The Consequences of the Crisis of 1929
on the Italian Banking System

1. Awareness of the Crisis

Only towards the middle of May 1930 did discussions about the crisis in
Italy begin. On outlining to the House the econormic situation in the world's
leading countrics the Minister for the Corporations the Hon. Bottai admitted
that it would be “absurd to expect that only Italy was able to enjoy a
favourable economic situation. “We too”, he confessed, “have our own diffi-
culties, our own problems and our own crisis™." In Ttaly, o, the fall in prices
had in fact brought about “a difficult situation”, especially in the raw materials
and primary products sector and in that of agricultural produce. Hence “a
marked reduction in the farming community’s purchasing power had en-
suedwith repercussions on home trade, as shown by the fall in consumption
indices and in the industrial situation. S3even months after the American Stock
Exchange crash, ltalian industry manifested uncertainty and sluggishness in
its business activities and an increase in the bankruptey rate, as well as in dis-
honoured bills, along with “a definite increase in unemployment”.*

Economic difficultics a1 home were inextricably associated with those of
foreign accounts. Even if imports and exports had fallen as a consequence of
the crisis, the trade balance continued to register a marked deficit, which was
not cancelled out by the so-called ‘invisibles™ in the balance of payments.

The flow of wurists reflected the precarious conditions of the world econo-
my, while the Ttalian migration flow, which was already in decline on account
of the well-known American laws of 1923-24, had undergone further contrac-
tion. Emigrants’ remittances, atheit calculated at fificen hundred thousand mil-
lion lire, especially those paid into the post-office savings banks, had recorded
substantial reductions. Freight volumes had also decreased. The crisis in mar-
itime cargoes caused by the disparity between world tonnage supply and the
continued fall in the volume of sea traffic did not inspire any real hopes, con-
sidering also the drop recorded in the export of wheat from the centres of pro-
duciion overseas. In order 1o redress the deficit in the balance of payments the
Note-Issuing Bank had no alternative but to resort 1o its reserves,® which contin-
ued to falt during the crisis, dropping from 12,454,000 lire in 1927 to 10,472,000
lire in 1929, to touch 6,175,000 lire in 1934, without, however, weakening the
lire. The impact of the reserves on money circulaton was almost always greater
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than 50%, occasionally touching 67%, and at its lowest fluctuated around 47%
a percentage much higher than that required by the famous Peel Law, and was
accounted for only by the rigorous defence measures adopted by the govern-
ment to keep the exchange rate unimpaired, which was fixed on the basis of a
pound sterling being equivalent to ninety lire, and also by defending it when,
as happened in September 1931, sterling had been considerably devalued.

2. The Economic Crisis was no Novelty in Ttaly

When the crisis exploded in October 1929 the Italian economic system
had been in serious difficulties for some time, at least since Mussolini had
held the Pesaro Talks on 18 August 1926. The tough deflationary policy
which [rom that time onwards was beginning to be felt, had upset the devel-
opment outlook based on the failure of a rend rowards a general increase in
prices. The adoption of the “quotla novanta™ had been converted into “the fall
in the prices of land, building, goods, and stocks and shares, dealing a severe
blow to agriculture und industry”, wherefore, although trying to play down
the negative eflcels deriving from the devaluation of money, the banking sys-
tem arrived on the ¢ve of the 1929 crisis, just like the rest of the national cco-
nomic system, that is to say “tired, worn out and oppressed”.?

All the banks had proved o be affected by the crisis to varying degrees,
but the more seriously allected ones, partly on account of their size, were the
two mixed banks, numely Banca Commerciale Ialiana (Comif) and Credito
Iraliano (Credil). As early as 1927 the former had already shown real “con-
cern for [its] cconomic progress”, "bank mergers” and the drop in the income
ol its branches, as a result of which it was contemplating closures and dis-
missals. This was already happening at other banks, und the following vear
precautionary measurcs were stepped up.?

Nor was Credit any better off. Through an agreement with the Ministry of
Finance in December 1927 Credit had managed to improve the state of its lig-
uidity by issuing scveral million lire in state bonds. Tn 1928 a search was un-
derway to find the most suitable ways “for disinvesting the Bank’s holdings”,
and in June 1929 brains were being racked over the expediency of creating a
holding company, that is to say a finance company, whether to transfer “[its]
main, most secure and stable profit-sharing company™, so as to put on the
market “all the shareholdings ransferred to the holding company®, in the
form of shares and bonds and casy securities, implementing, that is to say, a
securitization settlement of the shares possessed.

TCLR. Tye Matia, 7 bilanci di emissione staliant dal 1845 af 1936, Alire serie storiche di interesse
monetario e fom, (Roma: Banca d'Tralia, 1967), pp. 458-460,
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Thus a few days later Ageva was created in Milan, a Securities Management
Company with a capital of 5 million lire, later increasing to 200 million.”

In its attempt to stop the disintegration of the industrial system and the
breakdown of financing banks the government had tried to revive the CSVI
(Consorzic Sovvenzionti su Valori ndustriald). This has been set up in 1914 and
although barely active during the war it had played a significant role from the
post-war period® onwards in supporting industries undergoing financial set-
backs. The CSVI had then operated actively until 1933, considered as “our real
and proper industrial credit institution”, being in a certain sense “clandestine”
and “ante litteram”’?

However, the istituto di Liquidazione, a public authority, was created by
Law Decree n. 1832 of 6 November 1926 1o counter the consequences of defla-
tion and was provided with maodest capital resources which were subsequently
considerably increased. All the assets, debits guarantees, privileges and any oth-
er claims borne by the suppressed Special Division of the CSVI had been trans-
ferred to this instirution which had been a leading actor in a number of very im-
portant interventions on behalf of several financial and credit institutions and
large companies. The Istituto di Liquidazione was to be gradually faded out
without taking on further liquidations, through the ceasing of activities, credit
settlements and cash conversions, and the debts inherited from the Special
Division of the CSV1 owed to the Bank of Italy.

The Institution was to be dissolved as soon as the debts had been paid
off. In the years 1927-30 the debts, albeit considerable (1,274 million lire),
were still only a part of the inherited debt.™ In the meantime the banking sys-
tem had centinued to deteriorate.

3. The First Breakdowns

As early as 1927 several banks had been forced to merge in order to sur-
vive. This was the cuse for Banca Depositi di Brescia and ¢/c Maxola ¢
Perlasca; Banca Biellese (of Biella) as well as Banca della Penisola
Sorrentina, taken over by Banca Agricola Italiana (BAD." Other banks, in-
cluding a large number of Catholic banks, were on the brink of being put into
liguidation, while their leader Credito Nazionale® was in fact liquidated.
Bank mergers and closures intensified in 1928. During the year the coopera-
tive Banca di Trento and Banca Caliolica Trentina merged into Banca del

7 Ihid., pp. 670-671.
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Trentino e dell'Alto Adige.* Piccolo Credito di Ferrara closed down com-
pletely, while Banca Marchigiana di Ancona® went on to merge with Banca
delle Marche e degli Abruzzi. With regard to the Roman Banca Regionle its
merger into Barco i Santo Spxirvito™ was decreed at the close of 1928, 1o com-
mence from the following 1 January.

In the meantime the situation of the Catholic banks had become in-
creasingly precarious. On 3 April 1929 Piccolo Credito di Cuneo® collapsed
and ceased business, being one of about 50 banks forming part of the
Iralian Banking Federation.™ Tut in the opinion of the Undersccretary for
Finance, Ettore Rosboch, at least another nine hanks were about to follow
the same fate. Tf that had happened, there would not have been any short-
age of “repercussions on the banks of the neighbouring regions now in seri-
ous financial difficulties, which still managed to keep going despite tremen-
dous difficulties only because they were sustained by the hope of a general
rescue”. ™

Roshoch informed Mussolini that “the collapse of onc of the Venetian and
Amelian banks™ would have brought about *within a short time the subsequent
collapse of the sixteen financially-ruined Catholic hanks of North Italy and of
Emilia, which taken together had a thousand million live in deposits”. Yet he ex-
chuded “the rescue of all the 19 Catholic banks in financial difficulties”.

