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This document is based on the best information regarding the United
States-United Kingdom Zone of the Free Territory of Trieste cur-
rently available to the Economic Cooperation Administration, and the
views expressed herein are the considered judgment of the Administra-
tion, - Both the text and the figures for 1949-50 are still preliminary
in character; participating countries will therefore understand that
this report cannot be used to support any request, either to the Organi-
zation for BEuropean Economie Cooperation or to the Feonomic Co-
operation Administration, for aid in any particular amount for any
country or for any particular purchase or payment.
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" T PART I

Summary and Conelusions

The Free Territory of Trieste was established by the Italian Peace
Treaty. It is now administered in twe zones, one under the joing
administration of Unifed States and United Kingdom forces, the
other under Yugoslavia; it is the United States-United Kingdom Zone
which is under discussion here.

The Zone is confronted with several basic economic problems.
Trirst, it received heavy war damage and, particularly, lost 2bout three-

“fourths of its shipping. Second, the erection of the Iron Curtain and
the general decrease of intra-European trade has meant a great reduc-
tion in the city’s prewar commereial activity. Before the war Trieste
served as a major channel for the export and import trade of the
nelghbomg areas of Italy, the central European countries in the
Danube region handling a large volume of traffic for Austria, Italy,
Czechoslovalde, Hungary, and Yugosiavia, and to o lesser extent for
Germany and Switzerland. Without recovery of Bast-West trade it
will be most difficult for it to continue as a major trade center. Finally,
Trieste faces the economic difficulties inherent in s very small area
virtially without resources and with its principal economic and politi-
cal ties, namely those with Italy, threatened to be eut oﬁ by the Peace
Treaty frontiers.

The number of unemplicyed approximates one-third of the working
population, Toaggravate thesituation, there are some 18,000 refugees
from the Communist countries east of the Curtain for whom there dre
neither immediate nor prospective employment opportunities.

Since the coming into force of fhe Ttalian Peace Treaty the Yugo-
slavs have virtually completed the incorporation of the Zone under

‘their administration into Yugoslavia. In this situation the Treaty
settlement has become unworkable and the United States, Britain, and
France have recommended, therefore, revision of the Treaty to provide
for the return of the Free Territory to Italy. Pending the imple-
mentation of this proposal the United States and the United Iingdom
Governments are continuing to administer their Zone in accordance
with the relevant provisions of the Peace Treaty.

In accordance with the Instrument for the Provisional Regime in
the Peace Treaty the Italian lira is the legal tender for Trieste. Ttaly
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has agreed to provide the basic currency requirements of the.area and
in addition is malking available to the Zone in fiscal year 1949 the
equivalent of 6 million dollars of foreign exchange and approximately
17 billion lire (about 80 million dollars) to finance the Zone’s internal
budgetary deficit. These lire and foreign exchange contributions by
Ttaly reflect Trieste’s debtor relationship to Italy.

Trieste’s principal industries-are-shipping, shipbuilding, ship re-
pairing, and the performance of port services. Iishing is inereosing
in importance.. Imaddition, Trieste has exploited its geographic posi-
tion, to establish 2 petroleum refining industry for converting crude
oil from’ overseas into finished products for use-in nelghbormg coun-
tries. ‘Similarly a vegetable oil refining plant for processing unported
oilseeds has been-established: There is also a steel plant and a marine
engineering plant which is engaged in production primarily for ship-
building and ship repairing.

Despite current difficulties, these industries have shown substantial

‘recovery during the past year. The modern, well-equipped docks,
warehouses and port facilities have been largely restored from +war
damage. - Transit traffic is at present within 18 peréent of the 1938
tonnage. “The volurne 6f traffic handled during the first six months
of 1948 was 1.4 million tons, or about one-third more than the average
for 1947. Much of this inerease has represented greater traffic with
Austria and Italy, reflecting United States assistance tothose countries.
However, industrial production is still only at about,two-thirds of
prewar levels, due partly.to incomplete reconstruction, partly to market
Limitations. The tonnage handled by the merchant fleet is less than
half of prewar. Passenger traffic has hardly been restored at all.

