economico-agraria.
VIII Relazione Generale, Roma 1938, pp. 149 and 153-154. See also G. CoproLa, La
montagna alpina; vocazioni originarie e trasformazioni funzionali, in P. BEVILACQUA (ed.),
Storia dell’agricoltura italiana, vol. 1, p. 530.

17 «The importance and variety of these measures, together with the distinctive nature of
the mountain areas and their inhabitants, make it necessary for them to be coordinated
and subsequently implemented by a specific body connected to other government agen-
cies, to which public action in favour of mountain areas is devolved» qtd. in U. Gusrr,
Lo spopolamento montano in Italia, p. 156.

8 However significant, the paragraph was appended to an atticle that dealt in general
with land ownership and reclamation, therefore exhibiting an approach to the problem of
the mountain areas still essentially predicated on a ruralist conception. When describing
the amendment, Michele Gortani (1883-1966), Christian Democrat deputy for Carnia and
a professor of geology, began thus: «Honourable colleagues there is in Italy a region that
comprises one-fifth of its population and one-third of its surface area, and in which the life
of all classes and categories develops in conditions of particular hardship in comparison
with the rest of the country», Records of the Constitutional Assembly, session of May
13, 1947, p. 3974 (http://legislature.camera.it, August 2008).
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for the South) enacted on the same day®. The law, which did not concern
mountain areas alone, was extraordinary in its purpose, the intention
being to flank the ordinary activities of the public administration with
additional resources allocated to urgent and circumscribed problems by
specific normative measures. This was a feature recurrent in the public
intervention policies of republican Italy, but it was not at all new in the
countty’s political history?. Although effective in some cases, the policy
of ‘extraordinary intervention’ in the long period revealed its limitations,
most notably the piecemeal nature of its measutes, the mismatch between
objectives and the resources made available, the problem of coordination
with the ordinary activities of the public administration, and the frequent
tendency to replace, not to supplement, the latter.

The first organic law for mountain areas was enacted on July 25, 1952
(no. 991) and entitled Provvedimenti in favore dei territori montani on
proposal of the Minister of Agriculture and Forestry, Amintore Fanfani.
As usual in the history of Italian legislation, in this case too, the law was
prompted by an emergency: the disastrous floods of 1951, which had made
evident the effects of mountain depopulation and of the hydrogeological
instability that had accompanied it?!. Although the new law drew on the
aims and instruments of previous legislation, it had the distinctive features
of making more composite evaluation of mountain areas for intervention?,
and considering not only agriculture and forestry, but also crafts and
tourism as sectors to be incentivised®, Despite these important innova-
tions, however, the law and the provisions that followed it still reflected
a partial and centralist approach. The mountain communities, with their
economic-social complexity, were not regarded as possible recipients of
more systematic intervention, And whilst the emphasis on hydrogeologi-

19 The law was refinanced and modified on various occasions in the following decades.
See G. Prazzoni, La nuova legislazione per 'economia montana, Bologna 1997, p. 22.

2 See R. PETRY, La frontiera industriale: territorio, grandi imprese e leggi speciali prima
della Cassa per il Mezzogiorno, Milano 1990.

2 G. Dg Veccuss, Da problema a risorsa, p. 114; F. PAGETTI - C. SMIRAGLIA, Le politiche
nazionali per la montagna alpina, pp. 165-167; MINISTERO DELL’AGRICOLTURA E DELLE FOR- -
EBSTE, Carta della montagna, vol. 1, pp. 113-115,

2 Testifying to this is, for example, Article 15 of the law, which established ‘reclama-

tion districts” for «mountain territories which, because of physical degradation or seri-
ous economic difficulties, are unable to achieve a viable production system without the
coordination of individual activities and their integration by the statex.

MINISTERO DELL’AGRICOLTURA E DELLE FORESTE, Caria della montagna, vol. 1, p. 113
and G. P1azzonI, La nuova legislazione per I'economia montana, pp. 391-394.
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cal protection characteristic of the previous legislation seemed to have
been scaled down, measures were still largely marked by a welfarist and
conservative approach centred on rurality. A partial change came in the
1970s, when centrally-decided economic policy to support development
gave way to the decentralisation of tertitorial schemes, supported by a
parallel strengthening of the political-administrative powers of the regional
administrations. The importance given to new subjects, the mountain
communities, .and therefore to strictly local public bodies, and to the
coordinating role of the regional administrations by the 1971 law on
mountain areas — Law no. 1102 of December 3, 1971 (Nuove Norme per
lo Sviluppo della Montagna) — subsequently augmented by Law no. 142
of June 8, 1990, on the local autonomies — were important signals of this
evolution. Further signals arose from the broader consideration made
of the economic sectors to incentivise. Within the general framework of
economic-policy directions of the time, the mountain communities were
also envisaged as planning bodies for local economic development®. But
the profound changes which in previous decades had greatly reduced Italy’s
backwardness in terms of income and economic sttucture with respect
to the main Western countries, meant that the delay accumulated by the
mountain areas (as evidenced mainly by demographic decline) rendered
this approach ineffectual. The law’s underlying concept — that there was
substantially only one model for national development and that marginal
areas had to be compensated through transfers — did not leave space for
the notion that the mountain communities could find their own specific
ways to participate in the ongoing growth processes®.

However, a different approach was taken by the last important law on
the Italian mountain areas to be enacted during the 1900s — Law no. 7 of
January 31, 1994, Nuove Disposizioni per le Zone Montane — which revised
the aims and possible means for the development of mountain areas®.
Firstly, the law reversed the relationship between mountain and national
territory. The former was no longer regarded as a problematic area to be -
supported with state aid, but instead as a potential resource for the rest

2 G. PazzoNy, La nuova legislazione per 'economia montana, pp. 91-104; E. MeRLONI,-
Comunita montane e consigli di valle, in Enciclopedia Giuridica Treccani, Roma 1988.

B See E. SARACENO, L'intervento pubblico a favore della montagna, in E. SARACENO (ed.),
I problema della montagna, Milano 1993, pp. 327-332; E. MONTRESOR, Economia montana
e sviluppo rurale, pp. 30-36.

2 A. RupeNt, Montagna terra d'eletione: natura e cultura per lo sviluppo, Bergamo 1996,
pp. 73-75; E. MONTRESOR, Economia montana e sviluppo rurale, pp. 40-45,
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of the country’s growth. The law laid down guidelines which, firstly,
affirmed the primacy of local administrations in land management, and
secondly acknowledged the distinctive nature of paths for development
in mountain areas”. It established the principle that maintenance of the
natural herltage must necessarily 1ntegrate with the economic needs of
local communities.

These guidelines also reflected European-level policies on the development
of rural areas, and the increasing role of the EC institutions in coordi-
nating economic development policies with far-reaching and complex
financial schemes?.

A review conducted in the mid-1970s of the instruments and resources
employed to support mountain areas reported a certain ‘fragmentation’
of the measures used — thus confirming -a general feature of Italian poli-
cies for development. But a substantial amount of resources had never-
theless been invested. Between 1945 and 1976, the numerous schemes
for mountain areas had disbursed, via various state agencies, an overall
amount (net of grants by the Regions) of around 1,270 billion lire?. The
policy of partial decentralisation, moreover, had had positive impacts on
the dynamics of local development. One may accordingly conclude that
the devolution of measures to support economic activities had been deci-
sive for the effectiveness of action, although this mainly came about in
ways unforeseen by the legislators. The idea that the dynamics of Italy’s
economic development could be planned — a matter of heated political-
economic debate since the early 1950s - had in reality encountered major
difficulties in its practical implementation. At the beginning of the 1970s,
it was believed that planning could acquire new efficacy through the
decentralisation of functions and resources to the peripheral administra-
tions®®, But in this case, too, the abstractness of many development plans,
the uncertain processes of devolution to local administrations, and the

21 Cleatly testifying to this reversal of perspective is Article 1.4 of the law, which states:
«Special interventions for mountain areas are systematic and coordinated schemes for
the overall development of mountain areas through the protection and exploitation of
the mountain habitat’s environmental quality and endogenous potential».

8 A, RupeNI, Montagna terra d’elezione, pp. 83-85, E. MONTRESOR, Economza montana
e sviluppo rurale, pp. 47-88.

2 Official figure from the Ministry of Agriculture and Forestry. See MINISTERO
DELL’AGRICOLTURA E DELLE FORESTE, Carta della montagna, vol. 1, pp. 123-126,

3 See G. AMaTO, La programmazione come metodo dell'azione regionale, in’ «Rivista
trimestrale di diritto pubblico», 21, 1971, 2, pp. 413-428.
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inadequacy of the financial resources available, prevented the mountain
communities from assuming the role envisaged for them®', Consequently,
public intervention ended up by being only one component, of varying -
importance, in a process where the forces determining the direction of
development were different and distinct in every area. This outcome also
highlighted the difficulty of implementing a policy for local development
in a country like Italy long permeated by a strongly centralist conception
of public action. The foregoing rapid survey of legislation on mountain
areas testifies to how the concept of «mountain» has changed in the
Italian public discourse. It also shows that it is inadvisable to interpret
the different approaches taken by the legislators over time in evolutionary
terms — that is, with increasingly effective intervention — because, since
unification until the present day, the situation of mountain areas and their
problems have profoundly changed®.

III. THE ALPINE PROVINCES IN THE POST-WAR PERIOD

Useful information can be obtained from brief analysis of the evolution
of the economies of the Italian alpine provinces in the post-war period.
Along partially different paths and with partially different outcomes, these
provinces generally managed to catch up with the rest of central and
northern Italy. Considered here as «Alpine provinces» are those whose
territories lie geographically within the Alps — Aosta, Sondrio, Bolzano,
Trento and Belluno - but not the province of Verbano-Cusio-Ossola,
because it was instituted only in 1992, The decision to investigate these
aggregates has also been taken because of the distinctive institutional
arrangements whereby three (Aosta, Trento and Bolzano) of the five
Alpine provinces have been governed since the post-war period by specific
statutes of autonomy. The analysis begins with general data comparing the
salient features of the demography and economy of the Alpine provinces
with those of a reference aggtregate: central-northern Italy, which has been
selected for economic variables especially”.

1 This seems to be confirmed by the results of a wide-ranging survey on mountain
communities published in R. Gugkrr, I ruolo delle comunita montane nello sviluppo della
montagna ttaliana: un analisi valutativa, Milano 2000, see in particular pp. 229-243.

32 See E. SARACENO, Il problema della montagna, p. 319,

¥ See A. BoNoLDI, La ripresa economica in area alpina nel secondo dopoguerra: alcune
comparaziont, in A Cova (ed.), Il dilemma dell'integrazione. Linserimento dell’economia
italiana nel sistema occidentale (1945-1957), Milano 2007, pp. 49-78.
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1. Demography

Compatison of the demographic figures shows long-period population
growth generally less marked in the Alpine provinces than in the rest
of Italy. The population of the Alpine provinces indeed increased con-
stantly in absolute value — save during the period between the censuses
of 1921 and 1936 — but at rates below the national average except in
the last twenty years of the century, which recorded a reversal of trend*,
Differing from the overall dynamic are the province of Bolzano, which
records demographic growth at rates above the national average for every
decade, and that of Belluno, the only province to have lost population
in absolute terms since WWIL, The province of Sondrio 1nstead exhibits
a tempotrary slowdown in the 1980s.

However, these aggregate dynamics conceal more complex patterns. These
are firstly the result of a composition between the natural balance and
" the migratory balance, with some provinces, such as Alto Adige and the
Valle d’Aosta, having substantially positive migratory balances at least until
the 1960s, whereas others (Trentino, Sondrio and, especially, Belluno)
recorded, in different periods, substantial levels of emigration®. A further
general tendency concealed by the aggregated data is internal population
redistribution in the Alpine provinces in the decades considered, with the
demographic growth of the towns in the valley bottoms and the relative
depopulation of mid- or high-altitude settlements — except for tourist
resorts®® — or ones less served by communication infrastructures®. This

** Largely due to the more matked decline in the birth rate at national level. On the
demographics see R. GRANDINETTL, L'evoluzione demografica della montagna italiana nel
secondo dopoguerra, in E. Saraceno (ed.), Il problema della montagna, pp. 29-77; M.
VAROTTO - R. PSENNNER R. (eds), Spopolamento montano: cause ed effetti — Entvélkerung
im Berggebiet: Ursachen und Auswirkungen, Innsbruck - Belluno 2003,

»  On the Valle d’Aosta see SJ. WooLF, Emigrati e immigrati in Val d'Aosta, in S.J.
Woolr (ed.), La Valle d’Aosta, Torino 1995, pp. 596-617; on Trentino see A, ASCOLANI,
Il paesaggio demografico, in A, LEONARDI - P. POMBENI (eds) Leta contemporanea ( 1918.
1992), (Storia del Trentino, VI) Bologna 2005, pp. 743-758.

% For analysis of this eccentric dynamic see A. LEIDLMAIR, Gebirgsentvilkerung und

Fremdenverkebr im mittleren Alpenraum, in A. ANGELINI - E. Cason (eds), A#ti 1991. La
presenza e le attivitd umane, fattori di controllo della vulnerabilitd dei sistemi montani ¢
dei rischi che ne derivano, Belluno 1992, pp. 249-255.

37 In the case of the Valle d’Aosta, the demographic incidence of the Plaine, ie. the
valley-bottom area of Dora Baltea, in the total population, was 40% in 1901, rising to
58% in 1951 and finally to 71% in 2001, with a decrease in absolute terms in mountain
ateas (A.V. CErUTTI, I/ popolamento della regione valdostana dal 1734 al 2001: 250 anni

139



Graph 1. Population in the Italian alpine provinces (Aosta, Sondrio, Bolzano, Trento, Bellzmo) 1871-2001
(Tzaly = 100)
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Source: calculations on ISTAT, Popolazione residente e presente nei-comuni ai censimenti del 1861 al 1961, Roma 1967 and ISTAT, Censimenti
1971, 1981, 1991, 2001.



process gave rise to the progtessive urbanisation of the main Alpine val-
leys®®. Except in the particular case of Belluno, the Alpine provinces had
population and settlement patterns that, aside from the internal differ- -
ences already mentioned, do not seem indicative of general marginality.
Rather, in the last decades of the century, the gap which had opened up
between these provinces and the rest of the country in previous decades
diminished. This finding is confirmed by comparison between the popula-
tion age-structures of the Alpine provinces and those of the surrounding
areas, given that the ageing of the resident population is one of the indi-
cators most often used to determine the real or presumed marginality of
‘mountain areas. The old-age index — i.e. the ratio between the population
aged over 65 and the population aged under 15 — increased substantially,
but at a rate wholly in line with the rest of central and northern Italy, so'
that the values are generally lower, as shown by Table 1%,

Table 1. Old-age index of the resident populations in the Alpine provinces
and in central and nothern Italy 1961-2001

_ 1971 1981 ‘ 1991 2001
Aosta 55,32 75,94 122,11 148,63
Sondrio 39,82 56,90 89,67 124,30
Bolzano . 32,41 48 47 75,15 91,95
Trento 50,86 71,90 109,52 120,71
Belluno 63,28 87,98 143,53 171,15
Centre and North 54,19 74,83 124,38 157,32

Source; calculations on Istat data, Censimento della popolazione, various years.

di statistiche demografiche, in M. VAROTTO - R, PSENNNER [eds], Spopolamento montano —
Entvolkerung im Berggebiet, p. 76). Austrian Tyrol and Alto Adige underwent absolute
population growth in all altimetric bands in the last fifty years of the century, although the
lowest bands grew more rapidly. In Trentino, instead, the second half of the 1900s saw
the population decrease in absolute terms in the altimetric bands lying between 601 and
1200 metres (H. PeNz, Bevilkerungsbewegungen in den Alpen: Probleme der Entvélkerung
in Tirol-Siidtirol-Trentino, in M. VAROTTO - R. PSENNNER [eds], Spopolamento montdano —
Entvélkerung im Berggebiet, p. 93), and likewise in the province of Sondrio (P. GALEA,
Tradizione e modernizzazione nello sviluppo economico valtellinese del secondo dopoguerra
(1945-1975), in G. Rum1 - G. MEzzANOTIE - A. Cova [edsl, Sondrio e il suo territorio,
Milano 2001, p. 144).

3% See L. Gao, Urbaniviazione delle vallate alpine: forme originali di cittd tervitorio, in

M. VAROTTO - R. PSENNNER (eds), Spopolamento montano - Entvélkerung im Berggebiet,
pp. 159-167.

* Obviously, the index is jointly conditioned by the effects of a falling birth-rate and
increased life expectancy.
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Once again, the figures for the province of Bolzano and the province of
Belluno are very different.

2. Income

Demogtaphic trends seem to be replicated by the dynamics of per-capita

- value added in the Alpine provinces compared with the aggregate of

reference.

In this case, too, the strong economic growth of the lowland areas in the
post-war decades meant that until the 1980s, with the exception of the
Valle d’Aosta, the Italian Alpine provinces recorded levels of value added
per inhabitant below the average for the Centre and North. Subsequently,
however, increases in the levels brought all the Alpine provinces, with
the exception of Sondrio, to values above that of the reference aggregate
by 2001. However, the figure for the Alpine provinces as a whole, which
exceeded the average for the Centre and North in the 1990s, results
from an aggregation which conceals rather different patterns. The Valle
d’Aosta invariably recorded per-capita value added above the average for
the Centre and North, so that the convergence also signified a decrease
in the positive differential. By contrast, the province of Bolzano almost
reached the average of the Centre and North in 1981, and then exceeded
it in 1991, whilst the same happened for Trentino with the 2001 census.
In that year also Belluno, the initially weakest province, surpassed the
average value, achieving very marked growth compared with ten years
previously. Sondrio fell back between 1981 and 1991, partly due to the
effects of the disastrous floods of 1987.

Although it is not a particularly refined indicator, the position of the
Alpine provinces in the ranking of national per capita incomes illustrates
the evolution just described.

Table 2. Positions of the Alpine provinces in the classification of national
per capita incomes 1951-2001

1951 2001 1951-2001
Aosta 4 7 -3
Sondrio 31 38 -7
Bolzano 57 2 +55
Trento ’ 67 13 +54
Belluno 74 ) 20 +54

Source: calculations on Istituto Tagliacatne data.
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Graph 2. Per capita added value in the alpine provinces 1951-2001 (Centre and North = 100)
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It therefore emerges that the Alpine provinces, albeit with partly different
trends, reached levels of per capita value added comparable with that
of the Centre and North during the second half of the 1900s, leaving
their previous relative weakness behind. Despite some oscillations, this
progress seems to have been confirmed in recent years®, It should be
botne in mind, however, that more detailed interpretation of this process
should take account of increases in the cost of living, which have been
particularly high in some Alpine provinces.

3. Economic structure

Even brief analysis of the composition of the value added of the Italian
Alpine provinces brings out different patterns. The growth of the tertiary
sector and the decline of agriculture are constant features, but they are
manifest at different times and with different intensities.

The Valle d’Aosta, the provinces of Trento, Bolzano and Sondrio under-
went pronounced tertiarisation, while Belluno continued to record sizeable
levels of industrial activity accompanied by a growth of the services sector.
Industry instead decisively lost ground in the Valle d’Aosta, where the
percentage of value added produced in the secondary sector fell rapidly,
compared with a slight net increase in the province of Belluno. The fig-
ures -on employment in the industrial sector highlight these differences,
although here the different demographic dynamics of the provinces are
influential. /

Rather heterogeneous, though generally above the average for the Centre
and North, is the occupational weight of construction, which is a tradi-
tionally strong sector in the Alpine provinces, and which has expanded
especially in the autonomous provinces and tregions.

Some’ peculiarities emerge from analysis of firm size in terms of the
employees/production unit ratio. The Valle d’Aosta shows a constant
decrease in the ratio, whilst in other provinces it seems that the last decade
of the century saw an increase in average firm size, although, with the
exception of Belluno, still less than the average for the Centre and North.