He proposed to “let the five banks in the greatest financial difficulties col-
lapse (Padua, Rovigo, Triesle, Piacenza, Milan) together with the two
Piedmont banks (Turin, Aosta) associated with the [bankrupt] Piccolo Credito
di Cuneo’, and 10 rescue the other financially-ruined ones through a merger
with the more solid banks, favouring, on this occasion, the 15 confederate
banks “so as to form more solid institutions ... to prevent setbacks and dun-
gers”. He added that the work of recovery could be carried out through
Istituto Centrale di Credito. This had been set up in December 1928 and,
once it had been properly reorganised,” it was committed to solving the
problem of the Catholic banks undergoing financial difficulties. =

Convinced that this was the right approach, Stringher would have liked
D. Menichella, the then-director of Banca Nazionale di Credilo, to be at the
helm of the new bank. But Menichella declined the offer, saying that he did
not have any knowledge of, or relationship with, the Catholic envirenment

W Confaloniert, op.cit, vol, 11 p, 295,

* G, Guarino-G. ‘loniolo (eds.), op.cit., pp. 569-571.
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and, that anyway he considered the task impossible, in view of “the technical
difficulties the project presented”, and for which lurge sums would have been
required to cover the losses.?

4. Banca Agricola ¢ Commerciale del Mezzogiorno (BACM)

At the beginning of 1929 the [inancial setbacks and bankrupteics of the
Catholic banks were also affecting South Italy. Apart from minor local banks like
Societd Bancaria Abruzzese and Cassa del Piccolo Credito Salenting in Lecce,?
many banks closed down their businesses including Credito Meridionale a
Catholic bank created in 1921 following the merger between Banca di Credito
Popolare di Terra di Lavoro in Caserta and Banca Cattolica del Sannio in
Benevento. With its collapse Credito Meridionale dragged Banca Cattolica di
Calabria in Cosenza in its wake — taking possession of its majority share holding
— as well as Bawnca Regionale di Sicilia in Palermo and Credito Pugliese in Bar.®
Tor these we may also add the dosure of Banca Fopolare di Campobasso and
Banca Meridionale di Credito in Bari. On the whole closures affected some 500
banks with over 250 million lire in deposits.®

Faced with the spread of financial bankruptcy, the government received a
proposal to set up Bancad Agricola e Commerciale del Mezzogiorno (BACM)
with a fund of 30 millicn rising to 50 million lire which was provided by the
Bank of Naples (Banco di Napoli). The bank was to have independent man-
agement, with the objective of “recovering and coordinating the business of
the small banking institutions. in the Mezzogiorno™.

The BACM started its activity in July 1929, and, besides merging the al-
ready-mentioned Credito Meridionale, it reorganised Banca del Sud, Banca
Popolare di Napoli, Alfedena e Catazzo. The banks affected totalled 363, in-
cluding main branches and subsidiarics with some offices operating inside
other banks like the Bank of Naples. The BACM proceeded to rationalise the
banks that were to be merged or brought into line by closing a substantial
number of bank outlets and reducing them to a very low number.

Not all the banks in a precarious financial state were merged or brought in-
to line by the BACM. Sume, whose conditions were desperate were left to their
own fate, including Banca Regionale Pugliese, Banca Popolare di S. Giorgio
Magno, and Cassa Agraria di Avellino,

o Merichella to Stringher, Rome, 12 May 1928, 1hid., p. 533
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The creation of the BACM was not a good venture for the Bank of Naples.
The work of recovering and rationalising the South Italian credit system that the
BACM had set itself resulied in huge losses. In the year 1933 alone, BACM losses
reached 11 million lire. But even worse were the figures for 1934 since, by the
end of that year, losses amounted to around 15.5 mitlion lire. From the records it
is not possible to establish with any certainty the extent of losses at the end of
1935. The fact that the Bank decided to proceed with the takeover of BACM with
effect from 1 May 1936, suggests that its entire capital had been eaten up by loss-
es.® However, had the Bank of Naples not taken it over and had BACM been
burdened with its losses, the only way out would have been to take its books to
the bankruptcy court. What needs o be emphasised here is that in the Central-
North of Ttaly credit recovery and the concentration of several banks were not
carried out at the expense of the local banks but by the state. In the South of
Ttaly, by contrast, it was the Bank of Naples that was burdened with responsibili-
ty for the crisis that had overwhelmed the local banking system. That this was
the government's policy in the matter also emerges from the cases of Cassa di
Risparmio Salerniteno and Monte di Pieta di Cagliari.

What had brought Cassa di Risparmio Salernitana into crisis had been the
worsening agricultural situation and (the difficulties into which the local indus-
trial sector had fallen.

In the course of 1930 the number of deposits had almost halved, so that at
the beginning of 1931 there was widespread fear of a sudden possible finan-
cial crash that would deal a serious blow to the banking system and especial-
ly ter that of the savings banks. Mussolini himsclf teok an interest in this situa-
tion, and urged the Bank of Naples to take over the Savings Bank belore its
collapse. The Bunk's attempts to avoid another conspicuous loss have been
related clsewhere, but it was not possible. Even il 2 contribution had been
made by the Asscciation of Saving Banks,” the merger was not a matter for
the Bank of Naples, and the loss that ensued easily exceeded 3 miillion lire.

In 1931 the Bank of Naples had to take over Monte di Fieta di Cagliari,
which was rife with losses and on the brink of collupse:* granting 3 million to
cover the Monte's losses the istitito di Liquidazione had specified that the
grant was made “on condition that the takeover of the Monte by the Bank of
Naples would follow™. ™ But that was not the end of the story. The [all in the
price of cereals and those of other [oodswiffs had seriously affected the sav-

" At the end of 1938, from the liquidation account the lasses proved to be close to 80 million lire.
Cf. L. De Rosa, ¥ Banco di Napoli, o, ¢it., pp. 306-307,

" L. De Rosa, Storia delle Casse di Risparmio e defla foro associazione, 1822-19%0, (Roma-Bari:
Laterza), pp. 270 ff.

8 felem, I Beneo di Negwoli, op, cif, pp. 310 ff,
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ings banks, especially in the South. The savings banks of Puglia, Molise,
Campania and Basilicata had been those more scriously affected, and be-
tween 1928 and 1929 the situation of many had already appeared at risk, To
prevent their collapse from creating panic among savers of other institutions,
the government had urged the Bank of Naples™ to merge into its own savings
bank, the saving banks of Bari, Andria, Barletta, Casamassima, Cassano,
Cassano Murge, Lucera, Santeramo in Colle, Isernia, Moliterno, Piedimonte
d'Alife, Torino, Muro Lucano and Marsiconuovo. The Bank of Naples had
been forced to accept.’ Apart from the problems it created the merger proved
certainly quite painful and turned into a considerable loss. ™

5. The Catholic Banks

We have spoken of the risk of collapse that many Catholic banks were
facing, and that if the entire system was not to collapse — and it seemed that
Mussolini did not want this to happen® ~ it was necessary to give practical im-
plementation to the newly-constituted Istituto di Credito Centrale. For il 1o
operate, the Holy See, the Italian government and the Bank of Ttaly agreed
upon ways and means ol cooperation and bodies with whom to cooperate,
while loans were granted to it both by the Holy See and by the Bank of Italy *

However, setting up the new bank required more time than might have
been supposed. In order to intervene on behalf of any one bank, it was nec-
essary Lo examine and evaluate the nature and prospects of its individual
lixed assets, and to establish, even approximately, the liabilities threatening
each of them, including all the operations actively involving the bank, espe-
cially considering that, in the case of the Venetian banks, the Catholic Banks
were going through one critical period after another.* It thus becomes clear
why only in the second half of 1930 was it possible to arrive at the decision to
merge some of them, but not all of them, into Bawnca Cattolica del Venefo®
Others, like Credito Veneto, Banca della Venezia and Credito Palesano, had
to be left to their own devices,

M ClL Royal Decree, 25 April 1929, n. 905,

“ 1. De Rosa, Storia defle Casse, op. ¢if., pp. 269-270.

¥ L. e Reasa, # Barco di Napoti, op. cit, p. 155.

#* G. Do Rosa, fina Banca cattolive fra cooperazions e capitalisme. La Bawnca Catiolica del Veneto,
(Roma-Baik: Laterza, 1991, pp. 160-101.

*The Holy See granted a loan of 30 million for a period of 6 vears at 2%; the Bank of Itaty granted a
loan that soon reached %0 million lire at 1.5%. G fbid., pp. 380-391, 723. The Bank of haly
hewecver, refused o guaranies the reimbursement of the loan of 50 million lire 1o The Holy See, Cf.
Stringber to Mussoling, 25 Aprl 1930 (fbid ., pp. 584-585).

