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GENERAL AGREEMENT ON A mber 1974
TARIFFS AND TRADE Linited Distribution

REPORT OF TEE WORKING FPARTY ON
THE ITALTAN IMPORT DEPOSIT

l. The Working Party on the Italian Import Deposit, established by the Council of
Representatives at their meeting of 3 May 1974, was asked:

"To examine the Import Deposit Scheme introduced by the Government of Italy and
its implications, to report to the Council and to continue to be available for
consultation as necessary.t

2+ The Working Party noted that a temporary Italien Import Deposit had been
introduced with effect from 7 May 1974, which subjected imports to a prior non-
interest bearing deposit of 50 per cent of the c.i.f. value of the goods for a period
of 180 days. The product coverage of .the deposit scEeme, affecting some 40 per cent
of Italy's imports, was detailed in document L/4029.

3. The Working Party held two meectings, on 7 June and 12-13 September 1974. A4t the
first meeting the VWorking Party heard a statement by the representative of Italy,
giving a detailed account of the deterioration of the country's balance of payments
and in perticular of its trade balence, (the full text of this statement is
reproduced in Annex I). The Working Party also heard a statement by the
representative of the European Communities (see innex II) to the effect that the
prior deposit had become a trade measure of the Community, the conditions and
modalities of which had been defined in conformity with Lrticle 108, paragraph 3 of
“he Rome Treaty. It was the Communities! view that the measure was not more
restrictive than the quantitative restrictions specifically provided for in o
frticle XII of the GATT. The deposit was applied without distinction to the origin
of products, although that did not mean that the Commmnity regarded itself as bound
tc accept that as a rule of the General lLgreenment.

lLater nodifications to the deposit's product coverage and rates were notified
in documents L/4059, L/4065 and 4dds.l, 2 and 3.
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4. At its second meeting, the Working Party carried out a consultation with the
International Monetary Fund which supplied a comprehensive background document.
The statement presented by the representativs of the Fund (the full text of which
is reproduced in Amnex III), concluded as follows:

"In the current period of exceptional and widespread balance-of-payments
difficulties, strong pressures may exist in a number of individual countries
for the adoption of trade and other current account restrictions. The
Cormittes of the Board of Governors on Reform of the International Monetary
Systen and Related Issues in its com:mmique issued after its Rome meeting
last January stressed that in managing their international payments,
countries should not adopt policies that would aggravatsé the problems of .
other countries and that, in this connexion, they should avoid the
escalation of restrictions on trade a.nd payments. C

"In the case of Italy, however, 'bhe 1mpositicn of the impor'b ‘deposit
reqm.rement was warranted on a temporary basis given the exceptionally
serious balance-of-payments problems, including a large deficit. on non-cil
transactions, and the policy options at that time. The Government has now
taken measures that should permit the termination of the import deposit
requirement and the Fund nétes the intention of the Italian Government to .
términate in early 1975. In the context of the financial policies discussed
earlier, the approach of the Ttalian authorities to the temporary employment
of current account restr:.ct:.ons is in comormity with the general policy
mentioned above."

5. Members of the Working Party thanked the representat:.ve of the IMF for the
Fund's statenment on Italy's balance of payments and measures taken to restore
equilibrium in the country’s economy end external posrt:.on.

6. At the sccond meeting the represcmtetive of Italy made a statement (the quL'L
text of which is reproduced in Annex IV) in which he traced the developments of'
the balance of payments from May to hLugust 1974. The deficit on current account
had worsened in May and June; July had shown a small surplus, but preliminary
figures for fugust and September were negative and cause for further concern of
his authorities. The deficit on trade account resulted from a contimuing trend
of greater rate of increase of imports ovcr export receipts, even if the former
showed some slowing down in recent months. de recalled the improvements and
relaxation that had been introduced in the import deposit, and which had resulted
in the scheme now covering some 27 per cent of total imports into Italy, compared
to 40.7 per cent when the measure was first introduced. The first conclusion
that could be drawn after a few months of operation was that the scheme did not
appear to have reduced the value of global imports into Italy. He also gave a”
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brief account of the other measures that had been taken to adjust the balance of.
payments, principally fiscal measures. 4s the import deposit, these had been
introduced in the context of the overall situation of Italy, whith remained most
serious’ and uncertain. Nevertheless, he confirmed his authorities' intention to
abolish the import deposit, which was an exceptional and temporaty measurs, as
soon as possible.

7. The representative.of the Communities said that in July, after re-examining
Italy's balance-of-payments situation, the Community authorities had confirmed ‘the
maintenance of the prior deposit subject to certain adjustments. The decision
provided in particular for elimination of the deposit requirement in respect of
certain agricultural products subject to common organization of markets. The
common characteristic of those products was that they were subject to
compensatory amounts, tied to variations in exchange rates; according to the
case, those amounts took the form of import charges in the event of revaluation
or of import subsidies in the event of devaluation. The purpose of the
compensatory amounts was to aveid situations where the support prices, converted
according to fixed exchange rates in the member States concerned, could be
brought into question by imports settled at the effective exchange rate. The
compensatory amount, which in Italy took the form of an import subsidy to take
account of the depreciation of the lira, had been eliminated on the agricultural
products concerned to the extent of the rate of devaluation of the lira, and at,
the same time the import deposit had been removed in respect of those same
products. In that way two measures operating in centrary directions had been
abolished. Some members expressced concern over the criteria for selecting

the aforementionad products for exemption and stressed the need for non-
discriminatory selection of products for removal.

