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HEADQUARTERS ALLIED COMMISSION
Office of the Chief Commissicner

APC 394

30 March 1945

Mr. Steuffer, Fconomic Section:

Herewith copy 133 of Allied Anti-Inflation Committee
Repcrt and two coples of l=etter 13021/F of 1 Sep Ll from Finence

§/C forwarding report of meeting held in London 15 Aug L) to
discuse the repart,

Will you please acknowledge receipt of these pPepers,
which we should like to have returned to Chief Commissioner's
Office, after they have served their purpose.,
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SUBIE"T: Anti Inflation Report.
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Refarence your imomo of 1% Jul yi, receipt is acknowledged

of 25 (twnnty-fiva) copins of then Anti-Inflation rommititen (Italy)
Peport. Distribution has boen made ag follows:

71=7E ir. Grady 87 Finanee Sub-rfommission
79 Lt.nol. Shurp B8 " " "
B0 Requisition Division EC Labour i 4
81 dining Divieion g0 Publie Works & Utilities
£2 Industry Sub-ffomaission Gl Shipping Sub-Coaasission
8% momnerece Sub=Comnisszlion G2 Transportation Sub-momnmission
8y Agrieulture Sub-roum. G% Eeonomis Section
85 Food Sub-romaission Ol " L
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5.0.2 (MA), Roonomie Snotion.
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On 17 May 190 ﬂ'lﬁ Chief Connissioner of the Allied Control

Commiseion arvointed &n Allied Anvl-"nlltion Comitten {jt:xl'].

This Comnitiee n:cru.:j :"’;.rn: ci tiv rollcyring:

Cantodn Lllery Wa Siong | 'R} s Leruty Chiefl Comlosi mei',
Ghiid 4

GOl Be 2% il e :'-1_1 'I':} y £nint Hreetor,

i S by B
Cal B, &, #nlor T, UL}, Jelih Diractod
| o 1o Tt e | S0 LA ) b 8 B g ) i |
Ool ITe &, Iichka (4), Deouby Bresutive Compdasioner
Ci’ll '” e ”_ Jialan '..,-:'J_,, LI "".'1I‘J.L_1I L. L..l Sl =Connd ot o
; %

M. '-:r:r:-l-l Ginegoer o thes T, iy T ';u-f
L'E:. (s -.T. LI N s E'T;.i-":"-:".), RS T; J100 .JH[H'{,J Al ae100

Under its turag of reieionne ]'1'; [Jﬁ raliiee wio recuired "{o susresns
Ay measures "w rcontider necestnay i:.r; -f,":.'-l'.-}-j_' the existing Londenay
towsards indletion in I220yls cursenc”

he Comelitee's report 1o nrogentod on the Ffollowing pages under
1 =y e & i T =
TOW Iiennilre: : Le Tue Fresenv witustlinn. 1T, Pidoe=Policy Deoommendis

tions, TII. sonancle]l secomienditions.  TWe Suoply Hocomaend: £3.0018,

Lo c iy out mome of these reeounend:iious, steps will neod to bo
tnken by the rppropriate cwathorisies 40 Lovdo. wnd Wisghin, ‘l.'.{"l'i. (12, ro-
atample, In ihe inetuwce oi nnch of Suption 1Y), or Lw [11is? Teyes
necdquartens (for eup e, the cheation o on Allisd PBoowirde Conneil
s roccienayled in Seotion 1V). Tut sor the siucoess of mach of the
prog=iun 2elisnee rast be pleced on the Itoldian Soverriients ond the
Itelion people, uided so £ s possivle v tho declmierl 2ad advitory
services oi tho A)lied Genirpl Corvdcsdion, This iz o riiculoxly tiua
of the fMnipel 1l secommendations in Seotion Iif. Some praits of the
program guch o8 the revision -xnd strenthendn: or the food-mwasasing
Systen apd the reexrynisction orf the 4y sveton, were zlvasdr in
proprces berore Ui Cosnltboe boman its works. It the progmn 2o o
whole will be 1lail in front o: the Italian Gowertment n:ul:r nitor it
hy L 'E::Lt:fl approved bee the Conbinsd Chield orf 8t.0f pursnent to LAV
162 of 5 April 194 whilch eoienseld consern of Tl frowring tendengy
t"-*""""#-""]-u infiation in Deady ond drect~ the A1lied Control Ooryiscion
o Formdnie o oo parchesmive rnd defiaitive paomrian Lo the econirod
ol infloticn in T4/
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1. Sene dogree of inflanticn is eopmon to all countries at war
arising roam an increnge in purchnsing nover without & corrcanondin
increose in gosds 1o e bousht, Tis endaracterigvic yYige in Prices
oan only be Lept in chece by sveps desisneid tc rrovent oXcous
purch:sing poviey baing snent == o, 3., taxetion, -ublie loans, pecping
of vages, control of prices, rationing, allocation of resources, cte,

2« In the livernved porvicn of Italy few of the conditlons
necessary 1o nolding inflatics in choek eeulldl e expecied 1o operate.
The previous systen of terntion and wir controls wis identificd with
Ta: cugr ancd in nnyoevont s
Faseism gnd the separstion of 1iteoat
alynod many branchws of flho Dovermmends,
rzissuring that the sitwtion dis not werse., Inflaticniry tenlencice
are dingerous, but arc aot ot out of haed, 8o far, despdte o wenk
Central overmmnt snad the disorpanicetion in leesl rovermicnt
ingvitably resulting from invasion, déstruction, and the removal of
cxpericnced offieials, a rovsonuble dogrce of vublic confidence has
irrevayible disincegration hns been nreventod,

N

ndmimigtored Irea fome, The collipse of
d Itly fron the Capital j2r-
In tho elrcunstances, it is

been muintained and

Je rriges in liberated Italy bave lnerensced eonsiderably more
ohan hove veans of payuents Tn July, 19L%, bank dewosits and notes
in cireuwlstion in libirated Ttely rmoiwited to 506/60 million lire and
at 31 March, 194k, wwere estimnted nb 90 to 100 bi lLlicn, En increasd
of 7O to E0 pereont in mino months, In comperizon, on inder of
retail food prices compdlea by 400 (eovering botih I‘lL onod foods dnd
neccoonlyy nurcnascs in the bloack or orven m rivet,; rose about 500

pereent during the last sis wmonths of 19435 and nbout 20 nerooni
during the Tirst Cowr nonths of 1941, (Plids dnproveiont was ma inly
due o an inercvase in the bread roiion srly in Foebruary with o
congunucnt reducticn 4n '.'.'hr.— amount of blacl-mirket murchaze tint had
to be inecluded in the Imdex). A cost of liwving index eowuted by
ACC Tor Repion 3 {1:!1ich includes Henles Throvdnen ;& eovering
ﬂlflt‘ll?}.ﬁj;, F A ?'!'t, Tucl and miszcellan: Oy a8 well ag f’r_':;qu=I shovya &8 rise
ol 520 vercent sinee June 1943, and 133 perceny since Sewtombor,

’ Whrivc medn forcus are rosponsible for this ra-id risc of

Pricocs in Trf]

B, the fdrst of thoese lorces ig Fhe very high level of Allied
militarys end Italian l":I:."'u"'z' et expendl turey financed vrinedpally by
the exeood inely inflationnr ,r methods of evurdiafite on the Ceatral Bank
Ein thw ease of the '!L'"'.."'m leng ) and I"i'fquL'?.':.._.:._l:'t of rdlitary lire

in the eage of the Allicd exendi iturcs ), Some wmrorress in being made

13 inercasing tax rovenue 2, out wie Govermmient.defiecit ic now runnd ngr




at about 3 billion lirze per month, A part of this is covercd by sales
pf' Treasury bills te the banks and by revenues derived from Postal
Savings; but most of it is currently provided by the Banca d'Ttalia,
The Allied Financial Agency also mmkos advances to the Italisn Covern-
ment in forward military arcas,

As of June 1, 1944 Allied expenditurc in Italy is currently at
the level of abeut 2.2 billicn lire per month., The total monthly
increase in means of payient reprosented by thesc two clements is
about 5 billion lire.

b, The suveoud IMnoter tending boverd nflation in Italy ic
the extrime shortage of practically nll goodz, This shortage, to-
gether with the repid incrviee in purchosing power menticnod in (&),
has been responsible dor the Suvwth off a blace market of dengerously
large provortions,

- The raxd influcnes in the dnflationary situation is
public dilstrust of the cuv~ney, This factor probably has not so
Far ronchod dangerous prosorlivns., People are still willing t
deposit mensy in the banks crd s-¢ atill buyviag postal benrls in
mederetely larpe volume, Fub 'ropclar dollags and ster ng sall at
fluctuating promiz in the black wariet, » situstion vhich ig cvidence
of an incipient distruat o the Lire whieh may readily cssume im-
portance should the puiblic losc hope of cffective atabilization.

D« Tne inflaticnayy pressuris ure being held in check with the
greatest difficulty, 1The primwry eontrol ie the pogping of wages,
which in turn depoends on the purclusing power of ocurrent weges in
terma of a mindmun subsistence raticn. fhe feyatene in this structure
is cheap bread end the succcss or brezd ritioning at a low, aub-
sidired price derives frun gotting control of tho groin harvest and
reiuecing the Semptation to sell in the Ulack warket, An important
luctor is the villingness of the fa=mucrs and the public generelly to
hold cash and bank doposits s to save noncy mther then spond it,
As was indicoted in the preceding parazrach, a2 most dangerous situa-
tion would arise if peonle beesme unwilling to hold moncy end rushed
to buy gooda at any price, as hayrencd n Gormmny in the carly
twenties and as is now hippening in Grouce,

6. In the scction. which follow conuiderntion is given both to
short=torm rencdice wdch ean be applied to check i ineipient stage
of inflation such az now exists, and alzo to mwore drustic measures
viiich reay nave to be applicd, and could ounly be appliecd, when the
wnole of Ttaly (or at leaat the preater wart of it) is liberatod,
Aong the latter is a proposal for currency conversion combined with
8 tax on liquid acsets which may appear at firet sight both severe
dred arbitrary. In spite of this thue Comiitise puts it forvard for
Serions consideraticn as posaibly the only monns by winich the still
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worse evil of coumlcote collanse of tho
Germany after the lant var and i3 now taking place in Greoce, may be
avolded, Headlong inflation of this kind, in which the ancumulated
gavings of a lifuiime may be wiped out snd the amall man who hag in-
Vested in Goveornmont securitics and othcr fixed interest bonds is
left with worthless bvits of papery is unthinkable in Britain or the
Unitod States. 5o too is +h- proposed tax under tho conditions
cxisting theve, Fut under conaitions such as my prevail in Ltaly,

in order to maintain the wviluc of the lira and the legitimnte expocta-
- tions of investon liquid

»—assets may b e

Currency, such as cecourred in

ey

S 1n Goveirment Securitice, & graduated tax on
aried as the legser of two evils,

1850 | K
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2« Froposed General Price FPolicies

flage Policy

A. Stabilization of wages is a primary condition of inflation control.
Maladjustments in the vmge structure must, of course, be corrected and
there should be latitude in the application of the policy. It is to be
esxpected that in the process of adjusting wages to take care of individual
problems, there will be a net effect of an increase in the wage level,
However, the policy, or objective, should be to maintain to the masimumn
extent possitle the existing level of controlled wapges,

B, An effective wage control should be extended over as wide a section
of the worldng population as is possitle. In particular, this pelicy should
apply to Italian employces of tie Allied Armed Forces and to agricultural
labour so far as possible,

C. A% the present time the improvement of living conditions which may
be demanded by labour crgenizations or the Italian Government should be
accomplished by general increases in the rationed distribution of commod-
ities at controlled prices, and not by increcases in money wages apart
from those which merely involve removing maladjustments of one wage group
as against another,

This poliecy should be continucd until the time arrives when the
ration available to the general public at controlled prices provides a
basic minimum for subsistence, i.c., & ration of 2,000 calorics of food per
day, and a rcasecnable amount of clothing, boots/shocs, After this ration
has been achieved, a formula for the determination of wapgc levels should
be applied which will adjust wages in accordance with an index mcasuring
the inerease in the price of the rationcd and controllcd commoditics
(including rent). So lonz as rations are below the basic minimum the ap-
plication of such a Tormula should not be attcmpted,

In general, wapc policy should be such as will not provide incrcases
in wages to compensate for price increases in the uncontrolled commodity
markcts,

D. One of the principal problems now being cncountered in wage settle-
ments is that of hidden wapgc incrcases, There are over LO clements in the
wage of Italian pgovermment workcrs., Peivate employers use such devices as
tictitious loans. It is thercfore almost impossible to know what a man's
wage is or what effect a given incicasc would have., For onc rcason o
another increases in one or morc of thcse clements arc continually being
advocated, and in most cases it is impossilble to obtain from the Govermacnt
or the employer conccrned a complote statement of the totol income now
received by tho workers in question. The vage policy must include simplifi=-
cation of the wapge structure,.

Policy con non-wigc incomes

Control over non-vmge incomes is gsSential ir costs of production arc to
be controllod and if thq iricomo pressurc upon prices is to be kept dovme In
guneral non=woge incomes are higher than wage incomes ond they oon therefore
be reduced, rother than preovented from rising, thus making o positive
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contribution to inflation control and to the problem of distributing fairly
an inadequate volume of goods. Licreover, many non-wage incomes dre not the
result of current contributions teo producticn, and they can therefore be
curtailed or eliminated without restricting production. It 1is rec ommended
thet urben and rural rents, dividends, royalties, salaries in excess of
those normally peid for like services, and profits be strictly prevented

from rigsing and reduced Wherever necessary.