* CF. G, De Rosa, Una Banca cattolica fra conperazioni ¢ caprifalismo, op. cit., p. 160

T Le. the Catlolica i Udine, the Cattolica di Atestina d'Este, the Canolica di Pieve del Cadore, the
Banca Provinciale di Udine, the Banca Feltrino, the St Liberale, the Banca Provinciale di Bellune,
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The fate of Piccolo Credito Novarese, however,™ was dilferent, and was
taken over by Banca Popolare di Novara™

The Bank of Italy did not appear to be completely satisfied with the way the
bank’s operations were going. “The Catholic Banks®, it observed, “have created
this central body just as they wished, and in order not to take on negative re-
sponsibilities which could harm progress, the government has quite rightly
granted its authorisation. But it is certain that the situarion is not essentially
changing, and those Institutions that have a balance “in deficit” that cannot be
remedied will not be able to survive for long”.*

The Bank of Italy also levied serious criticism at the rural savings banks
which werce gencrally under Catholic influence and which were beginning to
disintegrate, The Istituto di Liquidazione had wo intervene o cover the losses
of 18 rural savings banks in Istria." In the continental Mezzogiomnao the ex-
penses and losses that the Bank of Naples had to incur in 1931 for the
takeover of the agrarian savings banks and the local whear agencies were
such that the allocated funds of some 5 million lire were insufficient. It was
reconstructed but it was still insufficient.™

Taken (ogether the Bank of Italy generally considered the rural savings
hank to be “administered by incompetent people, while [they had] gahered
considerable deposits, employing them without much real reassurance, or
transferring them in their turn to religious institutions”. This was a state of af-
fairs which, according to the Dank of Ttaly, was to be kept under surveillance,
as it ledl to bankruptcies that could upset “entire country-towns, as happened
at Bagnoli in Turin” #

Despite these criticisms, Mussolini, who evidently intended to give proof
of his loyalty towards the Lateran Treaty which he had signed with the Holy
See in 1929, passed a decree on 31 December 1930 that completely changed
the responsibilities formerly assigned to it and authorised the Liquidation
Institution to carry out a series of disinvestment operations on behalf of bank-
ing institutions [or covering their losses. To this end he allotted 90 million lire
to the central credit institution of the Catholic banks which was to be paid
back according to the terms agreed upon witl: the Issuing Bank, in addition
to other considerable sums in favour of other Catholic banks, including
Bawnca Popolave di Novard, Banca delle Marche e degli Abruzzi, Banco di
Santo Spirito, Istituto San Paolo di Tovino, Banca Provinciale di Rovigo and
Banca del Trentino e dell’Alto Adige™

¥ tid, p. 17011

*»Cf G, Guaring - G. Tenialo (eds.), op. cit, pp. 744 -746.

“ Note from the Bank of Traly, dated 1930, Ibid, pp. 722-724.

&, Confalonierd, of. cit, p. 408.

L. De Rosa, i Banco df Napoli, op.cit, pp. 239-240.

** Draft of the Bank of Italy, dated 1930, G. Guarino - G. Toniolo (eds.), o ¢, pp. 722-724.
“ Decree by the Head of Government, dated 31 December 1930, Mid., pp. 736-739.
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6. Banca Agricola Italiana

Apart from favouring the Catholic banks the fstituto di Liguidazione inter-
vened to cover losses or to make contributions to merging banks in financial diffi-
culties, on behalf of other banks, such as Banca Nazionale dell’ Agricoltura,
Banca Toscana, and Banca Nazionale del Lavoro® But the major upsct in which
the Liquidation Institution was involved, and for which it undertook to repay
1,146 million lire® with 2 resolution dated March 1931, was that of the Turin
Banca Agricola Haliana (BAT). Within a few years, (he bank had established it-
self unscrupulously throughout Italy through bank tukeovers with low profitabili-
ty, opening up headquarters, main oflices, subsidiaries and temporary offices.
Like other banks it did not escape the crisis and at the end of 1929 was burdened
by frozen assets for some 950 million lire and losses assessed at about 495 million
lire®”, with very litthe liquidity at its disposal.

Although the government and the Bank of Italy had intervened in that
very year 1929" and again in 1930,* the conditions of the BAI had not im-
proved, Indeed, they had rapidly worsened especially after the fall of R.
Gualino, who had been its chicef proprietor.

Aware of the repercussions Gualino's fall would have throughout the coun-
try, Mussolini acted 16 prevent the public from perceiving the gravity of the situ-
ation and gave orders to transfer assets and liabilitics (o the Liquidation
Institution, which, however, not being authorised for banking practice, could
not have borne the network of branches and their activitics on its own shoul-
ders.® Thus it was established that the 422 branch offices would be distributed
among several banks. In this regard the Bank of Naples declared itself ready to
take over the branches situated in the continental Mezzogiorno and in Sardinia.
But it was not casy to assign the remaining branches.

The economic crisis had gone from bad to worse. Bankruptey declara-
tions had increased from 8,000 in 1926 to 25,000 in 1932. The number of dis-
puted bills increased from 650,000 in 1925 1o 1,617,000 in 1932 Istituto San
Paolo di Torino® was especially determined not to heed the government's in-
vitation. Yet in the end, albeit under protest, like other banks it had taken the

AL Confalonier, ope. cit, pp. A08-109.

* ibid., p. 409.

= Cf. Pro-memorizof [Riccardo Gualinol, 14 Ootober 1929 in G, Guarino-G. Toniolo, feds.), op. cit, pp.
397 1.

# Comversazion] tra i Ministro delle finanze, lu Bavica d'ftafia e Gualino, Rome, 29 Oclober 1929,
Ihid., pp. 608-613.

* Azzofini to Moscond, Rome 23 October 1930, fbid., p. 614,

* Mosconi to Azzoling, 26 March 1931, Bid., pp. 615-617.

* A De Stefani, Buraonda bancaria, (Milan: Borghese Editions, 19603, p. 532.

% On the distribution of bank offices and the difficultics encountered among the various credit
Institutions. Cf. L. e Rosa, # Banco di Napoli, of. cit, pp. 210-211.
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BAID's banking activities upon itself and took over those located in Piedmont
and in Liguria. In return, however, it obtained considerable benefits, the same
as those that had later been granted o the other banks that had agreed to
take over the BATs banking activities,

The only bank that did not have any incentive to and had 16 incur the full
cost of the BAL rescue by taking over 27 branches and 147 correspondence
offices was the Bawnco dif Napoli”

Minister Mosconi unscrupulously justified such treatment by claiming that
the conditions of the banks which had received incentives were different
from those of the Banco di Napoli, a diflerence that Mosconi, evidently in-
tended either consciously or unconsciously to remove. And that is not all!
That he intended to burden the Bank with other responsibilities emerges from
the correspondence between him and Azzolini in February and March 1931,
Mosconi claimed that he should obtain greater advantages from the Bank of
Naples. In fact he expressed his disappointment because the bank had re-
fused 1o offer “a token of goodwill for taking over the BAL".*

7. The Difficulties of Comit and Credit

1931 was the year in which the national banking system showed omincus
signs of a general breakdown. Tn July Tocplitz had informed Azzolini about
Comit’s difficulties.™ But the situation worsened during the summer, especial-
ly after the German moratorium, the collapse of Credit-Anstalf®, the
Hungarian and German banking crisis and the fall in sterling. The finance
market crisis took on “an increasingly marked character”. Comit's shares
recorded a decline as did those of Consorzio Mobiliare Finanziario
{Comofin) which possessed a large part of the Comii shares; pressure on
Gomils finances became heavier and its liability towards the Bank of Ttaly
tock on exceptional and preoccupying forms. Toeplitz recounts that at that
point he decided to go to Mussolini and to explain the situation to him in pri-
vate. This was 26 September 1931.

Tocplitz writes: “I explained the situation to him in its torality, including
the part that was the most delicate for us, that is to say the indirect financing of
our [Comit’s] capital”. Mussolini “immediately understood that it was necessary
lor us 1o take appropriate action, and he declared himself willing to do what-
ever was necessary. He asked that a programme and an exact appraisal of the

“ [bid., pp. 211-212.

i,

*The managing ditector of Comit, Giuseppe Tocplitz, to the Governor of the Bank of Ialy,
Vincenzo Azzoling, Milan, 1931 in G, Guarine-G., Toniolo (eds ), o, eft. pp. 740-747.