8. Lt both meetings, members of the Jorking Party expressed understanding for
the seriousness of the situation. It was regretted that Italy had taken a
unilateral measure which, by affecting other countries! trade, could lead to a
chain reaction of protective trade measures. 4t 2 time when the impact of the
price increese for oil would cause many countries' balance-of-payments situation
to deteriorate, it was all the more important to aveid unilateral trade
restrictions. Modifications and imprevements introduced to the scheme were
welcomed, and it was hoped that further improvements would be mede before
termination of the measure. The Working Party noted with satisfaction the
statement by the representative of the IMF that the Italian Government had informed
the Fund of its intention tc terminate the import deposit requirement in

eerly 1975. Vhile the Working Party took note that in the judgement of the Fund
the present situation justified the temporary continuetion of the scheme, it
hoped that the Italian Government would be in & position to terminate the measure
at an early date. Certain members cxpressed concern that the representative of
Italy could not be more spscific concerning the termination date. Pending
termination, Itely was urged to consider a gradual phase~out of the rates of
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deposit and coverage of the requirement. The representative of the EEC said that
the Comrunity authorities were following the situation very closely, in close
consultation with the Italian authorties, and a further general review would
take place in October. Lt the present juncture, one could not foresee what
conclusions would be the outcome of that or any fulbure review regarding the
naintenance or elimination of the deposit. The deposit would be eliminated as
soon as circumstances permitted.

9. Members of the Working Party considered that the deposit had been introduced
for a dual purpose, the principal one being the reduction of domestic liquidity,
and the secondary one the limitation of imports in order to relieve the pressure
on the balance of payments. They also noted that domestic fiscal and credit
measures had been taken; it was felt that it would be appropriate to strengthen
these internal measures so that the deposit would be removed at an early date,
and thus lessen its impact on other countries'! trade, particularly at a time when
other countries were having balance-of-payments difficulties of the same nature.
Meantime, a flexible administration of the deposit was called for. With respect
to goods in transit or shipped from distant countries prior to the enitry into
force of the measure, it was suggested that such goods be cxempted from the
scheme. The representative of Italy emphasized that his Govermment's main
objective was to contain internal demand: domestic fiscal and credit measures
were more important tools for achieving this end than was the deposit; but the
reduction or chanze of composition of certain imports would also be relevant, no
doubt, in order to reduce excessive demznd. In this context it was pointed out
that the deficit on current account was only partly attributable to higher oil
prices.

10. Members of the Working Party expressed concern with the impact of the deposit
on their resrective trade with Italy particularly concerning agricultural goods.
Some members stressed the impact of the measure on manufactured goods, an
important element in their exports t~ Italy. It was considered a maetter of
urgency that adverse effects to Italy's partners' trade be minimized as soon as
possible.

11. Several members of the Working Party, in particuler developing countries,
stated that their trade with Italy was seriously damaged; in many instances,
they spelled out the extent of damege incurred or expected. They were very
concerned with the immediate effects on their own trade and payments flows, and
with the repercussions these could have in the futurec. Many members therefore
urged Italy, in view of Part IV of the GiIT, to exempt from the deposit scheme
products from developing countries, in particular those subject to the
Generalized System of Preferences =nd, if the deposit requirement could not for
any reason be completely withdrawn, to reduce substantially the amount of deposit
required and to liberalize the conditions relating to its refund, They further
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requested that in the process of dismantling the scheme, priority be given to the
removal of the deposit requirement fo: imports from developing. countries and for
products for which the developing cc.ntries are substa¢t1al suppllers. Some
members, whose trade had been particularly affected by the measures, stated that,
failing complete exemptions from the impert depesit, compensation for trade’ -
damage should be'considered. Some members of the Working Party pointed out that
the modifications intreduced -to the deposit requirement had not brought any .
relief to their trade. The repressntative of Italy reiterated his earlier
statement that it was imperative for Italy to reduce internal liquidity,

inter alia, through the deposit. fny effects that it might have on certain
countries! trade was regretted; however, any trade damage that might be caused &
to developing countries did not seem to be such that it would justify application °
of the import deposit on a discriminatory basis. He pointed out that -products
imported into Italy under the GSP were duty free; therefore the incidence of the
import deposit on these products wes equivalent to the cost of the interest on
the deposit, some 2 to 3.5 per cent for six months, which was not excessive.:

12. Some membera of the Wor'‘“ng Party stressed, at both meetings, the
importance théy attached to the non~discriminatory application of the import
deposit. They welcoméd the statement by the representative of Italy that non-
discrimination would continue to be observed, and hoped that this would also be
the case should a'phase—out of the scheme be introduced before its termination.
Some members were pleased to note that the proposals for including a preferentlal
margin for IEC ewporters were not adopted.

Conclusions

13. The Working Party exanined the import deposit schemes introduced by Italy
with effect from 7 May 1974 in the light of the finding of the International
Monetary Fund that "... the 1mpos1tﬂon of the import deposzt requirement was
warranted on a temporary basis, given the exceptlonnllv serious balance-of=
payments proolems, inecluding a lwrae deficit on non-oi. transactions, and

the policy options . at that time®., Taking into account this finding, there
was a wide measure of support for the ccnclusion that the Italian import
deposit scherme was 2ot more restrictive than measures that an application of
the provisions of [xticle XII of the GATT permits.