9. The most recent figures on per capita GDP, which refer to 2007, show Bolzano and

Aosta clearly above the average, Belluno just above it, and Sondrio below it but recover-
ing, whilst Trento has significantly lost ground (Istituto Tagliacarne-Unioncamere data),
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Graph 3. Composition of added value .in the Italian alpine provinces (percentages; 1951-1991)
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Graph 4. Industrial employment (1951 = 100)
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Graph 5. Employment in the construction sector (as a percentaged of the industrial employment)
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IV. THE ITALIAN ALPINE PROVINCES IN THE POST-WAR PERIOD: PATTERNS OF
DEVELOPMENT

In order to provide further details on the development of the economies
of the Italian Alpine provinces in the post-war period, there follow, by
way of example, two brief case studies: one on the Valle d’Aosta, the
other on the province of Sondrio?.

1. Aosta

The development of the Aosta economy since WWII has been charac-
terised, as said, by pronounced deindustrialisation, the growth of tertiary
activities, and increased intervention by the autonomous regional authori-
ties®?. As regards the first point, the reduction in industry’s share of value
added in the provincial total, and the reduction, also in absolute terms,
of employment in industry, has resulted from an initial situation marked
by the strong presence in the valley of what can be called the «Cogne
system»®. This was a complex of mines for the extraction of magnetite
and lignite, electrlclty generating stations, and steelworks. The system
was consolidated in the 1920s by the pohcy on the maximum possible
exploitation of national resources, and by 1948 it employed 9,419 people,
or just under one-quarter of the entire active population in the prov-
ince*. Moreover, the bulk of the labour force was concentrated in the

41 For similar analysis on the other Alpine provinces (Bolzano, Trento and Belluno), see
A. BonoLpl, La ripresa economica, pp. 49-78.

4 Some crucial junctures in the evolution of the Valle d’Aosta’s economy in the second

half of the 1900s are discussed in M. LEVEQUE, Lautonomia al bivio: la Valle d’Aosta
fra ricchexza finanziaria e fragilitd economica, Roma 1992; M. LEVEQUE, La Valle d’Aosta:
un modello di sviluppo «regionecentrico», in SJ, WooLr (ed.), La Valle d’Aosta, Torino
1995, pp. 845-900 and S. Lovo - S. Noto - E PeraL1, Un’analisi dello sviluppo della Valle
d’Aosta in prospettiva stovica con Lausilio delle matrici di contabiliti sociale, in «Rivista di
politica economica», 98, 2008, 1-2, pp. 249-29%4. On aspects of industrialisation see also
A. PINCHIERR, Indmtrzalzzzzazo;ze dzpendente e classe operata in una microregione alpina,
in S.J. Woorr (ed.), La Valle d’Aosta, pp. 593-617.

# On the role of Cogne in the region see C. BINEL, Gli anni dell’elettrosiderurgia: le
acciaierie Cogne dalla prima guerra mondiale al boom economico, in S.J. WooLF (ed.), La
Valle d’Aosta, pp. 543-591.

4 Ibidem, p. 587. In 1949 the director of the local subsidiary of the Bank of Italy wrote:
«Unemployment is low in the Valle d’Aosta: the Cogne Company, besides local labour,
also employs numetous workers from Veneto or the South, with wages among the highest
in Italy or, at any rate, not below those paid by any other company of the same kind,
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steelworks of Aosta, and the city’s economy was strongly influenced by
this factor. The periodic reports issued by the Aosta branch of the Bank
of Italy emphasised that the relatively high wages paid by Cogne fuelled
the local retail trade and real estate market to a remarkable extent, with
repercussions on price dynamics®. In general, the Bank of Italy stressed
the close dependence of the local economy on Ansaldo-Cogne, while
other sectors, from agticulture to tourism, were described as problematic
or stagnant. In the Bank of Italy’s reports issued in the 1950s, the sec-
tions dealing with the local banking system described it as conservative
and closely controlled. This evidences the notion of local credit-market
stability which inspired the action of the issuing bankthroughout the
country in that period*,

The Valle d’Aosta’s positive differential with respect to the rest of central
and northern Italy in the first decades of the post-war period — in terms
of both income and industrial employment — can be largely explained by
the Cogne system. But this was subsequently retrenched by the wave of
changes in the sector’s market which required restructuring which Cogne
(publicly owned and often managed according to not strictly economic
criteria) was unable to undertake. The few other large plants in region,
located in the valley bottom between Aosta and Pont-Saint-Martin, had
headquarters outside the province (in Milan and Turin). The main factor
in the location of these firms had been the availability of hydroelectric

even in the largest cities (e.g. Fiat in Turin)», Historical Archives of the Bank of Italy
(Archivio Storico della Banca d’Ttalia, henceforth ASBI), Banca d’Ttalia (henceforth BdI),
Studi, pratt., no. 453, fasc. 1, sfasc.21, pp. 4-5.

k& ASBI, Bdl, Studi, pratt., no. 472, fasc. 1, sfasc.12, pp. 9-10.

%6 «Opverall [this is] a modest economy with limited resources. More than sufficient is
the number of banks operating in the zone ... they are 7 in number, of which 6 jn the
provincial capital, with a total of 16 branches in the region. At present, cohabitation
among the credit institutes in the Valle d’Aosta has reached appreciable equilibrium,
also because their activities are coordinated by common, generally observed, directives
issued by their executives following periodic contacts, marked by cordiality and sincer-
ity, made at monthly meetings in my office. This equilibrium and these accords ensure
that the activity of each bank is not disrupted by the unfair cornering of business or by
disreputable competition practices, such as non-observance of the banking syndicate or
the offering of impermissible credit facilities. And in effect customers use one or another
of the banks, not because they hope to receive different treatment as regards, e.g., active
or passive rates, but for reasons of traditional attachment, for sympathy, for reasons of
convenience. This behaviour has given rise in the Valdostano, already seriously damaged
in its savings by the collapse of two local credit institutes, to renewed trust in the current
banking system», ASBI, BdI, Studi, pratt., no. 460, fasc. 1, sfasc. 9, pp. 5-6.
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energy, which had led to the installation of textiles factories (Brambilla
of Milan at Verrés in 1915, Soie de Chatillon, then Saifta, and finally
Montefibre, with headquarters in Milan, in 1919) and of metallurgical
companies (Guinzio, Rossi & Co. of Turin at Verrés in 1919, Ansaldo-
Cogne in 1920, and the Illsa-Viola in Milan at Pont-Saint Martin in
1931)¥. These companies continued operations in the second half of the.
1900s, but they, like Cogne, encountered difficulties due in particular to
increasing competition in their sectors, which entailed major job losses
and the closure of several plants, particularly in the 1980s*. The sectoral
characteristics of production also hampeted spillovers, so that significant
subcontracted and outsourced activities did not develop. Moreover, there
seemed to be a certain reluctance among local entrepreneurs to undertake
manufacturing activity®.

From the 1970s onwards, profound structural change took place in the
province’s industry. The sector’s decreased relative weight in terms of
value added and employment in the regional economy as a whole was
accompanied, as seen above, by a marked decrease in company size, so
that the average of employees per industrial production unit in the strict
sense fell from 13 in 1951 to 11 in 1971, to 6 in 2001°°, The major con-
traction of an industrial sector which, in the post-wat period, had been
proportionally larger than in other Alpine provinces was therefore the
structurally most significant, and in certain respects distinctive, feature
of the Valle d’Aosta’s economy in the second half of the 1900s. But the
valley’s current situation in terms of indicators of well-being and char-
acteristics of the economic system can be explained only if account is
taken of the impact of public spending, which has grown considerably,
‘especially through the financial endowment guaranteed by the statute

7 M. LEVRQUE, L'autonomia al bivio, p. 49; A.M. FaLcuero, «Quel serico filo impalpa-
bile ...». Dalla «Soie de Chatillon»s a Montefibre (1918-1972), in «Studi Storici», 1, 1992,
pp. 217-233, now in A.M. FALCHERO, Studi di storia della grande impresa in Italia, Milano
2001, pp. 11-32; ASBI, Reports by the Aosta branch, various years,

48 More short-lived was Morgex-Carbo, opened in 1963 at Morgex, on a site already
owned by Cogne, for the production of graphite and silicon carbide electrodes, which
closed in the 1980s, Moreover, it was the only large industrial establishment — except
for the Cogne mine — located above Aosta.

4 M. LEvEQUE, L'autonomia al bivio, pp. 55-51; A. PINCHIERRI, Industrializzazione dipen-
dente e classe operaia in una microregione alpina, in S.J. Woorr (ed.), La Vaile d’Aosta,
pp. 593-617.

0 Calculations on Istat data, Censimento dellIndustria e dei Servizi, various years.
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of regional autonomy’’. As regards employment, management of the
numerous powers devolved by the state has increased staffing levels in
public offices, the regional administration in particular, which have over
time become employers of prime importance. In fact, whilst in 1951
the public administration as a whole — including the civil service — and
public services (including education and health) accounted for just under
6.5% of total employment, by 2001 it had risen to around 33%%. A
significant part of expenditure by the region has been allocated to a
large-scale public works programme - from the Mont Blanc and the
Gran San Bernardo tunnels to the motorway — and to direct financial
intervention in support of businesses. Particular attention has been paid
to an agricultural sector in rapid decline, especially in consideration of
its environmental function. In 2001 more than one-third of the schemes
concerned agriculture, for a total of 59.4 million euros, compared with
the sector’s value added of around 41 million euros in the same year”,
Although less conspicuous, schemes in'the industrial and tourist sectors
have also been of great importance’, Over the years, Finaosta, the region’s
finance institute created in 1982, has expanded its presence in various
areas, reaching, in 2001, holdings to a total of 553 million euros, with
control over endowment funds totalling 1,253.8 million euros”. These
summary statistics highlight the weight of the public sector, particularly
of the regional government, in the Valle d’Aosta’s economy. Whilst
over time this has attenuated the negative effects of restructuring,
dampening the impact of difficult economic conjunctures, and creating
protected areas for employment and local enterprise, criticisms have
emphasised this system’s distortionary effects on growth processes and

1 On the historical and legal bases of the Valle d’Aosta’s autonomy see J. LUTHER,
Aspetti costituzionali dell’ economia valdostana, in S.J. Woorr (ed.), La Valle d’Aosta, pp.
743-772; E. MartiaL, Un dopoguerra lungo cinguant’anni, in SJ. WooLr (ed.), La Valle
d’Aosta, pp. 773-843 and M. CuAz, Alle radici di un’identiti: studi di storia valdostana,
Aosta 1996.

52 Calculations on Istat data, Censimento della Popolazione, vatious years. See M. LEVEQUE,
La Valle d’Aosta: un modello di sviluppo «regionecentrico», in S.J. Woorr (ed.), La Valle
d'Aosta, p. 874.

3 BaNcA D'ItaLiA, Note sull'andamento dell’ economia della Valle d’Aosta, Aosta 2002,
pp. 26-27. In 1989 transfers in favour of the sector amounted to more than 130 billion
lire, compared with value added of around 85 billion. M. LivEQUE, L'autonomia al bivio,
p. 50. '

>4 See in general ibidem, pp. 66-97.

% Banca D'ITALIA, Note sull andamento, p. 27.
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the consequent risks of an excessive concentration of economic and
political power’®.

2. Sondrio

Like the other Alpine provinces, Sondrio suffered relatively limited war
damage. The problem instead was the province’s adaptation to the new
conditions created by the opening of markets in the post-war period
and participation in the dynamics of development of those years®”. The
province petformed poorly, considering that it was part of the richest
and most dynamic region of the country: Lombardia. Once again, the
underlying dynamics were a slow and relatively delayed abandonment of
unprofitable agriculture®, the growth of first the industrial sector and then
services, against the background of substantial emigration and cross-border
work in nearby Switzerland. But the dynamics of transformation were
sluggish®. Located in the province of Sondrio were a number of large

% See e.g. L. GLLo, I mutamenti dell’identitd valdostana, in S.J. WOOLF - A, AMANTIA
(eds), Identita regionali nelle Alpi, Belluno 1999, pp. 113-131.

7 On the evolution of the province of Sondrio’s economy in the 1900s see P. GALE,
Tradizione e modernizzazione nello sviluppo economico valtellinese del secondo dopoguerra
(1945-1975), in G. Rumi - G. MEzzaNoTTE - A, Cova (eds), Sondrio ¢ il suo territorio,
Milano 2001, pp. 415-461; A. LocATELLY, Tra agricoltura e industria negli anni 1880-1945,
in G. Rumt - G. MrzzaNOTTE - A. Cova (eds), Sondrio e il suo territorio, pp. 365-413;
M. PaANIGA, La Provincia di Sondrio negli anni della ricostruzione (1945-1951), in «Storia
in Lombardia», 27, 2007, 2, pp. 35-56; A. Quaprio Curzio (ed.), Valtellina: profili di
sviluppo, Sondrio 1993; A. Quaprio Curzio (ed.), Valtellina: profili di sviluppo 1998. Una
provincia tra localismo e globalismo, Milano - Sondrio 1998; E. RULLANI, L'economia della
provincia di Sondrio dal 1871 al 1971, Sondrio 1973; F. Targert - F. Lecui - S. Pivaro -
G. FoResTIERI, Lo sviluppo economico della provincia di Sondrio, Milano 1979,

8 In 1951 the Sondrio branch of the Bank of Italy wrote: «This is impoverished agricul-
ture tied to heavy and tenacious human labour that should be helped with every means
possible if the depopulation of the mountain areas is to be prevented. One obsetves the
constant exodus of families descending to the plains, seeking less miserly land and more
comfortable lives: but meanwhile overcrowding and unemployment in the great Po valley
increase, and capital and labour are diverted from the mountain areas», ASBI, Bdl, Studs,
pratt., no. 459, fasc. 1, p. 3.

%% On the uncertainties of modernisation since the previous century see G. SCARAMELLINI,
Valtellina e convalli nel «lungo Ottocento»: vocazioni, domande economiche, mutamenti,
Riflessi di una transazione incompiuta, in A, LEONARDI (ed.), Aree forti e deboli nello
sviluppo della montagna alpina, Trento 2001; C. BeSANA, La vita economica negli anni
della maturiti dell equilibrio agricolo-commerciale, in G, RuM - G. MEzzZANOTTE - A, Cova
(eds), Sondrio e il suo territorio, pp. 329-363.
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industrial firms, such as the Fossati textiles company, whose mill in the
provincial capital employed more than 2,000 workers®, Carcano at Delebio,
established in 1947 for aluminium milling, the Masino chemicals works
at Ardenno, which produced calcium carbide, Metallurgica Martinelli at
Morbegno; and then food processing and consetvation firms like Rocca,
Ghislanzoni and Biffi, or the Spliigen brewery of Chiavenna. Moreover,
there was the large-scale presence of the hydroelectric industty, although
this had a significant impact on employment only until completion of the
power stations in the early 1960s%!, As in many other Alpine areas, also
in the province of Sondrio the industrial firms of large size were run
by external capital and entrepreneutship. During the 1950s, these firms
were flanked by new industrial undertakings, also with the support of
location incentives. Of particular importance for the province of Sondrio,
besides the national-level support measures for depressed areas and the
development of small and medium-sized enterprises, was the role of
the mountain catchment basin consortia (Consorzi dei Bacini Imbriferi
Montani, BIM). From 1958 onwards, on the basis of the 1953 law, BIM
managed for local development purposes the extra fees on water con-
cessions for electricity generation charged to the companies owning the
power stations. In the late 1950s and early 1960s, these fees amounted
annually to around 650 million lire, roughly equivalent to around 6 and
a half million of today’s euros, while currently the BIM of Adda receives
around 11 million euros a year. The money was used mainly to issue
loans to communes, and loans and grants to industrial and service enter-
prises, although investment in public works was still low®?, However, the

€ The mill was constructed at the end of the 1800s with Swiss capital (Spelty & Keller)
to produce yarns for Fossati of Monza. It was subsequently divided between spinning
and weaving in Sondrio and manufacturing at Adda di Berbenno, all belonging to Fos-
sati. On entering crisis at the beginning of the 1970s, the establishments were taken over
with public capital by Tescon of the group ENL

. 0 See C. Pavesk, La valorizzazione energetica delle Alpi lombarde (1900-1960), in A.

BonoLpr - A, LEONARDI (eds), Energia e sviluppo in area alpina (secc. XIX-XX), Milano
2004, pp. 79-103 and C. PavESE, Realizzazioni idroelettriche e societd locale in provincia di
Sondrio nel secondo dopoguerra (1945-1962), in A. BoNoLDI - T. RosaNi (eds), I cantieri
dell’energta. 1946-1962: impianti idroelettrici in Val Venosta e nelle Alpi centrali, Bolzano
2007, pp. 279-299.

€ Until 1965 the BIM of Adda collected 7,400 million lire, 5,759 million of which
were distributed as follows: 35% to communes, 16.8% to agriculture, 44.6% to industry
and services, 1% to hospitals and nursing homes, 2.6% for sundry uses. Of particular
importance was aid to industry: around a hundred firms received development funding,
with the creation of 3,600 new jobs, ASBI, Bdl, Szudi, pratt., no. 930, doc. 3, p. 37. See
also F. MONTEFORTE, Correnti e lotte politiche in provincia di Sondrio dalla prima guerra
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newly-created industrial and artisanal firms, which expanded in the early
1960s, were hit by the 1963 economic crisis. Nonetheless, over time there
arose a system of small and medium-sized enterprises, many financed by
local capital, which were relatively non-specialised and less vulnerable to
economic fluctuations. This process benefited — besides regional, local
and national facilities — also from the local population’s high propensity
to save. In 1956 the manager of the local branch of the Bank of Italy
wrote, somewhat melodramatically: «[The people of the Valtellina] work
extremely hard and save beyond description, living by sacrifices; there is
very extensive saving in Valtellina, but thousands of families, in order to
set aside the little money which they then take to the banks and the post
offices, lead, on the mountains and also in the minuscule and numerous
villages of the valley bottom, a wretched existence in promiscuity, one
might say, with their few head of cattle, which, together with a scrap of
land, constitute their only assets»®,

Such behaviour, which ranked the province of Sondrio higher in the
national classification table for saving propensity than in the table for
income, was reflected on the one hand in the self-financing of firms, and
on the other in the good liquidity of the banking system. The latter was
characterised by the preponderant (fully 80% of both deposits and loans
in the early 1960s), and in a certain period exclusive, role of the two
cooperative credit institutes long established in the province: the Catholic
inspired Piccolo Credito Valtellinese and the Banca Popolare di Sondrio.
The embeddedness of these banks in local society made it possible to
overcome, at least partly, the problem of information asymmetries con-
nected with credit management, thus generating a good flow of financing
for local small and medium-sized firms*, As the tertiary sector expanded
and diversified, also the tourism sector developed, although its growth
was partly hampered, like that of other local activities, by inadequate
infrastructures and distance from large communications links®.

mondiale alla repubblica, in G. RuMl - G. MEzzANOTTE - A, Cova (eds), Sondrio e il suo
territorio, pp. 125-126.

& ASBI, BdI, Studs, pratt., no. 872, doc. 9, p. 2.

¢ M.A. MAGGIONI - M. NosVeLLL, La struttura del sistema economico, in A. QUADRIO
Curzio (ed.), Valtellina, pp. 90-101.

% On this see P. GALEA, Tradizione e modernizzazione nello sviluppo economico valtel-
linese del secondo dopoguerra (1945-1975), in G. Rumt - G, MEZzANOTIE - A. Cova (eds),
Sondrio e il suo territorio, pp. 441-448.
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V. LoCAL AUTONOMIES

Specific discussion is required of the provinces which, for complex his- -
torical and political reasons, enjoy specific administrative and legislative

autonomy within the Italian republic. Belonging to this category, among

the areas analysed in this study, are Valle d’Aosta and Trentino-Alto Adige. -
The latter was initially an autonomous region but then, in the 1970s, most

competencies were divided between the two new autonomous provinces

of Trento and Bolzano®. Autonomy takes the form of the attribution to

local administrations (autonomous Regions and Provinces) of powers,

both administrative and legislative, which elsewhere pertain to the state.

