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INTRODUCTION

Purposes of the Ciyil Affalrs Hendbook.

International Law places upon an occupylng power the oblipation
and responsibility for esteblishing povernment and maintaining civil
order in the areas occupled.

The barle turposes of civil affairs officers are thus (1) to as-
gist the Commending Ceneral of the combat units by quickly establishing
those erderly conditions which will contribute most effectively to the
conduct of m'litarv orerations, (7) to reduce to a minimum the human
suffering end the material damape resulting from disorder and (3) to
create the conditions which will make it possible for civilian apgencles
to function effectively.

The preparation of Civil Affairs Handbooks 1s a part of the effort
of the War Dapartment to carry out this oblipation as efficlently and
humanely as is possible. The Handbooks do not deal with planning or
poliey. The ure rather ready reference source books of the baslc
factunl information needed for planning and policy making.

Revision for Final Publication.

Sipnificent area information is immediately needed (a) for civil
affairs officers charped with policy making and planning, (b) for the
use of civil affairs officers-in-training and (c) to make certain that
orpanized dntn 12 in hand, whenever events require 1it.

Arranpements were therefore made with the cooperating apencles to
organize all irmodiately available material in accordance with a pre=
pared outline. Hence, this section on Public Finance in Italy should
be conaldered a preliminary draft only. It is being revised and ampli-
fied preparatory to the final publication of the handbook as a whole,
This section is especially lacking in detaill in respect to administra-
tive orpanization and policy. A speciaml effort will be made to amplify

thig part of the chapter.
4150
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GOVERNMENT FINANCE-ITALY

I. SUMMARY

Eatiopal Goyarpment

Revenues

The ordinery revenuss of the Itslian nationsal government for
ths fiscal year ending June 30, 1940 wers estimated at 32.4 billien
lire. For the most recent year for which detailsd figures are avall-
eble (that ending June 30, 1937), out of 31.3 billion lire of total
ordinary transasctions 4.6 billion, indirect taxes on coneumption 5.3
billlon, fiscal monopolies eand the nestionsl lottery 3.6 billion, mnd
miscellaneocus duties, fees, and receipts 5.6 billion,

The direct taxes are those on ferm lands and on income from
buildings, the general income tax, the complementary income tax on
bachelors, the additional tax on lncome at progresrive rater, the
tax on capital and those on sgriculturel income, on improved lands
and on lapnd reserved for hunting.

Texes on business transactions include Lhe important three:
reglstration fees, stamp duties, and the turmover or sales tax,
All others are unimportant individuslly though apprecieble in total,
6ince they are so numerous,

Taxes are lmpomsed upon the manufacture of sugar, spirits, beer,
s well as on gae, electricity, and a numbar of other commodities.
Besides specific customs dutles on nearly sll imports, & general
duty of 15 percent of the value i1s imposed, Export dutles ares levied
on a small number of commodities, primarily minerals of specified
groups, and furthsr Customa Office charges are imposed upon all

lmports and exports,

Fiscal monopolies in tobacco, salt, and matches and lighting
appliances provide revenue classifled by tha Italian Govarnment as
tax receipts, The same clessification is used for the receipts

from tha natlional lottery. :
4144

The maln non=tax revenuss are derived as profits from the
operation of state—-owned anterprises and from the fiscal monopolles.

The tax systam does no comply with the mbility to pay priaciple;
war chenges in taxes have been inadequate to meet the rieing costs;

reforms have been under congideration.

-
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The tax administration is directed and supervised by the
Minister of Finance.,

Taxes are sometimes allocated to specific purposes, Some
taxee are levied upon the same hase.
Exp en

Italian budgetary deficits have been large since 1930. Large

amounts have been spent for programs of development as

the Ethiopian war, the Spanish Civil War, and the preseni war,
Expenditures for the fifteen Departments or Ministries totalled
40.9 Billion lire in 1937 and are estimated, perhaps unreliably, at

29.3 billion in 1940, War costs from June 30, 1940 to June 30, 1942
are estimated at 130.9 billion lire,

well as for

Financial administration is the res

ponelbility of the Ministry
of Flnance,

An office of this Ministry prepares the tudget.

The national government is not restricted in fiscal affairs
by the powere of provinces and commnes.

Public Indebtedness

The total liabilities of the Italian Government have increased
from 126 billion lire on June 30, 193¢ to 210 billion lire by

June 30, 1940 and to an estimated 350 bBillion lire on Juns 30, 1942,

The Itellan Gevernment has purposely withheld or jumbled the
figures for recent increases in short-term debt. At the end of the

calendar year 1941, the outstanding direct and puaranteed bonds
amounted to 184.6 billion lire.

Intereat on the public debt rose from 6.9 billion lire in

fiscal year 1939 to 8.8 billion in 1940, and probably 10.1 billion
. in 1942,

' The total debt as estimsted for the close of 1943 will be
qual to some 2% years' national income.

Foreign-omned imsues are now in default. Interest rates are

high on outstanding debt and the government's credit position ie
definitely inferior.

24-39395ABCD
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frovigelial Goysrpugpta

Provioces are governed largely by the Minister of the Interior
through Prefects who are chscked only by the power of the Prefecture
Council to spprove or dieapprove ths budget.

Provincial revenuss and expenditures mre merged in ths nationsal
budget And are not publishad ssparately, The autonimy nf provinces
ie shown to be negligible by the fact that they have no debts.