14. The Working Perty azrecd that this Conclusion was without prejudice to
the rights of contractirg pairties urder the General Agrcement.

15. The Working Party took note of the statements by Italy and the European
Communities to the effezt that the measurec was temporary and would be abolished
as soon as circumstances allowved.

16. The Working Party will keep the matter under review.
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ANNEX I

Statement by the Representative of Ttaly at the
Meeting of the Working Party on 7 June 1974

Delegations attending this meeting are undoubtedly acquainted with the basic
elements of the situation that has brought about the measures adopted by the
Italian Government on 2 May. . Some cardinal points of information were given at the
meeting of the Council of Representatives which set up this Working Party. We
consider, none the less, that a thorough study of the Italian measures has to be based
on a detailed analysis of the manner in which the situation of Italy's external
accounts has developed recently.

I. Bvolution of the balance of payments

In accordance with the previsions of Article XIT of the General Agreement, the
essential parameter remsins - where this matter is concerned ~ the balance of payments,
which has %o be analysed by reference to its basic component items as well as to its
direct impact on the level of reserves. is is well known, ever in 1973, the balance
on current account showed a heavy deficit for Italy. Comparced with a credit balance
of Lit 1,168,000 milliocn in 1972, last ysar cnded with a deficit of Lit 1,405,000 mil-
lion. The worsening of the situation was markedly accelerated in the second half of
1973. This persisted in the ensuing months, and the first quarter of 1974 closed with
an aggregate bolance-of-payments deficit of Lit 2,800,000 million -~ excluding any
offsetting loans - or a figure already higher than the deficit for the whole of 1973.
Should this trend be mainteined, the estimates which forecast the current deficit
for 197 at about Lit 4,100,000 millicn would be exceeded, since & projection of the
first quarter of the year on an annual b sis produces an al7verse balance almost twice
as large.

It is clear thai, in the face of this situation, which the internctional monetary
authorities consider an extremely difficult one, the Italian Govermment was forced,
even before the close of 1973, to take action on a vast scale in order to obtain the
capital sums necessuary for financing the deficit on the aggregete balance. Recourse
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to cxternal loans was intensified during the second half of 1973 and the first
nmonths of 19743 this chabled the Itelion authorities to obtain credits amounting
in 1973 to Lit 2,570,000 nillion, and, for the first quarter of 1974, further
credits to an amount of Lit 1,131,000 million. In total, the loans secured Quring
the last two years amount to Lit 6,720,000 miliion at the current dollar exchange
ratc. »

Unfortunatcly, progressive recourse to international crcdit hes not been
rapid enough, secing that it has failed to halt a very substantizl drop in the
Ttalian reserves: between the close of 1973 and the cnd of February 1974 they
fell from Lit 3,344,000 millicn to Lit 2,765,000 million.

It should further be emphasized that if one takes account solely of foreign
exchange reserves (excluding gold and special Drawing Rights), the sum available
at the end of February 1974 amounted to no more than Lit 746,000 million, a figure
lower than the debit balancc on a single month of forcign trade.

The reasons for this rapid deterioration in our balance of payments are
clearly reflected in the evoluticn of the moin component items. 4n examination cf
the variations occurring between 1972 and 1973 in items in the balance of payments
that are traditionally favourable shows o reduction, moderate, it is true, yet
significant, in the surplus on tourism ond remittances from Itelizn workers in
foreign countrics, while the favcourable belsance on services is reduced from
Lit 881,000 millicn to~Lit 722,000 million. ‘

II. Evolution of the tradc balence

But, beyond question, the most disquicting element - and one thet has o direct
bearing on this adversc devclopment - is the balance on tre movement of goods
(f.0.b.-c.i.f. data, based on scttlements): the deficit of Lit 1,826,000 millicn
in 1972 rose by the end of 1973 to Lit 3,366,000 million - ecsily a record figure
for the Italian trade balancec. Here ogain, there is no improvement in the first
months of 1974: quite the contrary - the debit balonce having already reached
Lit 1,964,000 million by the end of the first quarter; furthermorc it is thought,
on the basis of prelininary c¢stimates, that it may have exceeded by the end of -
April the lovel of Lit 2,700,000 million - if, that is, it is confirmed that the
trade deficit recorded in that month was Lit 830,000 million.

It becomes easier, in the light of the disturbing date that I have cited, to
understand why thc Itelian cuthorities found it necessary, at the end of ipril, to
adopt measures affecting the external sccounts; and why the choice fell on imports,
to scrve as basis for a new measure designed tc rostore financial well-being.
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It is indeecd thc abnormel increase in import poyments that must be deemed the
malin causs ¢l the deterioration cof Italy's external accounts. .

after reaching 44 per cent at thc end of 1973, the increase procecded apace
to 95 per cent for the first quarter of 1974: the growing tempe is illustrated
by the fact that pure hases in March 1974 exceeded those for March 1972 by 15/ per
cent, i.e. they wore 2 1/2 times higher.