One of the objectives of the tax proposals of this program ie to
reduce such non-wege incomes. Until such time as the tax measures make
their effect felt, and also in addition to taxation, such incomes cen be
controlled and absorbed by erergency measures (by decree or legislation
where required) such as freezing, €.£., 1n the cese of rents; by requiring
that rents end payments for services be commuted in moNEy @5 of fomé base
date, in the cese of psyments in kind; by restricting dividend payments of
gpecifisd classes of companies; and by setting the prices of controlled
products at levels that do not permit large profits to be made.

Agricultural Prices

L. The guiding principle of price fixing for agricultural erops should
be cost of production and a reesonable profit. It is recognized that
accurate statistics of costs are not easily obteinable, but estimates
erring on the side of liberality can be used. OSome element of inducement
may be required for the most e=sential crops.

In the determinstion of costs of production, the principle should
be followed of meeting the cost of the mejor portion of the marketable
erop to be purchased, and not the costs of the highest cost producer. 1%
is recommended that full c onsideration be given to the use of subsidy
payizents (preferably on an acreage basis) for that part of the production
which was produced at a cost in excess of the price fixed.

B. In determining prices of agricultural products, consideration
should also be given to the relation between prices of products which can
be produced alternatively on the same land, and the influence which such
price relations may have on next year's crops.

C. The price policies recormended for agricultural products can only
be suscessful if a minimum share of consumers' goods and aids to production
cun be made aveilable rith equitable distribution to fermers at prices
bearing & reascnable relation to farm prices.

Control of Food Collection end istribution

L. The amassing programse should be extended to all major crops, and
efforts should be made on a national or locel basis as soon as possible to
control and distribute through rationing such products as sugar, meat,
c¢heese, milk cnd other cssential foods.

B. With regerd to that portion of agricultural produce whioch is not
subject to amassing, the government through 1ts monopoly on moter and
shipping trensport is in & position to control conditions of purchase and
sale of a2 substantial portion of tho marketing. To the cxtent possible,
prices to producers should follow the policy of approximating costs of
production, plus a reasonable profit.
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Products of loenl Lidusiry

The distribution of the producta of local industry should, so far
os possible, be mbtloned by the governmunte, with jrice policies designed
to prevent inflationary orefits frou wcerulng to individuals or companiea,
absoroing inflationary profits as povermment revenue, and mointaining a
low controllod yrice level., In this connection, subsidies can be used to
commensate high cost producors,

Public Utility anl Railrond Rates

Fie —— ek sl ek s

An incrcaac of the rate structure for thescv services is eszaabial,
and shouldl be done immediotoly. he adjustoont should be suen ae will taks
into account the cmange i nriece lovels which has already occurred in
libernted Italy. The resenlt nrinciple of' Aiffercntiztion in freight ratces
na beoweon essential food products and other ty s of marpo should be
naintained,
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Thie scction is divided into six hoedings - Taxation and Rovenue,
Covermaent Expenditure Contrrol, Government Minancing, Banidng olicy,
Impounding of Lxeess Purchasing Power through Flocking or Taxation in
Connection with Currcney Convercion, and the Rate of Exchanpge.

I ——= TALTION AVD HEVIITE
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A, TITRODUCTION

e . IE— - - —— i

Ta ke the Itolian tox sysuch adogunte as an instrumcnt for
arcesting dnflaticn and “C2 Yodemedar poRessarily loree future budgets

will reouire changes in whc .3 <t 'ox systeon B0 basic in concept and

in administration dhek the fall offscry upon rovenues cannot te realized
except over o considercble poficd DI FLol'S,

It cannot be too strongly cmphasized that there is no background
of fiscal cooperation botweom [0 JUITLi-n% gnd texpayer in Italy. There 18
no reliance on individual relainss The nresent systen 186 besed on the spy

and the informer and on the taxction ol varngs ~nd quantitics that con te
scen rnd measurcd rathoer thon oa LaGounts that con be '[J:""-'.'-{;rﬂl"l:,i" ELEEEE“.-_-E:'ﬂ..
Such o systom is sinpulerly aneniteble for resisting inflationary ProSaULrCoe
Morcover, the lonr-standing and all pervading apathy towoerd the efficicnt
collection of revoruc has, of cowrse, been intensificd under prescnt
political and cconcmic conditions. Exccpt over the long-term, therefore,
only limited aid in inflation conmirol ecn be expected from tho revision of
the revenue systcis Such wevision will probalbly be the least effcetive
aspeet of the prograwic in the immediate cmeorponcy althousn it may well
be the most ciTective long-terT stabilizine influence on the cconomy ol
the countiy.

B. IMERCENCY RECOMMZIIDATIONS

= — i B P el 5. '—-—_-_-l'l'—l'.

There follow coitoin crncrgency measSulcb which should be taken to
absort present oxcess purchasing povels

1. Stimulation of asscssment tnd ccllcction

—— p— T — e D

Thore must be an intensificntion of cflorts to rocvisc ass085-
ments and bring the rolls up to dote, To sp od up collcetion and 1o
ymprove tho quality and incresse tne munber of tox omployces, FPending
basic revision, cxisting asscssments in the Tollowing cotcgorics might
be orbitrarily multiplicd by samc figurc from 2 to 6:

2) ‘business income
b) income of landovmer - culiivators

¢) rental income of rural landlords, cspccially wherc ront
is payoble in kind,

This recommendation is in accord with suggestions made by the Itolian
Govermment.
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2, Coverunent onopol:
The Government oraistos monopolies for salt, tobacco, mA tches
gl lighters., This dis in rzality a sinple form cf LmlE-L:-l*t‘J.ﬂﬂ tax,
Priczs showld bo raisud h.u_..JLm.nLLL.I 1y Bevond thue recenwc 1 JG}a 1NCreast,

wlt pessenc A 1— of 175 anmunl property tax on
sersontl property exceont furniiure, oasl,
nd povurnacns yanels =The tax is bad in taeory and 1n any
cien zhould be apolishad, but ths amount oi revenus it
5 b inoped vnley wrosent cireumstanccs. TFurthermore, iv

—

represents nn erfzetive mothod of reachilg the larpgoe 7 cricultural land-
owners with resvect to wheo ineccie taxatvicon is lixely to present many
diifioultics, It ds fherefare ~rouvoscd in accordarce with qu;,gc,s'tlﬂnd
of the Itelian Covernment tiat the rbto of this tax be mide progre asive
vith a 2 mte in the hbaghodt orec

L. Covernment Wesrcnae fron Price and Distribution Controls,

e R R T T e " R ke o LS — -I-d-\_-—-—-‘—-—-'-'_—'-l-ﬁ—r-—-l-- g S A -~ e S—

Mie recommendations on price wolicy include pre pr‘ wls for
govermmont 1nturvel lll n in merchandise trade which arc, in part, intended
to mbsorb, as rovormaent revemlc, inflationary profits accruang on
itenis WtsSs MTLOES arc --iy.n::tJI;uDu_l ;1L. Theae proposels will yield anb-
stontinl sung o the sovermment 1 tntely and very largo sums whon
thore iz 4 rusunption oL ﬂ.i'.l-:'.-!_._.l.u.:_l: 1-11.- woticon and inpeoved transportition.
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IJ o conviction for 1_11":;:. aarkot, treding with the encemy and
similar ofrsiocs, e powr Lo dna heavier fines, longer toims of
:'uv.rjur:r_:.;.n;-n.nu and additiopal powers ai contiszeation shonld be provided
by the Tlelian Govermcnt, L sional rovenus would also ve provade To i &
the Tialien Covernmens sliould deeide on wolitical rather than Minonecial
prounds to eoniiseatz fortans illepnlly acquired vader the Mmscist regime,

B L= M NATT O
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fotion imst be Baken to : o1l owine, exXorel woeRknessoa

i JI -!_.I.I he I Lot = l..lj. o I"'.-"'l i L Lk ,__I-.-" r

ment vroceduwre that ds both wduly slow and highly

colloction syusen vhdah invites hilgh ecsts, collusion and
COrrmiLlon;

3. wkcesgive relisdee on per quantun consuaption taitos.,

A comnlete nlan _rr yoPorming the Ivalisn revanug g Lrustu'e
may be found 4z an anex to this ruport. Very bricfly, its espential
features are:
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taxing inedie [7G- uirl, rens ssurces uidor Aiff ovent laws siad 4% different
Tlat rotes ba ah: Lintod and Luat fhcps e asuLasitubed one wiiform bagle
rate Al g PrOsrossive purtas scols to Do amlled o ‘necusie Trom whatovar
Sturee darivac, Tl s zhorld Be eollontoll £3 Tar as possisla oy withi-
noldng and cther hssoasment aiiould Le bocod on 4hs trx ayers' declara-
titn of incone. Such ucelerations uMaild be sublact %o Sovere ponslty

for fraul op wilful n Aratrenee, end should be s & by & requircment
that the fuxcdyor fees Lo GRS gungent w0 oortain XCOPLlcns.

-

Ericiiliuenl incane who arc ALong wiie chief
benefciaydin: - _ otk AR RN b2 LR e i NAXY nrice riacs ara now sxempied from
the exesss vsrofits ax.  This axnenntion chould Ve 2bolighed, a reccumends-
tion whicu is M accord in crinelula with measures proposed by the Itelian
Fovermrient,

o, Denth Intics

" LR ] — T e

“.5tic Tnereosca in ratis Should be instituted and at the
same time, the additioue %o und » letions from tax which depend cn the
size of Ll decedent's: 1 MLy sncuid be mbolished, iravafers to spouso
or chiidren, &t rroccat exenndt o 0T and sucecssion Sax vhen thera
15 more than cne cntld, should Vo fsed,

d; Collsobicn

The progent systom of collecting dircet tares throuzh

private conerrctors is Pramitive ad wnjustifiatle in a country as ad-
vaneced administrativelsy as 1 tadyy  Jhaoa Veiltags 1s the supposged assurance
it tdves the povermncnt Lhet it c=n count on Ghe anmount of the tax roll
being tnraed dnto the jabldic treaswry repgardless of colloction diff'iculties,
and thaet only one sourco ner tax dlatrict need be logjed to f'or that sum,
it nevertheloss awcars i ghly wndosirable thet a srivmto entoryrise
shoudd hawve a stvanzlehold on the publie revenues, If borms and conditions
oL the colleavion econtrast cre uot to a contracier's living, he need not
bid for eolloction of the roll, T nort cesos he 'wo, at prosent, the
ornly loczl opesideation en:ahle ¢f "nodertaiting the tack, no ong else
heving the renuinite o ratminl, lacillitics pid axperdones.  Such o situa-
tloh is hovas to rocult in ectr o] ¢ Aizh-eollsction coato, Furthcnnore,
Since the stule his only the moot Sonuvus Fiue of suporvision over the
meehcds of enllootion, thers are ruwicrous crortunitice for graft,
extorion and foonrdficn, ™ aally, even the advantage of agsured reculpt
of Sunds i denied the shate by Videspread greating of forpivencss cs to
rars ol the zell, 7T hie hea bee. sronied a Lolleranga", not only has
wvie eonbractor'a ineificiency brern reverded, Pal ho hos been given the
Oopporturity-, 'ov &8 conoideration » WL W0 cclleet taxcs from his fyicnde,
Varioua formis of eollusion are tlimost coertedn to result, The syatom
should be abolished and ecollcetion brought within the eivil servico.
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Ae From the stendpoint of inflotion control a crucial sector of
Ttaly's finanecisl sitructure lies in the ecren of tie cxponditure activitics
of the govermicnts Such exponditares, however, are vory diifjcult to
evaluate and control. In pert, some of thege expenditures arc beyond the
control of any pgovernnent. In order to cifoct oconomies, three conditions
arc prercouisites

l. &n ecconomically-ainded government, conscious cf 1ts
responsibility to serutinize efch 'L‘[:LJZ'L of the cxprenditure

s I properly organisod 5_1'--‘“ of buldggstery control which
7L dil E]"I‘Lblt: the movermient to plan ites cxocnditurces by
vicwaing tn 17_:-:1 situction os o hI**r*lL., and to assuwre
itsolfl the 'L s ke soale of cxpenditures planned are
actually mhde,

3« preparation of an annual budgel -dith provision for periodical

rovicy in the ligt of choaping circumstinces,

Be The following is o gserics of »ropescls which have been drowm
up on the basis of the limited lnmovlelzge gained in southern Isaly, 4
complete prosran EE'..I"'.I’I.tJ'i:. be Treacd uantil the conditions likely to be met
in northern I4ely pre better knovm. In oy cree such a progriyyic con oe
nade conploete only hFLLf the gpovernmiicnt hes efiectively cstoblished its
cxpenditure control system. Theco proposals, nowever, talen together,
con form a2 borrioer to antlaticon,

l. Foliey towerds peyment o acoumlated cloims agninst

r
[y ] _—

Ho Govamant
a) an importart infloationory itew is the unpaid bills
ol the povermicnt and the ccownlotel elains which arise from unpoid
obligations for wozcs, ponsions, and fow matericls, howses, building:s,
and servicez of 11 kinds requisitioncd by (1) enawy anvics, (2) _1llm:'l
ermics, and (3) the Itslicn srmy, 211 of wiich will unguestionably be
surpt.sscd in mognitude by cladins for swx diuango,

b) o policr can be 1oid dovm to handle thiz apst
diffioult problaa excopt through o carcful study by the Italian Govern-
ment, But the steilitcy of the ceonory and the prevention of inflotion
require that certain principles be aubodied in thot pelic

1) Post debts and csteblished eledins egainst the
esovermswent, whatever their naturc, should bo sub-
jeeted to individuel study, ond only thosc claims
saculd be met eurrently where payment would oither
einalile a yvork or serviec to be continued witich is
in the interest of the Allicd cnuze, or obviato
the necassity Jor maling o different payneit, Cega,
rclict,
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Ho interest should be paid on unpaid claims in-
cluding those for pensions, requisitionz and war
damnge compensaticn, and no upward adjustiuent of
olaius should be ade for clengss in price levels,

The dotcpalivtti-n of elains should be dissociated
from Chedr vaynont, Claims arising from any
Gource ey bo determined ot any tine, but payment
Saould rot bo made until the conditions din 1) are
collplicd witii..