£itiey and Other Local Governmeptel Unitwe

Communms] councils dominnte the munincipal fiscal system. The
mayor or syndlc 18 leader of the council, but is also pubject to
the orders of the provincisl prefect. Uniform national decrees
apply to the communes, Some 27 taxes are lmposed by Communal Offices,.
Locel taxes of twenty of the largest communes amounted to 1,320
million lire in 1927,

P = = 'I: ﬁ

Patrimonial revenues declined from 596 million lirs in 1937 to
273 million in 1940. There are numerous state-owned and mumicipal-
ownad enterprises in addition to the flecal monopoliss,

24-39395ABD
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II. REPORT

[ : t- on Gﬂ?ﬁ ment
(1) Revenues
(a) Taxes

The ordinary revenues of the Italian National Government, which
were 18.8 billion lire in the fiscal year ending June 30, 1935, in-
creased at an average rate of glightly less than 3 bi1lion lire per
year to 32./4 billion lire for the fiscal year 1939-40. The budpetary
estimates of revenues for the latter year, which were 31.3 billion
lire, indicate that it was expected thet taxes would bring in 18,4
billion lire, that non-tax revenues would be 6.1 billion lire, and
that receipts from capital transactions would amount to 6.7 billion
lire. Receipts from direct taxes, estimated at 6,816 million lire
for fiscal 1940, were estimated at 10,070 million lire in 1923, The
estimated receipts for 1943 from the most ilmportant taxee were as
follows: income tax (5,250 million lire), supplenentary income tax
(810 million lire), capital tax (1,400 million lire), security tax
(540 mi1lion Jire) and excess profits tax (350 million 1lire). While
the tax estimntes of fiscal 17/0 mav he accepted as reasonably reliable,
the latest available detalled rerorts for individual taxes are those
for fiscal 1937. The following table shows all tax receipts (by major
proups) of the Italian national povernment for the fisecnl wyeare end-
ing in 1936 and 1937:

Tax Revenues
(Fiscal years endinp June 30)

1937 1936
(Thousands (Thousarnds
of lire) of lire)
Direct taxes e
414«
Tax on farm lands 150,800 151,000
Tax on biildings 338,200 335,000
Income tax 3,392,800 3,155,400
Tax on bachelors 218,400 193,500
Additionnl tox on income 370,200 355,30 |
Tax on eapital 261 , 500 318,900 |
iscellaneonus direct taxes 193,200 116,700
Total 5,145,100 4,625,800

24=393985ABCD
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Taxea on businesa tranaactions

Succeraion and mortmain fees

Reglstration fees

Stamp dutles

Taxes in lieu of registration
and atamp fees

Mortmape tax

Tax on government conceasions

Turnover tax

Tax on bicyeclea, automoblles, ete,

Stamp duties on theatre tickets

Stamp tax on tranaportation

Tax on plaving eards

Miacellanepus taxes

Tax on radie

Total

Indirect taxea on consumption

Sugar tax

Tax on spirita

Baer tax

Miscellansous consumption taxes
Cusatoms duties and harbor dues

Tax on coffae
Tax on lmported minerals olls

Total
Monopolies and lottery
Tobacco, ete,
salt
Idghters
Lpttery
Total
Miscellaneous
Estate duties

Miscellaneous receipts
Mizgcellansous fees

Total
Total national taxes
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No.
1937 1936

(Thousands (Thousands

of lire) of lire)
188,800 144,000
779,600 822,000
762,800 720,000
341,700 292,000
133,100 137,000
198,200 202,000
1,551,800 1,311,000
154,600 142,000
Eﬁ!?ﬂﬂ 551ﬂ00
Eﬁﬂ;d’lm 153 l{}m
8,200 8,000
mlﬂm ﬁ-‘iblmm
4"4-!':'55 ltm #;135,[!]0
11121:$Dﬂ 1.U51,1ﬂﬂ
191,800 165,800
33,400 29,700
1,081,500 799 , 400
1]'535 jzﬁm 1,506,1‘11'[}
411,600 391,000
777,500 1,138,000
53252,600 65,5111 ,000
2,662,100 23521,000
324,400 319,000
104,500 121,000
Hﬁym] 3% l{m
3,517,000 3,356,000
889,000 522,000
4 3473 ,000 1,679,000
201,000 179,000
54563,000 2,380,000
24,062,700 19,608,800
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Direct taxes. In 1937, the Italian national govermment used
various direct taxes from which the estimated total receipts were

5,145,1 mi1lion 1lire, The income tax, with receipta of 3;392.8
million lire, was the most important of this group. A brief discusalon

of each of the direct taxes, in the order in which they appear in the
preceding table, follows (aa of 1937; later chanpges have been minor):

(1) Tax on ferm lands. This tax is levied upon the assessed
rental value of farm land expressed in pgold lire. The State

imposes & tax of 10% in currency upon the asgsegsed value, In
addition taxes are imposed on the same bese by the Communes
ard Provincea, The tax is assessed by the Central Asaessment

Commission, and by Commmnal and Provincial Aspessment Commis-
sions, The receipta shown in the national budget were 15 +B

million in 1937.

(11) Tax on inc from buildi A tax of 104 in addition

to Communal and Provincial levies is imposed upon the net
income from hilldings after deducting ordinary expenses, as
for water, gas and 1lights, and an arbitrary allowance of

1/3 of the grosa lncome for upkeep and partial depreclation.
The tax is asseased by the Diatrict Office of Direct Taxatlon,

In 1937 the receipts were 338.2 million lire.