although petroleum plays an important part, the ‘non-oil' component is an
cven weightier ¢lement in the development of the situation. For rcasons that are
linksd both with financial spoculation and with psychclogy, we have witnessed in
recent meonths o veritable invasion of the Italion market - an invasion nourished
by an internsl demond swollen by a very high inflation rate, and which secks to
convert available liquid asscts into foreign goods. :

The import flow is spread fairly widely over most sectors, since - zpart from
fuel, with 2 254 per cent risc in velue in the first querter. of 1974 - the
following increases have becn recorded: agricultural products and foodstuffs,

67 per cent; mnachinery and releated products, 60 per cent; metellurgical products,
107 per cent; textiles, 72 per cent; cheomical products, 64 per cent; other.
products, 86 per ccnt. :

Given that thc cxpansion of imports is not adequately counter-balanced by
incrcased expcerts (despltp 2 risc of 66 pcr cent by comperison with the first
quarter of 1973), the aggregatc balancc shows a progressively graver deterioration,
in perticuler beccause of a fairly extensive weakening of cxchonge rates. In the
circunstances it is not possiblc to hope thot an export drive nay effectively
offset the imbalance causcd by the abrupt rise ih imports.’ R

IIT. Generel fremevork for measurcs towards recovery

The ical ffered threows light on the reasons
that impelled thc talien Goverrment to take action in regord to inports. 4t the
scrme time, it should be stressed that cven at the beginning of 1973 the Italian
authorities had applied a scries cf mcasures aimed ot controlling the nmonetary
situation and the balance of poyments. :

Th e s‘tﬁ+1 ntnnn" vn- ‘\1’!1’1(\‘!3-'-01’1 ﬂ\ot T havr

DO

Thus, in February 1973, the decision to allew the lire to float and the
introduction of the two-ticr cxchange morket were designed to isclate speculative
pressures;  the same purpose underley the reduction of the terms prescribed for
advance payments for imports which, in a situation cf cytrcmely fluid exchange.
ratss, facilita 2ted the flight of capltgl to foreign countries.
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‘ In June 1973 extensive machinery for freezing prices was set up, coupled with
the cntry into. force of an initial rcasure for controlling the liquidity of banks,
through thec obligation to invest at least 6 per cent of their depesits in public
or private securities.

is the situetion detericrated still further during last winter, the Italian
Govermment was lcd to intervene again in March 1974, with measures that were
especielly restrictive in respeet of the size of bank credits, the rate-of
cxpansion being limited tc 8 por cent for the period March-September 1974.  Con-
currcntly, the bonk rotc was raised from 6.5 to 9 per cent, while very severs
restrictions were imposced on the export of foreign currcncy, even by tourists
(naxinmum $770 per annum), togcther with a 30 per cent tax deduction on steck and
share dividends.

The series of measurcs just cited is by no means complets, for the gravity
of the situation calls for further steps cined at reducing internel liquidity.
Thus, after raising roil transport rates by some 30 per cent, the Govermment is
at prosent considering analogous increascs for other public services (in
perticular, clectricity, watcr ond gas), while far-reaching fisccl measures are
expected to follow the introduction of zdvance collection of certain income texes.
It is aimed, morc particularly, tc raise tax rotes generally, including the value-
added tax and the property sales tax.

The statced cnd-purpose - in the monctary scasc - of all these measures is
to withdraw from the morket o sum of Lit 3,000,000 millicn, so as to cffcet e
corrcsponding rclaxation of pressurc on the gencral liquidity of the merket.

IV. Import deposit

It is within the Tramework of. the noosures just deseribed thot we must view
the decisicn amnounced on 30 april 1974 and implementcd on 7 May, te inpose a
prior dcposit on a porticn of inports, in accordance with o Ministerizl Decree
2 Moy 1974, published on 4 May in the Officiel Gazette; the full text was
reproduced in GaTT document L/4029 of 17 Mey.

af
\O2

Thore is o nonifest link between the lotter neasure and these cited ecrlier,
since the aim is identical in cvery case: opidly to reduce the liquidity
inhercent in the Italian monctary systen.

The steted purpcsc enmebles us to reject any interpretotion that night tend
to placs the measurc in a context of trade protectionisi, or,wrse still, of
autarky.



L/4082
Page 10

The high degree of Italy's dependence .on foreign supplies and foreign outlets
suffices in itself to belie the poss.bility that we ar. pursuing such objectives,
which, within a short interval, would, in any event, bring destruction to Italy's
economic systen.

We must emphasize that the import deposit is only one among numerous
measures that have been adopted with the object of mopping up part of the internal
liquidity by bringing pressure to bear upon e sharply rising commercial trend that
is not devoid of speculative elements. :

The details concerning the working of the prior deposit system emerge from
the text of the cited Decrec. Fifty per cent of the c.i.f. value of the goods
inported has to be paid to the Bank of Italy, as a non-interest-bearing deposit
for a period of six months. The measure applies solely to definitive imports,
temporary imports and those of a non-commercial nature being exenpted. On the
other hand, reasons of urgency precluded the exemption of goods in course of
transport or already bonded on the date when the systen came into force. It
should, however, be stressed that the irterval of cight days between announcement
and application of the measure made it possible to settle most of such cases, as
the abnormal number of customs clearances on the eve of applying the deposit
system bears witness. :

On the administrative plane, no difficulty has arisen in applying the systen,
since the deposit involves no more than a receipt from the Bank, for presentation
to customs with the banking documents ordinarily required for importation.