 Average food consumption in Trieste is estimated at approximately.
3,000 ealories per day per capita. Wheat and wheat products, Tats

_and oils, milk, rice, and sugar are rationed at the rate of slightly less
than 1,700 calories per day of which about 1,500 calories represent
imports from-the United States. Additional quantities of thess prod-
ucts, as well as other foodstuffs such as fresh fruits and vegetables,
eggs, meat, efe., are available on the free market.

" The Long-Term Program submitted by Trieste is directed to raising
the level of industrial operations.toward eapacity, rebuilding Trieste’s
merchant manne, completing thé xeconstruction of industries and

“harbor instailations, and modernizing and expanding those sectors of
the economy, such as fisheries, which ean contribute most to the recov-
ery of Trieste as well as to that of Western Europe generally, .

Substantial investment is needed to finance this expansion and
modernization program, which the Long-Term Program anticipates

~will come largély from the expected ERP counterpart fund, private
investment, and from advances by the Italiah Government.
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The totals of the first two annual programs are.summarized in the
following table:

fIn muilions of dollars]
1948-40 1640-50
Trieste’s request for gross dollar aid... . —— - $22 0 12.3
OBEC recommerdeation of gross deHar afde... . 18.0 m
ECA cstimate of gross dellarsid. . _____ . 17.8 120

1 National submissions for 18408-50 not yet revlewed by OEEC.

Since liberation the United States-United Kingdom zone of Trieste
has received continual relief, primarily from the United States, in-
cluding a grant in the second calendar quarter of 1948 of 4.0 million
dollars. The Zone did not become a participating area eligible for
recovery aid under the provision of Public Law 472 until October
15, 1048, The OEEC then recommended 18 million dollars, and ECA
has approved an allocation of 17.8 million dollars as a grant to the
United States and United Kingdom Zone for fiscal year 1948-49. This
is now providing both essential conswmer goods and the raw materials
needed to initiate the recovery program. For the second calendar
quarter of 1949, 3.6 million dollars are needed to complete the fiscal
year program.

For fiscal year 1949-50, to carry forward the Long-Term Program,
Allied Military Government has submitted a program showing a dol-
Iar deficit of 12.8 million dollars. This reduction of almost one-third
in the ald required reflects the recent improvement in the volume of
trade moving through the port of Trieste and the higher level of in-
dustrial production. ECA has encouraged the use of Trieste as a
port, specifically for the BCA import program for Austria and
Southern Germany. -

Although the reduction in the aid requested for fiscal year 1849-5
by one-third from that for 194849 is encouraging, the ares cannot be-
come self-supporting until there is a marked increase in economic
activity which is dependent, in part, upon a much higher level of trade
through the port. A further retarding factor is the large number of
refugees whom it would be very difficult to absorb into the Zone’s econ-
omy. On the basis of the present situation, an allotment of 12.0 mil-
lion dollars for 1949-50 is regarded as essential to provide for imme-
diate needs and future development.

It must be pointed out that were it not for the Italian contribution
to the Zone the aid requirements of Trieste would be much larger.



PART 11

Chapter I and II. Current Situation and
Basic Problems

Trieste? is a largely urban area, with a population of about 300,000,
whose economy centers around the port. Since the amount of arable
land available is very small, 95 percent of the food requirement of the
Zonemust be imported. Similarly, virtually a1l the raw materials con-
stned by Trieste’s industries must be imported.

Trieste’s potential ability to pay for these imports is related prin-
cipally to the fact that it has an excellent harbor at the head of the
Adriatic and is the natural port for landlocked Austria, Czechoslo-
vakia and Hungary, as well as for the adjacent areas of Ttaly and Yugo-
slavia. Trieste, Fiume and Venice are all approximately the same
rail distance from some of the main centers of the Danubs Basin.
However, Trieste has grown in importance over the last century
largely because of the relatively easy route from its port to the Dan-
ubian region.