This devolution concerns vatious sectors, from public administration to

incentives for firms. It also gives rise to a distinctive financial endowment

which, as well as specific revenues deriving directly to the local govern-

ments, consists (in largest part) of state transfers. In this way not only

does almost all the fiscal yield in the autonomous province return to it

for use zn loco but, taking all budget items into account, the resources

available are greater than the fiscal contribution. In substance, in rela-

tion to the national community, the Alpine local autonomies are net

receivers. This situation also transpires from the data collected by the

newly-introduced system of local public accounts®. Inspection of these

figures immediately highlights the peculiarities in public finance terms of
the autonomous regions, and particulatly the alpine provinces considered

here, compared with the rest of central and northern Italy.

The Valle d’Aosta and the two autonomous provinces of Trento and
Bolzano have amply positive fiscal residues — that is, differences between
expenditure and revenues. The public administrations in these provinces
spend more than they receive, for an amount vatying from the annual

%  For a general reconstruction of the events leading up to the granting of autonomy to

Trentino and Alto Adige see P. PoMBENI, La grande trasformazione. Il Trentino nel secolo
breve 1919-1989, in LEONARDI A, - PoMBENI P. (eds), L'etd contemporanea (1918-1992),

(Storia del Trentino, IV) Bologna 2005, pp. 19-40 and G. FERRaNDI - G. PALLAVER (eds),

La regione Trentino-Alto Adige/Siidtirol nel XX secolo: I Politica e istituzioni, Trento 2007,

For a critical analysis of the Trentino economy in the 1900s see A. LEONARDI, Le traiet-

torie dello sviluppo: verso la conquista di un benessere generalizzato, in A. LEONARDI - P,

PompeNt (eds), Letd contenporanea (1918-1992), (Storia del Trentino, IV), Bologna 2005,

pp. 41-71. ’

§ This is a system for the survey of the flows of public finance to local governments.

It was created by the Ministry of Economic Development, Department for Economic
Development, to address concerns about the reliability of data. The surveys have been
conducted since 1996. '
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Table 3. Revenues and public spending of the autonomous Alpine regions
and provinces and in central and nothern Italy (annual per capita
averages 1996-2006, thousands of euros at 2006 prices)

per capita per capita per capita

reveneus spending fiscal residue
Valle d’Aosta 15,89 19,70 3,81
Bolzano 14,95 16,05 1,10
Trento 14,87 16,25 1,37
Centre and North 14,53 _ 13,13 -1,40

Source: calculations on Conti Pubblici Territoriali data.

average of 3,810 euros per capita of the Valle d’Aosta to the annual aver-
age of 1,100 euros per capita of the autonomous province of Bolzano;
whereas citizens in central and northern Italy pay more than they receive
in terms of an average per capita expenditure of 1,400 euros a year. Also
various regions of southern and insular Italy have positive fiscal residues
but per capita added values below the national average, which would
seem to be better justification for redistributive action by the state. In
regard to Sondrio and Belluno — the Alpine provinces belonging to
ordinary statute regions — although data are not available at provincial
level, it is likely that they have much less favourable fiscal residues (the
regions to which they belong — Lombardia and Veneto — have largely
negative fiscal residues).

Backward projection of these data is difficult, because modes of financ-
ing have changed since the institution of the autonomous provinces and
regions, and reliable tools with which to describe the situation in the
past are largely lacking. During the second half of the 1900s, the finan-
cial endowments of the autonomous provinces tendentially increased®,
In the mid-1980s, the consolidated total of government spending and
regional revenues amounted, per capita, to 6,681,000 lire for the Valle

% Tn the mid-1980s, it was estimated that in the previous twenty years the resources

available to the autonomous provinces had grown, in real terms, almost twenty-fold, as
opposed to a five-fold increase in the state budget net of transfers to local administra-
tions and of interest: G, CEREA - 1. DALMONEGO - E Desias1, Le regioni a statuto speciale:
profile istituzionali e finanziari, Milano 1989, p. 161. In the case of the Valle d’Aosta,
during the 1980s, following the agreement reached in 1981 with the state on the alloca-
tion of fiscal yield, public spending grew, in teal terms, about three-fold: M. LEVEQUE,
Lautonomia al bivio, p. 84. In the same period, spending by the autonomous province of
Bolzano increased by 50.7%. S. FiDENTI, La finanza e il bilancio della Provincia Autonoma
di Bolzano: un manuale introduttivo, Bolzano 1998, p. 89.
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d’Aosta, 3,181,000 lire for the province of Trento, 3,232,000 lire for the
province of Bolzano, but only 2,357,000 for Campania and 1,581,000
for Lombardia®. ‘

The question is to what extent the ‘fiscal advantage’ enjoyed by the
autonomous provinces, also taking account of the expenses connected
with their wider competences, has positively influenced the dynamics of
development, considering the high incidence of investment spending in
the public finances of the autonomous provinces”. We have seen that,
for the Valle d’Aosta, autonomy has meant that public intervention in
the economy has notably increased. However, assessments of the effects
of such activity have frequently been critical, emphasising its negative
aspects. In 1965 the annual report of the Aosta branch of the Bank of
Italy, in light of unsatisfactory dynamics of local growth and structural
transformation, remarked: «Autonomy has given a new and different
character to many aspects of the Valley’s life, but in the economic field
it has not been able to give proper impetus to the presuppositions of
progress and the perspectives of development that the public government
at regional level — given its capacity for clearer and immediate insights
into problems and situations and more rapid decision-making — could
perhaps have given»’'.

The question is of special importance in light of the multiplicatory effect
of public spending on a local economy, bearing in mind the importance
of public demand as well as of capital spending by the autonomous prov-
inces and regions. A study on the Valle d’Aosta conducted some years
ago reported that, in a hypothetical scenario of fiscal federalism in which
a local administration would be able to rely (unlike today) solely on the
fiscal yield produced 2 loco, gross domestic product would decrease by

® G. Cerea - 1. DALMONEGO - E DeBiasy, Le regioni a statuto speciale, p, 131. The
calculation method used makes it possible to show the amount of resources available to
the autonomous provinces, the calculation of which, given the data of the period, is less
precise if other indicators are used. It should also be pointed out that these data are
useful mainly for a synchronic comparison, whilst comparison with the values from the
Conti Pubblici Territoriali is difficult because these are obtained using different criteria.

0 Ibidem, pp. 161-163. This has certainly contributed to the fact that in the period
1995-2002 Trentino-Alto Adige and Valle d’Aosta recorded the highest annual average
accumulation rates (gross fixed investments/value added at base prices) among the Italian
regions (respectively 28.7% and 25.1% against an average 18.7% for central and northern
Italy), with the crucial contribution of public investments. Calculations on Unioncamere -
Istituto Tagliacarne data.

" ASBI, B, Studi, pratt., no. 472, doc. 6, p. 1.
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12%"™: a percentage which would probably be lower for Trentino and
Alto Adige, but still not negligible?.

VI. CONCLUSIONS

It emerges from the foregoing dlscusslon that, since World War II, the
Italian Alpine provinces have generally converged on the economic indica-
tors for the richest and most productive part of the country, albeit with
different timing and in different ways. However, a survey by Censis has
instead reported the prevalence of continuing hardships in many other
mountain areas of the country’™.

Only in the 1970s did legislativé measures in support of mountain areas
begin to envisage ways to promote their economic and social develop-
ment. Instead, the predominant approach was to distribute financial
aid, often substantially but indiscriminately. In many cases, provisions
for intervention have been prompted by emergencies. The 1952 law was
partly induced by the hydrogeological disasters of the previous year. The
collapse of the Vajont dam on October 8, 1963, with 1910 victims gave
rise to legislation with important impacts on the economic development of
the areas concerned — as has happened more recently with the Valtellina
law enacted after the 1987 floods. In various areas, an important role has
instead been played by the mountain catchment basin consortia (BIM),
which have reinvested for public benefit, on the basis of the 1953 law,
the water surcharges levied on hydroelectric installations. The autono-
mous regions and provinces have seemingly been able to profit from their
circumstances. Their broad margins for self-management have frequently
favoured efficient solutions to problems, and often with the involvement
of local communities. This, however, has been made possible by transfers
of state resources in amounts larger than the local fiscal yield”.

2 G. Brosio - K ReveLLL, I costi e i benefici economico-finanziari dell’ autonomia e
dell’integrazione: i rapporti fm Pltalia e la Valle d’Aosta all'interno det scenari istituzionali
alternativi, Aosta 2000.

7 Perhaps requiring revision in light of the most recent data are the conclusions of a
study which argued that a hypothetical ‘federalist’ system would not have substantial
effects on Alto-Adige public finance: O. LECHNER - A, WisSENEGGER - G. TAPPEINER,
Gettito e spesa dello Stato in Alto Adige: un bilancio locale, Bolzano 2001.

74 Censts, 1] valore della montagna italiana.

> However, these specific circumstances give rise to a number of problematic aspects

which today give cause for concegn. Among them is the high incidence of public spending
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Yet this does not mean that development has been driven solely by public
spending. It should be borne in mind that various sectors of the Alpine
economies ~ tourism, hydroelectricity generation and quality foodstuffs —
have profited from the diffusive effects of growth in the rest of the country.
The diversification of local economies has also been brought about by
relationships with the regions of reference: the recent economic growth
of the province of Belluno, for example, has been indubitably due to the -
model of development consolidated in the rest of Veneto.

An important role has then been performed by communication axes. The
areas traversed by international traffic routes — the same areas that enjoy
autonomy, ie, Valle d’Aosta and Trentino-Alto Adige — have certainly
profited from them’, In the second half of the 1900s, the creation of
important communication infrastructures (motorways, tunnels) not only
favoured the entry of local economies into international markets but also
created employment — although apparent today is the harmful impact of
the great increase in traffic flows””.

In short, during the second half of the 1900s, the progress achieved by
the economies of the Italian Alpine provinces in converging on national
development was generally marked, albeit with individual differences,
by the scaling back of agriculture, an emphasis on production diversifi-
cation, and increasing integration with surrounding areas. The process
was not simple and linear, also because of the difficulties of the Alpine
communities in adapting to a situation that required them to abandon
traditional practices and adopt different attitudes to new activities and

~ diffefent actors™,

on value added, the underdevelopment of research and development and low participation
in R&D by private firms, and the uncertain long-period effects of public incentives to
enterprises. For Trentino see R. GABRIELE - M. ZAMARIAN - E. ZANINOTTO, Glf effetti degli
incentivi pubblici agli investimenti industriali sui visultati di impresa: il caso del Trentino,
in «UIndustria; rivista di economia e politica industriale», 28, 2007, 2, pp. 265-280.

6 On Trentino-Alto Adige see M. Riebtr, Vor Wandlungen von Territorialitit: Trans-
nationalisierung im Alpenwirtschaftsraum seit der EWG, in «Geschichte und Region /
Storia e regione», 16, 2007, 2, pp. 147-177.

" In the period 1995-2005, Trentino-Alto Adige recorded an average index of road
goods traffic (tonnes per inhabitant).of 387, against an average of 27.5 for central and
northern Italy. Moreover, traffic is massively concentrated in the Adige and Isarco valleys,
with increasing environmental costs. Calculations on Istat data.

8 See P. NErvI, Ruoli agricoli ed extra-agricoli, in «Montagna oggi», 41, 1995, 7, pp.
25-28.

160



Economic development is thus a major component of a modernisation
process which in Alpine areas has exhibited non-linear patterns long
characterised ~ and still today — by the coexistence of traditional activi-
ties, principles, and practices, and attitudes closer to the models of the
strongly urbanised society of the lowlands, first industrial and then post-
industrial. The Italian mountain areas are therefore complex realities which
cannot be easily correlated with the simplistic dualism that still too often
contrasts exogenous pressures for modernisation with the endogenous
conservative resistance of the Alpine communities”.

7 See on this the incisive comments by P.P. Viazzo, Transizion: alla moderniti in area

alpina. Dicotomie, paradossi, questioni aperte, in «Histoire des Alpes — Storia delle Alpi —
Geschichte der Alpen», 12, 2007, pp. 13-28.
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Marginal in Strong Areas

The «Mediocredito Regionale Lombardo» and the Organisational -
Structure of the Medium-Term Corporate Lending Banks under
the Guidance of Giordano Dell’Amore

by Pietro Cafaro and Andrea Locatelli

I. THE WAYS TO A POSSIBLE DEVELOPMENT!
1. The «creditable project» by Giordano Dell’ Amore

During the ICCRI (Credit Institution of Italian Savings Banks) man-
agement board meeting in July 1953 Paolo Ricaldone, Cassa di Torino
president, stated:

«During our last session we decided to postpone to our next meeting the analysis of
our colleague Prof. Giordano Dell’Amore’s proposal concerning the new direction we
would like to give to our Institute, that is to mainly encourage the financing of small
and medium companies over big groups»?.

Abbreviations: ASBI = Archivio Storico della Banca D'Italia [Historical Archives of the
Bank of Italy]l; ASI-MCL = Archivio Storico di Banca Intesa, Mediocredito Lombardo
[Historical Archives of Banca Intesa, Mediocredito Lombardo]; ASI-MCL, serie Assireme =
Archivio Storico di Banca Intesa, Mediocredito Lombardo, Archivio del Comitato di Col-
legamento fra Mediocrediti (poi Associazione ASSIREME)[ Historical Archives of Banca
Intesa, Mediocredito Lombardo, Archives of the Joint Committee of Medium Term Lend-
ing Banks (later ASSIREME Association)]; ASI, Patrimonio Cariplo = Archivio Storico di
Banca Intesa, Archivio Cassa di Risparmio delle Provincie Lombarde [Historical Archives
of Banca Intesa, Archives of the Cassa di Risparmio delle Provincie Lombarde, Cariplo
patrimony]; CA = Verbali del Consiglio di Amministrazione [Minutes of the Board of
Directors]; CBB = Verbali della Commissione Centrale di Beneficenza [Minutes of the
Central Charity Committee]; R. = Relazioni annuali al bilancio [Annual Balance Reports].

! Chapter 1 and 3 by Pietro Cafaro, Chapter 2 by Andrea M. Locatelli. All the tables
and graphs in the paragraphs are by Locatelli, who took them from the balance sheets
and the reports of Mediocredito Regionale Lombardo. See A. LocateLLI, La Banca delle
imprese. Storia del Mediocredito Lombardo. Fonti per la ricostruzione storica, Roma - Bari
2003. The authors would like to thank Dr. Francesco Pino, head of the Historical Archives
of Intesa Sanpaolo

2 Extract from the minutes of an ICCRI board of Directors meeting in July 1953,
* intervention of Paolo Ricaldone, in ASBI, Direttorio, Menichella, c. 97.1; ASI, Cariplo
property, f. 11
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And he continued:

«Considering the loftiness of the social feelings that led Prof. Dell’ Amore to make his
proposal, as it is always praiseworthy to help the weaker, and also in order to ease his
mind from this concern, since, if 'm not wrong, he also talked about this matter during
the last directors’ technical conference session, I think it was necessary to talk about this
from the very beginning, thus analysing his proposal under all its aspects, that is under
the Iccrr’s charter, its purposes, economic possibilities and futures.

Then he listed in detail the reasons why the institution, «a financial insti-
tution and not a bank», was not allowed to work with big enterprises,
but only with small and medium companies.

2. Small companies and economic growth: Giuseppe Pella’s bet

How at the end of the *40s and at the height of the reconstructive policy
era, the idea of giving life to a series of organisations whose main aim was -
to sustain the needs of small and medium companies came into being,
is reliably evidenced by their main promoter, the Christian Democrat
senator Giuseppe Pell2’, at that time Minister of the Treasury and, ad

- interim, of the Budget.

On April 28, 1950, during the tenth Board of the Chamber of Deputies
(Industry Commerce and Tourism), the debate on the bill Financing the
small and medium businesses' introduced by Pella himself in January’
seemed to be at a standstill: in the first part of the debate, held in the last
session, on March 22¢, many objections were raised, and Mr. Gioacchino
Quarello, President of the Board, stated «the Minister ought to intervene
in order to clarify the situation».

The doubts of most of the members of the Board, first of all of the
President himself, seemed not to be connected with the most crucial

> M. Nemer11 (ed.), G. Pella. Attualita del pensiero economico e politico, Biella 2004.
For our study see D. IVONE, La politica economica di Giuseppe Pella, in M. NureTTI (ed.),
G. Pella. Attualiti del pensiero, pp. 135-158.

4 Compare with the minutes of the meeting contained in Official Records of Parliamentary

Proceedings, Chamber of Deputies, Committee Stage, 10th committee, sitting of April 28,
1950, pp. 251-267. The ruling followed procedure n. AP 1032,

> Compare with Official Records of Parliamentary Proceedings, Chamber of Deputies,
Debates, sitting of January 31, 1950, p. 14733.

¢ Compare with the minutes of the whole sitting contained in Official Records of Par-

liamentary Proceedings, Chamber of Deputies, Committee Stage, 10th committee, sitting
of March 22, 1950, pp. 177-192.
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theme of the matter, ie. if it were necessary to sustain the small and
medium companies, that had come out of the war in a sad plight, even
worse than the big ones, but with a series of matterts that in the end led
back to the substance of the matter which split Italian politics at that
time: to what extent should the government intervene in the economy.

The socialist Giovanni Pieraccini, for instance, thought that it was absurd
to give life to «regional» specialised lending banks without a fund of the
Treasury, but only with a basic system provided by «banks pooled with
these institutions by issuing bonds or interest-bearing securities». According
to him, for the time being, the country had no «reliable chance to finance
small and medium companies by issuing new bonds, as these were genet-
ally at a standstill — even in the stock exchange field»’, furthermore the
result of such an action couldn’t be other than an unacceptable level of
the cost of money for the small and medium businesses, as the bonds
would inevitably have to be issued at a market price.

If the communist Cesare Dami agreed with him, not all Christian Democrats
agreed with those who introduced the law. Gioacchino Quatello was not
satisfied with the statement of the Neapolitan Christian Democrat Luigi
Rocco’s statement, the advocate of the bill who introduced the matter
emphasising the need of completing those parts of the law concerning -
banks which, at that step of the debate, didn’t provide the possibility to
give medium and long term credit to the small companies of Northern
Italy, the area where this kind of company was mostly present. If the
major companies could rely on Mediobanca, EFIbanca and Istituto
Mobiliare Italiano, the smaller ones could, at the best, count on the
financial instrument recently introduced by country banks at the best,
i.e. Centrobanca. Nevertheless this might not have been the case, since
financing major companies was more profitable for this bank too, at least
according to documents®,

Thence the idea to give life to «regional banks, specialised in issuing
medium and long term funds to small and medium companies, covering
also those regions where they were not present»; and [Mr. Luigi Rocco]
continued: «Such institutions will be created by banks and credit institu-
tions as per the bank bill no. 375 of March 12, 1936, and also by other

7 Ibidem.

8  The situation in the South was slightly different: beyond the southern banks’ sec-
tions addressing industries, here «the ISVEIMER, which had one billion in capital, also
issued bonds», these situations were linked to the major credit institutions, specialised
in financing the small and medium enterprises.
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societies: thus whatever risk will be split and the proper profits equally
distributed among the sharing institutions».

Thereafter the bill’s advocate dwelled upon the advantages for such insti-
tutions: «1. Let the pooled banks, with a limited and shared risk, give
credit exclusively based on the regional territory, i.e. on a precise area
and in a certain field; 2. Guarantee loans and lower the costs for the
companies asking for them; 3. Also give only locally known companies
the chance to benefit from a justified bank credit».