& speciasl problem concerns the possibility of the deposit's being financed
by the exporter of the goods. 4&lthough in previous cases where a similar system
has been applied by other contracting partics, this possibility has been barred,
the Italian authorities did not consider it expedient formally to exclude such a
solution. It is none the less clear that the objective - to mop up internal
liquidity ~ is jeopardized if the deposit is financed in that manner, even when
the effect on the balance of payments is, in the very short term, favourable.

i @ifficult problem has been to select the goods to be subjected to the new
system. innouncement of the measure was accompanied by a statement that it was
aimed at agricultural products, foodstuffs and consumer goods, to the exclusion
of raw materials and capital goods. This definition remains basically accurate,
even though it proved necessary to extend the measure to certain categories of
capital goods, so as to achieve the desired monetary end, namely, to withdraw
from internal 1liquidity a sum of about Lit 3,000,000 million. It may be
noted that this fact in itself constitutes a deferred guarantee of the provisional
character of the measure, since protracted maintenance in its present form would
be detrimental to Italy's systein of production.
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According to cal.culations based on 1973 imports, the deposit affects 40.7 per
cent of the total of Italian purchases, or Lit 6,439,000 million on a total value
of Lit 16,224,000 nillion of imports. Agricuttural products and foodstuffs are
the items mainly affected by the deposit, which is applied to 65.2 per cent of their
aggregate value, whereas it touches only 32.6 per cent of the value of industrial
products. .

It has not ro far proved possible to calculate the incidence by geographical
and economic zones, seeing that most of the relevant tariff headings are broken
down into numerous sub-divisions.

We are especially concerned over the possible impact of the measure on the
exports of the least developed countries, and we are accordingly relieved to note
that only a very slight percentage - well below the average - of their sales -
appears to be affected; this is due to the fact that the export of raw materials
(exempt from the deposit) plays an important réle in their economies.

Obviously it is not possible, on the basis of only thirty days' application,
to attempt even tentative conclusions regarding the neasure and its effects.
Following the first days of uncertainty, commercial transactions appear to reflect
a neutral reaction - in the sense that the tempo at which the deposit is being
paid does not suggest any appreciable decrease of imports. = -

It should be possible .in coming weeks to establish whether a slowing-down of
imports is discernible as a consequence of the deposit - and, if so, to what
extent. In any case, the deposit is of very limited scope: even at today's high
bank rates, its financing for six months does not exceed 3.5 per cent of the value
of the merchandise - a proportion that is far from constituting a real barrier to
imports. :

In any event, the deposit is witnout doubt an emergency conjunctural
instrument essentially of a provisional character; it is certeinly less likely
to disrupt trade flows throughout the world than other alternative measures, such
as devaluation of the lira at the high level that the present state of our payments
would warrant.

It goes without saying that the Italian authorities are the first to hope
that the decision they have taken, which is, in our view, justified by the
existing situation, will likewise prove adequate,in the context of the measures
already adopted or to be adopted on the internal plane. Our objective is to
redress the situation rapidly, so that the normal system of importation may be
fully restored, vis-&-vis the other contracting parties, at the earliest possible
moment.
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ANNEX IT -

Statement by the Represen‘b...tlve of the European
Cou:.mnltlev at, 'bhe meeting of i \:he Wor L:mr: Par'by
on. 7. June 1974

At the wmeeting of the GaTT Council inliay 1974 which took up the guestion of the
import deposit, the Communities reminded the Council that the Treaty of Rome contains
provisions regerding balance -of-payitents difficultics similer to those which Italy is
encountering, and they pointed out that the various procedures and provisions nrescribed
in the Tresly would ccrme into play in the case of the »rior deposit imposcd by Italy.
The bodies of the Comum.tlcs have in foct considered this C]U.Ob'tlon ahd token deccisions,
in particular under Articlc 108 of the Trcaty of Rome, which is zpplicablo wheré o
Member Statc cncountcrs difficulties eos rezards its balonce of n..ymen‘bs that result
fron an overcll disequilibrium of its balance cnd thot are likely to prejudice the
functioning of the Communitics. Having regerd to the figures which the Italian .
delegetion has just cited, thc cuthoritics of the CO"“’IU.nltTCS fclt that & narked
deterioration had occurred in Italy's balaonce of 3:ymnts, and that such o devclopuiont
could not be tolerctcd. Thoy considored the deposit to be an’ appropri ote ncasure in |
the fremework ef the totality of orrangenonts that Itely hed nede, ond accoralnply
they defined the conditions ond modolitics cpplicoble to the deposit in confornity with
Article 108, parcgreph 3, of the Trecty. liore recently the Council of the Commmmnities
expressed 1ts sympabhetic underetonding of the difficulties confronting Italy ané took
note of the willinsmess of Mexber States to provide, on o Comunity basis, effectj.ve
co- opercticn, with tho object of over co’n.nc' the problems foeing the liomber Stote in
question. :