Trieste’s principal difficulties since the end of the War have been,
the result of war damage and of international factors which have
greatly restricted the flow of goods through the port to and from
Eastern Furopean countries, and have generally discouraged business
activity and private investment. Before the war, about one-third of
the rail traffic to and from the port was with Czechoslovakia, Hungary
and Yugoslavia; at present the level is very much less. In addition,
the shipping fleet of Trieste suffered great damage during World War
IT. In 1988 it consisted of 142 vessels; at present, it consists of only
b1 vessels. :

In the face of these difficulties, Trieste must support, in addition to
its own population, a considerable number of refugees, mostly from
areas which have passed under Yugoslav control, who are estimated
to number about 13,000. Primarily as a rvesult of its reduced port and
related activities, Trieste is faced with a major unemployment problem.
For example, employment in the shipping industry is now less than
8,000, whereas 1t approached 14,000 before the war.

1Used here to denote the United States and Taited EKingdom Zone of the Tree Territory
of Trieste.
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The official total unemployment estimate is 20,815 (about 20 per-
cent of the labor force), but this does not include those between the
ages of 14 and 18, many women Who should be employed and the
refugee population, which under local law is not permitted to be gain-
fully occupied. Independent estimates of unemployment are more
than twice as high as the official figure.

A, INDUSTRY

Trieste’s principal industries are shipping, shipbuilding, ship
repairing, and the performance of port services. Fishing is increas-
ing in importance. In addition, Trieste has exploited its geographic
position to establish & petroleum refining industry for converting crude
oil from overseas into finished products for use in neighboring coun-
tries. Similarly a vegetable-oil refining plant for processing imported
oilseeds has been established. There is also a steel plant and a marine
engineering plant engaged in production for shipbuilding and ship
repairing, as well as for export, and other minor industries.

. Despite current difficulties, these industries have shown substan-
tial recovery during the past year. The modern, well-equipped docks,
ywarehouses, and port facilities have been largely restored from war
damage. Transit freight traffic is, at present, within 18 percent of the
1988 tonnage. The volume of traffic handled during the first 6 months
of 1948 was 1.4 million tons or sbout one-third more than the average
for 1947. Much of this increase has represented greater traffic with
Austria and Ttaly, reflecting United States assistance to these countries.

Trieste shipping, historically a most important source of income,
totals but 180,000 tons compared to the 1938 fleet of 755,000 tons.
During the current fiscal year it is estimated that the merchant marine
will earry less than half the cargo handled in 1938, whereas only
about 10 -percent of the number of passengers will be transported.
Although almost 14,000 seafaring and shore employees were engaged
in this industry in. 1988, less than 3,000 persons are currently employed.

The largest shipyard in Trieste, the Cantieri Riuniti del’Adriatica,
has secured orders that should keep the yard working at full capacity
for several years. Engines and necessary machinery will be built at
the modern S. Andrea Machine Shops. The ship repair industry has
been active, and short-term orders have been sufficient to cover the
immediate future.

The principal commodity moving through Trieste is petroleum.
The Italian-owned SIAP petroleum refinery, which has a capacity of
100,000 metric tons, is operating at about 60 percent of maximum
capacity. It obtains its crude oil from South America and its refined
products are sold to Italy. )



The heavy war damage to the Aquila Refinery has been repaired
with sid from the Italian Government and private funds. This
plant, employing some 500 people and operating at full eapacity,
vefined 209,000 tons of Middle Eastern crude during the first half
of 1948; 91 percent of the refined product went to Ttaly; 6 percent waos
exported to Austria, Switzerland, Yugoslavia, and other countries,
while 3 percent was used for internal Trieste consumption.

Gagdlini, 8. A., a plant that extracts and refines vegetable olls, was
severely damaged by the war, but is now 95 percent restored. THow-
ever, during the first 6 months of 1948 it operated at only » fraction
of capacity, consuming 7,300 tons of raw products——chiefly pea-
puts from the United States. Recent Austrian orders for oil-seed
. processing should enable this plant to run at full capacity of
3,000 metric tons per month, as soon as payment difficulties are
straightened out.