(141) A peneral income , For the purposes of this tax, in-
comes are divided into esix classes:

Clasa At Interest on loans, except agricultural loans, 18
taxed ms gross income at the rate of 200,

Class BI: Net incomes of enterprises are taxed at the

f1at rate of 14 % on all incomes above 2,500 lire, Incomes
between 2,000 and 2,100 lire are allowed an exemption of 1,000
lire. The allowed exemption declines by steps until it reaches

gero for incomes of 2,500 lire or more,

Class BII: Incomes from agricultural loans, less the same
exemptions as for Class B, are taxed at the rate of TE.

Class CI: Incomes from the practice of the professions,
less the same exemptions as for Class BI, are taxed at the rate 4 1 "y

of 12¢%.

Class CITt Stipends and salaries of persons holding

of trust in private employment, less the pame exemp-

poeitions
are taxed at the rate of 9%.

tione as for Class B,

24-39395ABCD
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Class D (a): Stipends, pensions, and wages pald by
the State to its employeen are taxed in their entirety at the

aource at the rate of 87.

oyees of Provinces, Commnes,
arrallel to the State, socleties,
for Class B are

(b): Wapges of emnl

organizationa having functions p
railroads, etc., lezs the same exemptions as

taxed at the rate of BE.

r permanent laborers in the employ

Wagea of temporary O
at the source at the

of the State are taxed in their entiretly
rate of 4%.

in the employ of Provinces, Communes,

Wages of laborers
1sss D (b) above) are

societies, railroads, etc., (as in C
taxed at the rate of 4% on the basis of total wages for the

ovided on a yearly basis the wages would exceed
This tax 18 not collected at source,

pts frow the general income tax on all

Aggregate recel
392.8 million lire ia 1937,

four classes were 3,

(iv) Tax on bachelors.
for tnmarried men between the

50¢ of the complementary tax is levied.
were 218.4 million lire.

A fixed rate of tax on an age basis

apes of 25 and 65 years plus
The 1937 receipta

(v) Additional tax on incare, Also called complementary tax
on income, A progressive rate of tux riging from 1 percent
tal femily income after an exemption of

to 104 18 imposed on to
6,000 lire., The 1937 receipts were 370,2 million lire,

(vi) Tax op cepital. This tax is described as & surtax on

the patrimony of citizens and wealth of foreigners held in

the country on January 1, 1920. This was & tex imposed once

for all as of the basic date, bul the paymenta on real estate
hose on personal property

were spread over & 20 years period and t
ire, progressive

over 10 years, After exemptions of £0,000 1
remainder of the patrimony, ranging

rates were applied to the
at to 50% for those above 100 million

from 4,504 for the smalle
1ire. This tax ylelded 281.5 million lire in 1937. It pre=-

sumably expired on January 1, 1540.

2439394 ABCD
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(vii) Miscellaneous direct trxeg.

Tax on agricultural income. A tax of 2,5% 1s im-
posed upon the net income of colonlal landlords and 5%
upon that of other landlords, after allowing certain

deductions and exemptions.

Aggregate recelpts from this and other minor di-
rect taxes were 393.2 million lire in 1937,

Taxes on business transactions, The total raceipts
from taxes on business transactions amounted to 4,585 mil-
lion lire in 1937 and were derived from a wide variety of
indlvidual levies, Only the more important of these merit

discussion.

(1) Repistration fees, Registration fees are imposed
upon deeds and contracts, trgnafers, leanses, settlements,
etc. The fees vary with the type of instrument and are
graduated in some instances according to values and other
criteria. Receipts from this source were 779.6 million

lire 1in 1937,

(11) Stamp duties. These are taxes upon documents of
clvil, commercial, judicial and other types. The yileld
in 1937 was 762.8 million lirs.

(111) Turnover tax or sales tax. A tax was imposed at

the rate of 2.5% of the price of all gooda gold either

at wholesale or retail except for certain exempt trans-

actions and goods, of which the most important are food

products of primary necessity, Recelpts from this tax

were more than double those from amy other tax in this

group and amounted to 1,551.8 million lire in 1937. (This

tax was replaced by the Turnover Tax or Tax on Business
Transactions enacted January Q, 1%D~5taking effect on 4 1 ‘Y U
February 8, 1940. See below, p. Ya.

24=39395ABCD
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All taxes on husiness trensactions other than the three
discussed above provided only 1,490,8 million lire of receipts

in 193'?-

Indirect taxes on concumption. Specific taxes are imposed upon
These taxes are

the manufacture of several important commodlties.
aaspessed by the Technical division of the Fiscal Offices and collected

directly by the Fiscal Offices,

(1) Sugar tax., The tax on the manufacture of beet-sugar 1is
at the rate of 400 lire per quintal for supar more than 94%

pure and 384 lire per quintal for sugar less than 94} pure,
The yeild was 1,121.4 million lire in 1937,

(11) Tex on spirits. The rate of this tax on the manufacture
o beverape mlcohol is 1,950 lire ver barrel and the yleld was

191.8 million lire in 1937.

(111) Beer tax, The rate of this tax on the manufacture of
beer is 6.20 lire per hectolitre for beer of 10 to 16 percent
alcocholic content., The tax ylelded 33.4 million lire in 1937,

(iv) laepecus consumption taxes, Taxes are imposed upon
the mamufacture of pas, electticity, coffee substitutes,
glectrie lamps, glucose, maltose, serd oils, explosives, and
acetic acid, all on the basis of physical units of output.

The yield of these taxes was 1,081.5 million lire in 1937.