¢, The disaivantese of thiz avrioacn Lo the oroblan of

)
govermment oblipavions is the possibtly adverse offict on coveriment
credit, and the lidgation of the progriun s the requirenrent o strergthen
government credits However, a definitc attemmt should be mnde 0 pain
the confidence and cooporation of the people 1n not pressing claimg for
past due services and suppli :8y CxXulaining the damaging results to their
ovm econony by a policy of total saymuent in cash,

2s Fayvment of Hubs=iadie
B i T —

R el i I O SR e

The voliecy on subzidies must be ceordinated with
eftorts to maintain a controllcd trice svabem. Sobiidies can usefuliy
contribute to the cantrcl of infloticn. The broad subzailyy 1s an out-
standing oxample of such usefulness, A low price off bread to the
consumer 1 the Zeystone of a comirolled srieec structure in Italy, control
of wages, and therefore of the control of costs of nroduction. Subsidies
which do not satisly the tust of being usefild for the control of inflation
should be dropped.

5« Service on Public Debt
The service on the public debt is a cubstantial Tart
of the clvil uxpunditure of the JTfalian Covermment, Tntercst rates on
govermient boorowing havs been wmeinteined at arcif 1olally high levels and
in tie intercst of ceonomy should by loversd, Whe nrovozal Tor reductions
in the interest rate on government porroving is vrcacnted in detail in
thc gaction of Qoverogroent Mnano,

he Military, Civil Boxyvice and other extnendd tures

a) The three princival ites of expenditure not mentioned
above are military exvenditurcs, vurchese of domestic supnlics and materials,
and the eivil suivice, dilitary expenditurcs must be decided by policies
of military ucevssity rather than wmflationary aspects. At preoent such
policivs arc determined br the Allies, '“hore is a ceniral purchasing agency
in the Ministry of Finance whosc powers should be extended to ci'fcet
ceonomica and apporticon supplice and materials within the eivil edministra-—
tion. Efforts should be wade o siuplify govornmend procedures and o
ceonomise on government porsomiel,

b} It is recormended that the Italisn Goverrnment creatc =
strong Energency Cormittece on Lconomy to roview the whole field of govern-
ment cxrcnditure and make recormendations for the elimination of waste and
durlication,
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D, Active support throush open-market operations =hould be given
by tho Banca d'Italia to peintain pricca o goveITininit qecuritics, 7
and to cncourage the purchaszc of govarivatt securities.

¥, As soon as the above propram has provided an adequata al- '
termative, the precent nractics 5 borrowing Prom e contral bank should
be resortcd to by tho Govermmont only in times of @ucrgsnicy and for as chort
a time as possiblu,

Timine of Tro:zr:a
= — — — e

Work sheuld bo bopun inmocintely by the Mnictry of Finance to
prepare the dissue of the wor savings bond for the genoral prbiic, the
3 pond for large investors wnd banks, and the lottery bond. The .
meazurcs of suwnport for the goverment bond market should be put into

effont coincident with the lwinching of the new 1ssuch,

The reduction of %he inteorest rmte on the cutstanding public
debt issued by the Mussolini Covornment prior 1o 23 July 1943 to 3%
repistered govermment bonds should teke place as soon as possible after
the liberation of Rome, The nolicy to be adopted on the debd igsucd in
Gornan occupicd Italy since that date should be determined only after
the complete liberation o’ Italy.

IV ~—- BANKING POLICY

A, Barking rolicy should prevent ersdidb c xtensions flor a1l _
speeulative purposce, including purchase anil with-holding of stocks of !
cormoditics or to finance construction, which would result in the bidding
up of prices rather then in inercased production.

. Credit chould be aveilnble ox 1w interost rmtes to flinance
approved productive activity in oraey to kcep costs of aroduction low.

Ge 1e Inspectornte of Eands which is now under the Pancea d'ltalia
shiould be snade dircctly resronsible Lo Biu Hnistry of Finunco and 1t
work in controlling the ercdit policies of bunks should bo congtantly
reviewed snd shimalateds The Inspectiorate in its control over crudit
should work in ecloce cooperation with the aocneies of tho povernment in
charee of constructivn, price conlrol, distribution and rationing,

D, Ta atrongthen the position of the Banca A'Ttnlia as the Central ‘
RBark it chould be prohibited frow engaging in Xy banking business in which
it competes with other Dbanicing inatitutions,

| Be  dnes nayment of intoresi en domand lcposites by the banks and by
the DETICA d' THalil ahould Be abolishoed, Rates pedid on time and savVings
depondits nnd on postnl szviags bonds should be lowercd to rates appropriately
relatod to the proposcd ncw govismmont bond retes. As a suppleaentary
meagurs of control the banms should be requirad to maintain cash reserves
with the Banea d'Italia asainust their sipght liabilities. The rescrve should
be fixed by the Banca d'Ttalin in nvnsultation with the Ministor of Finance.
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A, A blocking progreomme has.ore disadverrtnges than admntages.
Its advantage is that il i Llées extrome bthan a heavy tux on liguid or
other agsets. Its diszadvaniapos & r. thet 31 iy dissuade the public sub-
scquently from depositing -4s cawinge freely in beaks for rear ol ad-
di‘ti-“;r 1 blecking roogremnes; it invelwves & cunsideanile adminias r‘ s BT

ask of unblockir 15y ror '.i'-.T"J.,r., GXNENRACS and cther I'..ill--.' t+ed uses of blocked
I'Lu".ﬂs, and any _'n:l-: cf' cnergy or seynpuloucnoss o F|.-1-'I.."J_-'Ii.;=' ation will
mike tho measure inatfective ag urn anli-inflationary device., It 1s Lhe
view of the Comnditne tlat bloclkarp dis not sn adequnie menrsura o deal with
the Inflationiry cituation contragffing the Ttalian Gow mment,

B As o pursiy fiscal deviee the torstion of curreao s -S.L;Tji_s,:li.ts,
and possibly so- __': ~08 at the tine of puMeiey converaion s, in the
Judgment o1 tho Caa l-L sy Battsr ecajeculetid te éffect the Hl:r} LIfE=1p
of purchasing power witich the precant grave and prospestively even graver

situation requiraes,
1, The objcctives of such a schaee would ba:

a) To lassert the potenutial pressure on the price centrol
structure arising: fron the volume or outstanding liguid asscts in the
country,

L) To tax the hidden profite derived directly or indirectly
from inflation,

G] To provide infornation which willl zorve as the bazis for
the succcssful odministration of a reformoed tax systom.

a) Te reveal fortwmics aoquired from eollaboration with the
cnemy or from vielations of coonomic repmiistlong,

¢) To give the peaple confidence in thuir currency and
assurances tnat inflistion will be controlliod,

2. The followinge is proposcd as onc method by which & combincd
eurrcney conversion and tax could oe put into eft'ect. All oubtstanding
netropolitun and AY lirc of the denindnation of 50, 100, 500, and L,00U,
andd any HYA notes and vellow seni dollars ressining in circulaticn will
be requined to be prezentod for conversion into new Italian currcncy within
a period of' 3 to 10 duys,.

a) Persons without bank accounts or nostal aceounts will:

]-j FT =und atiove curpeney; counted andl amcunt statoed;
2) Sirn atatement as to cvaership and value of all

.-J-..:m.u*:L'I_.:L 253
3) Lo as:csoed and roccive now currency less tho tax,

b) Perscas with bank accounts or posztal accounts will:

1) Devozit the above owrrengy in onw of the accounis;
gi:m otatoment decliring posscasion and value of' othex

nccounts end securitios;

3) Te pemitted to withdraw in new currency up to U
of the total amsunt on depesit, but not more than
50,000 lire, until tax is asscased and paid.

o
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¢) Bach individual et comlete conversion of his holdings of the
snheve currcncy in onc single cperation.

ﬂ] Motes of 1, 2, U ond 10 lire denomination will not be convorted

and vill be tox cxoerpb. lfow notes ef these denominations will be put in

circulntion as the cold notes weor B

o the inclusion of scouritios in
snelude only gSOVCrminent ECCUritics
-

such a t23g, throe poosibilitics ya0 6=
vnato all cecuritics,

(2) inelude all sccuritice, and [5Y o

£) Yield of the tad stiould be "izhe ESo far as roilcs &C conccrned,
thore arc two peocililitics. With arpropricte exomptions to aveoid undue
burdens on liictine zavinge, parblevlarly taosc docala «%cd pirior to whe
war, a flot rote oo 04 te fmpesed by sctting tho sonversion @uto ot loSs
thail perity. Aliconcively, wac Peues cearld be procressivo. A flot rese
hes theo advantazges (nd o {ard raiimzies 0F heaxring cuunlly on &ll proupc ho lding
liquid asscts. Tho profrcss ‘e 1nst has the adventages ond dicadvantozes
ai boaring more leavily on Tic EreUpSs sith the lorpest personal accunulotions
o1l liquid acsecis. Cince o High flot vate 15 nrobrbly prohipitive, & pro-
proesive ratc 1s o ore sroctientle fethod of producing o high yicld. Irom
the standpoint of roduelng ho pobenticl pressure on prices, the suoller
noocwintions rre the more dorgerons TO rotoil prices, the largcr LocuUmlLas=
+4ons are more dingorous to vholesale prices, “he possivility ol & dangcrous
f1ight from the lire into noaoditics ot any eoot arlscs primarily from the
larger coccurmalotions,

g) The holdings of tho Suote, Provincos and Communcs, goverrmert
ovmed or operotod institutlone, banks and ingsurcnec componicd ahould not bo
subject to the tax, Choritable, religious, cducationnl and othar similaw
ipstitutions should also bo aciaiptods

h) Special arrangcricnts would hove to be made for toX firec convorsion
of Allics! officicl Tunds and 1oOT corversion of currcncy in tho Lands of
Allicd personnel vwitlk specicl provisiong o prevent collusion between Allicd
porsornel cnd Ifelicon eivilitnc to cvode tex payment by the latters

j) The final decision as to tno geope of such 2 +rs- and the choico

of cither a flot rotc or o progroessive roadc met aveit deterninotion ot
mope and total

conditions in ilorthern I+oly poarticuliacly +tho oxbtent o var OO

volurc of rovermwst delt cutstonding. The levying of this iypo ol téX
would not preelude the pessibility of o latore fuposition ol o obj itc.l levy,
if nuecooary, to ©asist in rohnvilicetien end in the prymeont of wor druanpe
o 3k By Fo 1

VI -~- THE RATE OF DXCHANGE

Irrcepeetive of whether the cxchense veluc of the 1ira oS estoblished
in Junc 1943 wos too high or too low, no chonge in the lirc cxchonge rote 18
recommended o8 a port of the snti-intlation progroulic, An incrensc in tho
dollar nnd sterline value of the live qould ot contribute to tho solution
o tho infletion protlom in the orod novw 1iberatod nor in Fortham Italy,
and wrould prostly compliente the post-wer problers for 1taly. In ooy CE3G,
in T4 161 of 22 May 1544, the oCS approved tho roconmendation ol the
Finance Suv-Cormission that thore should be no altc.ntion in the cxchango
roto ot the present timc. L conpletc rumoronoli proeE srcd by the Fincneco
Sul -Comiiesion donling with the rate of exchinge moy be found as an onmex
to this ruport.
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Food is obviously the most important and the most eritical,

the most encrgetic measures must be continued to collect the morimm
possible quantity of grein from the coming horvest for legal distribution
through the rationing system. To this end, the price of wheat has been
increased from an overnge of 400 to LS50 lire in the pacst scason to 900
for soft wheat end 1000 for hard whest, per quintal y 10 the harvest now
approaching, Jiorcover, upon recoticndation of the Chicf Couraissioner,
and subsequently of' the Camittec, 4llied Foree Headqueriers have in-
crcascd the bread ration froa 200 grems to 300 grens per day, cifective
July 1, 1944 oz a aeons of rcdacing the demend in the Llack neriet ond
the inecntive Jor groin speculators (wiether produccrs cr othuis) to
witihiold grain rrom the legzel merlet, These necsures ore caleuleted to
moke poosible the amassing ol the aoximua of L35 of the whent crop and
arc congidered indispensavle to the comtrol of influation. The only
hope of holding wepee ot their present level is to maintain o roasomble
ration (300 grams daily) of ciictyp bread and to inercasc the nunbor of
basic necossitics aveilalle to wape carners in ¢he lezal merkct. Once
wage incretses unaccomponied by dirprovement in the supply situation are
resorted to as a neans of neceting the problem of rising living costs,
the mein bulwark cgainst inilation will be destroyed, Consoquently the
amassing program will be extendel to olive oil, pulses and other basic
foods, The Ttalion Govermacnt, cided by the «£1licd Control Comission
is procceding vith this phase of the inflotion-control progrouic,

Ze Clive 01l Hefining:

e ]