The large Italian iron and steel works, ILVA, has a subsidiary in
Trieste of the same name, The Trieste plant consists of a blast
furnace, a steel mill, and a coke and gas works. The only local raw
material for this industry is limestone. During the first 6 months
of 1948, this steel mill consumed 89,000 tons of coal imported from
Germany and the United States, 100 tons of ferrous minerals from
Northern Africa and 8,500 tons of serap iron, part of which was in-
digenous, and the remainder imported from Italy. The mill employed
1,356 worlers and operated at 90 percent of capacity during the fivst
half of 1948. The total value of production was slightly over 1.5 bil-
lion lire. Table 1 shows the production and destination of thé
principal items produced:

. Tanre 1.—Products of the ILVA plant al Tricste

Exports to
p Local con- | Erports to
Froduet Production sumption Tisly wﬁﬁgm
Colte (tonS) e s cmeme e ccm e m ——————— 48, 000 G, 000 12,060 30, 000
Gas (million cubicfeet) . _______ 18.5 129 3% I [,
Steel mgotls (tons; ......... e 2, 600 . 2,000 |memmeeceemam
Steel sheets (HONS) - mccamcmimaem e mmam———— 7,500~ 2,009 B, 500 | e

"The smaller industries of Trieste include jute and hemp, paint,
wooden ship works, food processing, and cigarette paper. In addition,
production by family industry of the artisan type is substantial.

B. AGRICULTURAL PRODUCTION AND FCOD SUPPLY

Trieste contains a total land area of 33,000 acres. Only a small
proportion is suitable for agricultural production, and, consequently,
indigenous output accounts for only about five percent of the total
food consumed by the 285,000 persons holding ration cards. The 6,234
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farms average about 5 hectares (14 acres). Six thousand persons gain
their livelihood exclusively in agrieulture and some 11,000 are engaged
In it on a part-time basis. Due to favorable weather conditions, the
production of grains, vegetables, fruits and nuts, the most important
crops of the Zone, was higler in 1948 than it has been for several years.
The veterinarian service of Trieste was successful in eradicating hoof-
and-mouth disease, and the farmers have purchased considersble new
stock. )

Hood consumption in Triestt now averages approximately 3,000
calories per day per capita. Wheat and wheat products, fats and
oils, milk, rice, and sugar are in limited supply and are rationed at
the rate of slightly less than 1,700 calories per day of which about
1,500 calories represent imports from the United States. Additional
quantities of these products, as well as other foodstuffs such as meat,
eggs, fruits, and vegetables, are available on the free market. There
is a consumer subsidy on bread, flour, fats and oils, and evaporated
milk, which makes it possible to purchase these rationed foodstuffs at
relatively low prices. The remainder of the diet, comprising both
additional quantities of foods subject to rationing and non-ratitoned
foods, is obtained principally from Italy.

C. FOREIGN TRADE

Since its liberation, Trieste has received continued relief, first from
the United States and United Kingdom Military Authorities and later
{rom the United States appropriation for post-UNNRA. relief (Public
Law84). Following the initiation of the Buropean Recovery Program,
assistance was at first continued on a relief basis because Trieste was
ot classed originally as a participating area. On October 14, 1948,
however, Trieste was admitted to the OEECG. On the following day
a biateral agreement was signed between the Commander of the
United States and United Kingdom Zone and the ECA.

The principal imports into Trieste have been foodstuffs and other
consumer goods, in addition to coal, ecrude oil, and industrial raw
maferials. The principal exports from Trieste are maritime vessels,
petrolenm products, and vegetable oil and their by-products, and a
limited amount of semi-finished and finished iron and steel products.
The great bulk of the exports and re-exports go to Ttaly.

Because of the inelusion of Trieste in the Ttalian lira area, in
accordance with the terms of the Instrument for the Provisions]
Regime in the Ttalian Peace Treaty, it is impossible to calealate pre-
cisely a separate balance of payments, However, dollar expenditures
for the fiscal year 1948-49 are expected to exceed dollar receipts by an
estimated 24 million dollars, against which Ttaly is expected to make
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available 6 million dollars. ‘Thisleaves a deficit of 18 million dollaxs,
upon which ECA. allotments have been based.