According to the President, Mr. Quarello, this was pure utopia: he won-
dered why the credit institutions operating in a certain region should
limit their exclusive power on their assets in order to give life to a fund
for companies that were only partially controlled by them? They could
better have entitled those institutions, directly or by special sessions, to
finance small firms at the medium or long term. In other words, the banks
introduced in the bill were running the risk of being expensive copies of
the institutions already active on the territory, or even worse, improper
elements in an already well organised credit market’.

Hence, on that Friday, April 28, 1950, Mr. Gioacchino Quarello invited
Mz, Pella to take part in the board meeting. The Minister of Treasury
fully explained what was his and what the other project, that is a bill
that should not entitle the government to directly intervene in matters of
economy: this free trader mentality, up to then peculiar to his political
behaviour, could never have been contradicted by this.

«First of all, I want to clarify that the purpose of the bill itself is not to give small and
medium companies the needed funds. This measure provides the means and the methods
to be used to enable the companies to get the needed funds».

And he explained the steps that led to such a proposal in full detail.
Then he replied in detail to those who claimed not to understand the
reasons why this was the advisable solution:

«We said: if you, credit institutions, want to intervene to solve this matter, then you should
assemble in law institutions such as join-stock companies or other legally recognised
partnerships. Such institutions can have very low administrative costs, since they are not
allowed to accept savings, thus not having any open deposit counter, they end up having
very low managing charges and they only need few offices to analyse the loan requests
they receive ... The other one is the great deal of work they have on bond allocation,

®  Mario Saggin, another Christian Democrat, and others, such as Natale Menotti,

Saggin’s colleague, immediately agreed with what the President had stated: if new insti-
tutions had been created without the state’s help, then it would have been better not
to create them.
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which is the only way they have to provide funds, and which has great impact on the
institutions’ general expenses. First of all we helieve we can rely on these low costs».

Then he pointed out that, in addition to the reserve fund provided by
the pooled institutions, bonds could be allocated to savers.

Thereafter he stressed how important it was that such institutions acted
on a limited territory, since small and medium credit-worthy companies
should be identified and chosen in a more empirical way than the bigger
ones.

Of course the Minister was not able to convince all the board members:
M. Pieraccini, in patticular, stated that Mr. Pella’s speech confirmed his
previous doubts. He believed that such a bill wasn’t necessary at all.

Furthermore, even in case of a partial success, this law would have cre-
ated a considerable gap between the northern regions, provided with «an
adequate bank system and [a] more active economy», and the country’s
underdeveloped areas, where small and medium companies could never
have succeeded. And he ended, they might as well have cleatly stated
that they didn’t want small companies to succeed.

Thence an intense debate arose, Mr. Pella intervened in order to sustain
his position, and of course he didn’t change his mind, supported by
Mr. Giuseppe Togni, Minister of Industry and Commerce, whereas Mr.
Pieraccini was supported by the other socialist in the board, Mr. Vannuccio
Taralli, whose arguments were not always adequate.

If the two ministers were perfectly aligned, Rocco, the bill’s advocate, and
other Christian Democrats such as Aldo Fascetti, for instance, started to
be interested in a compromise solution.

Therefore, when the single articles of the bill were analysed, the Christian
Democrat Giovanni Gasparoli, M.P. for the province of Varese, proposed
an amendment relevant to the follow up of the [legislative] measure: he
asked to add the following sentence «and by any probable government
contribution» to «by its own endowment fund», already contained in
Article no. 3, which stated how the above mentioned institution could
find the necessary funds to provide the credit («besides by its own
endowment fund, by the issuing of bonds and interest-bearing securi-
ties, as well as by opening credits on current accounts together with the
other participants»).

" 'This innovation, accepted also by the senate and not even modified during
its brief review, brought a completely different result than Giuseppe Pella
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had expected: the bill, issued for small businesses, became a means for
subsidising credit in a couple of years, thus advancing a completely dif-
ferent economic policy.

That is why during the 9th Senate meeting, the tone of the debate changed
completely'® and the attention of most participants was attracted by that
same matter, even if not clearly perceivably.

Minister Togni herself, who intervened at the meeting of on June 1, faced
what had now become the «heart» of the matter, She firmly stated:

«Small and medium companies, which mostly suffer from uncertainty or, anyway, both
economical and financial market instability, 7us¢ be helped. At times of lack of social
leverage, the small and medium companies — unlike the big industries — suffering from
the lack of chances that the big ones have as well as lacking of the financial support
from powerful banks need our help, -since they represent the pillars of the economy of
our country»,

This was a precise choice: once stated that according to the law a part
of the industry could be assisted with different facilities, though not
immediately, it was necessary to explain why small and medium companies
should be helped, while penalising the big ones.

It would have been reasonable to show the advantages that the big
industry had had in the past, above all concerning the E.R.P. project,
but nobody talked about that. On the contrary, some participants, such
as the shareholder senator Luigi Carmagnola, sustained the small com-
panies, thus agreeing with Minister Togni and emphasising how «small
and medium firms represented the heart of the country’s economy». This
statement could be taken for granted and was not interesting but for a
very important remark, that anticipated the real aims: «Every time we
talk about supporting small and medium companies, we say that they
employ 70% more manpower than the big ones».

It was clear from the beginning that the debate was shifting from the
pure economical to thé social convenience of an action that was quite
extraordinary at that time, considering the ordinary studies of economic
strategy.

10 Compare with the sittings in Official Records of Parliamentary Proceedings, Senate,
1st legislature, 9th Committee, Meeting of May 17, 1950, p. 240 f. and of June 1, 1950,
p. 501 f.

168



3. Economic development as social development: SME’s role

In the evaluation of the small and medium companies’ advantages, the
social matter became preponderant, and this becomes clear when we see
what happened in parliament in the following two years: after approving
the fundamental law according to which the regional medium-term lend-
ing banks could be founded (Law 445/1950), a law according to which
such institutions should be organised in «pools» was also approved: it
was Law no. 949 of July 25, 1952.

The report by the Christian Democrat Aldo Fascetti dated May 5, 1952,
for the Chamber of Deputies (who had already started to discuss Law
no. 445/1950), clearly explains the situation. In any case, it is essential
to understand the framework in which Bill 2511/A and A-bis were
considered as well as the law according to which the financing body of
the regional medium-term lending institutions depended exclusively on
the Ministry of Treasury: the «central medium term credit institution for
small and medium companies».

Announced during the Government of De Gasperi on January 31, 1952,
the bill aimed at realising «a complex plan of productive investments»,
as the President of the Cabinet stated during the meeting, in order to
«strengthen nine different fields of the national economy». According to
what Paolo Peluffo effectively wrote, it was a kind of «secret baptism of
future plans» evidently in contrast (or better «in competition») with that
Piano del lavoro formulated by Giuseppe Di Vittorio during the CGIL
Congress in Genoa in October 1949, and mostly done by the Left.

The proposal of the government aimed at incrementing employment by
exploiting small and medium companies in both agriculture and indus-
try. Of course not only the method was different but also the result: the
work force had to be employed at the best even by exploiting the pecu-
liar features of our productive traditions and by avoiding the excessive
mechanisation of the production, so that the social order of the country
would not be undermined.

The aim of the laws in support of small and medium companies was
to support an economic as well as a socially sustainable growth at the
lowest social cost.

During the proposal and the discussion of the law they had to face
another problem: what «small and medium companies meant». This was
not simple since it set the limits within which the regional credit institu-
tions had to operate.
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The set of rules introduced at the beginning of the ‘50s defined the nec-
essary number of employees as well as the invested capital. Nevertheless,
it was a very wide range comptising most of the Italian companies. The
real limit was represented by the highest amount of the average credit
to be issued. Although it seemed to be a kind of compromise, it was
so limited and had such restrictive parameters that it turned out to be
an incredibly rigid system instead of an agile and easily developed one.

Furthermore, at that time economists such as Giordano Dell’Amore already
thought a rigid definition of the small and medium business based only
on quantitative elements not very adequate. Some years later he explained
this concept very well: «Against widespread belief, smaller companies
are not economically qualified by their small dimensions. Their main
feature is that their economy is represented by an entrepreneur, who
personally manages the production and the organisation in order to be as
efficient as possible»!!. This was a very different concept, also developed
by other authors since the ‘50s and recently revised?, which explains
why some reviews of the bill were requested, as Dell’Amore did some
years later.

II. AN INNOVATIVE INSTRUMENT

1. The Lombard prototype

Although the first example of regional medium-term bank was founded in
Piedmont, as we will see in the next pages, the Medio Credito Regionale
Lombardo seems to be the most important one for the reconstruction of
the history of this kind of institution.

The reasons behind this statement is that Giordano Dell’Amore, the
founder and the first president of MCL bank (Medio Credito Regionale
Lombardo, i.e. Lombard medium-term lending bank) soon became the
real promoter of this type of bank, as well as that the new institution,
created in Lombardy, represented a sort of «prototype» useful in other
future cases. On the other hand, the structure itself of the Lombard

W G, DeLL’AMORE, Le caratteristiche economiche delle imprese minori, in Problemi e

prospettive dell’'industria minore in Italia e nel mondo, Milano 1970, p. 90.

12 G, Zavra, Le produzioni nell’ economia delle imprese, Milano 1956-1957, 1, p. 327; A.
Dsssy, Politiche finanziarie e indebitamento nelle piccole e medie imprese, Milano 1995,
p. 5.
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banking system, which had gradually grown since the second half of the
nineteenth century, was ideal to give life to a «simplified» institution,
shared by commercial banks and by trustee savings banks, able to survive
without government aid, according to Pella’s first plan, which nevertheless
would be mentioned in the future plans.

It must be clear that MCL would benefit from special term credit facili- .
ties, disbursed by Mediocredito Centrale (MCC), nevertheless it would
never be transformed into a bureaucratic disbursing system serving the
government as well as the small and medium firms.

Once the institution had been built on a strong self-government basis
and integrated into a very well-constructed regional banking «system,
Dell’Amore and his team (above all Giovanni Bodio, the MCL general
manager) could start to organise other similar institutions in «systems» —
that were rapidly going to form in the other northern and central regions
of the country — in order to give life to a regular «network». The top
management of the «network» should (paradoxically) be based in Milan,
the economic capital of the country, whereas MCC, the financing structure
itself, should be located in Rome, the political capital of the country.
In short, we see a kind of diarchy, even if the roles are inverted, as the
institution serves the small and medium firms of northern and, only
partially, those of central Italy.

‘Even if the trustee-savings bank and the medium-term lending banks

were complementary and therefore the project was reliable and almost
completely conform to Law no. 445 and to the first proposal of Giuseppe
Pella (which did not contemplate government financial support), there
was a considerable difference to the law: according to the government’s
project the regional institutions and the many banks should be correlated.

The Chamber of Commerce did not propose as many concrete solutions
as the provincial government did, where Giordano Dell’Amore had a
seat since 1951. From then Dell’Amote had played the main role in the
medium-term credit history, which lasted about thirty years.

Cleatly, at that time Giordano Dell’ Amore played two main roles both as
economic amateur and as a political leader of Milan’s province, Later on,
when he became a banker too, and was invested with full responsibility
over the big Lombard savings bank, the complex project was rapidly

carried out.

On December 1, 1952, a couple of days after he succeeded Stefano Jacini
as President of the Trustee Savings Bank, he explained to the Central
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Charity Board what had been done in order to find a2 medium-term lend-
ing institution in Lombardy”.

Some simple but basic rules were pointed out in order to properly run
the activity: first of all, the theoretical identification of the potential
applicants («the Small and Medium Enterprises» with «no more than
500 employees; an invested capital not higher than 1.5 billions [ITL];
in case it is a joint-stock company, the control must be managed by a
firm granting the above mentioned features»'*), which operate in or
have corporate head-offices based in Lombardy. In this case, since they
requited a generic address, once it was verified it was in the region, the
government was free to choose the firms which deserved the special
terms facilities or not.

Since most of the financing requests came through the sharing banks,
there was clearly a run-up to the partition of the current assets both from
the municipality and from the other parts of the region.

The convenience for the sharing credit companies was not limited to
the collection of accredited rights: the strong cooperation among the
requesting firms was consolidated from a short to a medium-long-term
one. This system was different from the regional medium-term credit
system if compared to the regional medium-term credit system, organised
on a regional basis, yet on national relationships. And this was possible
thanks to the role of the trustee-savings bank, as well as to the ongoing
relationships with the central medium-term credit institution. The relation-
ships among these different subjects [i.e. the sharing companies, Cassa

di Risparmio delle Provincie Lombarde (Cariplo) — the leading party —,

the central corporate lending bank] represented a series of more or less
perfect, more or less institutionalised systems, partly interconnected, which
gave life to a very original structure.

The regional system, appointed according to the law, yet resulting from
a consolidated experience, was based on the sharing companies, on the
firm that controlled the assets and the board of directors of the MCL.
The sizeable savings bank liquidity and the high number of its widespread
counters, clearly revealed that the «Ca’ de sass» itself (Cariplo) was the

B The creation of the new institution took many months, finally on March 2, 1953, after
having overcome procedural and political difficulties, notaty Alessandro Guasti drew up a
formal deed for the constitution of the merchant bank addressed to medium-term funds
to the small and medium Lombard enterprises, called Mediocredito Regionale Lombardo.

Y G. Tact - F Scuwvavrocchr, Llstituto di credito per il finanziamento a medio termine
alle medie e piccole imprese della Lombardia, Milano 1974, p. 1446.
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whole structure’s leader. That is why the MCL «sub-system» (and this
may yet be the most proper definition) was very efficient, being quick
to decide and to share targets®.

Table 1. The evolution of MCC credit applications

year tot. loans MCC integration %

1954 4,506 1,250 217 \
1955 . 6,422 3,128 48.7

1956 8,194 2,141 26.1

1957 10,547 2,783 264

1958 ) 9,782 ’ 3,841 393

1959 10,564 4,284 40.6

1960 10,377 7,279 70.1

1961 } 41,696 12,209 . 29.3

1962 : 64,491 19,086 29.6

Source: R. 1954-1962.

The formally polyhydric, yet pyramid-shaped structure itself was particu-
larly right for the financing as, according to the law, such institutions
weren’t allowed to collect deposits directly from investors,

Later on, yet very soon, the need for MCL to strengthen its autonomy
even in comparison with the other sharing banks, led the institution’s
top management to look for more reliable sources of financing, which
were evidently admitted by the law and provided in the charter, such as
fund-raising by issuing bonds. Even if this kind of fund-raising was not
as flexible as expected, the institution could have much more autonomy
and make medium-long term plans. The same happened with interest-
bearing securities: in May 1995 an authorisation was required in order
to issue them'¢, If the bonds covered long-term requirements, having a

Y From a technical point of view it was clear: the preliminary investigation was a

monopoly of the sharing banks’ local agencies and was later transmitted to the medium-
term lending bank, which judged it all. The enterprises were submitted to a necessary
double-step investigation, since it implied a long-term risk, and even to a three-stepped
one when a refinancing by the central medium-term merchant bank was requested. The
data contained in the table «The evolution of MCC fund requests» and referred to some
particular years contrast the MCC documents (compare with the data by PE Asso - G,
Rarrano, Trasformazione e sviluppo del credito mobiliare neglz anni del governatorato
Menzcbella, in E CoruLa [ed.], Stabilita e sviluppo negli anni Cinguanta, vol. 3: Polztzca
bancaria, Roma - Bari 1998, pp. 535-536).

16 MCL presidency at the Bank of Italy, May 19, 1955, in ASI-MCL.
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longer average maturity, the interest-bearing securities would cover the
medium-term ones.

2. Organised saving for the «productive capacity»

In 1953, MCL policy gave priority to the foundation of new enterprises
and to the support of industrial development projects. Both options had to
guarantee the increase of the job force?. Since 1955, as a consequence of
a positive market evolution, most of the jobs were in firms and factories.

In the three-year period 1953-1955 the bank received 661 applications for
an amount of 15 billion and granted 634 loans for an amount of about 14
billion (193 million euros in 2003). The ratio of demand and grant was
about 65%. The not particularly elevated datum indicated a sufficiently
rigorous selection process that regarded both the project congruity and
the business positioning in the market. In line with the banking tradi-
tion of the time, Mediocredito Regionale Lombardo, granted credits on
the basis of the profitability and the liquidity and was assured by both
internal and collateral patrimonial bonds'®,

Table 2. Loans for industrial sectors in 1953 (amounts in million ITL)

Granted % on the Average

Industrial branch no. Requested total granted ~ granted
amount amount

amount amount
Engineering 61 1,430.5 1,275 51.8 20.9
Textile 15 365 302 123 20.1
Building 10 249 219 8.9 219
Paper & Printing 13 306 213 8.7 16.3
Food 10 200 165 6.7 165
Wood 9 196 139 57 154
Chemical & Rubber 9 200 109 4.4 12,1
Various 4 53 37 15 9.2 .
Total 131 2,999.5 2,459 100 18.8

7 Reports of the Board of Directors 1953-1955 (hereafter Board Report). See A.
LocateLLt, La Banca delle imprese, pp. 5-40.

8 The Institution set up an information collecting system of the category’s association
addressed to evaluate entrepreneur reliability, by direct contact with the intermediary
affiliated banks, participating in the Lombard regional fund of the treasury.
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Circle graph 1. Distribution per province (1953)
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Circle graph 2. Distribution per sector ( 1963)
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The financial assistance was mainly addressed to small enterprises, with
no more than 100 employees: in 1957, 77% of the grants, mainly issued
in Milan and in its province, were bound to them'. The engineering
industries, involved in the innovation processes for the participation in

19 Milan province registered the highest number of outpayments, representing 68% of

the total value in the three-year period from 1953-1955.
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the CECA, were first on the list of the trusts: 51% of the value concerned
82 firms in the field®. The chemical, textile, paper & printing and furni-
ture industries followed. In the first five years of MCL activity 14% of
the credits were addressed to liquidity reconstitution whereas 86% were
addressed to new facilities or new production units.

For the first time in 1958, the requested amount was less than the year
before: it decreased from 243 to 197. The reduction was directly due to a
lower propensity to investment, due to a slowdown in production, as well
as a higher liquidity of the banking system. The application for a special
credit in the fifties tended to follow a cyclic trend with an increase of the
unit value of the preliminary inquiries. In Lombardy, the adaptation of
the productive lines to the market, not only to the national one, involved
highly valued brief-term investments for each production unit which led
the entrepreneur to work with different kinds of credit. Generally speak-
ing, the credit grant was slower than the demand..In order to contrast
this trend the Lombard merchant bank reduced the official interest rate
from 6.5% to 6%, in accordance with the official bank rate cut from
4% to 3.5%. In February 1958, the bank had to cut the active rate by
another half point due to the new international competitors’ situation?.

For the first ten years, the financing activity had involved small enterprises,
which focused on different mechanic and plastic productions, as well as
on home care appliances or personal care products. They were based
in the area sutrounding Varese, in the notthern part of the province of
Milan and in the southern part of Brescia, and last but not least in Milan
and in its surrounding area. MCL issued almost 15 billion (ITL) in the
northern part of Milan’s province and in the area surrounding Varese
between 1953 and 1963, 5 billions of which were to enterprises based in
Busto Arsizio and in general on the Sempione axis, between Castellanza
and Somma Lombardo. 85% of the credits issued in this atea according
to Law no. 445/50 were provided for the building of new plants or the

20 P, TepkscHL, Aux origines de intégration européenne. Les A FL Falck, les industriels
de lacieret la creation de la CECA, in M, DumMuoLIN (ed.), Reseaux économiques et con-
struction européenne, Brussels 2004, pp. 189-216.

2l The considerable amount of outpayments coped with asset growth (from 1.2 to 2:1

billion lire), with a regular trend of refunds and also with some disinvestments. The main
ﬁnancmg source was the «rediscounts of MCC, though it was decreasmg in importance:
in 1957 the average integration was 67% in comparison with 71% in 1956 and 77% in
1955.