It follows from what we hove just said thet the trode necsure cpplied by Italy te
safeguerd its bolonec of »oyrents is henceforth o trode neccsure of the Comunitics, and
it is on that sround thet the Cormunitiecs cre intervening. The Cormwnitics believe
thot the prior.deposit is being -cpplied consistently with the spirit of Jrticlo XII.
The o..rtlcul rs thet have beon subnitted repexding the varicus items in tho beleonce of
poyrments, including the importent iteinr concernins the trade balance, lcod the
Comaunitics to rceognize that there cxists o balance -of--poynents difficulty within the
pmecning of Article iII and to cenclude that cpplication of quantitative restrictions
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would be justified. The Communities are of the opinion that the device of a prior
deposit, th igh not expressly presc ibed in existing . ‘ovisions cf the General
Lgreement, is not more resurictive than the device of guantitative restrictions,
which Italy would be justified in applying in this particulsr case. Furthermore,
the neasures specifically apnlied” ave less restrictive than those that could

have been epplied under Article ZII, talking account of the grave balance -of-payments
difficulties. 4As the Italian representative has pointed out, the prior deposit

is a measure that is applied without distinction as regards the origin of
products, although that does not mean that the Comunities regard themselves as
bound to accept that principle, in view of the provisions of Article XIV.

In accordance with the provisions of Article III, in pariicular parageraph 2(b),
the prior deposit will be relaxed as the bzlance--of-->eyments position improves
ané will be cbolished as soon as the balance of the account no longer justifies
its maintenance.
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ANNEX ITI

Statement by IMF Representative at the
Meeting of the Working Party on 12 September 1974

Recent economic developments in Italy have been marked by a strong and
widely-based expansionary trend in the domestic economy, which developed in 1972
and geined momentum in 1973, setting in motion inflationary pressures which
doubled the annuel rete of increase in consumer prices in 1973. At the same time
there was 2 rapid and substantial deterioration in the external position, For
some years before 1972 the balance of payments had been in surplus, both on
current account and cverall. However, from a surplus of SDR 2.1 billion in 1972,
the current account swung to 2 deficit of SDR 2.0 billion in 1973. The overall
deficit, excluding compensatory borrowing (borrowing abroad by state-controlled
institutions at the behest of the authorities), increased from SDR 2.1 billion in
1972 to SDR 4.0 billion in 1973.

; In spite of the effective depreciation of the lira by an average of about

10.5 per cent during 1973, non-oil exports rose only by 4.5 per cent in volume
terms. The reasons for the smell rise in exports included industrial strikss
during the spring, shortages of capacity, and sirong domestic demand. Non-oil
imports, on the other hand, rose by 15 per cent in volume terms and 40.3 per cent
in value during 1973, largely reflecting the strong overall demand and, in
particular, the upswing in fixed investment with a relatively high import content,
as well as speculative stock-piling in response to the depreciating lira and the
rising trend of world market prices. The surplus on services and transfers also
declined in 1973, partly because of higher official transfers, increased freignt
charges on imports, and larger interest payments on foreign loans.

From mid-1973 the weakening of the current account was accompanied by very
substantial outflows of capitel. Much of this outflow took place through
unoificial sales of Italian benknotes, resulting in underrecording of tourist
receipts (net) and transfers by emigrant workers. The trend was.reinforced among
other things by expectations of further depreciation of the exchange rate.  In
the second half of 1972, the suthorities undertook large-scale compensatory
borrowing abroad, in order to support the exchange rate and prevent a sharp
decline in reserves. As exchange market pressures mounted in early 1973, the
Government separated financial from commercizal transactions and allowed the
financiaX rate to fluctuate. (The financial market was abolished on March 22, 1974.)
Subsequently, in February 1973, the authorities floated the commercial lirs.
Compensatory borrowing continued throughout 1973 (to 2 total of SDR 4.8 billion
between mid-1972 and end-1973), but despite continuing intervention in the market,
the effective exchange rate depreciation compared with January 1, 1972 was
12-13 per cent by December 1973.
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As early ds mid-1973 the authorities concerned by the weakening of the
externzl position, had tightened monctary policy. Selective credit restricuions
had been introduced in an effort to slow down the growth of shorit-term credit
while not affecting the growth of long-term credit for investment, and bank lend-
ing rates were allowed to rise substantially. In early 1974, -as the rate of
domestic inflation accelsrated, a comprehensive credit programme was introduced -
in a further effort to arrest the growing deterioration of the external accounts.
The main features of the programme were tighter restrictions on the growth of
credit and further requirements that the banks hold part of investment portfolios
in the form of long-term bonds.

Balance of payments developments in the first half of 1974 were heavily
influenced by the impact of increased oil prices; in Italy 80 per cent of primary
energy consumed is derived from oil and virtually all of it is imported. However,
non~-oil imports were also increasing at a much faster pace than anticipated
earlier, reflecting the continued buoyancy of domestic demand. The rate of
increase in non-oil imports in the first half of 1974 was around 15 per cent
above the second half of 1973 on an arnual basis in real terms, and 60-70 per cent
in value terms. Although exports increased faster than expected, the overall
trade deficit amounted to SDR 4.7 billion in the first half of 1974, compared
with SDR 3.3 billion for 1973 as a whole. The overall deficit in Janusry-June 1974
was SDR 6,1 billicn, compared with SDR 4.0 billion for the whole of 1973.