The Ttalo-Trieste Mixed Commission (see p. 10) has agreed to* pro-
ceed on the assumption that payments between Trieste and Italy, in-
cluding operations through Italy’s trade agreements, and after taking
into account Italy’s contribution of 17 billion lire, would be in balance
during the 194849 period.

D. LABOR

As already stated, Trieste has a major unemployment problem,
though there has been a steady inerease in employment during 1948.
The potentizl labor force, in the ages between 14 and 65 is estimated
at 137,000, oxr 20 percent more than in 1938, excluding refugees. Actual
employment. is estimated at 93,000, dJstrlbuteél as follows:

Taprs 2—Employment in the United States—Tnited Kingdom Zone

Fleld of activity: . Actual employment
INAustE Y e e 82, 076
Commerce —— . 12,774
Credit and insurance. _— —— 2, 538
Aprienlfure . 6,240
Public employment ) 22,161
Maritime 3,793
Allied forces R 5, 449
Public works - 7,843

Total e 92,874

Productivity of the industrial workers is estimated at 75 to 80 per-
cent of the prewar level. The reduction is due principally to inef-
ficient industrial operation, occasioned by lack of orders and contracts,
and ‘materials, and to some overstaffing because of legal bans on’
dismissals. )

Although the normal work week in the Zone is 48 hours, 1n many
industries and commercial houses there has been a reduction fo 40
and 44 hours per week to maintain bigher employment in slack periods.
In general, collective labor contracts closely follow the contracts which
are established in Ttaly. Incentives are usually in the form of piece:
work or production honuses.

Organized labor is divided between the moderate forces of the
Camera del Lavore and the Sindacati Unici; the latter are Communist-
managed, controlled, and directed. Although the Communists control
the port workers and the affiliated industries, their strength has re-
cently decreased since they are-divided between the followers of the
Cominform and the followers of Tito. '

9



E. WAGES AND PRICES

Because of the integration of Trieste.in the Italian lira aree, wages -

and prices tend to follow the Ttalian pattern.

Wage payments in Trieste are supplemented by a cost-of hvmg
bonus and other allowances. One of these is the aropane, which is
an mdemmty intended to compensate workers partially for the lower-
ing ofthe'consumer subsidies on basic foodstuffs.

In general, wages in Trieste are comparable to those paid in Venice,
but they are somewhat lower than those in Milan, Turin, and Genos.
On the other hand, living costs in Trieste; are also somewhat lower
than in the cities of Northern Italy and .real wages.are, consequently,
at.about the same level as in Milan, Turin, and Genoa, and somewhat
higher than in Venice, .

F. FINANCIAL SITUATION ARND POLICY

In accordance with the Ttalian Feace Treaty, a general financial
ggreement was reached on March 9, 1948, hetween the Allied Mili-
tary Government and the Ttalian Government under which Italy
agreed to. provide the basic internal cmrrency requirements of the
Zone, as well as to supply the foreign exchange required by Trieste
Wlthln limits to be agreed upon. It ‘was also agreed that current
earnings of foreign exchange by Trieste would be turned over to the
Italian Jixchange Control, . This agreement of March 9 was imple-
mented by an additional agreement, initiated on July 31 and signed
on September 22, 1948.

Under these agreements the Italian Government agreed to supply

the lire necessary to finance the budgetary deficit of Trieste up to.a’

Iimit of 9.9 billion lire for the second half of calendar 1948. The
Zone Command ~vill use most of these funds to finance capital invest-

ment under the extraordinary budget. At the same time the Zone’s ]

price subsidies will be coordinated with those prevailing in Italy.
The Ttalian Government agreed that the Ttalian Exchange Control
Authiority would mest the reasonable foreign exchange requirements of
the Zone. The Exchange Control-would grant a general license to the
Command of the Zone, under which it could draw up to 6 million dol=
lars in dollars orsterling equivalent during the fiscal year 19481949 for
the purpose of ﬁnaneing certain non-ERP purchases, The Allied
Military Government is ensuring that dellars-or sterling, made avail-
able under this arrangement, are not used where Procurement can -be
made in the Italian market or through Italian'trade agreements under
equally’ favorable conditions.. -
S0.as to assure the-smooth working of the financial agreements, a
Mixed Commission was -established, including the. representatives of

10
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the Ttalian Republic and the Command of the Zone, which would meet
once & month to discuss economic and financial matters of mutual in-
terest, to coordinate the respective ERPprograms ofItaly and Trieste,
and generally to gnide operations under the agreement.