2 In parallel, the Central’s integrations continued to decrease, reaching a percentage of
57% at the end of 1958.
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enlargement of the old producing structures of engineeting enterprises.
The remaining 15% was assigned to the garment industry. In the area
surrounding Brescia, the medium-term lending bank consolidated its
importance to the basic and specialised engineering industry, as well as
new production fields, such as plastic or household goods. The textile,
the food and above all the commercial sectors played a marginal role.

Between 1962 and 1964 Lombardy had the highest growth rate of credit
applications and, at the same time, of grants. For instance, in 1962, 97
‘out of 97 requests wetre accepted, which meant that the projects were
valid and that the enterprises’ patrimonial reliability was positively
valued. On the other hand, the growing trend of these three years posi-
tively influenced the evaluation of the projects, therefore the requested
credits reached an average amount of 8 billion (ITL). The rapidity of
the industrialising processes itself, thus led to a sort of dualism not
only from the technological point of view but also from the geographi-
cal one?. Big industries started to consolidate around Milan and in the
southern part of the Brescia plain, whereas smaller ones grew in the
cities, which were rapidly changing and transforming. In some cases,
having a simple and private structure, the small firms were able to reach
different markets from the local and regional ones. Contemporarily big
enterprises in the suburbs played an important role in complementary
and supplying activities. A lot of mechanical enigeneering companies grew
in Milan’s north-eastern area in a very short time, where machine tools
were repaired, modified or built, as well as small electronic workshops
and so on. Sometimes these shops specialised and grew in importance, if
the market conditions were propitious and if they were well managed®.
Even if such enterprises were very different from each other, they were
all able to carry on long-distance commercial relationships. The furniture
market in the area between Milan and Lecco, for instance, specialised in
particular goods, followed the trend, according to which new and larger
markets could be available or not. Sometimes the national demand sup-
ported the international one, thus enlarging the old supplying network?,
The market growth implied an efficient goods commerce network. The

2 B. Cori, Le piccole e medie industrie in Italia: aspetti territoriali e settoriali (Quaderno,
" 34), Torino 1979, pp. 37-45.

2 G.M. Gros Pietro, La piccola e media industria negli anni Sessanta, in G. AR (ed.),
Storia dell'industria italiana, Roma 1977, pp. 288-255.

B G, PESCOSOLIDO, Industria e artigianato, in «Annali dell’economia italianax, 12, 1982,
2, pp. 341-344.
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small dimensions of the enterprises, the production aspect prevailing over
other functions, the local use of the goods represented weakness factors.
The question was almost always solved by the main buyers who com-
mercialised the most requested products in the production areas, thus
earning much more money by the intermediation activity.

As for the enterprises financed by the Lombard lending bank, the
«middlemen» were the real builders of the relation between supplier and
regional and national market: they managed goods distribution, floating
capital sharing and shott-term credit. They were capable of exploiting the
flexibility of a disorganised production cycle. Between 1958 and 1962,
MCL had to deal with the multifaceted world of middlemen for at least’
two reasons. The most important middlemen were now able to compete
in granting liquidity at higher costs but with less restrictive limits. Some
furniture and textile industry middlemen, whose head-offices were based
in Milan, operated in Brianza or in the northern part of the province of
Milan, and had the chance of directly obtaining special and special term
loans for semi-manufactured materials in order to provide them to the
finishing manufacturers. Many of these companies had good patrimonial
and housing situations, and had an ideal economic situation to accede to
special term lending, though they were small enterptises as per company .
capital and number of employees?.

3. The special term credit facilities: employment and renewed territorial
balance

Once the reconstruction process ended, Italy had to define an industrial
policy to support economical growth — also because of its participation
in CECA — as well as to reduce the growing gap between the north and
the south?”. The need for government action to «rule and orient» the
industrial development emerged?®,

26 ASI-MCL, pat. M.L., Executive Boards June 1958, April 1961, March and September
1962. :

% Leconomia italiana tra la fine della seconda guerra mondiale e il «secondo miracolo

economico» (1945-1958), in Storia dell'ltalia repubblicana, vol. 1: La costruzione della
democrazia. Dalla caduta del fascismo agli anni Cinguanta, Torino 1994, pp. 131-132.

% State intervention had to reduce the imbalances between productive and regional
areas: to use the available resources and to increase capital, without exclusively exploiting
public expenditure. In 1958 the first American recession after the end of World War II
contributed to change the international market trends, Italy took it as a confirmation that
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This was the economic policy context in which the trend was to decide
for a direct public support system for SMEs, according to Law no. 623
of 1959 introduced by Minister Emilio Colombo, which will be described
in detail later. This law, conceived by Ferdinando Ventriglia, introduced
both the grant-in-aid in the interest account, and the bid rate fixing by the
government authority. Furthermore, the law provided that the enterprises,
to which the benefit credit was granted, had to invest at least 40% of it
in southern Italy, preferably allocating the enterprises funded by the state.
This law represented an alternative to the regional medium-term lend-
ing system introduced by Minister Pella and continued by Dell’Amore’s
institution. The joint-stock banks and the finance corporations’ share with
the medium-term credit endowment fund was functional to the relation
between bank deposit — which, according to the account holders, was
more reliable than the movable investment — and industrial credit, whereas
the state inducement was replacing this relation in the regions that had
other forms of savings, above all post-office deposits.

The law provided the support of the SME investment rate increase in
a very short time, from July 1959 to December 1961, as well as for the
high working intensity industrial projects, for the reduction of territo-
rial imbalance and, last but not least, for the competitiveness on the
European market.

The bill’s regulation stated that:

— Benefit credits up to 500 million lire were granted for new installa-
tions and up to 250 million for the renewal or enlargement of already
existing ones. The funds could cover up to 70% of the expenses for
fixed equipment and for a part of the working capital.

— The outpayment could last up to 10 years in the central and northern
regions and up to 15 years in the south.

— If the investment was located in the southern part of Italy the limits
were doubled.

— The other innovation concerned the fixing of an interest rate policy.

the «loans rigidity» stopped every natural change in the system. As a political as well as
an economical consequence, the Bank of Italy started to support both consumption and
investment demands in 1958. See Le basi del «miracolo economico», in G. CHERUBINI - F.
DrLrA PerUTA - E. LEPORE (eds), Storia della societd italiana, vol. 24: L miracolo economico
e il centro-sinistra, Milano 1990; F. BRIGIDA, La programmazione in Italia, Venezia 1968,
pp. 56-67; Banca D'ItaLIA, Relazione annuale, Roma 1958,
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— The funds to the regional institutions were administratively granted in
order to balance the outpayments destined to MCL for more than 50%.

— MCC’s outpayment terms were increased from two to five.

The plan was created to accelerate the competitiveness of the production
structure, which did not make a net choice between a high intensity capital
development and a full employment system, furthermore it was limited
by the «refunding in compliance with the law» and by the excessive
bureaucracy of the upcoming seasons. Besides the regional medium-term
credit system, a new promoting structure managed by a special intergov-
ernmental board was created by the Industry Ministry. A double system
was born: a so-called «high» credit with a bid rate of 5% and refunding
in 10 years and a so-called «low» credit, run by the Central corporate
lending bank, with variable rates from 5.65% to 6.55%, and refunding
in seven years, yet with a higher assurance quantity.

In 1961, thanks to Law no. 653 and to the positive influence of foreign
market development as well as to liquidity availability, the exporters
obtained a constraints reduction for the credits pending on exports since
1953. The different types of subsidised credit in favour of commercial
enterprises were established at this time, in accordance with Law no.
1016/1960, which granted funds at a 5% rate with grants-in-aid for a
maximum amount of 50 million lite??. MCL criticised the rule as it did not
mention the special term lending without grants-in-aid, thus connecting
the credit granting only with state incentives. Yet commercial enterprise
had not asked for this type of subsidised credit for many years.

At the beginning of 1963, Italy ran the risk of an inversion of the positive
growth trend. Despite a stable price trend, the first structural difficulties
transpired®,

In line with Lombardy and national trends, MCL suffered a demand
decrease by 12.7%. The tendency of small and medium enterprises
to invest followed a pro-cyclic line, though the drop depended on the

2 The commercial enterprises wete classified as small if they had max. 60 employees

(in the case of retailers) and 100 (in the case of wholesale).

3 The system didn’t successfully react to a glut of internal demands (consumption and
stock) which implied a passive balance of payments. In the meantime unemployment
increased, exports grew, nevertheless the wage differential in comparison with other coun-
tries decreased. So exports brought by a reduction of the profits. See also N. Osst - G,
TonioLo, Italy, in N. Crarts - G. Tontoro (eds), Economic Growth in Post-1945 Europe,
Cambridge 1994, pp. 67-71.
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higher liquidity of the financial system, which enabled commercial banks
to make medium-term operations. Furthermore in the four-year period
1960-1963 there was a continuous decrease of loans granted according
to Law no. 623/1959 caused by a lack of refunding laws and, above all,
by the imposed limits on enquiries accepted in the so-called «industrial
triangle»’!, Even in such difficult conditions, the Lombard medium-term
lending bank continued to support enterprises with low capital in a
percentage of 86%. Since the funds share for new plants was globally
the same as the one for plant modernisation, the tertitorial distribution
confirmed the trend to finance new enterprises in different places from
those of the nine capital cities, including the «underdeveloped areas».
The Lombard institution adopted a so-called «favouring» employment
policy, applying special conditions, such as the extension of the refunding
period and the variable rate. The Bank preferred to have more demands
and to contain the intervention quota with a higher curtailment per single
operation, from 47.2% in 1963 to 39.9% in 1964*? on the average.

* Analysing the credit distribution among the different product sectors, the
engineeting industries suffered a decrease from 45.5% in 1962 to 25.8%
in 1964 and this was a sign of the crisis that the leading field in the 50s
was now undergoing; on the other hand the textile industry increased
from 9.6% in 1963 to 18.5% in 1964, in comparison with an average rate
of 14.6% in the nine-year time span 1953-1964. Proportional increases
affected the food industry as well as the chemical. In 1963, as mentioned
above, the engineering industty mostly suffered a turnover slowdown,
particularly concerning machine tools. The next year the enterprises of
this field, Lombard lending bank customers, suffered a sales decrease
by 54% and a general turnover drop by about 21%. During the worst
phase of the crisis a new law was introduced in Patliament, Measures
for the purchase of new machine tools and Armando Sabatini, a Christian
Democrat M.P. was the first to sign it. According to the businessmen the
main obstacles to the plant exchange and the renewal in the engineering
field were the «technical difficulties» to finance the new plants. The use
of the machine tools as a warranty for the credits used to pay their very
purchase seemed to be particularly complicated. In this situation Sabatini’s

31 The credit limit for the new plants in the so-called «industrial triangle» of 500 million
lire — established by law — was first reduced to 195 millions and later to 50 millions.

32 The medium-term credit bank operativeness and the convenience of the subsidised
credit tied up the growth of the tax burdens (valued between 0.6% and 1%) on the
special credits’ intermediation margins.
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proposal aimed at giving incentives to both manufacturing enterprises,
by increasing their turnover, and consumer enterprises, by accelerating
their equipment renewal, According to this the mortgage on the sold or
leased unit could be represented by paper titles, bills of exchange with
a maximal term of 5 years, in order to promote disinvestments and a
new ordinary banking. It took a long time for the Parliament to approve
Sabatini’s proposal because of political events that changed the calendar
of parliamentary activities®®. Furthermore, in May 1965 the Patliament
converted a legislative decree into law with a series of anti-slump mea-
sures among which the support of the engineering industry, such as the
authorisation to reduce the bankers’ credits beyond the commercial banks’
limits for the enterprises that bought machines. The final law provided
for «the conditional sale or special privilege on movable [sums]», with
a 5-year payment extension. The bills of exchanges for over 12 months
payment extensions were discounted by special term credit banks, which
benefited from MCC'’s intetvention providing special term rate deferral,
thus considerably reducing the weight of interests paid.

‘The analysis carried out thirty years after Sabatini’s law had come into
force, showed how it never had a function connected with the current
economic situation, as the law was approved when the recovery had already
begun. On the contrary, the 1965 ruling brought its consequences over a
long-term period. Its effectiveness was due first of all to the easy operating
system, as well as to procedure simplification. The rule was based on the
chance to benefit from the law even without specific development and
reorganisation plans, so the enterprisers were able to have recourse to
the law for tool purchases. Furthermore, Sabatini’s law had a very wide
field of enforcement, providing every kind of machine tool or product,
which made it even easier to benefit from. The Sabatini law guaranteed
the salesmen and buyers goals at the same time: the anticipation of the
commercial credit to the seller by the bank and the extension of buyer
notes from 12 months to 5 years*,

At the beginning of 1966, the Italian economy — thanks to the monetary
authorities’ stabilisation — seemed to be recovering from the first real

» In August 1964 the government survived thanks to the new executive whose president

was Aldo Moro, so the Centre-Left came into force again, though facing many difficul-
ties. Again, in August 1964, the institution’s activity was reduced by the illness of the
President of the Republic Antonio Segni, thus leading to a constitutional crisis, which
was solved at the end of the year by the election of Giuseppe Saragat.

3 R, MASERA, Intermediari, mercati e finanza d'intpresa, Bari 1991, pp. 152-155.
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crisis after World War II. Investments increased and in one year, from
1966 to 1967, their growth rate tripled”. According to MCL research, the
high demand increase represented the investments renewal even for the
SMEs and only partly depended on the need to consolidate old debits
due to fixed assets. The growth in demand was a result of the dropped
self-financing capability, in spite of the improvement of return on invested
capital (ROI). The loan demands confirmed that the credit opening was
due to an increased need of capital for new production lines.

The small and medium enterprises turned to MCL in order to integrate
the ordinary banking facilities’ loading charge, requested by credit banks
proposing medium-term credits, to special credits. On the other hand,
the low interest rates policy pressed for subsidised credits, nevertheless
the economic consequences of the: cost of money was also perceived in
Lombardy: the high recoutse to special 5% rate operations provided by
law no. 623 overcame the number of operations provided by Law no. 445
in 1966. The major recourse to special term facilities with grants-in-aid
in lending notes was due to the reintroduction of the limit of liability of
500 million lire for company building, the enlargement and the renewal
as well in northern and central Italy’*. Between 1953 and 1966, the MCL
received 6,450 applications for a total amount of 350 billion lire whereas
the credits were 5,177 for a total amount of 251 billion lire. The current
financing increased from 1.6 billion lire in 1953 to 115.5 at the end of
1966 with a high and steady growth curve.

In line with the general policy of the bank system, the Lombard lend-
ing bank had been trying to grant the Lombard SMEs an easy way to
get credits for the first fifteen years, as special and special term credits
were not common. Indeed the small enterprises had few chances to get
proper credits as per dimensions and innovations at favourable condi-
tions. The smaller enterprises were used to make long-term investments,
either by their own resources or by other informal ways, or even by
ordinary liquidity. This trend was supported by permanent limits of the

% Big enterprise played an important role since it provided employment and double rates

" of investments in comparison with the general average amount. Moreover, the consider-
able surplus of current accounts was not addressed to adapt the productive system to
the «multinationaly trend. See A. Graziany, Crisi e ristrutturazione dell economia italiana,
Torino 1975, pp. 34-35.

36 The possibility of recourse to the central institution for subsidised credits was still
difficult: the interventions, though benefiting from rates of 5.5% up to 6%, had a longest
term of 5 years (against 10 years according to Law no, 623), yet for amounts up to 500
million against 150-250 according to Law no. 623.
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institutional offer such as the request for effective warranty according to
the wealth reliability principle, a limited changeability of contract condi-
tions — from rates to sinking plans — last but not least the administrative
costs to obtain a loan. This happened also to MCL customers even if
to a minor extent. The relationship between MCL and the beneficiaries
was to give the enterprise the chance to set the financial situation right
and, thereafter, to grow in a well-balanced way, so that ordinary and
short-term credit had their role again.

The preliminary investigations generally consisted in a detailed analysis of
the company book-keeping data, moreover few enterprises had a proper
controlling system to the real patrimonial and financial situation in the fif-
ties. According to the report of the Lombard bank board of directors, the
enterprises which had already adopted a controlling system in line with the
civil and accounting laws, did not have particular difficulties in obtaining
credits, on the contrary, the Bank requested gtreat organising efforts of
those enterprises which had not yet adopted an auditing system, in order
to define accounting rules as a condition for concessionary financing for
credits. At that time, some banking systems paid major attention to the
business budget, so they adopted new methods to manage preliminary
investigations, requesting details regarding structure and management,
The Hausbank model, providing complex and integrated financial services,
spread and consolidated in the other European countries. In Italy both
valiant supporters of the governance model, inherited in 1936, and the re-
occutrence of unstable relationships between banks and enterprises — still
so at the end of the sixties — prevented this model from being adopted.
Moreover, this critical situation did not affect the relationship between
special credit banks, above all the Lombard medium-term lending bank,
and enterprises. The reasons for this lay in the considerable demands for
long-term loans, whose amortisation depended on the customet’s medium-
term profitability. Furthermore, the average amount of special credits was
higher than the brief-term one, as each enterprise could have only one
special credit, yet many brief-term ones. Finally, special loans were very
different from ordinary ones because of the fewer sources. The oligopo-
listic conditions were consolidated and couldn’t become monopolistic
as the government fixed the percentage value of the interest rates with
greater care to the general economy policy than to the relation position/
profit of the bank. Moreover, the monopoly -trend was clearly visible in
the customer relations: the low number of qualified operators increased
the market power on the enterprises.
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III. A DEVELOPMENT NETWORK

1. A well considered diarchy: the technical and the political summit

If the provision for credits by the current accounts opened by the shar-
ing companies clearly shows the features of the so-called MCL «sub-
system», a structure led by the Cassa di Risparmio, the way bonds and
interest-bearing securities were issued, shows the role the institution had
in the country’s regional medium-term lending system. It was very differ-
ent from the role the lawmaker defined when approving the law itself,
especially after the creation of a refunding body, that is MCL. This was
not only the «technical» summit of the system but also, at least formally,
- the «political» one.

The «diarchic» leader of the MCL sub-system seemed to be the summit
of the whole medium-term credit system.

The relationship between MCC and MCL became more and more con-
solidated in the first ten years of activity, yet, whereas MCLs «technical»
dependence on the Roman institution grew, mostly because of subsidised
credits, Lombardy, thanks to its regional merchant bank, was the political
leader of the system”’.

On January 4, 1954, Dell’ Amore convened a meeting of representatives of
the regional medium-term credit institutions to MCL in order to analyse
the most important problems®®. The aim of the meeting was to «reach
the most profitable regional institutional teamwork»*, therefore a kind of
permanent board was established: the coordinating committee of Regional
Medium-Term Corporate Lending Banks, and Giordano Dell’ Amore was
named its chairman.

After the creation of the above mentioned committee Milan maintained
the system’s political leadership, as important decisions regarding the-

" This function grew after Guido Catli left MCC (1957) and was replaced by Carlo Orsi.
Regarding his regency and his successor Giannino Parravicini in the spring of 1962, see P,
Perurro - V. GIACCHE, Storia del Mediocredito centrale, Roma - Bari 1997, pp. 236-238.

38 Coordinating committee, report of the sitting of January 4, 1955, in ASI-MCL, Assieme
collection, ¢.2; the same day he informed the Governor about what had happened (G.
. Dell’ Amore letter to D. Menichella, January 4, 1955, ASBI, Vigilanza, paper 8725, ASI,
Patrimonio Catiplo.1) who noted: «Thanks, I have received it only now, as I was abroad,
and I'm pleased»).

*  Coordinating committee, report of the sitting of January 4, 1955 (now in ASI-MCL,
Assireme collection, c¢.2).
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regional medium-term lending systems, later on approved as state laws,
were taken here. At that time Giordano Dell’ Amore, who influenced all
the proposals, became the most careful researcher of financial problems
of all small and medium enterprises, even of those that had nothing to
do with industry, such as the agricultural ones.

The confirmation of what has been stated up to now is the most impor-
tant result of that meeting: MCL was given the task to introduce a bill
according to which «new procedures, supporting small and medium
enterprises, had to regulate the medium-term credits»*.