In addition to the deterioration on the trade account, net services and
transfers were scasonally low in the first half of 1974, partly because of
continuing capital outflows in the fornm of unrecorded receiptis (net) from tourism
and emigrant transfers, and partly because of increasad interest payments resulting
from compensatory borrowing since June 1972. Such borrewing continued and amounted
to nearly SDR 2.1 billion in the first half of 1974; in addition & short-tern
credit from the ZIC,  cquivalent 4o about 1.6 billion EZC units of account, was
fully utilized. Kevertheless, zross ~fficial reserves “eclined from SDR 5.3 biliion
at the end of 1973 to SDR 4.4 billion ot the end of June 1974. Market intervention
continued at a substontiel rate through mid-June, but the lire centinued to
deprsciate. Following 2 sharp fall of 3-4 percentage points in the wake of the
floating of the Fronch franc in January, the trade-weighted depreciation of the
lira contimued to drift gradually downward and by end-July 1974 it had reached
20 per cent compared with January 1,1972.

The current account deficit was in fact much larger than had been expected
in Februery when Italian officials hcld discussions with the Fund staff as a
prelude to & request for z stand-by arrangement with the Fund (authorizing Italy
te purchase up tothe equivalent of SDR 1 billion), which was approved by the
Executive Board on April 10. The Government in May introduced certain trade and
payments restrictions. These included (2) & reguletion under which residents
are granted a basic allowance of Lit 500,000 (equivalent to %775 at a rate of
1it 645 = Usl) .. year for tourist travel abroad and (b) an import deposit
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requirenent which weant into effect on May 7, 1974. Under the provision of the
scheme, imports of certain coumodities (accounting for about 43 per cent of 1973
imports) were to be permitted only after cash payment by the importers as a non-
interest~bearing deposit with the Bank of Italy of an amount eguivalent to
50 per cent of the c.i.f. value of the imports. The deposits were to be released
after 180 days. The requirement was introduced on = temporary basis and the
Italien authorities explained that its monetary impact would offset part of the
liquidity creation caused by the large Treasury deficit, and thereby contribute
tc the adjustment of the balance of payments. The effect of the deposit require-
ment was estinmated as cquivalent to a2 3 to 4 per cent rise in the cost of imports
covared by thc scheme, Modifications were made on July 22 which reduced the
deposit on beef imports (5 per cent of total imports in 1973) to 25 per ceént.and
elininated it on other agricultural products and live cattie. The 50 per cent
deposit now covers 24 per cent of 1973 imports. '

In early July after 2 period of domestic uncertainty and in further response
to continued balance of payments difficultiss, a number of fiscal measures were’
token. The measures included increases in charges for public services and health
insurance, increases in the value-added tax on meat, luxury goods and property
sales and an extension in coverage to professmonal services, increases in taxes
on gasoline, a once for all capital levy on automobiles, and on dwellings, and an
increase in corporatlon tax. A partlal offset was provided by increasing the
standard deduction in‘the personal income tax for those in the lower income
brackets, The net yield of these measures is expected to be about Lit 2,750 billion,
equivalent to 2 to 3 per cent of estimated 1974 GHP. The tax measures were ratified
by the Italian Parliament on iugust 14, 1974.

In conncction with the consultations under the existing stand-by arrangement,
the Italian Govermment has informed the Fund of its intention to terminate the
inport deposit requirement in early 1975. In the event of any major change in
circumstances, they stated that they would be prepared to consult further with the
Fund.

In the current period of exceptional and widespread balance of vayments
difficulties, strong pressures may exist in a number of individual countries for
the adoption of trade and other current account restrictions. The Committee of
the Board of Governors on Reform of the International Monetary System and Related
Issues in its cormuniqué issued after its Rome meeting last January stressed that
in managing their international payments, countries should not adopt policies that
would aggravate the problems of other countries and that, in this coanection, they
should avoid thc escalation of restrictions on trade and payments. In the case of
Italy, however, the imposition of the import deposit requirement was warranted on
a temporary basis given the exceptionally serious balance of payments problems,
including a large deficiton ron-ril transactions, and the policy options at that
time. The Government has now tcoken measures that should permit the termination of
the import deposit requirement and the Fund notes the intention of the Italian
Govermment to terminate in early 1975. In the context of the financial policies
discussed earlicr, the approach of the Italian authorities to the temporary
employnent of current account restrictions is in conformity with the general policy
mentioned above,
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Statement by tue Repre:entative of Italy at the
Leeting of the Working Party on 12 September 1974

At the first meeting oi this Working Party the Italian delegation furnished
informaticn concerning the period up to April last; I think, therefore, that
we can now concenvrave our attention on developments in recent months, more
particularly since liay when the new import régime was brought inio operation.

As regards the balonce of payments, we must state unforitunately that the
negative tendency was broadly confirmed in May and June to the extent that the
negative balance on current account increased from Lit 2,800 thousand million
at the end of April to Lit 4,201 tiaousand million at the end of June - four
times the negative balance for the corresponding period in 1973.

For July, a surplus of Lit 25/ thousand million was recorded. The result
for August appears to be a deficit of approximately Lit 200 thousand million.
The data so far available for September confirm a trend that is giving muci
concern to the Italian monetary authorities.

In order to meetv thls situation, steps to seck foreign credii have been
intensified in order tc ensure coverage of the growing deficit, but this solution
has encountered substantial difficulties since compensatory loans have only
increased to a rmodest degree, from Lit 1,131 thousand millicn at the end of the
first four meonins to Lit 1,389 thousand million at the end of June. lHore
recently, new {inancing resources have been assured, although on a short-term
basis and cn exceptional tveris.