The provision of cven a mederate ration of olive oil has licen a
tasi of the utiiost difficulty, rnd unoffieinl prices of olive oil hove
been highcr in proportion than probably amgr other cormodity. iefining
of oils of high acidity wnd treaticent oi olive residuc has boen practically
at a standstill since the cccupotion, owing to absence of necossary raw
motertlals, cspocinlly Caustic Soda and Cearbton Diysulphide, 720 tons of
Caustic Sodu wus requisiticned for apulic clone in lovasber 1943, 1in
dpril 194 the {irst 150 tons arcived, During thiszs tise lerse quontitios
of incdible 0il awnitcd refinings; had they bcen made aveiloble thousonds
oi tons or vdille il could huve Leen marketed ot official prices. It
is estimated that the Caustie Soda now requisitioned Ter olive oil ro-
Iining vill welze sufficient ediblec oil for a rotion of 300 groas nontinly
ier tle scuthern provinees of Italy fer at lesst 3 months and leave sup-
plics on hand reoay Tfor the refining of the new scasen's crop in Novohber
and Jecomber so that an emnle supply of olive oil from the beginning of
the now harvest will be cssurcd, Stoclks of editle oil ot present will
net last boyond July and the new crop srill rot be aveilable until lovembor
20 thit the Caustic Sode requisitions are urpentls nccded,

Je Iood Processing:

e s e i By =

In soric regions thive codsts o scosonzl oxccss of locally grown fiults
2l vegetebles wiich connot be presovved 08 tonsvorted in their Tresn state,
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In order to inplcacnt this program, ccortain basic ecssential supplics
are nocdoed: 1.Ce,

a) Fertilizer and Inscclicides

b) Eceds
¢) Fart machinery cnd accescories

o) Fertilizors and Insecticidaos:

The full requircncnts of fertilizers for Ifalion apgriculture in .
Libcrateod arcas, wp to ood inzluddng Hooe, are 39.000 tons of Supcr=-
i - - 3 2 ;
prnosphates and 111,000 tons of nitrogenous fcitilizers. Thelr importance

is reileocted in the fact thol one pound of Turtilizer is couivalent to ’
six or scven pounds ol Jood., linless Tortilizers are distributced berore the
planting scoson, which iz lovesber, there con be no erficct on the follow-

ing swiicr horvest, FPort of the requircements con be nmet from local produc-
tion to the extent thot ciforts are successiul in rchabiliteting the
foertilizer producing plants. For this purpose, phosphate reck Ifrom
Forth Airieca, cortain chemicals and & linited amount of industrial cquip-
ment must be imported, It is now undorstood that Phosphate Rock, to

the totals required, is aveiloble and ean be shipped, comacneing lugust,
subject to the cporovel of Cls, IT the rehobilitation of the fertilizer
industry can be corricl cuty Seuthern I+aly should supply about 257 of
its reguircacnts oi supcrphospiiates Uefore the end of tho year. Imported
nitrates have been reoquicitioned and unless these reguisitions arc mct,
there can be no hope of reduction in the tonnage of imports of ccreoals,

In view of' the difriculty of obtaining supplics of Sodium Mitrote t
ar Nitric scid for producing Sulphurie ..cid ncccssary for the processing
of Phosphete Roclr, it has been arvanged {0 process imported Jammonium
Nitrate fertilizer to provide the necesscry Hitrice weid and to return
Ammonium Sulphite for agricultural usc,

These requisitions (now reduced to o minimum) must be filled since
the arrivals of these supplics will cnsure:

a) substantially increased harvest,

b) reduccd food iaports,

¢) increased caployment in Agriculturc and
in the fertilizer plonts,

The rchabilitation of the Sulphur nines in Sicily dis important in
order to provide Sulphuric lecid, coarbon bisulphidc and inscctiecides, all
of which are nceded for roxitum food production, The estimated sulphur
roguircacnts for liberated Ttely, Sjcily, Sprdinia are 75,000 tons for
the twclve-nontn pericd ending May 31, 1945,

rroduction off sulphur folls short of’ the cs{imated requirements by
sone 20,000 tons, Tyo amall mincs arc working at full production in the
Italizn lninlond ond producing sone 30,000 tons of ground sulphur ore
[35}"; sulphur) per yeor, Sicilion mines are only producing cbout 12,000
tons of block sulphur (98~997 sulphur),
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V.= CONCLUSIONS

Bl ot c— g ]

1. Wherever war conditicns oxi st, inflationary pressures arc ot work,

2¢ The termas of the Armist) ce, the militery occupction and military

operations luve lamized and vill contimue +o IMpose o very scvere strain
on the Itelion cconagay,

¢ PBunaymy inflaticn has been so far avolded primarily beeouse of
the faith in the A113ics ond on uncriticel confidence in the future of tho
Itelian finencial systens Hewuver in kore and to the Narth, thore arc
increasing indications of doubt as to the future of the Lira,

4e Stricter price ontrol, eontrol of diztribution and of the
allocation of consuor poods, rasy nclorinls ond cquipmont, are cxibremely
inportont, but in tho presont

state of supply will be pallintives ond
insurficicnt to 2void inrlotion,

Je Although the finaneial Japasures ore amportant, most of thonm
cannot be cifeetive in the impwediote future,

——

6y To provent repid deteriorotion of the It
P I

~lian sitvation, scme
incrense in the iiport of consuncr

S foois, rog catericls and cquipment
1s ossential,
el | EITERY W. STONE
19 JUN 1944 Captain, 1,S.1.3.

Chaiiman
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Apnend:},x to IV, Euépj.y Recammendations

suggested Dralt of AT Adminis<irative !emorandum

T,

ATLTID PROMGTE COUNCIL: (ITALY)

L = - L —_— T

lao Incrdsy o dnturradc in 1dheredad Tialy |
and Sieily) tho esmani b - ©uhs atied Haval, Jfilifary and Aip
Sepvioces imIrtal o wisnitne neesssaty for hoiovarall develommerns &nd
Utilj.ﬂr’r.‘iriurl L) | WA D B e Wby a lo T G e T sl b et FIW s 1 I I 2 18
tr.m.-:;‘c;'i:. =L I s RS TE T b '\ Gl The wanr -._'.-nf[!“';_, tha atiliec
meonemiae Gounell (Teely ) id aercty =2t

[ e
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i
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el
L

re Sho amantinvticsy o oo Uotneil soall be aa iollovse

LhEaT ) LV ’.I; M Ty .f:._-LF'r"'.., hoonoiite n.,J:FE't.JJ""I".L 0
IGINQECR s i L% lllet erece weal sesourcss [taly Board,

leoresguniativeg of She 10llovdns bodiss shall attend whonover
matlters ..'i_i.'-_j_,- vhelr juricdiction cone up for considesration or when
callcd for & peneral noeeding ov the enairman:

cotric honrd,
Ietrolavm Jection

iilitaies Arilvmy Sorviees AAT,
Medne, TULy.

J« Gne Corneil anall have tho following powers and dulies:

a. Yo apsist in the developaone %o its fullest extent of
Linlian producvicn, industriel and transuort facilitics in the general
intorest of the war effort,

b. In caryvyine out this mandat: the Counail will bzar in mind
the owvorr 1n:'L‘Lt!; wriordyr of che milldary reqairatents of the Alliad
Forois. Subject to this the Couneil +will heve resard to the noceszitby
for deve ]uj ing priverily those resowroes, industricz, and transport
tarilities wiich moxt nearly aszsi=t the penoral way offort and which
redvece the astruin on Allied Liporty of food and other cormoditiva and
cn £llicd trensvort, Consistenily with tho above, the (Cowieil will
531t An i dovelosient off thoso nroduciions, dx Lu*'-"':'ia-.l cid
trar .'f:'I"h frecrlltics which though ned dircetly bonefitving tho vax
Lfi'r.'r"h, indireetly de so by inercasing yroduction of essential
conswun,r poola, checldns infla cion and eontributing to the cconomio
and politiacl guability of the population in yoar of the fizhiing
foroce,

¢y In cavring oulb ius Tuwnetions wider the last nentioned
sub-prragrairh, the Counecil shall have the power and duty of detor-
mining prioratics and vhere nsccssary of actially alloeating roe-
sourcus and facilivics ef all serta (ineluding maupower) where thero
are acnflicting claima bebtwoen niilitry usors and civilisn usera and
cxports,
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d. Tha richt of the Armed rorcoes €0 rogQuisluvion ~00ds and
facilitics in 5th and Bth 2rmy arvaz, ic not limited by thu preceding
paragranh. However, svch)requisitioninZ, sarticul=rly of factorics
and othur iicustriol fasilitits, shall at all times be limited vo
the neads lumdsced by Th; military sitvation.

g, I% shall be the doly of the Coun2il $o naincalin a
conbimous revicw of all renuicitioned fasilitics in order to
detorinine vhether their release o eivilian use ray be carricd cut
vithout hindering the militoery edfort.

L, Functions of A:lisd Horee Jucal Resources Italy HoOArd. | '

foiae Loral Resourcss Ioaly Doard will eontinue
Lo

Lo ewercise its mrezcepnt Punecions in reletion to 5th and Oth Arm

arcag only zad subjock te tha ripghv conrorrod oy Deid Zle, Hopsor
18 B Iy v A0

upon the Cowieil 1o review Lraq L1NC oo G AMC reouisivionetl Dael
in: puch arcas,

Y. The snid Beard will also oantinve te ecxerciso the fHiune-
tion of alloesting us bobwees Allicd Heval, JGlitary and sar 'or'ee
tod to the Allied Torces by The

|
LHUEYys rosourceos il LL Ul T niaen alloccaton GE
Cowneil,

Sl o Covunad L

& chall detemdine its cwn sroecedure and will appoint such

secrotsrint and stulf es way be required to earry out ivs fuuctions,

b. av coopt othor mombers elther generally or for the

b o——

consideration of any nerticular mavelss

Ce ay arroint comnitieus, sub-commitiecy aud Local

Councila to carry out the policy of the Council in particilar arcas.

de iy eall for rcports from any fomation or unit or
. s s + q 4 & P . &
member of the Allicd Forocs in Iualy [‘mr.'rfl.n- idn: Surdinia and slelly)
and mar fake evidence on cath or othurwiso ns th Council seca 1it.

6. [ulationshipswith Jdalisan Govermumeny

e i —— il ] e

3¢ Couneil ahull naintain the ologest rolatiouship with the
Ttalinn Covermpent and will fmmplement its decisdons through the agomoy
of the Ttelidn Govertnent whenover military or other considerations i
permit,

'._E""ll- '.:I.'l.l..'.'- '_1L.'_ 2. 18

shim]11 requast e Italian Covernment te aut up
anpropriste Covernmontal counoils and ageneics bovh to correlate
v

wolicy with the Counnldl prl Lo dmmlovent suah corralated molicy and
cponomio And

Cermanlly L0 coordinatc the oversll develojim nt of tiu
induetrinl farmilitice o1 the Tinlian Netion in acedrdsnec voun this
dircetive,
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Appendix to IIT Tinanciel Hecormondations 1
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woaraesses of the Tialian revenuve spystom may be sumnarizcd

v asscssront 1vroezurs thit is both unduly slow and bighly

L
[o— N T i -
L L CH L el O

o

» oolleetion siaton which invites nigh coots, aollusion
and corrwabisn of svery liind;

(-

crconsive relianno on por guantun consunucion taxcs.

fo wake the syston crluguace /S N INSHXUL nt both of inflation control

and of balencing necedsarily largc Tutins budgets will roquirs changos il the
prasunt Loy gpstom so besic in eonnept and in s drintetration that che full
cffcot wpon reveniesd oo um'L ho ponlisel atcent over a consilddraplo poriod of
years, L1t 4g thoe pur oic s of Uhis manoimniun to set forth the bre = 1ines of

comprehenuive nc .'|_-_:1'.'. ."-J."!I.'L Srosversive senume of taration which is belicvod
to be ca~nble of everntbnl reslization, u:{.‘:;g-_ 'tt]EI" with @ indiestion of
CMErEENCY MU SULLsS. Vil el will be cosvopricte for tae infiationary situation

and vill Revre ard Lnuediato clicci on LUVEUG.

e Theelian foxntion syston stose in perg {roin the Rojas, with sueh
moddPicatlions ag woro e by dapoison, I s cimilar to most Iatin systens
and is desiined to eoic with & lurge Dro ortion of smugelors and evallrS.
There apodol's ncver to have Guell ail "I...“_.-.'L“'J' ieTnAElC _t ation hutween the
Covirimant and the peorde, ane honos Gk stum is basced on the spy and the
inforner ant on ihs tesoticn of thanps t]l 'L nan T,a sion O moasurvid by
{nexnert hands.  Inovitably, tll-_:'b_ll ri;, eny sueccczaful and thorougsty cing
revision depenls on the positiczl feetor, liatal thure is xveatur collab-
oration batween govirmuont and mee L, Al henco pulveen cfPiginl and tax-
1,.41;r-___, All revenuss bascd on self-nsaesswent by Uho pnrpayer ani on the
produetion of rocsonnbly accurt Lo odmirnn and asccounts will be subject 1O

anme Tises ol o tonpornyy drop 1 rovanid FLC L

T el

' 5. MhHa schung herein nyoposed wil 1 necessacily oconsist loxge ly of a

¥ rnllui"l .i'_||!:_'I -_' |_.lF i_n -:L-r- .?IF:-:_:' |:|'_r' 5 "-.'..':.l--.i..l-.:l-"_-l: |:_-‘ 1 .'L o IiI:Jl-"' 1__. 1 .i:l.. -I..'. c.l ':-_.‘I.;rl: _l':.J- .I_l...-t:l.ilijl.!.
fommlation of o rroposals ueoussarily ernenils on dnformavion oo to Itedian
Lardnass,y, Llogeld, fislancicl and aris 1 neickices whidch is at ypresont lackdrng.