On December 31, 1948,.the September 22 Agreement was extended
for the first 6 months of 1949, with Italy agreeing to finance -the

. budgetary delicit estimated at 6.7 billion lire. For the preceding
6 months, the Italian Government had agreed to provide about 3 billion
lire for reconstruction and operating capital for the shipbuilding and
ship repair industries. No-similar expenditure was included in the
budget for the first half of 1949, and this fact accounts for the reduc-
tion from the deficit of 9.9 billion lire for the last half of 1948,

In the Trieste budget for the fiscal year 1948-49, governmental
ordinary expenses amount to 13.8 billion lire, whereas the total reve-
nue is estimated at 12.8 billion lire. In addition, extraordinary gov-
ernmental expenses amount to 16.3 billion lire, making a total deficit
of 17.3 billion lire.

TasLE 8.—Oovernment budgei—Trieste—I19}8-49 .
[In millien lire]

Taxes and other ordinary revemIes oo e o e e 12,800 °
Ordinary Expenses: Administrative expenses 13, 800
Extraordinary ¥zpenses: . .
Social services (including supporf: of refugees)____ Tt 2, 800
Subsidies: : .
(by Ifalian Government for shipbuilding) 3, 400
(by Italian Government for ECA ecunferpart) __________ 7,900 .
Tess recoveries from sales of goods _— 5,000 ~
Remainder o —— e 2,800
Other subsidies —_— _— 300.
Investment and reconstruction program — 7,100
Total expenses.. . ____ e 80,100
Deficit_ z —— 1T, 300

This large budgetary deficit presents a difficult problem. Allied
Military Government has exerted pressure to bring the ordinary
budget: into balance and there has been some -economy in ordinary.
government expenditures, including some saving effected through a
reorganization of the public utilities. Increases in governmental
revenue are difficult to attain in view of unsettled present.conditions,
and in view of the pending-revision of the-tax stricture.

The reduction of the extraordinary deficit, which is currently over

+ 16 billion lire, is even more difficult. There has been-some-reduction
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in the amount required for food-subsidies during 1948. Specifically, as
of October 1, 1948, subsidies on bread, fats and oils, and pasta* were
reduced. The Ttalian Government agreed to furnish the lire needed to
maintain these subsidies at the reduced level until the end of 1949.
Subsidies on coal, canned .meats, dried beans, and fish were removed
entirely and prices rose tothe levels prevailing in Ttaly.

The financing of the investment program and the cost of main-
taining the refugee population are likely te continue burdening the
government budget for some time to come. It is not likely that the
industries of Trieste can absorb the large number of refugees now
residing in the Zone. Emigration is a possible solution to this prob-
lem, byt as yet means have not been found to facilitate it.

On September 9,1948, ECA agreed to the release of 6.4 billion lire of
countérpart funds to be used for a program of industrial reconstruc-
tion and rehabilitation of certain key industries in Trieste. On
January 7, 1949, an additional billion lire of counterpart funds was
released. Of the total of 7.4 billion lire, 4.5 billion is planned: for the
shipbuilding industry and 2.9 billion for a reconstruction and modern-
ization program of key industries-such as oil processing and refining,

ship repair, the fishing fleet, and allied industries.