As I indicated at our last meeting, this negative situation in Italy's
foreign peyiients is basically attri utable to the tracs deficit, which is today
5till more burdensome becausc of the decline in receipts from tourism and
remittances by Italian workers abrcad, by 12 per cent and 16 per cent
respectively,

All the facts I have just mentioned are broadly confirmed by the repcri of
the International licnetary Mund that was put bef.re this Working Party a sihwrt
while ago and vresents a series of valusble elewents f{or evaluating the present
situation.

As in the past, the trade deficit is still very substantial even if a +rend
that migutc scem less negative is beginning to emerge. Indeed, in liay and June
last, the vrade deficit was Lit 573 thousand million and Lit 595 thousand million
respectively; while this gave great cause for concern since il was equivalent
to double the monthly deficit in 1973, it nevertheless indicates a certain
slowing down of tne upward trend recorded in the first quarter of the year, and
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more particularly in April last when the deficit reached Lit 815 thousand
million. Notwithstanding this the overall deficit for the first six months of
the current year has reached Lit 3,941 thousand million, that is to say more
than two and a half times that for the first six months of 1973 (Lit 1,539
thousand million).

This situation is attributable to the fact that in recent months imperts
have continued to increase at a more rapid rate than exports so that the
deficit has grown still further,

It should be noted, nevertheless, that from ilay on the growth rate slowed
down somewhat in comparison with the early months of the year, on both the export
and import sides; indeed in May and June imports were 45 per cent and
42 per cent respectively over the corressonding level for 1973, while in the
first four months of the year the growin rate had reached 99 per cent.

The fact that this change in trend coincided with the introduction of the
import deposit scheme might lead one to view the measure as being the principal
cause of this new development. One should bear in mind, nevertheless, that at
the begimning of May only zbout 40 per cent of Italy's import trade was subject:
to the pricr deposit requirement. Tiae data concerning imports of products subject
to the depcsit scheme siow that there was no reduction in the overall amount in
May and June; on the contrary, there was even a certain increase which, though
modest, invalidated the fears that had been expressed at the outset regarding a
possible decline in imports of products affected by the new scheme.

This situation is confirmed by the information available for the muaths of
July and August, despite the customary seascnal decline during these holiday
months,

‘I think that we can underline as being positive this first conclusion that
we can draw from the early months of application of the deposit scheme; from the
overall aspect the scheme does not seem to have caused any reduction of Italy's
imports, not even in respect of the products affected by the measure. This
should reassure exporting countries which at the beginning had feared a sudden
drop in utleir sales to Italy.

Another reassuring factor can be found in certain very substantial changes
introduced in June and August last, on the basis of decisions at Community level
in the asgricultural sector:; tine representative of the EEC will be able to give
more detailed information concerning these. As a result of these measures a whole
series of agricultural products has been withdrawn from the deposit scheme,
representing a trade value exceeding Lit 1,100 thousand million, in other
words one sixti of the total amount. These measures have had the effect of
reducing from 40.7 per cant to about 27 per cent the total of Italy's imports
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subject to the depcsit requirement, for the benefit of the agricultural exports
of many contracting purties, including several developing countries. This iz a
very substantial modification in the scope of the scheme which in practical
terms reduces its impact to only one gquarter of Italy's imports.

among the products that have now been exempted one may mention in particular
bovine animals and swine, bovine meat and pig meat, cheese, tunny fish, certain
vegetables, milk and ‘butter.

In the context of these relaxations of the impert deposit scheme some
administrative adjustments have been made; in perticular, the ninimum imgort
value exempt from the deposit regquirement has been reduced from Lit 1 million to
Lit 500,000 ih order to avoid any swpeculation by means of fragmented customs
operations.

After this outline of experience gained during the first months of
operation of the scheme, I should also like to mention some other decisions that
the Italian Government and Parliament have made with a view tc restoring our
balance of payments to a sound situation. These include a broad set of fiscal
measures which should in the coming months contribute to sovlving problems of
internal liquidity. 4An additional fiscal levy has been decided upon, and is
expected to yield a total of Lit 3,000 thousand million by means of increased
direct and indirect taxes which will impose a aeavy sacrifice on Italy's
taxpayers, in particuler corporations which will be taxed at a rate increased
from 25 to 35 per cent.

411 these measures should be viewed in a global context designed primarily
to improve Italy's economic structure and which also, as we had stated from the
outset, comprises the prior deposit scheme.

Now clearly, as one proceeds with other means toward attaining the same
objectives -~ although with less immcdizte efficacy - one is no doubt striving
to establish the basic premises that could make it possible (at a moment which
we are the first to hope will be scon) to take into consideration the
possibility of eliminating the import deposit schene.

- It is, of course, still too carly to mzke any forecasts in this respect,
given the uncertainty that still exists regarding prospects for this sutumn
which looks very difficult in many respects. 1t has to be acknowledged that our
external accounts are still in a very serious situation and that there has been
no substantial improvement in the conditions that obliged the Italian authorities
to introduce the prior deposit requirement. Nevertheless I am glad to confirm
the intention of my authorities to conclude as scon as possible this measure,
which is of a provisional and exceptional nature, as we had occasion to state
unequivocally in GATT from the very day on which it was brought into effect.