“ The Credit-Anstalt crisis was alreacdy publicly known at the beginning of 1931, of. A, Schurbert.
The Credit-Anstalt Crisis of 1931, (Cambridge University Press, 19913, pp. 4 ff,

234




The Consequences of the Crisis of 1929 on the Ialian Banking System

situation be prepared” Toeplitz duly prepared these and after some weeks re-
turned 1o Rome, and showed them to Mussolini. The programme he presented
became the subject of considerable discussion and was madified consider-
ably” but it put Comit on safe ground. Toeplitz made it clear that Comit did
not achieve “complete reconstruction” and ensured “a liquidity coetficient”
such as was not to be tound “in any other important bank in the world®. By
transfering it to Sofindit (Societd finanziaria industriale’™ it got rid of “all its
portiolio of quoted stock and industrial stock, with the exclusion of its bank
holdings, gilt-edged state securities and those guaranteed by the state, and its
industrial bonds® worth a total amount of about 4,000 million lire”.®

Mussolini, who was the first signatory of the Agreement, having approved
the text of the official statement, authorised its release to the press which Comit
made public on 3 November 1931, In giving news of the agreements reached,

* Taking part in deciding it were the Minister of Finance Antonio Mosconi, the Governor of the
Bank of Italy Vincenzo Azzolini, the President of Comit, Ettore Conti, Giuseppe Toeplitz himnself
and Ugo Baracchi Director of the Rome representation of Comit, The text of the Convention
agreed vpon between Comit and the government dared 31 Qctober 1931 and signed by
Mussolini and the paticipants in its formulation is reproduced in its entirety in ¢ Guarino-G.
Tomiolo (eds.), op.cit., pp. 756-761.

* Previousty known as Societd Industriale laliana and as Societd fnduseriale Raliana Cisalpring (v.
Comfulonier, op.cif, vol 1L p.479) Sofindit, with a capital of 10 million lire was part of Comit
( Relazioni di Toeplitz al Cons. di Anim. delfa Comit, Milan, 3 November 1931, in Guarino-Toniolo
(eds.), npocit, p. 764, 1o mobilisc Comitits capital was first increased o 100 and then to 300 million
lire. Having acquired Comif's fixed assets, Sofindit was then sold entively to a group of industrics and
to several banks associated with Comir, to close the operation in question with Societd Commerciale
d'Oriente, which, m turn had obrained them from Cemniét, In short Coneit became owner of Soffrdit
with a stake of 300 million lire *as a residoal of [its} enormous stake in industrial shares®. Ilaving
received the 300 million Sofirdit was to have acquired the shares of Consorzio Mobiliare Finaziario
(Comafin), which possessed most of Comit’y shares, For the above-mentioned parcel of shares
obtained from Comit, Soffdi paid a thousand million lire in advance, enabling it 10 reduce its debt
tn Corrit from about 4 to about 3 thousand million lire, Sofirdif was (o obtain the thousand million in
question from “special government provisions”, and from o securitised credit compauny which was
being set up and whose bonds Soffrdic would apply for o obrain further financing.

The bank in question {#stitulo Mobiliare ftafiano, IMI) was, in lact, set up (hy roval law decrec 13
November 193] 0.1398 and 4 December 19313 with the 1ask ol making loans, on real sccurity-
type guarantees, Lo indusirial enterprises, and possibly investing in the company. Public and
private insurance, credit and public law bodies (cf, 1. e Rosa Storia delle Casse i risparniio, of.
cit., pp. 274 1) a1l provided its capital worth 500m bire, And that was not all. 1n addition
Comoftns capital was 1o be increascd and supplicd by the same investors involved in the
Sindacato per acquistt e vendite di aziond Comit, which was to be wound up and was 1o band
aver to Comafin both the new shares and the 300 thousand shares already in s possession.
Cemofin would therefore find fself in possession of some 1,300 thousand shares. For this operation
Comefin would issue bilks on behalf of Sofindit of up to 800 m lire, rencwable for up to 5 years cvery
four memths, which the Bank would discount, against the deposit of a million Comt shares as surety.
(cf. Relpzione ..., op. cit., pp. 761-768).

» Cf. Agreement between Banca Commerciale Tlaliana, the Government and the Bank of Italy on
31 October 1931 signed by Mussolini, Mosconi, Azzolini, Conti, Toeplitz, Baracchi, in G. Guarino-
5 Toniolo (eds)) gp. cit, p. 730,

235



An Unprublished Fssay of Luigi De Rosc

the statement® stipulated that the reconstruction of Comit should come about in
such a way as to avoid any danger of pressure on the market, without incurring
losses, with stability in placing investments, and with ensured [inancing over a
long pericd of time, together with autonomy of operations. However, less than
a month had passed when Toeplitz complained of a 29% reduction in supply,
with prospects of further reductions, Only a lew had believed in a lasting res-
cue plan. “Regrettably”, he wrote, “the accuracy of the statement is questioned.
They are discussing in the coffee bars what is going to happen next”. But he
added that he considered it “an illusion to suppose that the published statement
would yield a lira's worth of benefit, keeping [Comit ] on a limited budget, with
the risk within a few days “of having to beg some cheque-bearer to report back
again 2 few hours later”.® And while he allowed the value of the share parcel
transferred to Sofindir 1o grow from 3,830 to 4,036 thousand million lire,*
Azzolini informed Mussolini that, apart from the one thousand million Jire pro-
vided by the Ltituto di Liquidazione, the Bank of Italy had discounted Comafin
bills for 800 million and furthermore, had outstanding bills to pay on Comif
worth about a thousand million lire of a purely financial nature,

And all this had been “carried out for higher reasons of general interest®, with-
out necessarily adversely affecting the Bank of ltaly's assets.®

Toeplitz had been wrong to state that it would be the newly-constituted
IMI that would come and rescue Comit. In his inaugural speech delivered on
3 December 1931 the company's President, Mayer, did not brook any ambi-
guity: rather, he stated in no uncertain terms that IMT had been created
“healthy and vital” and should continue as such and that it was not IMT's job
“toy correct the errors or solve other people’s problems, to make changes
through complicated and dangerous financial operations on the basis of un-
dertakings whose figures have for various reasons been miscaleulated”

With IMI exonerated from the bank rescue operations, the responsibility for
this burden ended up by falling on the Istituio di Liguidazione, and consequent-
ly on the Bank of Ttaly. Meanwhile, the intervention on behalf of Comit drove
many other banks to turn to Mussolini for help.® Confirmation of this is to be
had in a decree issued by Mussolini dated 31 January 1932, whereby in addition
to the thousand million lire [or Soffrdit, which would be transferred to Comit, he
authorised operations on behalf of other banks whaose names he indicated, to-
gether with the amount of help granted to them.®

% '[hat was signed by the members of the enlire Comil Admir. Boatd, Cf. Refazione ..., pp. 706768,

“ Tocplitz to Azzolini, Milan, 20 December 1931, in Guarino-Toniolo (eds.), pp. 788-770.

= foid., p. 759

# azzolini (o Mussolind, 8 January 1932, Ibid., pp. 770-772.

& Cited in G. Lombardo, Istituio Mobilticre Raliano, Modello istituzionale ¢ indirizzi operativi:
F931-1930, (Bologna: T Mulino, 1998), p. 45.

D Sefuni, Baraonda bancaria, op. cit, p. 539.

= 'I'he decrec appears in G. Guarino-G. Toniolo (eds.), op. cir. pp. 772-776,
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The Comit rescue operation had just begun when the situation regarding
Credito ftaliano came 1o the forefront. At the end of 1930 it had proved to be
considerably encumbered, so much so that the bank's directors had consid-
ered doing away with the status quo by setting up the Societd Finaziaria
Italiana (SFI* on 27 January 1931, In agreement with Mosconi and Azzolini,
and with an agreement™ of the type stipulated with Comit, signed on 20
February 1932, they transferred industrial holdings and Credito Traliano’s own
shares to the SFI valued at around thousand million lire, with an assumed loss
of 460 million lire, 330m of which were covered by the istituio di
Liguidazione. Market trends had not favoured SFIL during the course of 1931,
and with the fall in quotations, the friends of Credito Italiano, the underwrit-
ers of SFI capital had incurred a severe loss, and had recorded a loss of the
1,230,000 Elettrofinanziaria shares that SFI possessed. Added to the fall in
Flettrofinanziaria share value were the repercussions of the crisis on the
shipping agencies, majoir shipyards, metal and engineering workshops and
textile mills™ which also belonged to the SFI, whose losses could still be accu-
rately calculated, but which would also finish up chargeable 1o Credit, since
SFI did not possess the means o cope with them. In short, Credit pressed lor
help to be approved on behalf of the companies listed above.™

8. In Search of Liquidity

In 1931, at the peak of the bank crisis, the government and the Bank of
Ttaly had continued to uphold the credit restrictions in force at that time.™
These restrictions were causing continuous contractions in the fiduciary de-
posits that had decreased from 9,813m lire at the close of 1929 10 9,484m lire
by the end of 1931, so that in the single year 1931, the fiduciary deposits had
dropped by more than a thousand million lire. Even more marked was the re-
duction in the balances of correspondent current accounts which between
1929 and 1931 had fallen [rom 20,577m o 17,147m lire with a loss of some
3,500m lire in two years.™

With the gradual shrinking of the financial means at their disposal the
banks found themselves in a cleft stick, in that they were involved in credit

“The capital had been made up of contributions from the companies close to Credit, ie. Bancd
Nazionale di Credito, Edison, Feltrinelli, Pirelli, La Cenirale, ele. CF (. Torriolo, Crisi economica e
smobifizzo pubblico delfe banche miste (1930-1934), in idewm, Industria e banche, op. cit., p. 303,

® Gl Mori, Nuood doctmenti sulle origind dello “Stato industriale” in ftalia, in I capitalismo
industriale in ftalia, (Rome: Editori Rivniti, 1977), pp. 300-305.