The new bill was passed before the law, drawn up according to MCL
and of which the committee took possession, was introduced in Fanfani’s
government programme - immediately following Zoli in July 1958 — and
approved in July of the following year. The departmental order of March
15, 1957 removed Art. 8 from the bill, which represented its «core». The
article contained in the MCL bill stated:

«MCQC has established a fund of a highest amount of ... for manufacturing and commercial
enterprises in order to pay the interests of credit transactions provided by institutions
authorised to issue medium-term loans according to the first paragraph of Law no. 429,
July 25, 1952. The amount of the fund is ... lire and the Ministry of Treasury will con-
tribute by an amount of ... lire starting from the financial period ... the fund could be
increased by sums coming from MCC net profits, yet to be defined by CICR according
to the institution board of directors’ proposal»*..

The MCC had a more technical role but lost the leadership: it turned
from a central bank into a kind of «agency» for economic policy planning,
Giannino Parravicini called it a «‘hook institution’, onto which the political
class step by step hangs the emerging problems of the economic field»*,

And at the same time Giordano Dell’Amore’s role as leader of the system
grew thanks to the coordinating committee: that is why Law no. 623
and the later integrating rules admitted all its requests and introduced
the subsidised credit. Nevertheless there were both general and specific
controversies, carried on by the rest of the national banking system.

4 ASI-MCL, CA, report of the sitting of July 20, 1956,

4 Coordinating committee, repott of the sitting of October 1, 1956 (ASI-MCL, Assireme
collection, c.2). See also ASBI, Viglilanza sulle aziende di credito, pratt. 8725, f. 1.

2 Tbidem, p. 188.
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Table 3. Medium-term corporate lending banks belonging to the coordinat-
ing committee (1962)

Institution Constitution Onset of activity
Mediocredito piemontese May 26, 1952 February 1953
Mediocredito regionale lombardo May 5, 1953 July 1953
Mediocredito Trentino-Alto Adige Match 13, 1953 November 1954
Mediocrédito-delle Venezie _ May 24, 1955 September 1955
Mediocredito del Friuli July 31, 1957 October 1958
Mediocredito ligure March 18, 1955 November 1955
Mediocredito regionale Emilia-Romagna December 20, 1954  December 1955
Mediocredito regionale della Toscana July 28, 1954 May 1955
Mediocredito regionale delle Marche May 5, 1953 January 1954
Mediocredito regionale umbro May 29, 1953 October 1954
Mediocredito regionale del Lazio May 29, 1953 December 1953

Source: Credit 1963.

At the beginning of the sixties the overall regional medium-term credit
evolution could be observed by the data provided by the coordinating
committee.

The prominence of MCL over the others is visibly noteworthy, and this
is also confirmed by the high number of applications and credits issued
over a ten-year petiod.

2. T/oe ASSIREME: towards the Network

In the second half of the sixties MCL suptemacy over the other reglonal
institutions increased.

The «small system», the heart of Lombardy’s medium-term lending bank,
increased its power thanks to Cariplo liquidity,

wheteas the regional medium-term «big lending system» was getting
closer and closer to Giordano Dell’Amore’s idea of network, even if it
still was at an early stage.

The «Gran Lombardo» was at the summit in that plan: this was certainly
due to the substance more than to the form, as it was simply one of the
many regional medium-term lending banks in the northern and central
part of the country. Its chairman and its management grew in importance
within the banking field, thanks to its very special organising system: the
so-called ASSIREME (Association among the Regional Medium-Term

187



Table 4. Yearly loans issued by the regional medium-term banks (curvent currency, million lire)

Year Piedmont Lombardy Trentino Venezie Friuli ~Liguria Emilia Tuscany Marche Umbria Lazio Total

1953 558 2,459 - - - - - - - - 257 3,274
1954 720 3,529 852 - - - - - 236 63 646 6,047
1955 826 2,746 1,176 586 - - 362 652 366 54 987 7,750
1956 943 3,583 1,029 900 - 177 741 1,036 249 103 1,259 10,020
1957 1517 4,016 2,550 732 - - 304 839 1,236 245 60 969 12,468
1958 1,560 3,094 1,595 988 613 460 634 635 223 60 706 10,569
1959 2473 5,618 3,062 1,468 2,699 81 1,248 - 406 548 43 909 18,555
1960 9,186 18,507 5,085 3,503 3,756 3,127 4,992 3,938 1,805 1,612 3,442 58,954
1961 12,405 33451 6,894 5,730 6,185 2,687 4,013 4,494 2,426 929 6,925 86,140

Total 37,077 128,969 27,948 19,724 20,171 9,291 16,203 19,636 8,943 4329 19,147 311,438

Source: Credit 1963.

Table 5. Yearly lendings issued by the regional medium-term banks (2006 currency, thousand euros)

Year Piedmont Lombardy Trentino Venezie  Friuli  Liguria  Emilia Tuscany Marche Umbria  Lazio Total

1953 7,796 34,353 - - - - - - - - 3,590 45,739
1954 9,795 48011 11,591 - - - - - 3,211 - 857 8,789 82,268
1955 © 10,931 36,338 15,562 7,755 - - 4,790 8,628 4,843 715 13,061 102,558
1956 11,887 45,167 12,072 11,345 - 2,231 9,341 13,060 3,139 1,298 15,871 126,312
1957 18,761 49,666 31536 9,053 - 3,760 10,376 15,286 3,030 742 11,984 154,193
1958 18411 36,514 18,824 11,660 7,234 5,429 7,482 7,494 2,632 708 8,332 124,732
1959 29,308 66,581 36,289 17,398 31,987 " 960 14,790 - 4,812 6,495 . 510 10,773 219,901
1960 106,049 213,657 58,705 40,441 43362 36,100 57,631 45463 20,838 18,610 39,737 680,605
1961 139,145 375,214 77,329 64,272 69,376 30,140 45,013 50,408 27,212 10,420 77,677 966,217
1962 73,523 544,609 60,887 62,082 73,833 26,201 36,009 77,528 30,363 14,995 32,519 1,042,290
Totale 425,606 1,460,111 323,694 224,006 225,791 104,820 185,433 222409 101,763 48,855 - 222332 3,544,814

Source: Credit 1963.



Table 6. Applications and special term credits issued in a ten-year period
(1953-1962) (amounts in million lire)

Received demands Analysed demands Assigned credits
Institution ~ Number Lire Number Lire Number Lire
Piedmont 1,647 68,820 1,498 53,980 1,257 37,077
Lombardy 3,683 175,424 3,542 167,766 2,897 128,969
Trentino 1,070 43,340 740 31,219 693 27,948
Venezie 760 25,020 733 23,357 711 19,724
Friuli 1,076 24,907 1,075 24,879 1,011 20,171
Liguria 366 16,272 325 - 13,208 273 9,291
Emilia 1,131 26,239 952 21,337 © 805 . 16,203
Tuscany 1,279 36,455 1,178 33,068 849 19,636
Marche 609 15,583 473 9,457 439 8,943
Umbria 329 5,033 311 4,739 290 4,329
Lazio 1,285 34,821 1,083 29,980 938 19,147
Total 13,235 466,914 11,910 413,170 10,163 311,438

Source: Credit 1963.

Table 7. Percentage division of the regional medium-term lending bank
" activities in 1967 and 1968

Institution Demand Credits (at the Zﬂﬁfg%liﬁe yeat)

1967 1968 1967 1968 1967 1968
Piedmont 6.9 10.6 64 7.9 . 7.1 6.9
Lombardy 337 37.6 - 328 40.2 339 34.2
Trentino 7.6 5.2 C 8.6 4.1 12.6 10.8
Venezie 153 11.7 15.6 12.3 8.5 10.7
Friuli 59 3.9 5.4 3.9 6.9 6.1
Liguria 1.8 3.2 1.8 3.1 29 29
Emilia 10.6 11 9.8 11.8 8.1 8.8
Tuscany 104 5.5 11.9 45 10.3 9.8
Marche 2.5 4 3.1 5.5 . 3.6 3.9
Umbria 1.7 31 1.8 3.2 2.5 25
Lazio 3.6 4.2 2.8 35 3.6 . 34

’ 100 100 100 100 100 100

Billion lire 304.6 3 12.9 242.9 220.0 420.7 545.1

Source: R. 1967, p. 269 and 1968, p. 305.
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Tab. 8 Percentage division of MCL liabilities

Central Medium-Term Credit Funds  26.75 24.15 22.30 20.89 2291 19.85 18.38 22.55 25.01
Sharer funds 64.59 67.06 70.25 71.20 67.77 73.17 72.16 69.36 65.97
Other liabilities and funds 8.66 8.78 7.45 7.92 9.32 6.99 9.46 8.09 2.02

100.00  100.00  100.00  100.00  100.00  100.00 100.00 100.00  100.00

Source: G. Taart - B Scumvarocchi, U'Istituto di credito, p. 1468.



Corporate Lending Banks). ASSIREME was constituted on September
30, 1965, exactly 10 years after the creation of the coordinating commit-
tee, its aim was to gather all the regional medium-term lending banks
in one pool®. '

The association was not able to transform the group of regional medium-
term merchant banks into the network conceived by Giordano Dell’ Amore:
no lasting agreement on the common securities issue was reached either.

Anyway, the medium-term credit dualism became more marked and the
political system, that is the ASSIREME, prevailed over the technical one,

that is MCC.

It is necessary to underline that the association was based in Milan, its

- chairman was Giordano Dell’Amore, elected by acclamation, and Cariplo

represented its treasury. -

3. The search for new chances: the Lombard investments at the beginning
of the crisis

In the years following the creation of ASSIREME the medium-term
merchant bank management inevitably changed as a consequence of the
deep-reaching transformation of the country’s economy. And once again
MCL stood out for its capability of finding new ways.

In 1969 there was a back up: it was the first time that there had been a
drop in demand since 1964. The Lombard industries’ drop in production
first, and in working force later, was due to a standstill of the engineering
and plastic-chemical fields. MCL concentrated most investments in these
fields, of course at higher risks. Between 1969 and 1973 the relations of
MCL and SME underwent a critical period due to both a drop in prof-
itability of engineering and chemical enterprises and to the disruptions
in other fields such as the textile industty, as a consequence of sensibly
decreased investments, The difficulty to invest was also worsened by a
slackening in the building industry and by a reduction of the trading
spaces in foreign countries due to the deflationist American -policy, high
investment costs, the flight of capitals and to the steep increase in inflation -
as well. The weak market share, the debenture trend and the enterprises’
doubts regarding the tax burden — due to the tax reform — negatively
influenced the investment rate by reducing it. Furthermore other critical

$ R, 1965, p. 214,
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situations, such as the missing MCC refunding, added to the negative
macroeconomic trends. As a confirmation, in 1969 the activity of this
_ institution was modest and interrupted in March®,

Moreover, in this period, many MCL contracts concerned technical and
financial lock-ups with increasing values, addressed to support a growth
of productivity. Despite the need for more credits, it seemed very difficult
to manage an investment-oriented policy, because of the innovation of
the political power and the civil service, as well as the low-rate credits
availability. Furthermore, the treasury also had difficulties: the increase of
the cost of money caused difficulties in issuing bonds and the medium-
term lending banks themselves reduced the credits and preferred direct
financing®.

In such a standstill situation, MCL reduced the trust’s average term
from eight to five years, and at the same time tried to totally guarantee:
the fund-raising in advance®. In 1971 new problems emerged: the bill
providing for extraordinary interventions in the south of Italy introduced
disincentives for the enterprises in the north of Italy. Moreover, the
number of applications received by MCL grew by 42.7% in the same
year and their volume increased by 82%. The noticible recovery was due
to the credit squeeze and to the high gap between short-term credit and
subsidised rates. The reduction of the profit margins increased the need
for new sources, though causing rigidity in the financial structure of the
enterprises, which ran the risk of reducing the ratio between venture
and loan capital.

By the end of 1972 slight signs of an economic recovety appeared, after
all the obligations of funding by the bank had been abrogated, whereas
MCL liquidity increased thanks to the bonds issued for a total amount
of 25 billion lire, mainly allocated by the sharing banks. The institu-
tion’s situation benefited from the reintroduced subsidised credits, which
granted the enterprises the right to lower bid rates than usual, that is
rates of about 10%.

44 P, Perurro - V. Giaccus, Storia del Mediocredito centrale, pp. 202-213,
% Board report, 1966-1973.

% Starting from September 1, 1969, the sharing banks, introducing financing demands
on behalf of their customer had to pay the 100% of the received amount, tied up for
one year. o
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Graph 1. Demands and line credits (1960-1972)
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Circle graph 3. Percentage division of industrial sectors (1971)
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The international competitiveness, the instability of the exchange rates and
the expansion of the European economic area as well led MCL custom-
ers to turn to investments in innovation technology again. According to
the plans submitted to MCL in order to obtain subsidised credits, SMEs
reacted to the labour cost increase by introducing labour saving produc-

tion tools instead of enlarging the production capacity”. '

At the end of 1972, the Lombard medium-term lending bank had invest-
ments for more than 342 billion lire, the greatest part of which was
represented by banking facilities to manufacturing enterprises for a total
amount of 288 billions, i.e. 84% of the global portfolio. With reference to
the facilities to enterprises, 128 billion were according to Law no. 445 of
1950 and more than 65 billion of which were rediscounted at the central
institution, whereas the interest rates were comprised between 5.65%
and 6.55%. The operations according to Law no. 623/1959 and covered
by the state for the debt’s whole amount wete about 134 billions. The
trusts continued to mainly address some fields, therefore engineering and
textile enterprises took up 61% of the total at the end of 1973. Regarding
provincial distribution, the relative importance of Milan and its province
dropped in importance, whereas all the others were growing, especially
the Piedmont area which was gaining a strategic role.

7 G, Amato - P. Ranct, La congiuntura pitt lunga, Bologna 1972, pp. 56-67,
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Graph 2. The distribution of lending applications according to Laws no. 445 and no. 623
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At the beginning of the seventies, MCL reports showed a drop in risk
for the medium-term credit’ potential demands. The Lombard institu-
tion stated that the credits’ longest term was limited and the way of
selecting the enterprises with a right to receive credits was inadequate,
since it depended on both invested capital (3 billions) and number of
employees (500). This data had not been updated since 1965 and it had
been reduced by a third, due to the loss of purchasing power. At that
time new forms of credit appeared, which competed with the traditional
long-term loans. The first types of leasing and the new financial services
represented a potential limit to the role of the special credit institutions
established in the fifties. Furthermore, the Ministty of Treasury’s ruling
(March 23, 1972) contributed to modify the industrial out-payment system
by authorising commercial banks to issue medium-term credits (5 years),
within 8% of their trust supply, a limit which could also be increased
up to 10% in special cases®.

A new era opened for the «Big Lombard» and for the Association, of
which he was the chairman.

Circle graph.4. Loan allocation per province (1971)

Pavia
4%

19%

48 G. Conrti - G. Ferry, Banche locali e sviluppo economico, in F. Barca (ed.), Storia del
capitalismo italiano. Dal dopoguerra ad oggi, Roma 1997, pp. 430-435,
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The decay of Lombard enterprises’ financial conditions, particulatly in the
engineering, plastic and textile sectors influenced the trend to gradually
redefine the methods used for issuing credit to them. SMEs tended more
and more often to have a recourse to debts, and the reasons for this are
various. One of the main causes was the reduction of profit margins, on
the contrary the trend to invest depended on different factors, such as
the increasing dimensions of the enterprises, the growth in importance
of the technical lock-ups, the growth of the circulating capital due to the
changed commercial policy and to the price increase of raw materials.
Last but not least, monetary inflation, a macroeconomic factor, grew in
importance too. Therefore the ratio between owner equity and debts
decreased, thus worsening the enterprises’ economic accounts, increasing
their financial rigidity and considerably raising the cred1tors r1sk which
became higher than that of the enterprise.
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Graph 3. Development of requests, industrial production and GDP
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Table 9. Credit market share of the 8 major institutions (average values 1960-1966)

Mediobanca Imi Crediop Medio Lomb. Efibanca  Interbanca Centrobanca  Isveimer Total
5.33 28.92 20.53 339 5.00 3.07 1.80 6.75 74.79

Table 10. Credit market share of the 8 major institutions (average values 1980-1986)
Mediobanca Imi Crediop Medio Lomb. Efibanca  Interbanca Centrobanca  Isveimer Total
7.33 25.92 17.53 439 5.39 5.07 3.12 6.75 7550

Source: M. DE Cecco - G. FerRl, Le banche d'affari in Italia. ‘






Industrial Credit and Special Banks
in Relaunching the Italian Banking System

after World War 11

by Andrea Leonardi

1. The physiognomy of the Italian banking system as defined in 1936

The Ttalian banking system acquired its principal institutional characteristics
from the 1936 banking law'. The purpose of the legislation promulgated
in that year was to prevent any repetition of the severe instabilities that
- had afflicted the country during the 1920s and early 1930s, and which
had been due to an excessive overcrowding of the credit system on the
one hand, and an alliance between banks and companies on the other.
The structure of the large banks had undergone changes which produced
such major distortions that the bulk of credit issued by those banks — as
Raffaele Mattioli wrote — «was furnished to a small number of companies,
one hundred or so, which had been able to develop considerably with
such help but were utterly dependent upon it. In other words, they were
under the control of the banks, whose loans to that group of companies
entirely absorbed all the funds that they had collected ... Their physi-
ological symbiosis had turned them into monstrous Siamese twins»?.

The legislative act — after the enormous depletion of the state coffers to
repair the damage caused by the collapse of the Italian financial system
at the beginning of the 1930s — was intended to restore a climate of
trust among savers. It decreed, firstly, that the defence of savings was
the ultimate purpose of the system, and indeed that the state would act
as their guarantor, and secondly, that a rigid separation must be imposed
between the exercise of short-term and long-term credit, thereby strongly

Translated by Adrian Belton

G RUTA, Il processo di formazione della legge bancaria, in «Bancaria», 24, 1966, pp.

809 ff.; S. Cassese, Documenti sulla preparazione della riforma bancaria del 1936, in S,
CassESE, La formazione dello Stato amministrativo, Milano 1974, pp. 127-174.

2 R Marriow, [ problemi attuali del credito bancario, in I fidi delle aziende di credito,

Milano 1961, p. 261.
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curbing the tendency to reconstitute financial intermediaties replicating the
model of the mixed bank?. According to Donato Menichella?, appointed
Director General of IRI in 1934 and one of the main architects of the
1936 bank reform law?, it was necessary to prevent the banks from being
«intimately involved with too many industrial businesses, and above all
to ensure that [they were] not tied to those businesses by large amounts
of industrial shares and dead loans which transferred effective control
over industry to the banks»®,

The banking law created a robust bulwark between banks and companies.
It prevented credit institutions from acquiring shares in companies, and
it subjected them to the rigid control of a supervisory authority endowed
with broad powers, but also exercising an effective capacity for deterrence
deriving from the moral suasion granted it by the entire banking system’.

The results of the new normative framework could not be enjoyed in the
brief intetval of time that elapsed between promulgation of the law and
the outbreak of the WWII. However, upon conclusion of the war, and
once democracy had been restored, the effectiveness of the system cre-
.ated in 1936 was immediately subject to scrutiny. Within the Constituent
Assembly, a comprehensive debate was conducted on the role to be
given to credit intermediation, the weight in the latter to be attributed
to public bodies, and the controls that would have to be exercised upon
it. Whilst careful reflection led to the formulation of Article 47 of the

> G. FerrARL, Credito speciale e finanziamento degli investimenti in Italia negli anni

Settanta, in G, Ferrart - E D1 Pasquatl - D.P. Pepant - A. TRIONE, Mercato finanziario,
credito speciale ¢ finanziamento degli investimenti, Milano 1984, pp. 14-15.