, = Sy ks s il &

Yates ail cxorntions must aluo denchd enialo Hetiond -....n‘l; rinl which 18 not
v novnddoble, and any rotes oY Crul dons heroln sug cuol pps Dy wWey of
e B

i T o
i el ._.—.— I.'\.-._"'F—l—_l _---_l-.'.l. .|.---—.- J—l—-a.l..l.---—-

i |J_ b i;,-._ l'I 11 1:11."-. el 1‘1 1'|_'| VT I.. L-,__ JL WEN E'_j 'I. llil J_ | '_:1.'5-",_. VELOT IS ]1l.|.l -.:]-UI'FP In J

W o it— v C—— —— -

- e cem—

ANy CTUNG, Tl ‘1;15.-:1:4!17'“ -i._-_'- ad A st 1,_"i.l'-.:'.' {ivbs Velll best be Hoeotdal by H
( roaponsible Italinn olficinle,

3,  In fornulating this taxation acheme, the following consi lers Llons
have been ducmed £o be of paranount inyortonce:




. The elmvico of thiag ricmosand
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that & larger vield must be securcd;

that s0 far os possible Itclien adodudstrative orpanization
sholulld be nrcscrved, exousy whore 1t interferie with
rovacinbly cfficiunt colloetion of rovang;

Aal
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stablility of o aGhua mugt v segurcl to ennile . the sovenment
to oot on Uoireiimnn orusontl drroeicetise of cvrrent ceonnmio

coEETiona

G 8 sror:ab Cex svaton for THal-r mst avove all bo simjle,

Thie wAnThes of & Llerec body of 1lliterate trinliivers s
' A

[}
(B ofvaih s AL by RV ancrs Anoeg Lot

narTail of many nf the

adjtshionts charmrotnristio of g Britsieh el amerlican Sv3TEns,.

shuersercnl Jdqully hes, thercfore, in sane anstornces heen

saoriyicest Bn 5 :'-L_E'li e

Incomne: Lax.s
Exocer Tonfits Tnx
Consuinnticn Taxss
L& ol L'
Cavitnl Huxed

Deeatn and BxFt Bacres
wdnceiinneons Tasxos

Commeizl 'and Frovirciel “mxes

o
i

k
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a
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B, Ddgetiry Pipuess for rovenucs for the flscal wear 1942-45 (State only)
were s follows (in maillions of liroe;:

Impogtec dirctie

| - e Tl "
cicornry thies

p— Lt

rydtnd stock 120,40
2 solary covbribution 40,0
_"-1.1..."". .l';!_.: WY LT :'L'_-IT'L'L-_LDH ﬁll-l'll l;:l'

= W o o
maxovss profais 35040

TIinwewnble srancrty H0u, O

Permniont iGe
Tiicene P=om Rupral reedl sronerty 150, 0
Ineomn. Syowm Urien non-industri
36w I e W 4T 350,00
Ragic dacgme texio 5,250, 0
Surnlchontary vroprossive inedme tax £10.0
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Baicholor tax 20,0
Proverty tox (capital wal Vg 1,400,0

Divstdcmiis and incoine fron befrer
sccuritics 50,0

Totel dirceb taxen 10,020, 0

Imcste indireiie suli

[nhorifinecs nol gif <

. " i Vi o E,GE'-Q,E}
-_..I-E-- -.":i T _,J:,Jl:-ll L

_l'__ 1 ._|_ 1
I T5 L S o v 8 £1 1101

(FOVOITINCRS concosalons 255. 0
Amuzononts 115, 0
BElaving oarda 10,0
hatliwaze, mhzsoneer 295
ba Liwras feciglit 0245
HEShaern S1sn 1,550, 0
Incrgiso ixn valus of i ol i _..l',l e
Moo A R l._,l-'.:; F‘ﬂ].ﬂ
Adwnmobiia e i1:ht 100, 0
Miscellancouy: 1, 8

Togal dinddreets Lusiness taxes 10,415, 8

Dnmoste dudirette sui consumi
Panufuotwe of spiriss 1450. 0
" i B 55,0
i W gusa 1,500, 0
" ' piucose s O |
A oveectuble oils 25, 0
Lt " owiincrel ofils L. ) 100, 0
H " eoffce subastitutos 2530
" ' arearicinl huxtilos 150,0
4 ieag, alectrio
chersy & Fixluros 515:0
Coff'no 104, 0

o

Total indircet consumption taxus 5,034

‘ Custong and ingort taxcs 24220, 0
Hononolices Ly B | T
LOGlnrices D5l )
Grand Wotal 52,3068, 3
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B. Income Taxes

1, The vrescent Italian income tax sy:stom needs complete reformation.

el il ol e e T Ol il —

The present Italian ftaxation of incowe consizts of a hodgenodge of
many different taxez, few of vhieh contain aropreszive rate structurczs. The
more important cnes sre as follows, the rates given being the ineresased ratles
wihiich came into foree in 190

-

(&) The "Richesza .iobile" tax; a levy uron various forms of income
docording to their courca, ILThore are five caterories:

i, inecme foom cavitel (not including rent) ~ taxed at 2%
i ow %
ii) i

ineonw i oom "oenital and lebour combined" (this includes
pornorm | o dad business incoi.e and alszo tenant farmers) -
e it o of S0 (R S

iid) dnegomo from wrofessions - taxed at 145

iv) mfca and salaries (non-governuental) - taxed at 95

V) rovornmental vmaes and salaries - taxed at 8%

vi} wapgus of temporury labourers eaploved by the State -
texed at I

(b} A tax of 104 on the rental value of urban shons and dwellings,
but with mosv post~iorld Wars constructisn tencorarily exemnt:

(¢) A tex of 5% on the rental value of rurel real estate;

(1) A tax of 10 % on the agricultural income of cwner-cultivators;
(¢) A tax of 207 on dividends;

(£f) & tax of 297 on mwnagerial compensation;

(z) A tax of 204 on the incaue from bearsr sccurities;

: ' - ire
(h) A progressive tax on amual income over 6,000 Frdm
whatever source derived; Rates range from 1% to 20%;

(i) A tax on the incane of bachelors, rites being graduated
according to both gize of income and age of the taxpayer;

(i) A sliding seale of tax rebates for lurpe families, graduated
according to the size of the famnily;

(E-‘.'] A tayx of }}’I on the rental income ror most rpal cstate; the
vrtaecls beinge upcd to amortize o forced losn tg the Stute
gqual to 5% of the walue of the real estate owmiod.

It will be scen that incoue from different sources is texed under
differemt laws and at differant rates, being only brought fogether undey
item (h). The law provides for the comuulsory filing of serarate declar-
ations of ircois in the case of most of these texes. That is, the taxpayer




E

- i

is supposed to le initinl retums, and then to file retuwrns in nale
aubsequent yvear in which {here has boen o chango in the amount of hio 1incone
from that assessed. The returis arc usod for information only and not for
gelf-agsessent, Pen:ltics in the form of additions to tax arc imposed Ior
feilure to file on tine. In msractice, however, the filing requircmesnts are
rarelyr cbseoved., Many tesparcrs are illiterste, there is mo requirenent that
inddviduals Leor bocks Por tax wuryposos, and where books are kept they are
likely to be a oot specially cocred for the tax assesscr. Tax officials make
theiry ovn dndependent azsesanents based on percial information supplicd by
investipgators and informers and on the application of arovitrary co-cfficients
o theoreticnl tumover fisures, Thuy then bargain with each taxpayur over
the gige of cach individunl's tux. loreover, no attenpt is made to ascertain
what income thy fexpaver actually did receive. The effort is rather, by the
use of comnlicatel and arbitrary co-efficivnts, to establish a theoretical
earnins espneity of the taxrayer or his property, and to use that figure as
the bagis of ascsessaenl, Such a system is unbelievably slow and inaccuratcs.

The difficultics with I1talian taxation of income, i.e. lack of
deelarations, false basis of assészuent, lack of jrogression, differontiation
of ratc according to source of income, cte., ave so basic that no amount of
tinkering with the existing system ean do wuch to cure them all. It seems
nceeasary to devise a systen new in both its substantive and administrative
Provisions, 4

g -y S —

2, Propocal for simvlifiecation and exnansion of the incomo tax

() Integration of Inccme Taxes

It is proposed thut the dnpozition of a separate basic rate to
different tvpes of income, with an exawption limit only applying to certain
catoporics, should be abolished, and one uniform hasic rate be applied to

income from whatsocover sourece derived, This basie rtite would be apnlied in

thirce vways:

in the eases of ympcs and salaries, b a wish=nolding tax
bascl on tables takivne into acecuwit allovmncesa for family

clrounstanoas;

in the eazc of buginess and profossional incomg, gtc. , by
deolarntion, the computation of tax taxing into acoount thu
sne allovancez for fandlly oircunstances as in the case of

vapges and salarios;

(1ii) in the case of ineome from scecuritics, bv a with-holding
tax at the full basic rate,

Aftor modification of the present exemption
aoile, the basic ratoe, applicable to individuals, prrtnerships, stocl companies,
cte. nlilte,should be quite high, say 30-LO7 In the light of such a high rate,
end in order to secure effcctive progression, existing exempbions and family
allovnncos should be raiscd to say 10,000 lire for an individual vithout
dependonts, and to 20,000 lire for the head of n fumily, with 5,000 lire
additional for cech child under 13 yecars of age.
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(b) Surtox

Mha existing PrOgressive snocome btEx eould be aonvertoerl inwo &
aurtadt AT plicsblo o indaividuals ondye In order not to complicate i1t
he Ldang: mechnnLLlars, 4 phould sunry | Ady At an Inoone level hiih cnough to
acxclude wage Larnerd atwt all but th pent maid white collar wWorcl's (at
nresent 15 ve chis fdeht tex CHal rnie be at 50,000 lire). Rates might
be 8o adiustod Sncone above,y S 1,000,000 lirc would Lo taxcd at
gaky 5(::.-5'1 thus T’-*—'—-‘-J Ll pria] Ldrae . ol 10 41l sLYytax rate Gfi]—'f;ﬂ"r, Tt ._hﬂl.lil'-l be
notad that the presuie LU | ity SPOZTESELVE toxy lunps topeth w2+ all incone of

Prawd 157 Wik i feature 15 hizhly deairable and should be

tho nembers of 4 kil
[rEaervVeds

{:C'} P—-L_. 1.;1_}_'{"‘:1.

[t a date not Intor than the 31s% nf Mnrch in each yeil, every
[ ATl ANCONC i1 excess ul 10,000 lire {;r-_,m Ange use ~f the fipgure
in paragroph (2) ghould bo requirel to file @ roturn showing his ancome from
all sourccs. & simple return call be davised to sult the requirerionts of the
. prnlicable o other pPersons, would

AVeTAED TAXDAYCT. & complote returi fonm,
congist of the following schenuless

avl family steus;

person havin

(1) nauc, & LTS

[:_ii} snownt of rent padd, ard £t o vho;

(1i1) wages arn =alarico roceived;

(iv) agricu Lturnl 1ncona;
8! .
[:"J; LusinczsD g Lot # JRIRER-
Vi Aividonds recoivod)
¥

{".i"ii:.‘ interest Yooulva;
proportionat sheye of partncrship profits and amount of

|-_ll_rl
(vidd) proportisnate skexe B8 Bo
naid by tne par ‘norshin thoredn)

dr = m=
Lot Lo
(ix) profespionil incoine;

(x) Tent reenived;
(xi) other income, (royaltics, anmiities, etc.)

and Salaries (incluiing bonuscs, Hensions, ste. )

(a) ¥Woges

The Richezze M
with-holdaing systom,

s much of the presen
consistent with the plan here outlined.

at present ecollectad an rpapect of

bile tox 18
esars to work fairly wells

when o.pp

t ar‘hﬂm;'l-atmtive meochartl

employces by &
Imployers could be

supgested thnt &
be rotained as 18

T8
an of with-holding
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Ffurmiched with a table of roon -t‘:' 1.‘,-'- be writhheled, sutoiatienlly covputed for

tho various vps braciots acoor s j-F__--- nor iod & n'i L"._._-"l r stnoug, With-
holding would boe 3 ronpoeot u; ‘.:h. ‘hasic rato anly, any surtax due beive pay-

4.9

able by the amploves doridndg tThe i-'fll..ll'-u.!H‘_ Vi .
) 4 i e ()

{'L:J .l"la-”.'-..- £ -4 § |. A1 I_ j.JI.I_.Ill.- YL &

It is & ecomientary on theequity of the nresant Italian dincome
A sygton that, opars _:J tlo ]r Wpressiye incoms tex, the incurme of the
tanded rurel vropyl L ' Laxel at a ID.: PH.'[]L, vihiile the income of The tenant
fermer is 'L-':;.r: i HEE. lrr rete, (elthough it is not apriculbural income, it dis
also - Intercsting to nold ¢ "lt— the ront roci-dved by the abaentee rural landlord
is taxaple .;L 7 _;1,3 rote ).  liader the ronosils herein, the schedule for agri-

culturnl inecone would inclal:s: both ovmer-cultivators arnd the various kEinds of
tenonts, dneluwding the Sparcorophers,

The avplisntich of tho income tast to apricultural income is,
under the best conditiciz 4n sy eountry, cne of the yost difficult provisions
of -the—-incone tax o piister effectively.  Nevorthelogs, it is nost
imporvant that the provisicns of the income tax law apply to agriculture in
Italy bechuse of the relotive Imporcance of the industiry, ard beecnuse the
farners arg the prineipal reeciricats ol inflationary income and profits.

(mt the azsurntlon that the marceting of asriculturml products
cventually engoye a well crpanizsed and 1 111;:ti-'ir;'3r;g: amacsi systom el an
abscnce of black rarkoie, tex nandnigvration would be relatively simple
salaes and produce retainod +::<..:1.1i:_ te echoeked egainat amagsi quotas, It Iirht
=valn be T:ﬂ-.:.:."L':.J'I 2 Lo nlace uvaXes on Agroarian income on o watt u-h 1ding: basis
the = '._._._ Joduoting faom oh .'JI."':-'._: ::'.'...'.*:_ W X ;L-ll.'tr.LLJL. LR I to the HL-..JJ_E'
rrte less the deductions I’f seed, dmpleacnts, cfe. Instuad of allowing
furthcr L'_L_-.It-‘l:;[.'j:u_!.'; NG ,"Jlt...._mr:-_.s, the Gtato mpht lorepo taxation of the

amount. of produce permitted Lo be retainad by the taxpayur.