(v) Cystoms duties end harbor dues. The tax on lmporte 1s
imposed on practically all imports at apecific rates, according

to weight in most cases but in other cases according to volume,

measure, surface, or units. A penalty duty of 5CE of the usual

duty may be imposed on goods imported from countries placing
Dutles are

apecial barriers to the import of Italian gooads.
reduced for imports from countries having special trade agree-

ments with Italy, Besides the specific dulies, a general ad
: tjrﬂlr.'rrﬁm tax of 1%#% is imposed,

Export duties are collected on exports of minerals, metal
pyrites of iron, pyrites of zinc, crude bones, calcium tartrats,

rags, crude *arfar, drers of wine, and beet root,

There are also other Customs Office charges on all imports

of merchandise, on grods temporarily

and exports per unit
* : ped from one

stored in customs storehouses end on goods shij
customs house to another,

2U—39395ABCOD
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The sggregate returm from all of these taxes and
charges collected through the Customs Offices in 1937 was
1,635.4 million lire.

(vi) Tax on coffee. The tax imposed upon the consumption
of coffee ylelded 411.6 million lire in 1937,

(vii) Tax on imported mineral oils. This tax ylelded
777.5 million lire in 1937,

Monopolles. The State maintains fiscal monopolies in tobacco,
salt, and matches and lighting appliances. These monopolies burden
the poorer classes, and use of public lotteries as a device for ob-

taining public revenus is also burdensome,

The following table indicates that part of the receipts which
is regarded as tax revenues by the Italian government, from the
fiscal monopolies and the profit from the Stats lottery for the

year 1937;
Monopuly Recelpts Hegarded as Revenues, 1937
(Millions of lire)
Honopolies;
Salt 324.4
Matches and lighting
applliances 104.5
Lottery 426.0
Total 3,517.0

Lstate duties, mlscellaneous recelpts, and miscellaneous fees
yielded the sizable return of 5,563 million lire in 1937. At least
19 or 20 different kinds of recelpts, ranging from deductions for
pensions of State employees to the annual profits of the postal
savings bank, are included. Tie data avallable does not permit 4 1 “j
adequate discussion of esch of these sources. et

(b) Non-tax revenues

Winlle taxes provide the Italien national government with 75%
to 80% of its ordinary revenues, the receipts from other sources
are appreciable. The source from which the detalled figures for

24-39395ABCD
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taxes in 1936 and 1937 were obtained does not give the figurea

for non-tax revenues. The following table places non-tax revenuss
together in the lower half of the table. It presents, on a
comparative basls, the revenue receipts for the five year period
from June 30, 1936 to June 30, 1940. The unreliability and in-
completeness of the data have increased greatly in the later years,
though the estimates of revenues may be assumed to be much more
reliable than the published estimates of expenditures for the same

years,
Revenues of Italian Government
(Mi1liona of lire)
Fisecal years ending June 30: 1940 1939 1938 1937 1936
(Estimate) (Estimate) (Actual) (Actual) (Actual)
Ordinary
Taxes:
Direct-eeeec - 6,816 7,611 5,954 5,136 4,626
On business transactions 6,112 6,162 2,494 4,539 4,101
Indirect on consumption- 5,487 5,395 5,822 54252 5,111
State monopolieg-mmmem-- 3,550 3,29/ 3,380 3,091 2,961
Lotterigp-emmmmeneucnna" 505 455 487 426 395

On revenues of the publie
transports conceded to
private snterpriseg~==- - 9 15 14 13
Administered by the
25 31 25 19

forelgn officege—encmas -
State Property 232 192 276 293 140
Net Revenuea from railways,
post office, telegraph and
telephone, and monopoly--- 273 255 355 596 381
Receipts from minor public
BOT VL CO 3 ot o o 197 185 221 200 179
Refunds & Participationgeem= 644, 622 650 594, 719
- Miscellaneous revenueg~wee=w 475 535 1,88 1,006 781
Extraordinary revenueg-=eesmmwes 268 330 2,932 3,436 945
Totalmmmmcmm e 24,561 25,072 27,468 24,702 20,371
Movement of capital-me=emscmemen _6,736 1,940 3,630 12,710 40,431
Crand Total 31,297 27, 012 31,098 137,412 60,802
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State-owned enterprises in mining, waterworks, landa, factories,
public beaches, cenals, forests, etc.,, and interest and dividends on
state contributions to the capital of various businesses, ylelded a
return of 293 million lire in 1937, For fiscal 1940 the estimated
returns were 232 million lire. The net profits of the fiscal
monopolies or state monopolies in tobacco, ealt, etc., along with
the net revenue from the railways, the post office and the telephone
and telegraph system, amounted to 596 million lire in 1937. By 1940
the estimated revenue from this source had declined to 273 million lire.

Receipts from minor public services include such varying ele-
mente as prison fees, public education taxes, fees for admission to
miseums and palleries, passport charges, etc. These recelpte
amounted to 200 million lire in 1937.

Refunds and participations include as their most important ele-
ment (about 60% of the total) the reimbursement by the rallroads of
the State for intereet pald by the State on mutual obligations. Other
State enterprises and institutions make somewhat similar reimbursements
and contributions., These receipts (sometimes called Reimbursements, etc.)

amounted to 594 million lire in 1937,

The headings M"extraordinary revenues” and "movement pof capital®
are not adequately explained in awailable sources. It is known, how-
ever, that under the latter heading in both revenue and expenditure
accounts, capital transactions for development and enterprises of the
State, as well as transactiona in the issuance and retirement of the
public debt, are included., The tremendous size of the latter 1tem,
40,431 million lire in 1936, was obviously largely, if not emtirely,
a reflection of the borrowing necessitated by the Ethiopian war (end-

ing May 5, 1936).

(c) Melor features of the tax system.