™ Pro-memoria del Credito Raliano, Milan, 17 February 1932, fhidd, pp. 777-781.

» Toeplitz to Azzolini, Milan, 7 Oaober 1931 in ibid., pp. 747-751.

I Mereetto menetario e banche in talia in 1931, in Minersa Bavicaria, September 1932, pp. 430-135.
 Bee Toeplites leter to Azzoling, Milan, 7 October 1931, in G. Guarino-C, Toniolo (eds.), of. cil, pp.
249750,
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operations as well as in industrial investments, but were unable to carry out
either. They thus remained immobilised as the business firms were not only
in no position to honour the maturity dates, but being hit by the crisis they al-
so began knocking at the doors ol the banks for further credit and financing.®
And the banks — fully aware of the fact that, if they had insisted on claiming
their credit back or had refused to grant further credit, they would have made
the life of the firms they had financed more difficult, and perhaps forced them
to go into liquidation, with the consequent reduction or loss of their credit -
often finished by granting new credit. The problem of liquidity had become
an ever rising necessity. The rush for collecting funds between 1930 and the
first half of 1932 is thus accounted for, with the result that the old cartel of
hanks™ which had regulated the credit market for more than a decade could
no longer stand its ground, and was abolished as early as 1930, With this ob-
stacle out of the way, ruthless inter-bank competition made it difficult for the
old control 1o be replaced by a new one belore 1 July 1932,

During the three years or so that the interregnum lasted, the frenetic
scarch for customers and deposits had become almost obsessive. “They had
reached the point®, it was observed, “where the money deposited in the
banks by the customer saver passed from one bank to another lured by con-
tinuous otfers that were ever more attractive, and enticed by every kind of in-
ducement”.™

The crisis was hardly reassuring for savers. In fact 10 protect their deposits
a good many savers left the mixed banks, all of which, especially Comit and
Credif, were considered to be completely tied up in their financing of indus-
try and hence exposed to serious risks, not to mention the private banks
which, unlike the public banks, provided no guarantee of total creditworthi-
ness. Some of the deposits were transferred either 16 the bank depanments
which were considered safer, or towards more lucrative financial
investments.™ Considerable financial means came to the state from the post-
office savings banks, into which a lurge part ol private savings flowed, attract-
ed by their greater profitability, as well as by the security guaranteed by their
public status.™

The end of the old bank cartel did not affect all the credit institutions. Tt
certainly benefited the ordinary saving banks, which showed a marked in-
crease in their deposits during the crisis, albeit to a lesser degree than that of
post-oflice savings, and which between 1928 and 1934 rose from some 17,000

I The cartel was pantially suspended in 1929 The branks that had joined @ undenook not o renew the
carel in the form in which it had been designed, CfD M. Abrate, op. cit, p. 49,

I # secondo canello bancario e if mercato del denaro, in Miverva Barncaris, October 1933, p. 193,
*T. Cotula ¢t al., I bilanci delie axiende di credife 18903936, (Roma-Bari: Laterza, 1993), pp. 737, 771,
A1 e Rosy, Stove delle Casse di visparmio, op. cit,, pp. 232 [T

T Cowala et @l ap. cit, p. 763,
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m. to about 21,000 m. lire.™ Progress was also shown to have been made by
the big public banks. For example, through the creation of time deposits the
Bank of Naples doubled the number of its deposits within the same period of
time.™ But the growing influx of money deposits did not always receive an
enthusiastic welcome. Rather than indicating a favourable situation for busi-
ness, this influx signalled the slowing down of production activity and con-
firmed the depression in the stock markets. Requests for investment credit
were very modest, and the little interest shown in drawing up middle-to-long
term loans remained typical throughout all the years of the crisis. In 1930 “the
enormous imbalance between extremely plentiful supplics of money for
short-term investments and money available for commercial and international
types of investments™ was emphasised. It was only in 1930 that some sign of
change was noted when a modest supply of capital towards the newly-
formed companies was recorded. 1934 proved a much better year when
progress was shown in national industry.

As a matter of fact the government had tried to stimulale investment dur-
ing the last few years of the crisis. Redevelopment and rehabilitation may
serve as a good example since they required enormous sums of finance
which the State — a prisoner of its own continual defence of the lira and be-
longing to the so-called “gold bloc¢” — did not possess. The considerable in-
crease in post- office savings, and therefore in the DI and PP Funds, albeit
for the most part pouring into the Treasury,™ had in fact to provide for oo
many public-type needs that were mostly destined for redevelopment and
land reclamation. The government thus needed to create other sources of rev-
enue. In order to finance the various forms of redevelopment and reclama-
tion, rather than allocating the entire sum required in each budget, the gov-
ernment resorted to allocating annual instalments that were discountable at
banks, thereby allowing expenditure to increase. Al the same time, since the
greatest amounts of savings available were found depaosited in the ordinary
savings funds in addition to those in post offices, the government encouraged
these to be used in financing land redevelopment and reclamation clsewhere.
The initial reaction of the savings banks, as stressed earlier, was by no means
enthusiastic in that they feared that such financing would be converted into

® Banco di Napoli, Refazioni del Consiglio generale per € 1932, {Naples, 1933), p. 57.

(G, De Capitani d’ Azago, Cennid sulla situgzione della Cassa i visparmio delle province
lombarde al 31 agosto 1930, in Archivio Centrale dello Stato (ACS), Segretaria particolare del
Trace (SP1), busta 1070, fasc, 209, 251,

WP K Asso, G annd tra e guerra in M. e Ceceo-G Toniolo (eds), Storia defia Casse Deposin
& Prestiti, (Roma-Barl: Laterza, 2000}, pp. 259 {1

L. De Rosa, Storier delle Casse di visparmio, op.cif, pp. 260 fF; AL D1 Crollalaneza, La politica def favor
prebblici in *Analisi di cconomia”, (Milano: Universitd Bocconi, 19 October 1930), pp. 59-63, and
September 1931, pp. 171-172; L. De Rosa, HBanche e lavori pubblici in Italia fra le due guerre
£1919-1939), (Milan: Giuffre, 1979), pp. 290 ef seq.
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substantial long-term investments, but they eventually had to succumb to
pressure from Mussolini and take on the financing as requested, which stitl
required considerable sums of money.®

The government had also looked for alternative ways of stimulating in-
vestments in production. In agreement with the Bank of Ttaly, it had resorted
to tampering with the official discount rate (ODR). On the 3 March 1930 the
ODR had first been reduced from 7% 1o 6.50%; later, on the 24 April 1o 6%
and to 5.50% on 19 May. Yel despite such a marked reduction, the demands
for loans continued to be few and far hetween, and investments further de-
clined.*

If the 1931 mid-European bunk crises and the fall in the pound sterling
during the same vear had not occurred, ODR would likely have undergone
further variations. But the 1931 banking and monetary cvents urged the gov-
ernment, which was now bent on defending the value of the lira, to bring the
ODR back again to 7% on the 28 Septembcer 1931: quite a high rate which did
not stimulate economic recovery. Morcover, “competition for buying up pre-
cxisting deposits” with “the offer of alternative rates that sometimes even
reached 6%, caused serious damage, which Azzolini had no choice but 1o
bring 1o the government’s attention. Indeed, he stressed that with business
being scarce and good investments difficult the credir firms “were forced o
chose between undergoing considerable losses for the excessive cost of the
money collected and risking new long-term investments at rates of interest of
10 or 12% that were ruinous for customers.” Morcover, in Azzolini’s opinion
“The policy of high interest rates on deposits affected growth and brought
about considerable competition to investments in state bank and industrial
sccurities with depressing conscquences on the stock market.* Hence the
government's decision to restore the bank cartel, which in fact came about on
1 July 1932. But the new carte] was not always observed.” Various expedicnts
were devised to avoid it, and “nearly all the banks™ resorted to this aim.