<

Justice betweeon the landlc rd and the "r. 1-..'t|.t, the small or high cost [armer
as agninst th _f_"r--,-:. cr low cost frrmer. IMurthormore, without an anassing

L-:._FJ or if the amneaing is 3 z'Li,Ii.- stive or operates over o narrow list of
11:u N5, %he procedur: wall breal down.

Miis L—'.j;-:.l. anproach moy be difficult to apply with full

For thooe roersons i3 noy be necessary to resort to declarations
of" income, requestil ;_‘ i formetiin on crops and land holdings which can be
choelied by agriculturel coflicials fondilinr with the ares, This procedurc can
TroVe :f"lﬂr:-_;:.-'_'..'lr_':]_ only if the nutocr of doclarations is reolatively small. Thus
the gmall lond owners or share croppers (less than, say, 2 hoctares) ean be
exenptod from the regquiremnent ol ..mnml‘i:'f.rlug rLclnrnL:L s, even though the
rl_._,C..J_I raticon is ..:114"’ le an flom anl El,'.'l'l|.'l"|..| won, A sucoinl B YT TN nt of an
ineconeg tax fcoo of gnceif 1: _1 amounts of tax can bo 1L1’tI'L-uuDa'l. for those farmers
working fams of a lmlt izc, Suon n provision would simplify the ad-
ministroticn ol the tax hv L1I'l tly roducing the nusber of declarations, and
vould permit the tax econllectinyg; orpa nization to coneentrate its cnergies
on the larper fammers, vhich would be, frrom the point of view of rcvenue, &
mope frultful field of activity.




.

Declassified E.0D. 12356 Section 3.3/KEND HNo.

ql'lﬂ

- 39 -

(f) Busincss Income

This schedule would comprehend all industrinl and entrepre-
neurinl income, whcther carricd on b sole rroprictors, partnerships, atock
associations, corporations, cte, It appeers to be current Italian practice
to asoeas this type of inecome by the applieation to a theoretical turnover
figure of A scrios of cocificiovnts for cocn industry or busingss. These co-
efficients repruscnt a +heoretical averap: deductisn in respect ol cost of
raw materials, inventory, wages, maintenonca, depreeiaticn, ete. The system
gives an unduc tax bonws o the low-coagt oroducer. However, business
deductions are mniters of enormous conploxity, and it is probably not
immediztely rossible to require the rolotively large number of small
Elt'itl"ﬂpri_'!]'-ﬂ-uﬂﬂ L o the 'i,:lul'l_'-l:; of regords [ron wiich such deductions could ba
agcurately necnphainod. I..H_'!;_'it?l..._ ticn is niow in gourae of pred aration to
rgauire the kieping of sta tutory books for tax purposcs. Yhis should result
in discarding the cocfficient aysbou arrl in dmpértant esses being in fact
Eﬂhjﬂﬂt 40 o mrnimim 20 LLH'I':.'_'IJ‘E S a't'..'.."].'a,. ﬂﬂﬂfﬂI’Lli‘f‘.E to atandard F;r;:r:umi‘l:ing
procadurc,

l[: E:.'l Jividends

fividends should by linble only for auttax, The British system
of allowing a rofund in the o vent that the T rgonal ollowances reault in an
effoctive rato of tox loss than tho basic rate mey ba an wincccssary complica-
tion for an Italian syatun, however, particularly sinne the small Italian
tazpayer is unlikely to invest dn sharcs and small winesees are not so
frequently incorporated,

(h) Interecsti

Tn the cage of reristercd securitics, tex a% the basic rate
should be withhel® by the payei. In the case of beercr sscurities in coupon
form, withholding sh uld bo roquircd of the bank in which the coupons are
deyposited or esshad., Bisic tax on othor interest=bonring wngtrumints and
surtax on repistered anl eowunon gecuritics would heve to be paid by the
receiver of the intoreoot. It wouled, ol coursae, be desimble £o aliminato
the cxomticn ot vresent accorded inuvarest maid on Troosury securl tics.

(i) Partucrship Frofits

1

Tt is suinested that as ot present the basic nonasc tox be
asseusel appinst the partnership, giving a credits for the sun of the personal
ellowanges of tho partnere not ¢laimed agninst other 1.acoue, The tax could
then be apportion-4d to each purtner's account 1 wrely 28 an internal partner-
ship mattcr. Surtax would be paynble by cach partner on his distributive
ahnre of partnersinp income.

rE




T y he
() Rent

The present ITtalinn systun for the taxation of rental income
leaves much 4u beo Acairol Lattlo ropnrd is had o actusl rent rocelived,
the elfort bLuing rather o rrive at a theorctienl incomys roturn uporn. &
thioretiond veninl value. L11s ascertaimment of veliue in exoeedingly
cunbersomc, In the guo. of rurnl pro criy, it stirts with the tasessnent
on the pronarty reristor '”c.'“,tﬁ.utr-'*"}_, viiieh in aome easee fdntes baek to
1825 ~nd in vaarta of Hoertler Fladly 45 efdd o dnte rom the tine of Maria
Theresa, ALY anzessirnts s <& uhen multiplied by a cormon o efficiont
suppoged To indieate inerceaso in rensy value to dnte, In the ecases of urban
Iropervies, coeificionts ore . d TelnSing to size of the tovm, oancunt of
econamic activiiy in ihs Lown, elassification of the building by location,
A0 nnl s ol eongtrustd o, anl finally there 45 an exnct maasureiaent of
21l rooms $0 diterming ol footage of rentable fpace,  BExtensive exanptions
for neriods up to 25 Jeurs rosult in most now plantations and Lost bulldings
congtructod sdnce 19i8 (“nd therefore the most valusble ones) not being on
the rolls ot all,

It iz vrovosed thot the tax be siuplificd b inatituting a
e k) ! ¥
mnre glaople syotaen of annual voiluntion or preforably o svaten of dircot
1 . % :
agsesginent of ront rocsivel,  All exaoptions ochould be nbolished,

1 P fassinan L
(1) :

— =

LG E

hecping of rocorils ahould be ¥ quire?, fron which profiossiomal
incone eoull bo frxad Like busin:ss profits.  Cash payment of fevs ig, of
eoursg, & wajor nreblew, Iicens s Lo practica should be rovoeable for non-
Pyinent off toovws,

{.”.j' T"" Er.l _T'_J.E

Me Pirst instalment shoula accompany the filing of the return,
and subscquaent inste bnents chuuld be payable at bi-monthly intervals, as at
(NSR
J."— k- ,ﬂt.

(n) Administrotive Frovisions

The followin: aroc some surpestiong to faellitets enf'orcement:
| Ll

(4 o raguirenent, subject to criminal and civil cenalty, that
CVery manufacturer, trader, profissional man arel investor
~tep an Locurnte record of his receints, MNo such srovisic,
at proscnt exists Tfor tax purposes although Provious
Finnvece Ministerms had already agreed to introduce it,

(ii) A provision giving the assessors pover imecintely to maks
Additional as: ¥Er and ubove tax roported by +the
taxuayrer 0 b dus ™ nuth rity to increasse acseasionts |
iz at vresent ven Airited, although & previous Mrance
Minister had drafltod strongthening vrovisions.
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(iii) The present provision allowing irmediate distraint and
collection of all taxes assessed arainst a particular
tayparyer if tnx officials have recason to believe collection
{rom him to be in Jeopardy should be strencthened by
inereasing the collectors' power to declarc defaulbers
bankrunt. This had been agreed to by A previous Finanee
findster, Jeoparly asscosment mirht be automatically
applicable in the ease of any person convicted of selling
gnods asove the lopal price. %

iv) A provision that, unon payment of any tax instalment, the
. 3| =L '
taxpayer is to reeceive a stamp evidencing the fict of pay- d
ment, Jlo business or professionnl license, work-card, ete.,
should be valild without having affixed to it all tax
raymont stoars to date.

[v; A provision inpesing a crinnnal penaluy of fine or imprison-
ment or voth for wilful failuye to file a rcturn or for
wilf'ul understatement of incoma. <This had beon agreed to
by n nrevious Finance Winister.

C. Excess Profits Tax

o

l. The nresent excess rofita thix s »avevle by all commercial and
industrial enternrises on the exccus of current income (less Hichezza licbile
'|}E-J::]I over 1938 income in the cnse of individuals and over the 193%/-19308
averagt in che case ol corporations. Agriocultural income 1s exenpi. Where
the taxpayer was not in existence in 1934, the nomal profits are considered |
to be, in the casc of an individunl, the normal income of a comoarable tax-
payer., In the oase of a corporavion which yma not in cxistence in 1938, the
normal profits are ecnsiderad to be 8% of subscribed ecapitul, bubt not in
excess of whut is neeccssary to ruarantie a2 dividend of E—H.’L Changea in the
amount of subscribed eapitel result in an increase or decrease in normal
prefits of E.‘ of the amount by which such capital was increnged or decrcageds.
1f the taxpayer's total current income ia not in excess of 12,000 lire, or
if his excess profifs do not exceed 6,000 lire, no excess profits tax is
payable, Tax rates, nas inoreased to apply froa 1941, are as follows:

2065 on excess profits not exceeding 1/5 of nomal profits;

307 1 U exceeding 1/5 but not exceeding 3/5 of )
normal profits:

LOA ! 1" . " 3/5 but not exceeding lﬂﬂ:.'; of’
normal nrofits;

65 " " " " 100 of normnl profits,

1T eurrent inccme does not exceoed 100,000 lire, these rotes are reduced by 50% |
Any exceas of incone over the sum of exceszs profits tax, bichezza lobile tax
anid nermal profiits must be invezted in 30 Treasury bonds,
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ro1ls nnve Lean extrersly slow and in many instances
Have not yet been posiel. 4Yhis is partly duc to

- . . . - — - ra it N - . el = - =5 r=
pang carrant ingone, an eflfors is mads 0 ASSCEE

i
L=
1

only thaet poriion of iveveasdd wrocity which i3 not abtributable to normal

grovin cr infl-Licnirr pyrics rises. In otner wonlds, the tix is Luterpreted

' but solely on profits
due to the wer, Busides boing o dnpossibly conplicated task which more

» sophdstisatsl o svzeag such 4= the Pritish and Awerican try to ghy away

ll.|.$ -['-| j !.:.r_:- ; W -. i . 3 | 1L el g -:- rr-.lll -I.I..l;.l ke e [7 11 I-;I.'t'lll-: -I:l|=-I-I PR ;

] k-

I'romn a8 mueit &8 poditically woscible, this yrocedure does woch to ruin the
effecuivensgg of' o oicess Hrolits tax as an anti-nllationary meagure,
Purther destroying sush elfectiveness, is the ot that the law providea for
g full yeor'v delay botween eaming i excacs profits nné the beginning of
tax payment; L.t , 0X3e68 incomnc ecrmodd in 1990 will not be liable for pay-
ment of fax until Febrmery ]_E}I._G, i vayment will noet be completed until

Pecomber ,i,f“:].’-,.l--.

=
i

ﬂ = L | Fomy &
rar F el a oy Ilorgld Py et Wl g 8

Azide fion the fusinros mentioned in tho preceding paropyuaph, the
nresont ot seans Lo be layweele gotnd onouch as a relotively siiple method
of arrivin: alt a determinntion of coucthing so coumpliecateld 28 CXoces profits,
It is suggestoed that its bapgie schowe be left undizturbed and that only the
following wodifications be made:

(o) Digrense with the allowences for prowth or influticanry factors
1N Anoretset INcOmes o’ wor pcontrociors,

(b) Current income to be deternmined as iz recomuended for the income
thax 1n Thrt L

(¢) Agricultural dncome ef' both tonants and owner-cultivators, the
: S

chiut Yencticinrics of oresent price rises, te cense toe be exanpt,
Thia wue wreod to By B previous finanoe inistaors

(d) Returns to ve due at & date not dator than March 31 in the year
following thet in which the income wns sivned, and payment to be

oA

rade in throeo Dutoanonts,
(e) Adzinietrative provisions sygpested for the incane tnx o be
egually appliealile to the excess profits tax,.

(:F} The aokding of excess profits tmt asscszemonts o be S1VEIL first
pricrity. Thiz hes the henrty convurrcnee of Italian tex offficinls.

(¢) ‘Mo guarnntee of A 635 dividend return on eapital invested might
well be reduced to ot beast 55, prrticulurly in coajunction with
subjecting govirmment bond intorcst to dnpols antlon.
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since 1938, assessnents nre SUc to have boen too low, and since
the aschone of' curronwv asacasments proposcd horein will be more
iy aacord vith reality, taxable excess srofits will tend to be
higher than the rotual dincrense of dncone cince 1938, Thore 1s
no eure Por this situation, and it theéreinrc Sceus inadvisable
morterially to inorensc EXCaso nrofits tax rotoss 1D pereentiye

# L bk el

voints in cach brachet would Geel te bo the greateat increaso

'I.,-I.'J: ‘LII .l. 3 -!.I £ -_-|-| .|'-_-.

The oonmulsory Lonn Penturs dhoald be aliminstel. T'rom the

o5
yars! _i'IIJ-l'.'il £ wvigw, it converis the measure into & 1007
hard to justify on an-~thiue which 1s 80 youghly
arcoss prollts, Mirthomoro, it wakes {heo scttle-
cntrenely difficult, sinec Lhere iz little in=-
ent settle. Mie administrotive mehinery is thus

clommed o & unecs opable excents Turiierrorc, the compulscry

-I.l_'l-'l-n..l F

annoot of tho 10an W 11 ~rojudice che nroEIaking of l:L:.'I:Jlic

sorrowing recunrand ad i1 ancther scotion of thiz.roport.