The discussion of individual taxes as they existed in 1937 waps
presented in (1) (a) above, As to the principles followed, the
Ttalian tax system represents the present stage of a slowly evolvipg = )y
arrangement for financing the government rather than the application -
of modern clear-cut principles of taxation, The collection of only
slightly more than a fifth of its revenues in direct taxes indicates,
on the face of it, a rather complete neglect of the principle of
ability to pay. Ae far as any rules can be sald to have bsen
followed, the system appesars to be based upon the rule that an old
tax 18 a good tax, the related rule that the best taxes are those
that cause the least complaint, and the bapic necessity of getting

revenue by any means possible.
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The most important change in Italisn taxation after
1937 and before Italian emtrance into the war in June, 1940
was the substitution of the Business Transactions or Turn-
over Tax of January 9, 1940 for the Sales Tax. The Sales
Tax had applied to wholesale and retail sales of goods, while
the new tax applied to transactions involving the transfer of
services as well as goods. The New Tax of 2% instead of the
former 234% applied to the income in monetary or other forms
received by any person as & compensation for the transfer of
goods or services within the Kingdom of Italy with the following
excbptions: movement of capital funds; sale of goods subject
to monopolies; contributions to syndical organizations, to thse
Fascist Party, and for religlous, charitable, educational, .
cultural, sanitary, and similar purposes; certain types of
interest payments, including those from public and private
securities, bank deposits, etc.; salaries, wages, subsidies,
indemities and other receipts already subject to the tax on
"ricchezza-mobile"; export activitiesjreceipts from the sale
of bread and milk to consumers; and loans and debts.

While the rate of the tax was set at 2 lire per hundred,
it was further provided that the range might be increased to
6 lire in certain cases in order to make its application uni-

form as betwwen enterprises, some of which are more integrated
than others.

The tax base includes public utility services and imports,
8o that it might be expected that the revenue from the new tax
would be increased by more than enough to offset the decline in
rate from 2.5% to 2.07., It has been reported that the turmover
tax was producing revenue at the rate of 4 to 5 billion lire
in 1942. In that year the turnover tax on meat, and various

transport taxes affecting foodstuffs, were reduced in order
to lower food prices.

Speclal taxes introduced since Italy's entrance into the
-]rejr (1940) include the following:
3 {
A speclal tex on war profits, which, as modified in June,
1942 levies a graduated rete on the amounts of income which
exceed the 1938 assessment after exemption of income below

24-39395ABCD




! =

Declassified E.O. 12356 Section 3.3/HND No. !:7 :-;.(f}) (’

-lﬂ—m

15,000 lire and excess profits of 8,000 lire, The ratesa rise
from 20% on amounts of excess profits not exceeding one fifth
of the ordinary income by stages of 30% and L0% to 60% on
amounts exceeding 100% of the ordinary income.

An income tax graduated on a sliding scale. This tax 1s
superimposed upon the scheduled income tax, with its flat rates
on various classes of income as follows:

Percent
Income from capital only 20
Frofits from industry and commerce 14
Income from professional work 12
Salaries, including State salaries and
pensions 8
Wages &

The surtax on a sliding scale is calculated at 25% on the
above taxes for incomes between 10,000 and 30,000 lire, 50%
for incomes between 30,000 and 175,000 lire, 75% for incomes
between 175,000 and /485,000 lire, and 100% on incomes above
485,000 lire.

On September 27, 1941, the reglatration tax on real estate
gales was incressed from 4% to 8% and the exemption basie for
the 607 tax on profits from real estate sales was reduced from
300,000 lire to 50,000 lire; at the same time a flat rate tax
of 30%, instead of the previcus graduated rate, was imposed on
profits {rom stock sales.

In 1942, & special graduated tax of 1% to 104 of the aggre-
gate amount of bequests in excess of 50,000 lire was imposed.

These changee broursht about in order 1o prevent profiteer-
ing and to demonstrate +he necessity for universality of sacri- I
fice were made in the first years of the war. Additional tmtiéyl N
however, accounts for a consplcuously small portion of the funds
necessery for prosecutlon of the war.

Revision of land eppraisals was instituted in April, 1939 and
should be approaching completlon. The arbitrary allowable deduction
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from the income of houses of ome third of the gross income for ex-
penses 1s regarded as inequitable and a change has been under con-
sideration., A Unified Tex Payers' Register has been established to
assist the Inland Revenue Department in assessment and control of
certain taxes., There is appearing a tendency to base the assessment:
of income taxes, not upon a return of actual income, but upon
presunptive income received under ordinary normal conditions as
determined periodically by the Inland Revenue Department. While
something may be sald from the viewpoint of equity in favor of taxing
annual income on & basis which distinguishes between recurring annual
receipts and those which are unusual and unlikely to recur year by
year, it appears that a distrust of the accuracy of returns of anmual
income is the motive for the sugyested change in Italian taxing
procedure,

(d) Tax organisation and aduinigtration.

The Minister of Finance directe and supervises all the revenue
of fices of the State. Besides the various Directions of the Finanoce
Ministry itself, the principal offices are the District Offices of
Direct Taxation, Registration Offices, the Administrations of the
State Monopolies, and the Customs Bureau.

The Ministor of Finance is a political official appointed by
the King on recommendation of the Head of the Government, The
peraonnel of the various fiscal offices is appointed on the basie of
scholastic or university attainments and special examinations; they
enjoy permanent tenure,

Tmport and export duties and navigation tuxes are assensed by
the Customs Bureau; real estate taxes, by the appropriate central
and local commissions; succession and stamp taxes, by officials of
the Registration Offices; income taxes and surtaxes and taxes on
real estate, by the District Offices of Direct Texatlon.