In the meantime the Bank of Italy, which had already reduced the ODR to
% in May 1932 reduced it further to 4%, and then later in January 1933 to a
level equal to, or very close to, that ol the major European issuing banks,
while the discount rates and the sums brought forward by the banks fell at
the same rate. The government took advantage of this drop in the interest
rate, which it had deliberately prepared for two important operations, namcly

2 Colala of al, op. cit, pp. 87 ef seq.

# Azzolini to Mosconi, Rome, 22 February 1932, in (G, Guarino-G. Toniolo (eds.), op. ¢, pp. 782-783.

* Azzolini to Mosconi, Rome, 22 February 1932, in G. Guarino-G. Tondolo (eds.), op. cit, pp. 782-783,

* Cf. L. De Rosa, # Banco di Napoli tra il Fascismo e la guerra, op.cit, pp. 222 ef seq.

* CfLthe Pesaro Branch Manager of the Bank of Iraly's letter to the Governor Azzolini, Pesaro, 15
February 1933, in Archivie Storico della Banca ¢ ltalia (ASIED, Fondo 20, Serie |, N, 825.0, F 1, SE
0, Doc. 0 pp. 102-103.
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the issue of Treasury Bonds at 4% and reducing the interest paid on the na-
tional debt from 5% to 3.5%.

The two operations made in January and November 1934 brought about a
smaller amount of liquidity by the end of the year. But having for the most
part achieved its objective of reducing the burden of public debt in the mean-
time, the government allowed the ODR to rise again from 3% to 4%.

9, Towards Bank Nationalisation

Mussolini's intervention on behalf of Comit and Credit had seemingly
slowed down its decline, although perhaps, as the ex-minister Alberto De
Stefuni® observed, by taking on most of its shares as securily, such interven-
tion had only aimed to worsen its conditions, so that it would be more easily
swallowed up by the state. By mid-1932, Comeits situation had certainly
grown worse. Giovanni Malagodi noted that it could no longer even find a fi-
nancial portfolio for formally discounting, producing revenue which would
he used to cover the three days in advance of the maturity date, when they
had to withdraw previously discounted bills from Via Nazionale [the Bank of
Italy’s headquarters].® The seriousness of the situation in this period is borne
out by a letter written in June of the same year 1932 by the Comit representa-
tive at Rome, Ugo Baracchi, to Toeplitz. 1n preparing the paperwork [or new
funding 1o be accorded to Comit by the Bank of Italy, he informed Toeplitz of
a frank discussion he had had with an exccutive of the issuing bank wheo had
told him bluntly that he was misguided if he thought that it was “possible to
tidy up the Bank [i.c. Comifl as required”. They were looking for a new way
of intervening, but up to that time had found nothing *because there were so
many interests at stake, and finally because the company policy fwas] not to
take any initiative, the more so since the bank's situation was becoming so se-
rious that they actually did not know what 10 do™®

This outburst expressed the deep sense of uncase pervading the Bank of
ftaly in that situation, which showed real concern “both for the type of opera-
tion as well as for the urgency with which they were faced”. “Comit’, Azzolini
specificed, “still needed considerable financial means. If it did not get them it
might be driven to take despcerate measures”.™

= A, De Swefuni, op.cit, pp. 521,558 f sey.

* (. Malagodi, 1 “salvatageio” delle Banca Commerciale nel ricordo df un testimone, in G.
Tonioko (ed), Iidustria ¢ banca ece., op.cit, (Milan: Etas-libei, 1978), p. 272,

* Ugo Baracchi to Teeplits, Rome, 25 June 1932 in G. Guarino-G. Toniolo (eds.), op. cit, pp. 784785,
» Azzolini W Mosconi, Rome, 3 July 1932, fhid., pp. 786-789; on Comit's situalion at the
beginning of summer 1932, CF. also G. Toniolo, Crisf economica e smobilizzo pubblico delle
Banche miste (1930-1934), in G Toniolo, Banche e industria, op. cit, pp. 306 1T
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The Bank of Italy complained of being left alone to bear the pressure from
the large banks — Comit and Credit — which began to press for rediscount opera-
tions. Having obtained the initial thousand million lire [rom Sofindin Cosnit had
received nothing else. Sofindin restricted itself 1o paying “only the average inter-
est yielded by the assets granted [to it].™ By now the only source of funds was
the Bank of Ttaly. On 26 June 1932 Comil representatives showed that “the situa-
tion of the Savings Bank [had been] reduced to 88 million lire on account of in-
evitable investments of 173 million which cannot be delayed”, By the end of
June they had pressed for financial support “ol not less than 200 million”. As
Azzolini wrote to the Minister Marconi, he had been hesitant in agreeing. 11c be-
came reconciled only because Mussolini had personally authorised him to do
so. llowever, Azzolini complained that other bodies, and he was referring to
M1, “purposely creared 1o lighten the complex siuation did not offer any effec-
tive action”.”

The biggest problem for Credito Italiano was SF1.” Through a secret
agreement” between Azzolini, Mosconi and Credito ftaliano itself, SFI had
been granted an unprofitable loan of 330 million lire by the Istituto di
Liguidazione. This was then passed on to Credito Italiano which became
SFU's creditor for another 680 million lire. As has been shown, the loan was
actually a grant worth around 72% of the value of losses then envisaged for
the securities that had passed to the SFL It was said that the worse part of
Credit investments had been transferred to the SFI. The belter part, on the
contrary, had been translerred to the Credito Italiano’s Banca Nazionale,
which had ceased performing its bank activitics and had turned into a finan-
cial holding company, adopting the name of Sucietd Elettrofinanziaria, and
underwriting the securities of the electrical, telephone and building indus-
tries. The initial value of this holding has been calculated at some 1,156 thou-
sand million lire, which was increased to 1,342 thousand million, taking into
account the value of the electrical securitics, while its debt with Credit
amounted to 1,100 thousand million lire.#

“ Conti, op. ¢it, p. 316,

* Azzolini to Mosconi, Rome 3 Juty 1932, /Bid, pp. 786-790. Also the President of Comit, Bttore
Centi, like Toeplitz, luer complained about “the non-functioning of that body, the IMI that was to
substitute Comit in financing the industrial enterprises”. Cf. B, Conti, op. cit. p. 316.

# ‘The Nlalian Finance Company (SFT) was founded on 27 January 1931, and it received some of
Credito ftaliand's industrial assets. According to Toniolo (€Crisi econonica e smobilizzo pubblico,
ap. ¢t p. 303}, these were the weakest assels, but certainly of no tess inlerest to Feltrinelli. Pirelli,
Motra and others. Amongst these sccurities were those of various manufuciuring frms, shipping
companics and Credit ftaliane itself. The total value of the transfers was around 1.011 thousand
million fire, Formally SFI was independent of Credit fiafiano, and the effective value of its assets
was judged to be around 550m, with liabilities for about 460 m lire”.

" Ibid., p. 302,

= Toniolo, op. cit, pp. 304, 11

242




The Consequences of the Crisis of 1929 on the Italian Banking System

Apart from the 330 million lire received from the Sstituio di Liquidazione
and another 18 million obtained from the transfer of some firms on the part of
the SFI,Credil was unable to gain any other advantages from STL Indeed,
since it was committed to providing the above-mentioned companies with
credit guaranteed by securities with a rate 1% lower than the official one it
added losses to losses,” since the condition of the firms controlled by SFI de-
teriorated month by month. At times they were unable to pay their workers’
wages. Credit tried to free itsell from this suffocating burden, claiming that it
would he “seriously compromised” il it did not make provisions to recapi-
1alise “heing unable to continue to live under the weight of a credit turnover
that was expensive and which did not allow them any elasticity”.” In the im-
possibility of arranging lor SFI capitalisation and/or financing, since 1 May
1932 Credit had been trying to persuade Mussolini to make the Istituto di
Liquidazione take over ST, and the latter to transfer “its Tlettrofinanziaria
shares® to the “friends at Credifo ltaliano’ ™ The financial situation had thus
gone from bad to worse and this deterioration had been accompanicd by two
rends: 1) a sharp fall in productivity,” and 2) a rise in speculation on the lire,
as witnessed by the increase in the supply of lire on forcign markets,™ espe-
cially from September 1931, which soon turned into 4 cominucus draining of
reserves. Lo the fiest four months of 1932 the reserves had been so far deplet-
ed™ that there were serious concerns about defending the lira. Mosconi had,
in fact, asked Azzolini *if he had considered the eventuality that the [oresee-
able rapid and total exhaustion of the cquity reserves might necessitale intro-
ducing a second line in defence of the lira, by shilting the stabilisation peg
and in view of such a possibility what... Azzolini could do to prevent such a
sethack which might turn into a rapid and potentially precipitous devaluarion
of the currency”.” These fears and uncertainties must have upset Mussolini
considerably since, when told about them, he felt he had to make a public
statement and remove all doubts, He did this in the most sensational way

# Cf, Promemaorid del Credito Ralicno, Milan, 8 Februoary 1932, in G, Guarino-G. "Toniolo {eds.),
oft. ¢il., p. 780
= thicd, p. 781
* Catlo Feltrinelli and Garlo Orsi to Azzolini, Milan, & February 1943, in G. Guarino-G. Toniolo (cds.),
ofr. ¢, . B2D.
¥ 1 Guarned wroke {op. cif, p. 298) that "at the end of 1932 the indices of industrial production,
forcign trade, the price of goods, the trend of industrial stock, uncmployment, stale finance, the
public debt, the balance of international payments, atl reported a deterioration compared with
the two previous years, and even raised doubts that the crisis had not reached rock hotom™,
= e problem is fully dealt with in o letter by Azzolini to Mosconi in Rome 2 February 1931 in E
Cotula-L. Spaventa (eds.), La politica monetaria fra le due guerre 1919-1935, (Rome-Bari:
Latcrza), pp. 730-732.
" Mosconi lo Axzolin, Rome, 18 May 1932, 14 and 20 April 1932, pp. 733-734 and pp. 746-751.
u2 pMewconi to Azzoling, Rome, 4 May 1932, fbid., pp. 758-739.
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with an article written in # Popolo d Ttalia™ in which he drastically claimed
that “the world crisis would not be solved by drowning it in pulp”.