4 After his experience on the board of the IR, Menichella was appointed Director
General of the Bank of Italy on May 9, 1946. S. Ricossa, Introduzione, in S, Ricossa -
E. TucciMel (eds), La Banca d’Italia e il risanamento post-bellico 1945-1948, Roma - Bari
1992, p. 41; A. GIGLIOBIANCO, Via Nazionale. Banca d’Italia e classe dirigente. Cento anni
di storia, Roma 2006.

> M. DE Cecco, Donato Menichella e la struttura del sistema bancario italiano, in UFFICIO
RICERCHE STORICHE DELLA BANCA D'ItALIA (ed.), Donato Menichella. Testimonianze e studi
raccolti dalla Banca d’Italia, Roma - Bati 1986, pp. 75-83.

¢ Speech given by Menichella on June 26, 1954 to the seminar week on banking stud-
ies held at Passo della Mendola; now in F. CotuLA - C.O. GELSOMINO - A. GIGLIOBIANCO
(eds), Donato Menichella. Stabilita e sviluppo dell’economia italiana 1946-1960, vol. 2:
Considerazioni finali all'assemblea della Banca d'Italia, Roma - Bari 1997, 1, p. 533.

7 'R BeLL, «Controllo-governos del credito: indagine sull evoluzione dell’ordinamento,
in P. VItaLE (ed.), Lordinamento del credito fra due crisi (1929-1973), Bologna 1977, pp.
25-78. ‘
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Constitution®, it also favoured approval of legislative Decree no. 691 of
July 17, 1947, which instituted the Interministerial Credit and Savings
Committee (Comitato Interministeriale per il Credito e il Risparmio,
CICR) and thus sanctioned the institutional separation between the
administration of credit and its supervision. The former was the respon-
sibility of the CICR, which had the task of linking economic and credit
policies while exercising vigilance on behalf of the Bank of Italy’, The
entire reorganisation came about with the approval of the reconstituted
Italian Banking Association (Associazione Bancaria Italiana, ABI), which
shared responsibility for initiatives intended to apply and integrate the
1936 reform law, adapting it to the requisites of both reconstruction and
reintegrating the Italian economy into the international system'.

There thus effectively began a new season for Italian banking activity,
which now exhibited two distinctive features: the tetritorial and opera-
tional specialisation of credit institutions and the massive presence of
state agencies — primarily the IRT — in the credit system'’. According to
the Bank of Italy, the objectives to be putsued by banking policies in
the post-war years of reconstruction had to rest on certain immutable
pillars. The first was the financial stability of the banking system, and
therefore the gradual removal of industrial credit from public protection,
with the consequent transfer of risk from the state to enterprises, The
second was the enforcement of the distinction legislatively enacted in
1936 between short-term and long-term credit. The third was constant
vigilance against possible bank failures, with the consequent costly bailouts
financed by taxpayers. In addition, the fourth was a constant endeavour
to curb currency risks'2. '

8  Subsection 1 of Article 47 states: «The republic encourages and protects saving in
all its forms, it regulates, coordinates and controls the provision of credit».

® E. D’Atserco, Tutela del risparmio e controllo del credito, in «Rivista bancaria», 27,
1947, 3-4, pp. 39 ff.; G. SANGIORGIO, Le autoritd creditizie e il loro potere, in «Quaderni
di ricerca giuridica», 27, marzo 1992, pp. 16 ff.

10 PF Asso - S. NErozzi, Storia dell’ ABI. L'Associazione Bancaria Italiana 1944-1972,
Roma 2006, p. 38, pp. 114-115.

1 G, ALBARETO - M. TRAPANESE, La politica bancaria negli anni Cinguanta, in F. CotuLA
(ed.), Stabiliti e sviluppo negli anni Cinqguants (Collana storica della Banca d’Italia, 3:
Politica bancatia e struttura del sistema finanziario), Roma - Bari 1999, p. 9.

12 PF. Asso - G. RartaNo, Trasformazione e sviluppo del credito mobiliare negli anni del
Governatorato Menichella, in F. Cortura (ed.), Politica bancaria, p. 337.
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2. The banking system and reconstruction

A document drawn up in June 1947 on behalf of the deputy Governor of
the Bank of Italy, Donato Menichella, furnishes insights into the decisions
taken at that time. The document, entitled Financing the Reconstruction
and the Control of Investments (Finanziamento della Ricostruzione e
Controllo degli Investiments), drawn up by the Servizio Vigilanza (the
Bank of Italy’s supervisory authority), began by emphasising the propulsive
function that the banks would be required to assume in reconstructing
Italy and reintegrating it into the international economic system®. «The
first important function of the credit institutions in this. phase of the
post-wat economy is to engage — with suitable actions of education and
propaganda and, above all, a coordinated credit policy ~ in the process of
saving formation, stimulating the latter and promoting accumulation and
development»", However, it was necessaty to go further, by generating
what was defined as «the essential function of credit institutions»: namely
«to impart, through a well-designed system of choices on the market, the
most vigorous and highest return on capital because they are applied to
the most productive investments in the technical-economic sense and in
conformity with the overall purposes that are to be achieved. It is evident
that, in this field, the credit institutions cannot be unconstrained in their
action and undertake unilateral initiatives: it is necessary to establish
clear directives in regard to the regulation of bank loans and the issue
of credit, which is tantamount to laying down credit policy lines which,
if they are to be implemented successfully, must be strictly linked to an
overall economic plan and be included within the broader framework of
the state’s economic policy directions»?.

Among the undertakings deemed of particular importance in relaunching
the Italian economy, the report of June 1947 cited the impulse that the
banking system could give to the Italian production system’s re-entty into
international markets. Indeed, the main task of the banks would be that of
«contributing to the progressive reconstitution of our trade relations with
foreign countries, interrupted or diverted or slackened or even paralysed
by the war and the defeat. There is an entire world to reconstruct. The

B Archivio Storico della Banca d'ltalia (henceforth ASBI, Vigilanza sulle aziende di
credito, pratt., no. 36, fasc. 1, Relazione del 18 giugno 1947.

14 ASBI, Vigilanza sulle aziende di credito, pratt., no. 36, fasc. 1, Relazione del 18 giugno
1947. '

5 ASBI, Vigilanza sulle aziende di credito, pratt., no. 36, fasc. 1, Relazione del 18 giugno
1947,
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credit institutions with their good name, with their tradition, with their
organisation, are the instruments best suited to reactivating international
trade flows»'S,

After the end of the war, it was necessaty to ascertain whether the structure
adopted in 1936 had proved efficacious in addressing the problems of
reconstructing and relaunching the Italian production system. In effect,
the vacuum left by the demise of the mixed bank did not appear easy
to fill, in that the creation of special credit banks was envisaged but
not enacted. Although specialised intermediaries (land credit institutes,
agricultural credit institutes, the Credit Institute for Public Utilities
[Istituto di Credito per le Imprese di Pubblica Utilita, ICIPU]) already
operated in the medium-long term to the advantage of agriculture and
the construction, industrial firms were still waiting for new intermediar-
ies, whose creation would depend on the endowments decided by the
state. It was not possible to determine in what direction the latter would
move, once the corporative trappings imposed by the previous regime had
been removed, and while the structure assumed by the financial market
was still not entirely clear. There was no certainty, in fact, that it would
be able to convey savings, independently of public intervention, towards
investments that would anyway have to be integrated with state interven-
tions targeted on the achievement of important goals of a general nature!”.

It should nevertheless be borne in mind that the first post-war govern-
ments had implemented an emergency plan which envisaged schemes
for financing industrial reconstruction. But because this plan had been
drawn up in a particularly turbulent phase, its provisions were decidedly
uncoordinated. Moreover, it had emitted the first signals of a possible
mix between short-term credit and industrial credit'®. The result was
that the set of emergency initiatives dissatisfied both the industrialists,
who complained to the Treasury about the paucity of the appropriations
allocated to reconstruction, and the heads of the industrial credit banks,

16 (It is through their experience», the report added, «that the existence and the extent
of the possibilities of absorbing and supplying the other markets can be identified; it
is through their work of penetration that the placement of our products and services
can be achieved. The work of the credit institutes, in this specific sector, transcends the
dimension of mere credit and acquires broader economic and political features» (ASBI,
Vigilanza sulle aziende di credito, pratt., no. 36, fasc. 1, Relazione del 18 giugno 1947).

Y7 G. Narvozz, Note sull accumulazione di capitale e sulla politica della Banca d'lialia
negli anni Sessanta, Milano 1979, pp. 63-64.

18 PF Asso - G. Ramano, Trasformazione e sviluppo, pp. 324-325.
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particulatly IMI (Istituto Mobiliare Italiano) and ICIPU, worried about
the curtailment of their function and about the lack of directives in the
field of industrial credit®®. .

Faced with a situation that displeased all parties, the Governor of the
Bank of Italy, Luigi Einaudi, firmly rejected the suggestion that the
Bank of Italy might concern itself directly with credit for industry. In
Einaudi’s opinion, with regard to industrial credit, the central bank
should not exceed its remit of defining and directing the operational
framework. It should obviously supervise the institutions issuing credit
of that kind, but it should not participate directly in the allocation of
resources®, The Treasury consequently resorted to the state-owned banks
in order to support industrial companies. The result was that ordinary
credit encroached on the industrial credit sector, and the Treasury had
to resort to normative devices to maintain the distinction between short
and medium/long-term credit, which - according to the provisions of
the 1936 law — had to be issued by formally distinct structures®. The
birth of the industrial credit sections and the other «special» sections of
the state-owned banks therefore came about in a situation, which was
fundamentally one of emergency, with the objective of disbursing, in the
form of medium/long-term loans, the funds made available by the state
to support the countty’s industrial revival®,

The law in force also stipulated that the only way in which banks grant-
ing long-term loans could raise funds was through the issue of bonds, so
that they were precluded from collecting any form of monetary deposits.
These, therefore, were «non-banks»?. In fact, however, the creation of the
special sections, starting with the industrial credit section of the Banco di
Napoli?*, could generate confusion, as Menichella complained in a letter

19§, BartiLosst, Lerediti della banca mista. Sistema creditizio, finanziamento industriale

e ruolo strategico di Mediobanca, 1946-1956, in «Italia contemporanea», 185, dicembre
1990.

2 DF. Asso - G. Rarrano, Trasformazione e sviluppo, pp. 326-327.
2 Ibidem, p. 331.
2 T Cortuta (ed.), Politica bancaria, p. XX1.

P. BARATTA, Banche e non banche. Menichella, il credito mobiliare e il completamento
della riforma bancaria nel dopoguerra. Commento, in E. CotuLa (ed.), Politica bancaria,
pp. 594-595.

% P. CroGE, Il credito industriale nel Mexzogiorno: il caso dellISVEIMER, in E CoTuLA
(ed.), Politica bancaria, pp. 601-620.
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to the Treasury on November 3, 1946%, What the future Governor feared
was that operation of these institutes portended a return to behaviour
typical of the mixed bank, which he viewed as an eventuality to be
averted at all costs.

3. The role of the special credit institutions and the birth of Mediobanca
" and Centrobanca

Given this setting, the Bank of Italy was evidently suspicious of any
expansion of the special credit institutions, and of the uncontrolled
growth of industrial credit, which was likely to produce a non-selective
increase in facilitated credit. This would impose a heavy financial burden
on the government budget, thereby diverting public action away from
the structural interventions necessary to relaunch the national economy?,
Moreover, Italian entrepreneurs in the post-war period had inherited a
system in which an oligopolistic production structure had prevailed, and
which had gained conspicuous advantages from the protectionist ideol-
ogy that permeated the dominant industrial culture and was substantially
fostered by both the state and the banks”. During the inter-war period,
the financing of businesses had taken the form of the semi-compulsory
requisitioning of funds whereby the latter «where channelled towards uses
defined and implemented by a small elite of financiers and industrial-
ists»?®, Even after the turning point of 1936, the self-financing capacity of
companies, combined with a series of government orders, did not generate
substantial demand for medium/long-term funds by the largest groups,
whilst the small-firm system was unable to achieve sufficient dynamism
to generate demand for long-term financing?,

The situation in the post-war period was entirely different. Industrial
companies had not only to undertake reconstruction but also to deal
with the international production system, once the isolationist barriers

% Letter from the Director General of the Bank of Italy, Donato Menichella, to the
Treasury on November 3, 1946; quoted in P. BARATTA, Banche e non banche, pp. 595-596.

% E CoruLa, Introduzione, in F. Cotura (ed.), Politica bancaria, p. XXIL
2 G. Ferrarl, Credito speciale, p. 17.

2 M. DE Cecco, Banca d’Italia e «conquista politicar del sistema del credito. Tecnocra-
zia e politica nel governo della moneta tra gli anni °50 e '70, in Il governo democratico
dell’ economia, Bari 1976, p. 28.

2 P. GRIFONE, Il capitale finanziario in Italia, Torino 1971, pp. 176-80.

207



created by the fascist regime had been removed. Moreover, the demand
for medium/long-term credit was still not clearly defined, in that it was
difficult to discern clear signals of dynamism in the private investment
sector, even though firms could benefit from a high price level and low -
labour costs. This was matched by parallel growth in the cash endow-
ment funds made available by the publicly owned enterprises, as well as
in the bond issues that would yield new resources for industries. A more
balanced composition of company liabilities therefore seemed necessary™.

It was in this context that the three nation-wide banks took the initia-
tive of creating — contraty to the wishes of the Bank of Italy — a new
industrial credit institute: the Banca di Credito Finanziario, otherwise
known as Mediobanca. A joint-stock company of this kind had been
urged by the Banca Commerciale Italiana, and primarily by Raffaele
Mattioli, who did so with the backing of Entico Cuccia, who already in
1944 had drawn up a draft statute. The task of the new institute would
be to finance only dynamic and profitable firms perhaps immobilised in
production activities to be restructuted and modetnised. It would pref-
erably deal with medium-sized firms, which would receive assistance for
the period necessary for them to regain financial equilibrium and then
directly address the stock and securities market®. The stockholders in
the new joint-stock company would be the three nation-wide banks, the
five state-owned banks, the Banca d’America e d’Italia, and the Banco
S. Spirito, as well as the Bastogi financial company and three insurance
companies: General, RAS and INA, However, after two years of negotia-
tions, the new institute did indeed corfie into being, but with the support
of decidedly fewer financiers, also because of the Bank of Italy’s objection
to the project and the outright opposition raised by the ABI*2 In fact,
when by a ministerial decree of April 29, 1946, Mediobanca received
authorisation from the Treasury to begin operations, the new bank’s
founding capital was conferred, in equal parts, by only the three banks
owned by the IRT?, '

The reaction of the banking system as expressed by the ABI was one of
great concern: it was feared that the birth of Mediobanca would create
a bias in the sector of financial and credit intermediation entirely to the

30 G. Ferrarl, Credito speciale, p. 18.

3 PE Asso - G. RartaNo, Trasformazione e sviluppo, pp. 360-361.

32 PF Asso - S. Nrrozzl, Storia dell’ABI, pp. 131-136.

¥ M. DE Crcco - G. Ferri, Le banche d’affari in Italia, Bologna 1996, pp. 95-119,
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advantage of the nation-wide banks. However, the loud protests voiced
by the president of the ABI, Stefano Siglienti*, were not followed by
revocation of the authorisation to operate granted to Mediobanca; nor,
as the president of the ABI wanted, by the suppression of the special
credit sections and concentration of credit transactions for medium and
long-term investments into a single institute. On the contrary, and more
simply, a government decree of August 23, 1946, brought Mediobanca
under the Bank of Italy’s supervisory control®.

Nevertheless, a rift had opened up in the organisational structure of the
industrial credit sector. The advent of Mediobanca provoked ferment
among the various categories of banks, which feared that the new institute
would interfere in their normal banking activities, and obviously, in the
medium-term operations which they also intended to undertake. Action
was taken almost simultaneously in April 1946 by the ICCRI (the credit
institute of the savings banks) and the central institute of the people’s
banks. The fears expressed to the Treasury by the representatives of
these intermediaries was that Mediobanca might provoke a shift of sav-
ings accounts by offering higher rates, and that, in parallel, customers
who usually applied to their institutes for normal short-term transactions
might take out medium-term loans with Mediobanca and also transfer
short-term operations to it*°,

This was the occasion to request that the authorisation to issue medium-
term credit be extended to a wider range of banks. Because the applicants
wete representatives of banking companies operating throughout the
country, the extension which they requested would have made it possible
to remedy the limitations evident in that difficult period in the issue of
medium-term credit to smaller firms. Nevertheless, although the Director
General of the Bank of Italy, Menichella, accepted some of the arguments
put forward by the proponents, his reaction was substantially negative,
because he was hostile to the proliferation of new banks”’. Despite the
. opposition by Menichella — who amongst other things realised that if an
institute administered by the people’s banks was authotised, it would

34 ASBI, Archivio Einaudi, fasc. 120, Associazione bancaria italiana ~ Corrispondenza,
letter from the President Stefano Siglienti to the Treasury Minister Epicarpo Corbino
and to the Governor of the Banca d'Italia Luigi Einaudi, Juli 15, 1946.

3 PE Asso - G. Rarrano, Trasformazione e sviluppo, pp. 368-369.
36 Ibidem, p. 381.
31 Ibidem, pp. 381-386.
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have to cater to a clientele different from that already served by the
institutes of medium-term credit already operating — in May 1947, the
Treasury Ministet, Pietro Campilli, gave his approval for Centrobanca to
do medium-term business®®,

4, The multiplicity of industrial credit banks

Already in 1948 there were seventeen banks in Italy authorised to issue
industrial credit: the IMI, the ICIPU and the Public Works Credit
Consortium (Consotzio di Credito per Opete Pubbliche, CREDIOP), that
is, publicly-owned institutes which collected savings by issuing bonds; two
institutes opened on the initiative of both nation-wide credit institutes,
and ones of a different kind: i.e. Mediobanca and Centrobanca, but also

© the Industrial Lending Institute (Ente Finanziamenti Industriali, EFT),

which though created by the Treasury, issued bonds on a par with the
other two institutes but could also draw on the market through forms
of saving collection which likened it to the ordinary banks. There were
then the industrial credit sections of the Banco di Napoli, the Banco di
Sicilia, and the Banco di Sardinia, which operated with funds furnished
by their respective banking companies and funds directly disbursed by
the Treasury, but could also issue bonds. A particular position was occu-
pied by the Institute for the Economic Development of Southern Italy
(Istituto per lo Sviluppo Economico dell'Ttalia Meridionale, ISVEIMER),
set up as an autonomous foundation of the Banco di Napoli and which -
drew entirely on the latter’s funds. A further five institutes did not
collect savings in any form and were entirely dependent on the credit

companies of which they were branches: these were the sections of the

BNL (Banca Nazionale del Lavoro) which issued credit to small and
medium-sized firms, the hotel and tourism industry, the film industry,
and for cooperative enterprises, as well as the mining credit section of
the Banco di Sicilia. Added to these were the Cassa per il Credito alle
Imprese Artigiane (which advanced credit to artisan firms), financed by
the savings banks, and finally the Istituto di Credito per il Lavoro Italiano
all’Estero (credit for Italian workers abroad), which was funded by the
issue of state-guaranteed bonds*’.

8 Ibidem, p. 387.

*®  ASBI, Vigilanza sulle aziende di credito, pratt., no. 8731, fasc. 1, Relazione 1949
Vigilanza crediti speciali, pp. 43-47.
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In parallel with the growing number of industrial credit institutes, the
Industrial Securities Finance Consortium (Consorzio per Sovvenzioni
su Valori Industriali, CSVI) diminished in importance, although in the
immediate post-war petiod it had resumed its industrial financing opera-
tions, substantially acting on behalf of the Bank of Italy®, After 1947,
howevet, its operations steadily dwindled because the Bank of Italy had
decided to dispense with its services, with its subsequent demobilisation,
which was formally decided in May 1958%. The fate of the EFI was
different. Created in 1939 by the Treasury under the aegis of the Bank
of Italy substantially to sustain the burden of war expenditure, on the
initiative of Cesare Merzagora the EFI, was converted into an industrial
credit institute®.