Disputes affecting income taxes may be appealed to provincial
commissions on questions of fact; on quentions of law the diepute
may be appealed to a central cormission., Contested valuations
arising out of the administration of customs duties are submitted
to special Economic Councils operating under the Ministry of Finance. =
If the Reglstration Office refuses to accept the taxpayer's [’ 1 S
declaration in the case of succession taxes, a judicial mssessment
may be seoured.

Customs duties and navigation tuxes are collected through the
Customs Pureau; taxes and surtaxes on real estate and income taxes
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are collected through the District Offices of Direct Texation;
successlon taxes, stamp taxes of various sorts and sales taxes
are collected through the Repistration Offices.

(e) DTexes gllocated to specific purposes.

Though there is a law prohibiting the aesignment of revenues
for specific purposes, frequent exceptions are made. A part of
the profit from the tobacco monopoly ia assipned to the Debt
Sinking Fund. 180 million lire per year of the revenue collected
from automobile taxes have been agssignmed to the Autonomous Road
Fund. Revenues obtained from taxes on amusements and entertain-
menis are assigned to the Italian Soclety of Authors. The major
portlon of the Bachelor's Tax is assipned for the National
Maternity and Infant Welfare Verk,

(f) Grants-in-aid or subsidies from other povernmental units
and - =

(g) Taxes shared between two or more levels of governmment .

In general, revemes from taxation go to the central treasury.
Within 1imits fixed by law and the central administrative
authorities, local units of poverrment may add to the general
rates levied upon real property; they may also levy a family tax
and a tax on the occupation of public lands.

(2) Expendi tures
(a) Annual statistics

Since 1930, Italian budgets have consistently shown deficits
and in recent years the actual deficits have been freatly in excess
of those indicated by the budgets, since the war costs which are
known to have been very great, even prior to Italy's entry into the
world conflict in June 1940, are not fully included in the budgetary
estimntes,

Prior to the outbreak of the war, the Italian Government under-
took extensive programs of development involving outlays estimated
at 33,634 million lire during the pericd since 1922, exclusive of

'axpﬂndituraa for land reclamation., While much of these outlays

represented expenses of these programs, no small part constituted
capital investment which might be expected to yleld income to the
State. The State promoted the mining of coal, metals and minerals,
oil hydrogenation, civil aviation, the silk industry, the fashion
industry, sulphur production and sale, the cinema industry,
industrial reconstruction in general, the hotel and tourist trade,
land reclamation, prospecting in Albania, and various enterprises in
Africa and Ethiopia.
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Heavy expenditures on military, naval, and air forcee were
made in the conquest of Ethiopia, in the Spanish Civil War, and in
preparing for further military activities. While the greater part
of the expense incurred in Spain i1s sald to have been funded later
by the Spanish Government by means of long-term bonds, Italian
expenditures and debts were necessarily increased.

Ttalian National
Expenditures by Departments
(Millions of lire)

Fiscal year ending June 30: 1943 19138 1937 1936
(BEatimate) (Actual) (Actual) (Actual)

Departments

Finance 20,365 11,923 10,454 10,191
Justice 6091 541 500 470
Foreign affairs ¥ 369 338 247
Itelian Africa 439 55770 7,182 4,137
National education 3,016 1,960 1,763 1,666
Interior 1,433 1,469 1,356 1,134
Publie works 1,074 15153 1,127
Communications 731 710 717
War 5,425 9,439 74452
Navy 4,539 3,425 2,852
Aeronautics £,189 3,708 2,310
Agriculture and forests 963 664, 605
Corporations 345 168 139
Special internal educatiocn 134 66 -
Trade and international

payments 38 - -

Total 43,826 1/ 38,642 40,932 33,057
Movement of capital 13,373 1,990 7,133 33,866

Grand Totel 55,199 40,632 48,065 66,923

1/ This total does not include an estimated 65 billion lire for war
expenditures which is included in the 108.8 billion lire figure shown
in the table on the lollowing page. 41 adJ

Outlays for interest on the pnblic debt are included in the ex-
penditures of the Finance Department and account for the disproportion-
ate size of that item. Interest payments for the fiscal year ending
June 30, 1943 were estimated at 13.9 billion lirse.
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The following table gives a general picture of revenues and
expenditures in the period 1934 to 1943 which is of interest in
regard to war costs and to the increase in public debt through
continual growth of deficits:

Italian Budget Accounts and Estimates
193/=35 to 1942-43
(B11lions of 1lire)

Year Ending t Expenditure
June 30 g Military ¢ Other

1934~35 5.2 15.6
1935-36 12.6 20.4
1936=37 16,6 24 .4
1937-38 13.3 25.4

1939-40 27.7 32.7
1940-41(estimate) - =
1941-/2(estimate) -
1942-43(estimate) -

(b) Finar

The responsibility for finanecial administration rests almost
entirely with the Minlstry of Finance. An office known as the
"Ragionera Generale dello Stato", attached to the Ministry of
Finance, prepares the budget and exercises other budgetary functionms.
A representative of this office attached to each department compiles
estimates based on departmental requirements and revises these in
accordance with the general fiscal program. FEach Minister then
approves the revised budget for his department. These departmental
budgets are collected and reviewed by the Finance Minister. Minister-

. lal disputes are settled in conference and the final estimates are
't { . jprepared by the Finance Minister,

The national government is not restricted in its control of
national fiscal affairs by any powers of the Provinces and Cormmes,
which have only limited fiacal automomy., Control over the local
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finances, on the other hand, is exercised by the Commissione Centrale

perla finanza Locale, the Central Commission for Local Financs,
(3) Publie Indebtednass

(r) Amount of outstanding publie debt.