D, Consuiplbicn Taxar

1. The most important single oy dn the Italian revonde syotom from the
; :

point of viow of pro-=-mvasion Ficl 15 5 ) turrover GAX, and yot the tax 18
ot effoctively a L nistered and it is one of e leost satisfncuory {‘cotures

of the tax system. It 14 Dyl ble in ene of TWo wajy/s:

(a) by stamps; no attempt is e to record the identity of
purchiagers of staips and hence no check can be mode of gtamps

purchaced by an individual vender agiinst thie volume of in-
venkory viiich he handlcd,

(b) by agrecmonts {Maeac rdi") batwecn the Pinance Ministry and
shildvridunl bextnyscs or all loXpayers ip nn individial indusirys
under thoso aprecnents, tax linbility for the succeeding yenr
13 fixecd on the boasis af tho lnadequi snformntion in b
Richezze HMobile filaes, ahd tax is subsequently paid in six bi-
monthly ingtalmonts.

5. PHa furnover R arppenrs . have broken dovn conl letaly, Collusiocn
betveen vendor anl vondge iz wldospreii. ft o time when mest sales are made
on the bleor mrkct, 1t ie hopelesse G0 Koo any kind of accurate aheck on
this tpo of 31 Jupal Bransaction crpaged in by o IHRES af traders without
{'irnancint 1‘-_.--i1:;1'-:::-_j_'lh_'i_l 1LY

%, A turmover tax 13 ceononically wpustifiable in tlet it tonds 10
pyramid Driccz. A 6 tax on ennh Erangactisn 1rom mopulcburar to ultimato
consuner is likely to rosult ‘n rblitional mark-ups iar beyonel the s of
the taxes payflble, 14 thus may hove certain inflationary gycets. HMOTGOVELD,
tho deflationexy "TJ.F.JI-UEJI}'_] Lheorotica lly cammon Lo RIOS T u_-.f~.n:-.'..!r.r_-.-t."-_.-11 taxcs arc
not prescent in the cosc aF tite Ttalian tuxmover G, buoruae the gysteonm of

1 |

eyment and collectlion doed not pesvond quickly snough o changesa in price

levels and gitleg Vo Lund,.
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. As distinguished from a turnover tax, a general sales tax (by which is
meant a levy which would impinge ot cnly one point on the flow of goods from
manufacturer to consuner) saens to be impractical in Italys This is a
country of small indiwvidual traders and manufaciurers, Cf'ten manufncturer
and retniler are one and the same person, Thus a general sales tax at the
retril level vould not enly nin un against the black marked problun, but wrow
be dmpozeible to cnforcs becouse of the infinite muber of small, illiterate
and irresponsibls taxnayers vho wonld be involwved. Furthemmore, glven the
frots of the Ilslisn ecunciy, the lugal problem of determining which sales
were sales for repnle, and hence not taxable, and whigh wore not salus for
resale and hence subiect to tas, would probobly take for a high depree of
almimigirative confusion, Docowso of the large nwibcr of home manufacturers,
a tax at the ornafmeturer's lovel vould sresent tlese same probloms and would
be sonawhat less deflationryv than a retelil snles tax,

5. It would seon thot the most practicable method of' imposing consumnption
taxes in Italy would be o colcet for taxation these sriicles and services
of coimon wse which rmuwt ve either iuportad or else mamufactured by means of

nechincry ouk of reach of the amall individual, With respeet to such articles

and scrvices, there should be a very heavy tax on the nanufacturer, importes
or zupplier, There follews a lict of these ltems upon which, in & nomally

functioning economy, the heaviest burden might well be laid:

Spirits and cordisls

Starkling wines

J__:L'.E;_T.‘

Supnr and gluctse

Vizctable cils

Artificial textiles

Gns and electrical cnergy uscd for non-industrial
PUITOEES

Refiined petrolaun

Coffac

Transportation of porsonsg

Public soectucles

Playing Caxrds

Fazcenger nwtor vehicles

Radics, awl othey glectrical appliances.

6, Taxes yresently exist with respzcot to all of these items, Hates are
too low, however, and in the mein arc on 8 per quarntum rather than on an ad
valoran basis., Sometimes thev are mercly anmal licensae foes, This mecana
that enllections Are not rosponsive to changss in the goneral price level,
Tt is theorefore svgrested that the items cnueratod in para, 5 be taxed at
rates ranging from 254 to 1004 of the price for which scld by the manufact-
urey, importer or supplier of the servicea, Ior administrative reasons, it
may he more procticable to continue tc tax liguor, for cxample, on & pexr
quantun basis. 1f so, the rute per litre should be mised to correaporxl to
at least o 150% tax on its valuc at current vrice levels.
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7. Tt d5 Adcubtfml wvhether the turnover tox 28 it is now coneccived oan
find a place in a modernized tax structurs. If, bowever, soncthing in the
seture of o turnover tax were dcairsd, it could probebly best take the form
of* a kind ol business privilage tax measured by g1ross income,. Any ingome
taxpayer reporbing busiless incone (see para, D 2(f)) could be required to pay

a tax of say 3o on his gross incorie revortod.

Ee Income from Governnent #onopolias

o e on . SR, Tl E—— e m——— T o [ ———— —

l. The Italian Coveruuent waintains monoroliess in the menufacture of
salt, tobacco, matches and lightsrs, The income from the monopolies provided
the Treaguyy with ore thar 155 of its totzl revemue, and yiclded almost as
much as the turmover tax, The menopoly revenue is a form of & consunmption
tax, add since i1t yields Inrze revenue in a ainple manner, it should be
continued durlng the present veriod., There zhiculd, howsver, be an arl justment
upward of prices even beyonrd the recent O0F% increase, Elasticity should be
provided to meet future cnanges in the economy,

F, Capital Taxcs

1. ‘There is in force at nreaent a half of 1 proverdty tax on all real
estate, and rmozt persorel property. Cazh, bank depoeits and Yreasury paper
and securities are exemmt. Valuitions have been made, in the case of real
property, by capitalisiug at 5! the valuations made for the purpese of the
taxes on rentel income, The latter valuations were in many cases made merely
by wmultiplying by 4 oxr by . 66 or scuwe such Tigure the walustionsz on the
property rerister, which uswally dates anywhere frow 1750 1o 1550, 1In the
case of cormorate securities, valuations have been made by coubining book
values with market guotations. heo tax is theoretically bad and should
eventually be atolished., The amoint of' revenue it brings cannot be lgnored
under present circumstances howover, Surthermors, it represcnts an effective
method of reaching the large agricultural landeowner: with respect to whom
income taxation ig likely to present jmny difficulties, The chief theoretical
difficulty with the present %oy is its incluzsion of intanpgibles, the tuxation
of which on & basis of capital wvalue his always proven unsatisfactory owing
not only to valuation difficulties but elso to the ease with vhich ownership
of such property nay be concealed. It iz therefore sugpgested that if the tax
is to ba retained, it be coanfined to imwoveasle property.

2« Heal Propercy

Since there exists no real appraisal of the present capital value of
Italian real property, assessors face = momumental task in wvaluing all such
vroporty in the country., If this tax is to be retained, such an appraisal
mist be made, but it should be done only after the war and after sone
stability has been reached in the price structure of Italy, Once the new
valuations are pade, subscquent revaluations should only occur at b year
intervals, thus cutting dovm on administrative work and also assuring a
somcwhat more stoble source of revere. "he rete of tax might well be made
progressive, with a 25 rate in the highest bracket,




Ge¢ Death and Gif't Taxes

1y There iz al present a smﬂll 1f1tﬂ tax with rates ransing fram 15 to
10ja There is also a Progressive & c3sion '['.-1-: and a gift tax with parallcl
rates and I-?-."']"-J..J.. ¥R o) 13 E‘T’--.-'I. I.J AcCOreang 1o ai1ze of lE",‘-‘q,.: Y's ralatl 1]1”111}',. of
lepatee to decedent and feptilis of Cec -1-':!|'L. The burden is almost in-
fainltogsimalis amall by Brivich 'or \merdcan standurds, Translora to twoor
more children or their decandsnts, and bDebween spoudss Eving Hwo or more
l::]lilﬂl‘-"._.-‘l'l, ane &aten P T8 4d 0 et = 10 ol exaees of 5,000 1iro ain direct line
er bBetWeen spouses aro &1lso exumps e rute sonedule on other tranzfers is
ag follows fl percenta |

560 mu~k as 1.2 jaz0cnd- AR ‘:-.'..-L'.:E‘.EEE- 2. brother L unele, 5, other
does 1ot ants in eriae les or aunt,
excecd lire c'Lj.:”r:t Lina thoun | gister ML GCa,
b) cily chiild cohildren nevhew
g ALy docodentis,

10,000

25,000

50 ,uC0

100,000

250,000

500,000
1,000,000 10
5,000,000 13
10,000,000 15

over

10,000,000 1d

Reductions in these rates are mude i the decedent has four or more children,

In the cnse of a decedent rmore than 30 years of ape, the tnx is increased:
a) by 3/10 if he was umarrisd;

hi by 2/10 if, theugh marrisd or widowed, he was childless;

o) by 1/10 if he had only one child.

Payment is to be made within six months of death, although provision is made
for postyonement in the cvent of litigation, ete. Jleclarations are to be
filed witlin four montha of death,

2, Emphasis on inheritence taxation, such as obtains in Italy, has many
ndvantaves over cstote taxstion, the syatem of faxing a decodent's cstate en
bloc as is done by the Federal LH'J"I.F-.:I'nmL.I"L'h in the U, 8. and to some extent in
the U, K. Chiel’ among theve are:
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(a) The tax bears a closer relation to the recipient®s ability
to ray.
(b) Distinections cau be dravm between recipients who are the
naturl objscts of the decedent's bounty and other reciplents.
(¢) By taxing what ic recoived rather than what is relinguished,
the problem of the ratic f tur to estate altering radically
between late of death and date of distribution beocomes mich
less acute,
Obviously, however, the Itulinn rtes should be raised and the rate structure
shorn of its Fuscist trimmingg., Traunsfers of less tlhan, say, 10,000 lire
mightv be exenplted. At the sawe time, the additions to and reductions from
tax which depend on the size of the decedent's family should be abolished.
Tranalers to spousces or children should be taxcd, A vossible rate siructure
night Le:

Transfers to:

Sa much of L.a) agezndants 2. brother, 3., other
transfor as & dosocndonts sistcr, aunt,
exceeda lire in dircet line uncle, nicce,
10,000 but not b) spouse nevhew
25,000 LU 20 30
50,000 12 21, 36
100,000 15 29 .
500,000 2l [,2 60
1,000,000 30 50 70
5,000,000 57 )9 60
10,000,000 L5 69 90
over
10,000,000 55 0o 90

J« In order to prevent thie type of avoidance which thuse drastic increases

in rates might vpreeipitate, tucrs are sugpested the following additional
meesuregs which are to soro cxtent included in the present law:

() Gifts inter vivos should bhe included on a cumilative basis:
ey 8. , acsuming the rete schedule suggestod in para, 2, a gift
from husbanrd to wife of 25,000 lire in 19)J; would be taxed at
10% en 15,000 lire, a further gift of another 25,000 lire in
1945 vould be taxed at 1225, and o lepacy of 50,000 lire firom

the same husgband te the cone wifc would be taxed at 1556

() The tax should avply to transfers not only of acturl ovmership,
but nlso of benceficial intercats,
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Hoe Stamp taxes, License and Hegistration fec

There are present in the Italian syvstem a host of miscellaneous sdamp
taxes, cxcises, and liecengo and l"wl“‘LJ' vbien foes too numercus and individe-
ually too reletively wiimortant o list in detvnil. The warious gtamp taxos
aml repistration fecs applicable to lopal docunonts such as contracts, leasos,
deeds, execcrpts from official reeords; cto., ecte.; togcther with the vartous
transvortotion lledizcs, are o stable an? rathor Miericive Eource ol rovinugs

It 1= probably vhat must of thoese axaections could bear a great increase of
rate.

J. Communal aid Provineial Taxes

Ty e ey e e —

1, Communal and Frovineial revenues probably do not nenmlly exceed 15%
ol fotal .:L.'Lt ravonmes,  They have consisted almost exclusively of additions
[:""L'H.FTI.TH te') 4o otate taxes vlus verious local license feca and consump-
tion taxos. L}-H schumo of having all povermnenial revenucs bascd on remnts,
eto, Tixed on the soue valustion rmthor than having overlapping syctems at
the varicus govermnontal levels, is an excellent one and should be preserved,
Communal and vrovineial additions to tex nrc at present, however, exwressed
in turms of percecntapes of the states taxes, In view of the sharp increases
herein provoscd for the ratos of many ostate fexce, a mathomatical adjustiient
of local sovrimooete rates will Le required,

2, ‘Mo loeal consumption taxcse although representing 500 of commmnal
ineome, 11.vu:.1\.ra: high ecolluevion cozte and little revenue. They are un-
goonomic and should certainly be abalisheod,

., Colleection

1. The brond lincz of the asseszment and colleetion nmechanisms relating
to the variouns tnxes discusscd lwerein have br'l.:n outlined in the ecourse of
this menorendum, It iz obvious that o pencral adn: I_;l.:.-'t_'l'_"'ml.-L"-.-'L] overhauling
will be reguirsd, aceompaniisd by o o PIEie nsive nrozramme of cxpansion and
training ol administrotive personncl. L the long run, J.t vrill ieke for o
higher percencage of collactions ad -L:r--..;t_r cpuity if at tho same time the
nresent michinery for colleootion of direet toxes is coupletely remodelled.