At this point Mosconi's fate as Minister of Finance was sealed and he was
gradually to realise that it was Azzolini who had informed Mussolini of his let-
ter dated 4 May. Tt is difficult to say when and how such awareness dawned
on him. If one considers the tenor of the letter he wrote on 6 July to Azzolini,
it must be inferred that from the beginning of July at the latest his feelings 1o-
wards him had profoundly changed. After severul disagreements he asked
him to “sce 1o it that branches of the bank abstainled] from operations which
had planted the seeds of sloth and immobility”™ "™ No less bureaucratic or criti-
cul was his subsequent tetter dated 9 July which, following his earier letter,
posed a problem to which he was awaiting an answer, namely 1o know
Azzolini's thoughts on technical checks and forecasts, it being understood
that any decision regarding money maters were dictated by “political deci-
siong™.™

In the meantime monetary policy was in the hands of Mussolini himself. This
transpired from the letter he wrote to Axzolini in June urging him to increase the
gold reserves by acquiring 1) gold even at a relatvely high price, seeing that the
government would guarantee the Bank of Taldy for the sum of one million lire; 2)
possibly even foreign gold; as well as 3) the 8-10 million lire in gold that the Bank
of Naples still possessed; and 4) finally, buying up the gold of the various Mondi di
Pietd, with a locally drawn up agreement between the Directors of the Monti di
Pietd and those of the branches of the Bank of Taly.™ On 20 July 1932 Mussolini
arranged for Moscond's replacement by Hon. Guide Jung who, in an articdle pub-
lished in X Popolo d'falic about a month before Mussolind's, appeared as a staunch
supporter of defending of the lira, even at the cost of great sacrifice.™

It is somewhat difficult to endorse what the former Minister Alberto De
Stefani wrote with regard to the so-called Beneduce Plan, According to De
Stefani, the Plan envisaged setting up the liquidation agency and the IMI
through a separate division of the CSVI, thereby replacing government credit
with private creditors. This meant that the Plan would operate in such a way
4s to get the state to cover industrial and bank liabilities and enable it to be-
come “owner of the Company shares™ "™ This is difficult to endorse becausc
the special division was created when De Stefani himself was Minister of
Finances, and because the 1RI took ten years 10 set up and it was almost im-
possible during a dictatorship for a non-Fascist to plan with such confidence

™12 May 1932,

™ Mosconi to Azzolini, Rome, 6 July 1932, Frd., pp. 764 -767.
" Mosconi to Azzolini, Rome, 9 July 1932, fhid,, pp. 761-762,
" Mosconi o Azzoling, Rome, 23 June 1932, fbid., p. 763,
e 12 June 1932,

e Stefani, op.cit, pp. 559-560
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a programme of financial and industrial nationalisation of the kind the IRI
was later 1o create. It was more the sequence of events, amidst uncertainty,
error and doubt, and the concept of the state’s role in the economy that
gained currency during the regime, which led IRI o adopt the solution it later
chose,

The first of the mixed banks that referred to the new Minister was Barco
di Koma, the only non-immobilised bank, thanks to its recrganisation in the
immediate post-war period.™ In fact, regarding discounts it had no liability
with the Bank of Italy and its loans did not exceed 55 mullion lire, and were
guaranteed by safe securities.

Banco di Roma wanted 1o present the new Minisier with a request that it
had already made to Mosconi in December 1930™ for authorisation 1o open a
number of branches in several provincial capitals as well as 1o grant 50 million
lire to the Tnarco Electrical Company to finance the construction of several elec-
trical plants.” But once again the request was unfavourably received. In the
meantime the situation of the two other mixed banks grew worse.

In November Toeplitz communicated to the Minister that Comit had
recorded an increase in losses and “a deterioration in the conditions of dise-
quilibrium already pointed out;"'? three weeks later on 16 December he re-
turned to inform him of a further worsening in the bank’s situation. The loss
forecasts for the year had increased to about 80 million. The fact is that the
deposits and the current accounts in Jtalian lire had “been falling constantly,
except for a brief respite in the summer, with u (otal decrease of almost 2
thousand million lire, smore than 26%”. Thus in order o meet the huge de-
mands for liquidity in the industries under its own and Sofidint’s control,
Comit had had to increase its liability towards the Bank of Ttaly, which rose
during the first ten months of 1932 by more than 1.7 thousand million lire.
Including discounts and advances, it now owed around 3.4 thousand million
lire, without improving its liquidity. The problem was that the ordinary credit
institutions were forced, on account of their reduced liquidity,"* to increase
their debts with the Bank of Italy and thus to increase the cost of reserves. But
what proposals did Toeplitz make when he had analysed the causes of the
depression into which Comithad fallen?

w f, L, De Rosa, Storia del Banco di Roma, vol. 11, pp. 198 ff,

v Lorter of the Banco di Roma to Minister Jung, Rome 4 August 1932, in G. Guarino-G. Toniolo
(eds.), opcit, pp. 792 ff.

0 Presmemoria def Banco di Roma per il governo ¢ la Bawk of faly, Roma,19 December 1930 in
G. Guarino-G. Toniolo (eds.), op.cit., pp. 736 tF.

" Browmemoric delia Banca Commercinle taliana per Jung, Milano, 14 November 1932 Tbid., p. 803,
1 From the table set out in the Promemioria the constant decrease in the deposits of the ordinary
banks is evident from 1930, as is the constant increase in those of ordinary savings banks and
post-office banks. C.I. Promemoria di Toeplitz a fung, Milan, 6 December 1932, Ibid., pp. 804
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He demanded: 1) a reduction in interest rates enjoyed by the postal saving
certificates;™™ 2) the proper functioning of the intervention mechanism provided
for by the 1931 Convention; 3) a distinct separation of Sofindil from Comit, 4) the
reduction of its debt with the Bank of Ttaly; 3) the restoring of Comél's economic
account and measures to enable it to perform profitably in a4 competitive simaation
and o produce a dividend; 6) a reduction in industry's needs; 7) the proper func-
tioning of TMI. He insisted that without the adoption of all these measures, they
ran the serious risk that Comit’s loss of liquidity would increase, with serious
repercussions on Comit, the Bank of Ttaly and the market in general '

The problem to be resolved was that of industrial assets, since economic
recovery and development depended on their unfreezing. And it was this
compelling necessity that led Mussolini, Jung and Beneduce to set up [RL
Pasquale Suraceno, u reliable observer at the time, pointed out unequivocally
that the credit situation of those years was not IRT's objective.™ IRT's principal
aim was to restore Ttallan industry. It was set up between the end of 1932 and
the beginning of 1933. According to Villari, at the beginning of January there
was a meeting at Domodossola between Beneduce and jung to define the
company’s structure and objectives,' during which Beneduce (wus 10 have)
“practically guided Jung's hand”. The initial drafi was 10 be sent to Mussolini
who, between the 9and 10 January, would express his views and the second
draft would be drawn up, with meetings and technical discussions becoming
more frequent between the 12 and 19 Janvary. And finally, apart from naming
the new body the Institute for Industrial Reconstruction (IRD), its purpose was
outlined, that is 1 suy “the coordination, disinvestment and reorganization of
industries which had suffered as a result of the crisis”.'™ Thus IRT came into
being by Royal Decree (RDL} on 23 January 1933, 1t was divided into two sec-
tions: one for disinvestment the other for {inancing.'”