The Italian public debt has increased very rapidly in recent
years. The figures for the war years are disclosed, if at all, only
in approximate fifures, and no reliable and detailed figures are
avallable since 1940 at the latest, Disregarding the nature of the
indebtedneas, the following table indicates the growth of total
liabilities aince 193/.

Total Liabilities of the Italian Government

Fiscal years Billions of Lire
ending June 30

1935 126

1936 133

1937 154

1938 163

1939 175

1940 210

1941 277 (Eatimated)
1942 350 "

1943 450 (Possible)

Presumably seeking to conoeal the publicly recognized LR T
of wealmess of government credit and inflationary types of borrowing,
the government has concealed or jumbled the figures for the expansion
of bank note issues and the short-term debt of the government, but
more definite figures on bond insues are available. At or near the
end of the calendar year, 1941, Italian national government bonds
bearing the indicated rates of interest were outstanding:

Internal Issues Italian National Government Bonds
1941

terest Ratas Outstandin
percent (M11Tona of IEru]
Direct Obligations

3 922.4
k) 69,080,5 (Including some cone
A 8,892.7 wverted into 5 s of
i 714.9 193s)
5 98,498.9
Various 2,900,0 {E‘.utimntad}
Total direot 180,629,/
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Internal Issues (table cont'd.)

Cfuaranteed 4,000,0 (Approximate)
Grand Total 18/,,629.4

The Italian government announcement of November 2, 1941 of war-
coats of 76 billion lire from July 1, 1940 to October 8, 1941 stated
that these expenditures were financed larpely from the following sources:

(Billions of lire)

Nine-year Treasury bonds 34.0
Ordinary Treasury bills 21,0
Current accounts of Treasury

with various "bodies and

institutes™ 10.3
Special Treasury bonds ae

collateral for advances by

Bank of Italy A
Total TRT

It 1s reported that the service of the Italian public debt is more
coetly than that of other belligerents. The increasing percentage of
total ordinary reverue absorbed by the debt service is shomn in the
following table. The true size of the Italian national income is unclear.

(in millions of lire)

Fiscal year Revenue Interest Payments Percentage of Revenue
—for loan Service

193/4-35 18,817 4,469 23
1640-21 34,234, 8,796 25
19/1-42 (est.) 31,082 10,076 32
¥942-43, n 35,425 13,930 39

In October, 1942, it was reported that the succession States of
Yugoslavia had apreed upon & distribution of Yuposlav assets and 1iabili-
ties, in accordance mith which Italy took over 8% of the Yugoslav State
debt.

Though it has been in default on its war-debt payments to the
United States government since June 15, 1933, the present Kingdom of
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Italy had not defaulted on any of its publicly held oblipations,

either external or internal, prior to July 1, 1940, when intereat and
sinking fund payments were suspended on an issue of Sterling 5% bonds
due in 1959 of which L 1,119,340 are outstanding and on the External
Sinking Fund 7 s, payable in U. §. (pold) dellars, of which $66,174,400
are outstanding. Payments in 1.5, legal tender were accepted after
April 1933 until June 1, 1940, when a1l payments wers suspended. Theses
two issues are the only external 4ssuas of direct obligations. Fay-
ments have not been made on somo & 1,292,000 of puaranteesd obligations
since July 1, 1940,

War Debta on July 1, 1931. The ageregate amount of debts due
to Italy over a period of years, from GCermany, Austria, and othera
was $4,057 millions. On June 30, 1942 the total war debt of Italy
to the United States Government amounted to £2,037 million,

The Italian 3 Consols s0ld at prices which gave yields ranging
between /,08% and 4./ 4% during the first 7 months of 1942. The 5%
Bonda sold on & 5.20% to 5.41% banig during the same period. In July
1942 the yields were 4.08% and 5.25%, respectively, for the two issues.

The nine-year Treasury bonds bear intorest at 5% and werc offered
for subscription at 97.5. The bonds also carry privileges of memi-
annual prize drawing amounting to 4.8 million 1lire for each billion
lire of issue. Including the amortization of the 2.5% discount over
the nine-year period, prizes, and interest, the total anmual coat of
the borrowing 1s roughly 5.9¢%.

The Italian govermment's credit position is very definitely in-
ferior to that of other Buropean governments. The high rates of
intereat which 1t is oblipated to pay and its inability to raise &
larger part of i1ts war-costs by taxation are related phencmena and
reflect a much weaker control of the publie by the govermment than
would be expected from the loud claims of fasciem as to the supremucy
of the State. When the Council of Ministers announced on Myy. 2,
that excess profits arising from the war were to be Mmave il nid
that they mist be invested in a apacial type of bond of the State, the
measure had to be regarded more as & procedure for financing the war
than one in quest of equity or to prevent inflation.

b. Provineial governments

The Prefecturs Council or glunta is elected by the eitizens of the
province. To this council the prefect sutmits each year a budget of
pProposed expenditures and the budget is passed with such changes as the
council may decide to make. The appropriations, after they are made,
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are controlled entirely bt the prefect rather than the council. On

various matters the council muy pasg resolutions, but it does not have the
power to enact lepislaticn pr to lesvy taxes. The prefect and his assistants
are not directly amenable to control by the provinclal council, which cannot
ejoct them from office, They are reasponnible to their superiors in the
national government at Home. Neveriheleas, the prefect is unable to ignore
the wishes of the council, alrew it controlas the appropriation of funds which
are necessary to carry on ths provincial povernment,