2. Dirsul toxes (incone, cxcoss profits and proparty taxos) and certain
comunal taxes are o presont ecolleeted by “esgatori®, The essatore is
appointed following publiec auetion aud is gomebines a private person Lut is
more often a rnrivate firm, bark or varastaital agengy which collects for many
conmuncs,, The ussdiore c"*Il'L.r qots o collect the tax rolls in retum ror &
pereentace of such rolla, The percentnze or "apgio", does not exoeed ?‘jﬁ in
the crse of state 'l:-r':r..i, but has, under present circumatances, been known to

mum &3 high iGh in the esse of commnal taxes, By way of fﬂmlnﬂ"l—ﬂr'ﬂ it is

Lad
net belizvedl thed collection costs of federal taxes in the U, S. exceed 1%,
vhoreas in U, e they arc about . 750

R e 71
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3, The essatore is obligated to turn over to tho tax receiver the amount
of the roll on a day certain, whether or not he has been able to colloct the
full amount. He also acte ns ecommunal treasurer and iz obliged to advonce
the commune n sum up to a vear's toxes. 1lis compensation is thus for same-
thing more than mere codlection., Thore 1s A find of suruary execution whieh
ig available to him in aid of ecollecticn upon a proper showing that he has
exhaustod other renrs. In times of coonomic dizlocation, he my be granted
a postponement, or "tollerensa', of Juo shligation &3 to a specificd per-
centeve of the yoll, or as 0 &0 much off the roll o5 is to he collected from
arecified taxpnyers. Tollepanze heve bsen extensively pranted during the
vmr period, snd even mors cilenaiwvely sinco occupATtion. 9

L, 'The rrivehe sontroctor systen is primitive and unjustifinble in a
country as ndvancon cdministratiively as Ltaly. Tte ndvantapge is the supposed
assurance it ives the pgovernmant that 1% con count on the amount of tho tax
roll being turned ince the rubliec transury regardlcss ol collection diffi-
cultics, and that only one jercon por dlstriok nced be looked to for thet sum,
T+ neverthcless sopoars highly wndesiravle that a private cntorprise should
save a stranglaheld on the public revenuas. If tornes anrd conditions of the
aolleotion eontract nre not to n ecatroctor's liking, he nced nov bid for
colleatirn of the roll. TIn weost cases he will have the only local organize-
tion cancble of undertalting the task, no one clsc I ving the roquisite
personncl, facilitles and exjericnece., duch o situvation is bound to result
in extrooely high colleetion costs, TFurthermorc, since the state has only
the most tenuous kind of swpervision over his methods of collection, therc
Are mumerous opportunitics for graf't, cxtorticen, fravouriticm nnd corruption.
Finally, even the advantago of assurod reesipt of funds is denied the state
by widespread granting of tolloranza, I£ he hos been granted a tollcoranza,
not only has the contractor's incf{iclincy beoen rovarded, but he has becon
given the opportunity, for o ceriziderntion, not to collect taxes 1T0m his
friends. Vorious formus of collusicn nre almost certain to roault.

5, For ths above rcascong, it is rccomuended that there be built up
within the civil service the requiszitc machinery rnd personnel for theo
collection of dircet taxcs, and that controcts with essatori be cancealled
imacdiately thercaicur.

L. Timing of Progronme

I+ is recomicnded that the Ttalian Coverpment prepare and issue the '
decroes establishing the basic chenpes in fnx structurc as s0on as it can be
done. The task iz not an ensy one; technicians will be neeacd, and consider-
able time will bo necezsary for the drafting, planning and reform of the <
administrative agencics. Preparations, however, can begin at oncd, .
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The advantage of ingtituting the reforms as guickly as posgible is that
the sooner the reforms arc instituted, the gulcker will be the impact on
inflation and the stabilization of the flisenl system of Ttaly will b
hastened. Furtheriore, Hhe refonmbion of the *ax syston along modern lincs
will have the immortent povahologicar offech of hulping to quict tho feara
of the Italian peorle coicerning inf” tbuca oand tao valus O the lirc.

i

The toxes most vrrently dn reed of refonn, and the taxos which the

programme can bogin with are:

() tho income tax

(b) the oxcsss-profits tax

The other te: r=forms can follow after these two most important taxes
are placed into action,
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Appendix to III TFinancial Recommendationg VL

SUBJECT: Request by Badorlic Govermment that the dollar walue of
tl-.!‘J :L_-_I‘:". b LHNCDGEDS '.'.-' W

Conclusion

The Italian Government requested in a letter from iershal Badoglio

to Genecral ecFnrlene of 24 February 194k, a
change in the dolizre value of the lira. A study of the exchanse rate of the
lira has been or smied ou' by tie technical starf of this Sub-Commission. We
are of the opinion that an alturation of the exchange rate of the lira at the

present time is undesirabla,

There is not adequate cconomic Justification for a change in the foreign

exchange value of the lira,

1, The Italian Covermment's arpument as presented in Marshal Badoglio's
letter and as prescnted orally by the Minister of Finance to representatives
of the Finance Sub-Commigsion from time to time, is briefly as follows:

(a) The present rate of exchange increascs substantially incomes
of spldiers spent in Italy and constitutes, thercfore, the
majoxr inflationary factor,

(b) People in Ttely are "exchange rate consciousg". The sharp
dovmward revision in the cxchange veluc of lire has caused
psycholopgical reactions which have agoravated the inflation
problem in liberated Italy,

Ze The extont to which soldier expenditurcs constitute an inflationary
factor in libersted Italy is cxapggerated in the Italian Government's argument.

A reduction of these exponditures will not chanpge the course of inflation in
Monthly payments

Ttaly, although it may slow dovm the infleticnary process.
to all Allied troops in ltaly have been computed at an average of 2,725
millions of lirec for the past six months, Wages returncd o Finance Officerco
in the form of PY sales, war bond cales, cable remittances, postal romitt-
ances and scldier deposite are approximately 1,000 willions. This leaves i
1,725 millions of lire actually expended per menth in libcrated Italya

The effect which the doubling of the exchange value of the lira would
have on coldiers' expenditurcs is, of course,
the soldiers to what is, in effect, a wage cut in terms of lire.
soldiers continue to send home the pame amount of dollars as previously,
the reduction ir lire cxvenditure in the area will amount te 900

dependent upon the reaction of
I the
then

million lirc,
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1 Dut if, as cppears more reazonable, the caldicrs return to the Finance 0fficers '
only the surplus lire out of their pey y and they tend to maintain the level

of their lire cxpenditurcs, then the reduction of lire expenditures will be

somewhat less than 900 million lire per month. It has been estimated, in a

memorandum prepernd on this subject, that under the nést reascnable assump-

tions, the net spldiera' emendituros wald be ve hced, with a doubling »f

e e e

l the cxchunge value of the 1ive, by only 700 millicn lire per menths This
asfunes that the nverspge soldicr vill recet to a2 cut in his live wiires by

; reducing his dollor remittancos to the United States ono third, Tt is
i reazonable fo expect tast the soliisrs will react to a cut in thair WALES
1

_ by reducing the amount of mones her send heme, a8 well os o reduce the .
{ amcunt of lire spent in the theatre. Seldicrs eanno® Be exnested to change

i their expenditure habite so densiieally.
|I Ihis reducticn in meadlily esnendituces camures with a cumiletive 1

i deficit since Scpiuiber 1945 of the Ttalian Goverrment of 8,000 million lire, \
| and a deficit in Januwry 136l of 1,800 miliicn lire, The duficit of the

: ITtelian Covernment is increciding sn irply frem month to month. Within the

near future and esyeeially if additional territory comes under its control,
, the Italian Govermmont deficit will become Ly {ar the mont impertant
| inflationary factor in Italy.

! Thus, th: reduction in soldier expenditurcs » sulting from an
' appreciation in the velue of the iira would nat henae thie courze of inflation
in liberated Ttaly and would be only of mincr of i ficance,

Jn It is difficult to aassces the precise contzibution, if any, which
"poychological" factors may play in orico movements , tut the Italian Govern-

ment places great importance on this factor, Tt iu arpucd that inflation ]
has been stimulated through the folloving rcactions:

1 (ﬁ) It2lians distruszt the lira and attompt to convert lire into
goods as quickly as poussible,

(b) Italian merchants fix prices on the basis of prices in forecign
currencies and eonvert at the rresent cxchanme ratea

Distrust of the currency is uwidgubtedly present in Italy; and it may
have some effect in stimadating i wlationary price movemonts. but will one
exchunge rate rother than another chonee distiust into eonfidence? Changes
in the cxchange rote, whatever the choracter of the change, arc extremnely
important Toctore in crectin Jodistrudt. To chsng: the exchance rate now

L b L1 ¥ - Pl *
would increane the distimst of the people in the currency, narticularly since
thec currency would be fi=ed et 2 value which is cbviously too high to be
maintzined over a long-run perind, !

The second part of the "psychological" arpument of the Ttelian Govern-
mertt involves facts which, if true ot all, refer to a very small ard un-
important part of the ceonomic vieture of liberated Italy, The exchange
rato is not an importent factor in fixing domestic prices at the present
time, particularly ltecause of the atsence of foreign trade. The producers
and merchants nlwayes atterpt to obtain the highest prices possible for their
%rmducts and the roal determinants of prices are demand and supply factors

cxccpt where legal prices nre fixed and enforced),
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1T+ 4 ehange in the exchange rote ie not 1 the bert interests of Italy. To the

extent that, in the chort run, itlie audvimtage ndy accruc $o Italy, it would be

at the expense of the A1)ied Govrnionte.

The Italicn Finance 'inictor heitoves thet it would he in the intercot
of Italy to hove n hicher exchenge 1owe L, hoz admittod that +he 1ira could
not be held at a hizgher rate, et he believes thet it would be in the intercst
of Italy to raize the rate new and lower it latar,

1, The short-run advontapges which may ccerue to I{aly from a hisher rate

now, ares :

() The present Italion Govermment, particulerly the MHinister of
Finence, hopes fo obtoin dollars or dollar crodits for the lire
expenditurcs of the Allivd armed forcos. Thus, the Italian
Govermment cxpects thit expenditures of the Allied exmies - in
dollars - will U diractly and vroportionstely increased by the
chargo in the exchango rote, and Ttaly will acqiire more dollars
or dollar cercdite, This advantage to Italy would be at the
exponse of Allicd coldiers or of the Allied Governments,

(b) Tuports into Itoly during the next year or two will probably
grently excoed exporto, and will not be dencendent upon the volume
of forcign cxchanpge assets available to the Italian Covernment,
Thus, an oppreciction in the exchanre rate will lower the lira
coct of dnports, and in the meuntime, Italy will be avoiding the
principal disadvantice of an over valued CUITCHCY = 1.6,
diificulty of' develooing oxports,

(e) Political prestize wiould aceris to tho nresent Ttalian Covernment,

In view cf the generz]l opinien smonzet Ttelians a: to the weakness of
the economnic pesition of Italy and the peneral disztrust of the Italinn currency
it is doubtful if therec would be ony real cor prolongetl political valdue to an
unjustified and unreasonable manipulstion of the cxchange rote,

Za I the Ttrlian Finance Mirdster believes that an approcisted lira rate
would be untensble ovar o longer poviod oif time and that a depreciation would
subscquently te sequirod, the nmpunent againgt o change becomes stronger. The
ITtalion Govermment would then Le muilty of aotenpting to manipulate the
exconnpe rate deliberately to prefit ot our expense, T4 would be indefensible
to permit an 2lteration of the rote under thooe circumstances.

I Insofar as a reduction in coldice expenditure constitutes the major
ctjective of the Izalinm Government, it would bec iuproper to change the rate
for this purposes The prollen of soldier expenditures is not confined to
liberatcd Ttaly, but existy in Grect Iritain, end will be met in all areas
liberoted by Allied Forces. It chould be considered directly as such, and
appropriate measures applicd to all arcas in which the problem arises. The
larger problem should not be met on & picce-meal basis, and indirectly through
i c]u.m,:;::: in the rate of exchanpge. Conversely, the rote of exchange should be
considered in terms of the considerations relovant to fixing the rate and not
an & device to control payments to troops.
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Ly Moreover, even agsuming some importance attaches to soldier expenditures,
4 sharp apprecistion in the value of the lira would immediately cut the incoma
of troops in lire, The morale of ocur troops would be seriously affected by
Buch a drastic step. There are other nethods of treating the problem with far
less effect, if any, on soldier moralc,

The Allied Control Commizsion iz vi tally interested in controlling inflation in

Italy, and if is iinpertint that effoctive measures be taken, Tho change in the

exchange rate i- N0t an ef'fecti-ro sSter.

Le During a poricd of global war, the normal reletionships between exchange
rates, prices and incomes are destroved, Thore are ferr normal effects on
ITtalian prices caused by the present rates of sxchangs fixed for the lira,

2, The basic elements of ax anti-inflation policy inelude exvenditure
control; adequate tox pelicien: Sorrowing of Eavings fron the reople; direct
Drice fixing; and adequate and of'fective ratibning of cezontial commodities,
There: is .. great deal which the ITtal: i Government can ds in these f'ields which
would go far towards cohicving prise stabilization., Such measurcs should be
strongly rreseed and wil] £ Cutwelgh orr ef feote which a change in the rato
of exchange might heve on int'lntion,

3 The Finance Sub~Conmizsion in preparing currertly a comprehensive
Programme of monstery end price stabilization for liberated Italy., With the
Cooperation of the Italian Government » notable improvencnts -n the control of
inflation should be possible,

Finally, an alterntion in the exchange rate would impose serious administrative

1, This has been already demonstrated by the experience in North Africa,
Some rough zolutions can be found to these problems but they woula involve

& large amount of extpa book~keeping on the port of the armed forces, in-
Justices as between various groups, undesirable Speculation, and make certain
existing problems difficult to deal with,
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