This is not the place for dealing with [RI interventions regarding indus-
try,'™ even if 1RI immediately stepped into action by issuing an obligatory

M The privilege of higher interest rates on deposits eojoved by the Post Office Savings Banks was
ficreely contested by the ordinary savings banks. CE L. De Rosa, Storia defle Casse, op. cif, pp. 215 ft,
"G, Guarine-G. Toniolo (eds), op. oft, pp. 813 ff.

" P, Saraceno, Donato Menichella o PIRI in Donato Menichefla. Testimonianze e studi raccolti
detllee Banca d Balia, (Rome-Bari: Laterza), 1986, p. 12,

' Beneduce was at that time involved with the ledian delegation of the Teague of Nations. Cf, L. Villard,
Nueovd documenti storici della nasciter dellIRE in Alberio Beneduce ¢ | problers delleconomin italina
ded stro fermpo, (Rona: At della giornara di studio, Tdinchustrin, 1985, pp. 87 f.

" fhidd, pp. 8889 and 92-103,

WO Grazzedta Lificlkale, 24 January 1933 1he Decree was converted into Law 3 May 1933, n, 512,

" There is a great amount ol literatare on this. For a concise account, ¢f. P Saraceno, L imterverdo
detl IRI por lo smobilizzo delle grandi banche: 1933-36, m Alberto Beneduce, op. cit. pp. TIR 1T, F
Cesarini, Alle ariging del credite rdustriale, (Bologna: T Muline, 1082), pp. 77 {f; L. Avagliano, La
mann visibile in Hali. Le vicends della finanziavia (RECT933-1985), (Rome: Rdizioni Studium,
19913, pp. GO T
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loan of one thousand million lire on behalf of the Disinvestment Section. On
28 January 1933, five days afier the publication of the decree setting up IRI,
the loan was underwritten by Crediop, which Beneduce, the president of TRI,
managed himself.

The disinvestment of the mixed banks began to be formulated in the sec-
ond half of 1933 when the administrators of Banco di Roma — the President
Antonio Stefano Benni, and the Managing Director Giuseppe Pietro Veroi — were
summoned'#to the Ministry of Finance by Minister Jung. 'lo their apparent sur-
prise the two administrators saw themselves being ordered 1o sell fo the govern-
ment the 900 thousand loss-making shares in Societd Mobiliare Nazionale form-
ing maost ol the bank’s capital.

De Stefani wrote that against this order “Benni and Veroi's well-founded
objections and protests counted for nothing”. Certainly, according to De
Stefani's version, Minister Jung acknowledged that Banco di Roma was in a
very healthy state quite unlike that of Banca Commerciale and Credito
Italiaro. It had no outstanding debts with the Bank of Iraly and loans
amounted 10 less than 55 million lire. Jung countered these arguments: “if I
leave you free, after gagging the other two Banks [Credit and Comif] you will
beeome arbiters of the Ttalian banking situation”,® and again: “Let’s begin
with you, as you have nothing 10 reproach yourselves for. The bank has fol-
lowed the orthodox way that has the full approval of the government. In the
examination carricd out by our officials of your budget and your operations,
policies and circumstances have emerged that have enlightened us and served
as 4 basis for establishing the line of conduct which will also be adopted with
the other two major banks; therefore allow me in the name of the government to
reject the resignations you have submitted and [ beg you 10 remain in your re-
spective offices and continue the excellent work you have hitherto carried out
for the good of the national economy”® Thus the nationalisation of the large
private bank got underway. And for its legitimation, both prior to and following
nationalisation, a carefully planned smear campaign against the private bank
was arranged, as was the custom of the regime.'®

This meeting was followed by others devoted to examining the bank’s sit-
uation. In a note from the managing director Veroi, which is in the minutes of
the meeting dated 19 December 1933 in which Azzolini, Beneduce and
Menichella took part as well as Benni and Veroi, it is reported that “the gov-

=1 On the underwriting of the loan, CF. L. e Rosa, Banche ¢ lavor! pubblici, op. cit., pp. 400-401.
2 Tt has not been possible to ascertain the exact date of the meeting. De Stefani, who relers to its
taking place, indicates 1932, but this must be an ercor in the light of the documents used in this
text. The meeting certainly took place in the second half of 1932, of. De Stetani, op. cit, p. 515.

13 D¢ Stefani, of, cil, pp. 915-519.

" Fbid., pp. 320-521.

wf 1, e Rosa, Storia defle Casse di visparmio, op. it ff.
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ernment’s directive” expressed by Jung was to arrive at “a total disinvestment
in respect of assets and liabilities ... in keeping with the future banking policy
of the large private banks... namely Comit, Credito and Banco di Roma’.

In the meeting it was stressed that Mobifiare would come under the gov-
ernment’s control © ensure that the directives were followed. The bank and
its brunches were also obliged to limit their business to purely banking opera-
tions and were forbidden 1o participate in industrial and commercial undertakings,
to buy company shares and to finance companies or groups secking majority share-
holdings. These restrictions were imposed on all three banks.

The Minister's speech was followed by that of Beneduce, who in turn
dwelt on the "basic concept of the measure and on the directives for bank
work”™. Benni and Veroi could do nothing but agree with what Jung and
Beneduce stated, putting forward certain reservations only on the proposal
regarding the takeover of part of Istituto di Credito Marittimo. The meceting of

7 December'* was followed by the signing of the agreement to hand over
Bawnco di Roma to IRL on 6 May 1934; on 7 March it was the turn of Credito
Htaliano, and on 13 March that of Banca Commerciale laliana. In this way
the state had taken over possession and control of 94% ol Comit, 78% of
Credit and 94% of Banco di Rome.

In the meantime, again on 3 March, an official communication reported that
the three large mixed banks — having become banks of ordinary credit — had
“transferred to IR1 all their industrial stock both in the form of shares as well as in
the form of credi™.'” IR also received the entire possessions, both assets and lia-
hilitics, of the Liguidation Agency which had been financed by the Bank of Ttaly,
amounting o half of the currency in circulation, so that it was difficult, according
ter Donato Menichella, IRT's General Manager, to deal with “the problem of the
banks separately from that of the Bank of [taly.

The Istituto di Liquidazione had organised its records so that it was not
possible to determine the evaluation criteria of its Board of Directors which
could serve as a basis for disinvestment negotiations. Therefore “at the begin-
ning of its management IR had to accept considerable disparity hbetween the
real and nominal values of the patrimony it had inherited”.* In its 1934 bud-
get, IR's liabilities amounted to 11.5 thousand million lire ' while the
amount of money in circulation amounted to 13,145 thousand million lire'®

4 Apprndo di Verot Minutes of the meeting dated 19 December 1933 in G Guarine-€G. Toniolo,
ofy. cif., pp. 829-831.

e, . 833,

M. Comel, La regolazione indiretta. Fascismo e tnlerventismo economice aila fine depli anni
went, Listituto df Rguidazione (1026-1932), (Naples: 1, 1998}, pp. 193-197.

PO Relaziord dell IRT sid Blancio per #f 1934, in G, Guariao-G. Toniclo (cds.), op. cit, pp. 850-
837,

Do Mattia {ed.) T bilanci degli Istituri di esnissione, op. cit., p. 460,
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With the transfer of the three major Ttalian banks to 1RI the ground had
been prepared for the 1930 bank law and above all for separating banks ac-
cording to their functions. Some banks would perform short-term credit oper-
ations, others medium-long term, and so on. Amid liquidations, takeovers and
mergers the number of banks operating throughout the country had in the
meantime fallen considerably from 4,337 in 1927 to 4,050 in 1929 and 3,142 in
1934. Within seven years 1,195 banks had disappeared.

The biggest decline was in the joint-stock banks, whose number had fallen
from 477 in 1927 10 443 in 1929 and 286 in 1934, The cooperative banks, too, had
recorded a noticeabk: decline, falling from 662 in 1927 10 459 in 1934, and so the
number of banking firms dropped from 378 in 1927 tor 185 in 1929."* The decrease
in the number of banks was not always the outcome of economic and financial dis-
asters: in the case of the savings banks, their decrease from 154 in 1927 to 104 in
1934 stemmed from the merger policy imposed by the government '

It is hardly necessary to add that it was not those who had erred but the
country as a whole which would have to pay for the ¢normous waste of mon-
ey that the most important part of the industrial and banking system, located
in the Central-North of ltaly, had caused.'™

Industria e banced nella grande crisi 1929-7934, (Milan: Eras-Libd, 1978), p. 51.

[, De Rosa, Storia delfe Casse di risparmio, op. cit, 240,

v fdem, La provincia subordinata. Saggio sulla questione meridionale, (Rome-Bari: Laterza,
2004), p. 72,

I
|
M. Abrate, Monetd ¢ risparmio i Italia weght anni della grande crisi, in G Toniolo (ed.)
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