The provinces recelve revenue from tnxes on the annual rental value of
farm lands and on the income from tuilldings, usinpg the same assessments for
these taxes ss thone used bty the national povernment and the communes., In
regard to the firel of these tayxes, the national tax of 10 percent on the
rental value of farm lands, the tax is increased by additional percentapes
(centimes ndditlonnels) levied in faver of the provinceas., The normal rate
of these additional centimes fu 50 contimes per lira of the basic tax, but
the rate may be intreased to 100 centimes per lira, that 1s, the provincial
tax varies betmeen 50% and 100% of the national tax, or between 5% and 104
of the assessed rental value., Tn the case of the national 10% tax on the
income from builldings, the additional centimes for the provinces are nor=
mally 50 per 1lira, but may be inncreased to 75. The deecision of the Pre=-
fecture Council as to the size of annual appropriations determines the actual
rate between the upper and lower 1imits of these taxes, thouph the taxes are
levied by the national povernment rather than by the provincial authorities.

8., Citiea.and other local povernmental unlts,

There is only one type of strictly local povernmental unit: the com-
mme, Communes include the larpest citiss as well as the smallest villages,
without lepal distinction, All are poverned under the same municipal code
and in the same way, though larper communes have larper councils or boards,

The Podestd (appointed by royul decree) poverns the commune by adminis-
trative ordinances. He ias responseible for the public services and all ad-
ministrative and lepislative measures in the commme, including the budpet,
taxes, administration of public property and salaries of the local employees,
His work, however, ls subject to the supervision of the Prefect of the pro-
vince within which his commune is situated, and the Prefect has the right to
remove him from office for dslinquenciea, The Corvmunal Couneil, appointed
by the Prefect, asaists the P““”%Li in a purely advisory capacity. The
opinion of the Couneil mst be soupht by the Podestd in certain matters de-
fined by law. Otherwise, the fndﬁﬂtﬁ may or may not consult it. The matters
on which consultation is oblipatory are mostly financial, The Podestd is not
obliged to follow the advics of the Council, even in matters where consulta-
tlon is oblipatory. But when he does not do so, 1t must be stated expressly
in his records and reports. The Cmmecll may be dissolved at any time by the
Prefect, Actually, little scope is piven for the axerclse of local initiative,
since nearly all {important decislons ure made by the national authorities and
extended to the local units by uniform decrees and repulations. General ocon-
trol over local financee is exerclsed hy the Central Committee for Local Finance.
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Some 22 different taxes are imposed by the Commmal (ffices, including
taxes on the rental value of houses, taxes on conpumable, taxes on domestic
animals, and mumerous other taxes and license fees.

Total local taxes of 20 cities having populatione in excess of 100,000
inhabitants amounted to 1,320 million lire in 1937 and 1,309 million lire
in fiscal 1936:

Local taxes of 20 Citien
(Millions of lire)

1937 1936

Consumption taxes 817.8 B47.9
Supplements to the house

and land tax 193.1 206,6
Tax on business, industry,

arts and professions 122.8 125.0

Misoellaneous taxes 1§§.3 129.5
Tﬂtﬁ.l lﬂml tﬂxea 1}320.0 1, 3{:9-0

The total ordinary revenues and expenditures of certain cities for the
calendar year 1937 were ag follows:

(Thousand Lu{t}l e
Revenues Expenditures

Bologna 77,325 75,345
Flﬂrﬂnﬂ'ﬂ % |313 "}'{D 3 gﬁn
Genoa 199,201 208,689
Laghom 29 ’9-&3 30 r-tea'?
Milan 469,370 475,707
Naples 161,866 175,080
Rome (1936). 422,725 321,786
Trieste 66,727 75,183
Turin 189,275 180,086
Venice 62,880 62,781

d. Geve:ryment owned snterprises

The revenues of the national povernment derived from the ownership and
operation of the fiscal monopolies and other enterprises were listed above
under the heading of non-tax revenues, Besides these nationally-owned
enterprises, there are many enterprises owned by commmes or municipalities,
The city of Bologna, for example, held publicly-owned proparty valued at
118.5 million lire on December 31, 1938, including electric plants valued
at 20 million lire, street rallways at 22 million, waterworks at 73.5 million
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and gas works at 2 million; the roceiptes from those were 5,9 million lire,

In many, if not all, of the larger citles of Ttaly, the electric plants,
Btreet railways, gas works and waterworks are municipally owned and operated.
The City of Rome reteived 77.8 million lire from publicly-owned property and
enterprises in 1936, the City of Leghorn 2.7 million in 1938, the City of
Genca 35.8 million in 1937, the City of Milan 139.3 million in 1937, and the
City of Trieste 10.1 million in 1936. In most cages the reported annual
expenditures for these enterprises are slightly leas than the receipts, but
Turin had expenditures of only 19.5 million and receipts of 37.6 million

lire in 1938. It 18 not to be concluded, however, that Italian mmicipal
enterprises are generally operated at a profit, since it is not probable that
the coets of operation are adequately indicated by the annual expenditures,
It 18 a notorious defect in governmental bookkeeping in most countrieas, that
little or no attention is given to the cost which results from the depreciation
in the value of capital investments in government enterprises and to the cost
of the services rendered to these enterprises by other branches or depart-
ments of the Government. The published figures of property-and-enterorise
revenue of these Italian cities include, moreover, the income from other
property of the cities besides that used by the enterprises which the cities
operate.
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