Therefore, in the exercise of medium/long-term credit intermediation,
where, besides operating with funds collected by bond issues, banks dis-
tributed financial means made available by the Treasury and originating
from international aid®, and in parallel distributed the benefits granted
to various industries by the state through special legislation, they acted
without effective supervision by the Bank of Italy*, reacting instead to
the pressures applied by the ABI®,

40 G. PARRAVICINL, L'ordinamento bancario e l'attivitd creditizia, Milano - Roma 1947, pp.
101-108.

4 PE Asso - G. Rawrano, Trasformazione e sviluppo, pp. 343-359.

4 In 1957, the institute’s corporate name was changed to Efibanca, Ente Finanziario

Interbancario. Its.task became to act as a private channel for the recovery of foreign
loans and for the collection of medium-term savings. It specialised in the placement of
securities issued by its members through the creation of banking syndicates. During the
1950s it obtained various advances on current account from ordinary credit banks (ibiden,
pp. 373-380).

# To be mentioned in particular are the funds allocated by emergency legislation to

industry and to finance the engineering industry; aid for the Mezzogiorno; the funds
allocated to shipbuilding and to restructuring the rail and road network; the funds made
available by the Marshall Plan for the purchase of plant and machinery; and the coun-
terpart funds managed by the IMI (M. ToNDo, I crediti speciali. Credito mobiliare, Roma
1962, pp. 74-5; S. BarriLossi, L'ltalia nel sistema economico internazionale. Il management
dell’integrazione. Finanza, industria e istituzione, 1945-1955, Milano 1996, pp. 152-156; G.
LoMBARDO, Lapporto dello European Recovery Program (piano Marshall) alla ri-progettazione
dell'industria italiana nel secondo dopoguerra: modernizzazione, conflitti e produzioni off
limits, in A. BONOLDI - A. LEONARDI (eds), La #inascita economica dell’Europa: Il Piano
Marshall e Parea alpina, Milano 2006, pp. 61-86).

4 S, Barrwossy, Leredita della banca mista.
“ PFE Asso - S. NErozZI, Storia dell’ABI, pp. 145-150,
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It should be pointed out, however, that it was mainly the IMI which
handled the concession of public funds to industrial companies. The
state had entrusted it with managing the disbursement of special funds,
among which the various segments of the interventions envisaged by the
ERP and those connected with them — FLAM 1 and FLAM 2 (funds
to purchase machinery with lire), FAS (fund for purchases in pounds
sterling) as well as the FIM (engineering industry fund) — operations
undertaken by the IMI besides its normal bond activities and medium/
long-term lending®.

This was a situation, which — according to Confindustria — penalised small
and medium-sized firms, which urged the creation of publicly supported
regional institutes able to provide them, as well, with medium/long-
term credit’”. However, when on June 22, 1950, Law 445 instituting the
regional medium-term credit banks was enacted, facilitating their creation
with special tax exemptions, the conditions were not yet in place for the
innovative advance envisaged by the legislators.

5. The regional medium-term credit institutes

The special credit office of the Bank of Italy’s Servizio Vigilanza was
overtly sceptical about the viability of the regional medium-term credit
institutes, and intheir regard included the following somewhat caustic
comment in its 1950 activity report. «No such institute, despite sporadic
efforts, has come into being. The scant initiatives promoted — and which
have gone no further than the enunciation of generic programmes — have
started from the assumption of immediate and almost prior financial
intervention by the state. More solidly-grounded and fruitful, instead,
have been the initiatives undertaken to transform and expand the institutes -
already in operation»*, In effect, besides the scepticism expressed by the
Servizio Vigilanza, confirmation of the obstacles against the opening of
medium-long credit institutes was forthcoming in July 1952, when Law

4 G. FaLciont, LIMI. Passato e presente del credito industriale, Milano 1986; G. Lowm-
BARDO, LIstituto mobiliare italiano, 1L: Centralita per la vicostruzione: 1945-1954, Bologna
2000.

4 G. GuaLERNI, Ricostruzione e industria, Milano 1980, pp. 50-54.

% Despite its declared scepticism concerning the regional medium-term credit banks,

the report specified: «the department has, however, drawn up a draft statutes for the
regional Mediocredito banks, ASBI, Vigilanza sulle aziende di credito, pratt., no. 8731,
fasc. 1, Relazione 1950.
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949 established the Istituto Centrale di Credito per la Piccola € Media
Industria (henceforth Mediocredito Centrale) even though only one
regional institute — Medioctedito Piemonte — had been created®.

This state of affairs was once again stigmatised by the Servizio Vigilanza
of the Bank of Italy. Its 1952 report on the special credit sector stressed
the breakthrough of the previous year’®; but in parallel, almost as if
to affirm its inadequacy, urged the institute’s administrators to devote
greater attention to the problems of financing small and medium-sized

. firms, thereby concurring with the observations made by Confindustria:

«Although medium-sized and small firms, which are of especial importance
for the purposes of production and labour employment in the countty,
have not been entirely forgotten by the provisions enacted on the matter
in this post-war period, they have not been able to benefit significantly
from efficacious assistance, due to the paucity of the funds allocated to
them, the excessively low credit ceiling (15 million lire) granted. them,
and finally the lack of a suitable decentralised credit system responding
to local needs. It is true that Law no. 445 of June 22, 1950, sought to
impose a solution to these problems by providing for the. creation of
special regional institutes, with the participation of credit and insurance
companies, but the said institutes (for which the credit ceiling was raised
to 50 million lire) would have to operate exclusively with their own
means (capital grants, the issue of bonds). This without doubt impeded
their creation, because the volume of business that they could undertake
was by necessity very restricted, since they could not demobilise part of
their loans before expiry and, moreover, could not rely on conspicuous
endowments ot grants from their participants ... Therefore the govern-
ment has deemed it opportune to create a central agency through which
all the said institutes may, within certain limits, support part of their loans
through rediscounts, credit transfers, and absorptlon of securities issued

by the institutes themselves»”'.

However, the creation of Mediocredito Centrale also had the purpose of
financing every type of industrial credit institute, and thereby institution-

4 PE Asso - G. Rairano, Trasformazione e sviluppo, pp. 421-423,

0" The reference is to Law 949 of July 25, 1952, which instituted the Istituto Centrale per
il Credito a Medio Termine a favore delle Medie e Piccole Industrie, i.e, «Mediocredito
Centrale».

31 «Obviously», the report concluded, «this central agency will be prohibited from enter-

ing into direct relationships with industrial companies», ASBI, Vigilanza sulle aziende di
credito, pratt., no. 8731, fasc. 1, Relazione 1952.
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alise the financing of small and medium-sized firms®, With the emission
of credit through Mediocredito Centrale to the broader industrial credit
system, the state would coordinate actions to rationalise production in
the industrial sector but also remedy the disparities among the various
areas of the country”.

Governor Menichella nevertheless insisted that the creation of region-

ally based credit institutes would only make sense if they were able to

operate with their own capital independently of state support. He was

especially opposed to the logic that tied the institution of the regional -
«Mediocredito» banks to government aid. Such aid, Menichella argued,

should not be prolonged beyond the end of the emergency, and it should

always be of a temporary and extraordinary nature®, This distrust in

operations that might prové risky, or at least inadequate, because they

were not sufficiently supported by local financial institutes, became fully

manifest in 1961 when authorisation was refused for the creation of a

medium-term credit institute for the region of Puglia®. Although the

proposal to create the Mediocredito Regionale Pugliese had been under-

signed by fourteen banks in the provinces of Lecce and Brindisi, it was -
rejected on the grounds that it lacked real «regionality» and above all
might harbour «interests which are instead personalistic and not entirely
genuine»’®. Rather than creating new special institutes, the Bank of Italy
stressed, those already in existence should be assisted by being adequately
financed and allowed to operate at a more specifically local level. It was
therefore necessary to take action in the countty’s various areas in order
to supersede stakes by identifying local funding sources that would enable
the néw institutes to operate”.

2 P. PrLurro - V. Giaccut: (eds), Storia del Mediocredito Centrale, Roma-Bari 1997, pp.
60-62,

3 D. SERRANL, Lo Stato finanziatore, Milano 1971, pp. 110-120.
> PF. Asso - G. Rarrano, Trasformazione e sviluppo, pp. 412-415,
> ASBI, Vigilanza sulle aziende di credito, pratt., no. 8729, fasc. 1.

Advisory opinion issued on June 12, 1961 by the Servizio Vigilanza of the Bank of
Ttaly, ASBI, Vigilanza sulle aziende di credito, pratt., no. 8729, fasc. 1. A subsequent
memorandum sent to the Governor a few days later (on June 22, 1961) stated that «it
would instead seem opportune that the small applicant banks, none of which is currently
a member of ISVEIMER, should be invited to join that institute on the occasion of its
expansion», ASBI, Vigilanza sulle aziende di credito, pratt., no. 8729, fasc. 1.

7 P. PrLurro - V. GiaccHi (eds), Storia del Mediocredito Centrale, pp. 15-32.
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The slow take-off of the regional industrial credit institutes was due on the
one hand to the inadequacy of the initiatives undertaken by the banks in
the country’s various regions, and on the other to obstacles raised by the
supetvisory authorities, which, as said, were sceptical that Law 445 could
be effectively applied’®. However, through the creation of Mediocredito
Centrale, the decision was taken to pay specific attention to the needs
of small and medium-sized firms.

6. Critical aspects of medium/long-term financing

However, not everything worked satisfactorily nor, above all, in line with
clearly-defined policies. «The strong growth of the Italian economy»,
commented Raffaele Mattioli, a leading figure in the banking system of
those years, «was characterised by a proliferation of initiatives, a swarm
of projects and plans, an ubiquitous desire for growth which generated a
pressing and largely indiscriminate demand for credit and capital: demand
which revealed the inadequacies of the bodies and mechanisms put in
place, and which sought to bend all means available to its purposes. In
such circumstances, the trend of financial credit could not be synchronous
with that of ordinary credit. The former certainly functioned, and also
developed, but at a rate which tended constantly to be overwhelmed by
ordinary  credit»”. Mattioli’s comments were certainly not out of place.
Now that the most critical years of the immediate post-war period had
passed, criticisms began to be voiced in the financial industry concerning
the rigidities imposed on the Italian banking system by the law of 1936,
whilst banks sought devices with which to circumvent them.

The 1951 report on the banking system sent to the Governor of the Bank
of Italy by the Servizio Vigilanza signalled a «recrudescence of unauthor-
ised loans amounting to more than one-fifth of corporate assets, or made
to firms not within the bank’s sphere of action», to the point that it had
been necessary to intervene with «forceful warnings and severe admoni-
tions to those banks exhibiting clear resistance to the regulations»®.

%8 The Premessa to the 1950 report by the Bank of Italy’s Servizio Vigilanza spoke of
the «proliferation of new and not always opportune initiatives» liable to provoke «distor-
tions in banking activity», ASBI, Vigilanza sulle aziende di credito, pratt., no. 17, fasc.
7, Relazione 1950. This was a manifest expression of opposition against the regional
Mediocredito institutes envisaged by Law 445 of 1950.

3 R. Marriows, I problemi attuali, p. 223.
€ ASBI, Vigilanza sulle aziende di credito, pratt., no. 19, fasc. 2, Relazione 1951.
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Already in 1951, therefore, the supervisory authority discerned evident
symptoms of restiveness among certain banks, which in order to disguise
transactions in breach of the law had adopted behaviour which was clearly
to be censured: namely «accounting expedients devised to conceal profits
or losses, trade-offs between assets anid liabilities as devices to conceal
loss-making transactions and to evade the rules on the ‘banking reserve’ or,
sometimes, also to eliminate accounting records connected with illegitimate
or anyway censurable activities ... Alsoto be emphasised is the develop-
ment, in deftance of reprimands again addressed to banks, of transactions
undertaken solely to assist clients in the avoidance of taxes, taking the
form of credit openings with simultaneous payment of the proceeds into
savings accounts, i.e. of forwards for minimal sums in comparison to the
amount of the securities»®'. The fact that the provisions of law on invest-
ments intended to avoid lock-ups and in every way to prevent direct — or
even worse, exclusive — shareholdings between banks and enterprises, was
evaded in operational practice through breaches of credit ceilings and
the prolongation of loan repayment schedules. Such behaviour was also
stigmatised in the 1952 report by the Servizio Vigilanza of the Bank of
Italy. «The unauthorised granting of credit exceeding one-fifth of assets to
firms-located outside the bank’s zone of competence continues to occur
with a certain frequency, especially in the case of banks which, operating
in areas that offer greater opportunities to collect deposits, appear to be
in possession of excess current assets»®, ‘

Faced with a constant growth in bank deposits — which had increased
from 2,233.3 billion lire in 1950 to 2,688 billion in 1951, climbing to
3,335.4 billion in 1952, 4,000 billion in 1953, 6,000 billion in 1956,
7,500 billion in 1958, and then exceeded the 10,000 billion threshold in
1960% — and a production system in constant expansion and therefore
hungty for financial resources, it was logical for the credit institutes to
seek organisational arrangements able to fill the vacuum created by the
abolition of the mixed banks.

Consequently, given the need to finance the relaunching of the industrial
system once the process of post-war reconstruction had been completed,

1 ASBI, Vigilanza sulle aziende di credito, pratt., no, 19, fasc. 2, Relazione 1951.
62 ASBI, Vigilanza sulle aziende di credito, pratt., no. 20, fasc. 1, Relazione 1952.

©  Banca D'ITALIA, Adunanza generale ordinaria dei partecipanti. Relazione 1950, Roma
1951; Relazione 1952, Roma 1953; Relazione 1953, Roma 1954; Relazione 1954, Roma
1955, Relazione 1955, Roma 1956; Relazione 1956, Relazione 1957, Relazione 1958, Roma
1959; Relazione 1959, Roma 1960; Relazione 1960, Roma 1961.
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Graph 1. The fiduciary assets of banks (1950-1960)
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and with the demands of companies intending to modernise their equip-
ment and introduce advanced technologies so that their products could
compete on international markets, it was evidently not possible to rely
exclusively on self-financing operations*. The Bank of Italy reacted to
these requirements by orchestrating a covert transformation of industrial
credit that complied with the principle of separateness between bank and
company, and consequently maintained the distinction between ordinary
and industrial credit®. In parallel, as repeatedly emphasised by the reports
of the Servizio Vigilanza, «moral suasion» was constantly applied to all
types of banks so that credit transactions be directed towards sustainable
business initiatives, besides securities on mortgages, and the maximum
attention paid to the needs of small and medium-sized firms.

7. An interesting analysis on the financing of small and medium-sized firms

Overall, as De Cecco stressed, the financial system was not fully aware
of the needs of a broad array of firms operating in unprecedented cir-
cumstances®, In the second half of 1952, however, immediately after the
enactment of Law 949, the Bank of Italy’s Servizio Vigilanza directed
Governor Menichella’s attention to an interesting dossier profiling Italy’s
industrial structure, and which stressed the financing needs of the various
categories of enterprise®. The dossier began by pointing out that «the
bulk of industrial activity [is] undertaken by small and even micro firmss.
It then went on to describe the organisational and productive structure
of such firms. The most interesting part of the document — which shows
that at least the Bank of Italy had endeavoured to identify the financial
requirements of the country’s small and medium-sized firms — examined
the need of such enterprises for both fixed and floating capital.

«In many cases», the dossier reported, «part of fixed investments are
acquired by small and medium-sized firms in the form of operating costs ...

¢ A. GIGLIOBIANCO - G. PILuso - G. ToNIOLO, I/ rapporto banca-impresa in Italia negli
anni Cinquanta, in E. CortuLa (ed.), Politica bancaria, pp. 233-234,

® E CoruLa, Introduzione, in F. CoTuLA (ed.), Politica bancaria, p. 31.
% M. DE Crcco, Bance d'ltalia, p. 31. ‘

§  ASBI, Vigilanza sulle aziende di credito, pratt., no. 9281, fasc. La struttura dell'industria
italiana. The document is unsigned, but it is attributable to the Servizio Vigilanza, which
forwarded it to the Governor, who must have read it, given that it bears the initials ‘DM’
(Donato Menichella).
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As regards coverage of short- and long-term capital requirements, first
to be considered is that the majority of small and medium-sized firms
ate family-owned businesses ... The destiny of these firms is often tied
to their owners’ lives. The personal and familial nature of these firms
enhances their capacity for self-financing ... Their low plant costs allow
rapid amortisation, so that, if need be, they request medium-term rather
than long-term credit, which, in fact, is almost never in demand. The
same medium-term credit, in the sense of credit whose amortisation takes
place according to a pre-established schedule, is ill-suited to the needs
of these firms»®, Hence it followed that the most suitable assistance for
such firms would be the granting of short-term credit, which in effect
was issued «for the purchase of plant and machinery, [given] that the
banker adapts the transaction, without distorting its nature, to that of
the firm’s economic situation»®, It often happened, however, that firms
asked for extensions of short-term credit, so that — with authorisation
by the Servizio Vigilanza of the Bank of Italy — it was converted into
medium-term credit.

On these grounds, the dossier contradicted the report with which the
fifth Senate committee had accompanied, on July 8, 1952, the law on
the «Provisions to Develop the Economy and Increase Employment»,
which created Mediocredito Centrale. The dossier had stated that small
and medium-sized firms represented 70% of the Italian industrial sector
but received only a small proportion of medium/long-term financing
(24.8%). According to the Servizio Vigilanza, however, this figure was
wholly inaccurate, because the medium/long-term credit requirement of
small and medium-sized firms was «enormously smaller» than the 70%
requirement of the industrial sector as a whole™,

The final part of the document conducted detailed analysis of outstand-
ing loans made to manufacturing and mining companies in 1951 by the

% ASBI, Vigilanza sulle aziende di credito, pratt., no. 9281, fasc. La struttura dell'industria
italiana.

¢ «The problem of credit for small and medium-sized firms», the report continued, «takes
the form of an alternative between the direct granting of credit to the firms themselves
and the granting of credit to machinery-manufacturing firms, in which case it will be
such firms that transfer the credit to their clientele of small and medium-sized firmss,
ASBI, Vigilanza sulle aziende di credito, pratt., no. 9281, fasc. La struttura dell’industria
ttaliana.

0 ASBI, Vigilanza sulle aziende di credito, pratt., no. 9281, fasc. La struttura dell’industria
italiana. ’
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industrial credit institutes, the purpose being to show that small and
medium-sized firms, too, had benefited. A few months earlier, on March
21, 1951, the Servizio Vigilanza had reported that, in accordance with
decree Law no. 1419 of December 14, 1947, the sums granted by the state
for small and medium-sized firms in the Mezzogiorno alone amounted to
5,000 million lire, added to which were the 30,000 million issued by the
state through the Banco di Napoli, the Banco di Sicilia, and the Banco
di Sardinia for the industrialisation of the South as a whole™. The overall
figure reported by the 1952 dossier, which referred to outstanding loans
throughout the country, was different, but it substantially confirmed the
finding of March 1951: an overall amount of 322,902 million lire. Hence,
«outstanding loans to manufacturing and mining firms, not exceeding
a fixed unitary amount and therefore made to small and medium-sized
firms, were at least equal to 33,938 million lire»”. Some 41.2% of these
loans had been issued — in accordance with legislative measures enacted
to favour the industrialisation of the Mezzogiorno™ — by the special sec-
tions of the southern banks and by ISVEIMER; 14.7% of them were
ERP loans managed by the IMI; 14.4% had been issued by the special
sections of the BNL, the Banco di Sicilia and by the Banco di Sardinia
under decree Law no. 1419 of December 15, 1947 on credit to small
and medium-sized firms’™; 8.8% consisted of credit granted by the IMI
on the basis of the provisions on credit to purchase machinery (FLAM
1 and FLAM 2 funds), and 6.5% of operations under