. G. POLITICAL BACKGROUND

The Ttalian Péace Treaty provides that, pending the assamption.
of office by a Governor, the Free Territory will be administered by the
“Allied military commands within their respective zones.” Thus
the northern part of the Territory, including the City of Trieste, is
under joint British-American administration, whereas the southern
Zone is under Yugoslav administration. )

The Treaty presumed full cooperation between all powers concerned,
and particularly between Yugoslavia and Italy,in.order that the Terri-
tory would become truly free and independent. Since the coming into
force of the Treaty, however, the Yugoslavs-have virtually completed
the incorporation of the.Zone under their administration into Yugo-
slavin. In thissituation the Treaty settlement has become unworkeble
and the United States, Britain, and France have therefore recom-
mended revision of the Treaty to provide for the return of the Free
‘Territory to Italy. Pending the-implementation of this proposal, the
United States and the United Kingdom Governments are continuing to
administer their Zone in nccordance with the relevant provisions of the
Peace Treaty.

-For several years after the liberation.of the area Trieste seethed
with conflict which was embittered by differences of nationality but
was provoked primarily as part of a campaign to establish Communist

‘2 Durum wheat produets such 28 spaghetti and moearoni. -
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domination, The recurrence of prolonged strikes, often politically
motivated, hindered any real economie recovery. Continual disturb-
ances and uncertainty about the area’s political future were also severe
deterrents to investment and even to normal business activity.

The split between the Trieste adherents of the Cominform, on the
one hand, and of Tito’s Yugoslavia, on the other, has contributed to
political quiet by dividing the Communist forces. This split ex-
tends to the Communist labor union, the Sindacati Unicé, leaving the
moderate, non-Communist union, the Camera del Lavoro, in a stronger
POSlthll to represent the Interest of the Zone’s workers w1thout the
injection of political issues.

The 1nitiation of the Buropean Recovery Program in Trieste last
fall, the repeated indications of the Three Powers’ resolve to stand
by their March 20 proposal to return the Free Territory to Italy and
the action on the part of Allied Military Government to preserve law
and order are bringing about a more favorable environment for re-
covery. It is now possible to make a beginning on certain necessary
budgetary, taxation, and other reforms within the area which, together
with an improving economic situation, should facilitate recovery.
However, Trieste can achieve only a limited recovery as an independ-
ent area as long as a large part of the region with which it formerly
carried on its business is cut off from it by political or trade barriers.

13



Chapter Iit. Long-Lerm Pregram

A. GENERAL OBJECTIVES

The Long-Term Program submitted by Trieste is directed to rais-
ing- the level of industrial operations toward capacity, completing
the reconstruction of industries.and harbor installations,and modern-
izing and expanding.those sectors of the economy which con contribute
most to the recovery of Trieste as well as to that of Westexrn Europe

generally.
1., Merchant Marine

QOne of the most important elements. in the progrﬁ.n;x- ig the expan-
sion of the merchant marine. Table 4 projects the program for this .
expansion:

Tagrr 4—Tieste Merchant Marine

Year 1938 154549 1040-50 1950-51. 195152 1952-53
Number of vessels. o commaaaa- 142 73 5] 66 i 87
Gross tONNALS. e 755, 314 170, 618 163, 402 265, 202 348, 852 403 198
Seafaring and shoreemployens. 13,642 2,935 3, 800 5,040 6,125 7,074
Carpo (L0DS) amerececccmcecmaan 8,377,215 | 1,534,270 [ 1,683,256 | 2,457,306 | 3,350,646 3, 786, 546
Number of Dassengers ... 271,400 20,722 41 654 63, 755 91, 468 105, 455

As indicated above, it is planned to expand the total tonnage of
Trieste shipping from the present figure of 180,00C tons to 403,000
tons in 1952-53. It is estimated that net revenue from shipping will
total 24 million dollars. .A major part of these receipts will be derived
from trade with the Levant—the traditional route of the Trieste
merchant fleet. By 1952-53 shipping should employ some 7,000 per-
sons as compared with slightly less than 3,000 currently.

2. Port of Trieste

The expansion and modernization of the harbor installations will be
completed in 1952-53, when it is hoped that the port of Trieste will
be capable of accommodating traffic amounting to 8.8 million tons per
year. This*would provide foreign currency earnings in excess of 4
million dollars annually. The actual attainment of this target pre- .
sumes only .2 modest expansion of East-West trade through the port. |
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3, Shipbuilding Industry

During the Long-Term Program the enlarged shipbuilding facilities
of Trieste will be used for the construction of 46,000 tons of passenger
Tiners for Ttaly, 82,000 tons of shipping for sale in dollar and sterling
areas, and for the planned expansion of Triesté’s own.merchant
marine. .

4. Vegetable-Oil Refineries

A program to.rehabilitate and modernize the vegetable-oil refinery
has been approved. By .agreement with the Ttalian Government,
Trieste will receive 2 share of the oil seeds obtained by Italy for
processing, and will re-export the refined oil to Ttaly.

5. Petroleum Refineries

Tt is planned to modernize-and expand the Aquila Refinery with.a
view to producing lubricating oils and high-octane gasoline for the
Ttalian market.

0. TIron and Steel

The activation-of an-additional-blast furnace in the.JLVA iron and
steel works is contemplated. "Chis would permit an annual production
of 90,000 tons of pig iron and 30,000 tons of steel.

7. Fishing o ]

A program for the expansion of the Trieste fishing fleet.has been
undertaken. By 1952-53, it.is expected that the-tonnage of this fleet
will reach 7,200 tons, or three times the prewar figure. Approxi-
mately one-half of the catch would be consumed by the population
of Trieste, while the remainder would be exported to Ttaly, Austria,
and Switzerland, either as iced or canned fish. It is planned in this
connection, to establish canning facilities in the United States-United
Kingdom Zone. PR

8. Agrieulture

A limited program for intensifying the utilization of the .small
agricultural area of the-Zone has besn-adopted. Itis anticipated that,
by the end of the 4=year recovery program, the volume of agri-
caltural output will be 83 percent above prewar, and that it will
employ about 55 percent more labor. A modest increase of the live-
stock population is planned.

9, Investment

Substantial investment is needed to finance thir& expansion smd
modernization program. Table 5 indicates-the plan.for:financing the
projects contemplated in the Long-Term Program.

15:



TapLE b.—Invesiment Program by Category

[In million lire]

Shipbullding e —— 51, 000
Petroleum refining —_ : - 4,600
Tteconstruetion and modernization of various industries—_... 9, 000
Fisheries and fish canning.. .. _____ 1, 560
Tourist facllities ... 800
Housing.. — 2,100
Pori and industrial zone development__._ —— 1,900
Rehabilitation of public utilities 985
Agricultural development.... — - 600

Total _ _— 72,645

The anticipated source of financing for this program is as
follows:

Tapre 6.—Investment Program by Source of Finaneing
[In million lire]

ERP counterpart fund________ 28, 010
Ttalian Government 16, 000
Private investment ——————— e 18, 550
AMG earnings - 4, 985
Port edrningg 300

Institutional savings (Savings banks and postal savings)__ 2,200
Combination of Italian Government and private invest-
menb . ___ e 4, 600

Total 72, 645

The estimate that 26 million lire of counterpart funds will be avail-
able for investment purposes assumes the following, schedule of ECA
grants to the Zone: ’ .

Tance 7~—ECA Grants to Trieste as Projected by Program

Period : HMillions of dollars
April-June 1948 e 4
184840 _ - 18
1949-50 —— 12

- 195051 ___-o____ . —— 10
195152 _ e e 6
Total__ - 50

(50 million dolars=27 billion lire)

There is, of course, no assurance that ECA grants will follow the
lovels shown, nor that the entire lire counterpart fund will be released
for new investment.

The Long-Term Program would have the following effect in the main
fields of production and commercial activity:
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MaBLE 8—Indexes of Activily

[1938 =100]-
Year -
Category Calealation boais N
. 104849 | 1049.50 | 1952-53

Indusfry e e e Fhysical productmn---__-__________________‘ _________ 65 0 20.0. 103.0

. Navigation....-....| Tonnage carried w—n —a- 45.4 40.8 112.1
Passengers carmred . ________ iL1 15.5 88.7

Port activity.______ Traffic bandied by Port Authority. ... 107.4 | 1148 i2r.5

By the end of the 4-year period, it is estimated that employment will
be slightly higher than prewar. The numhber of workers engaged
in the fishing and canning industries is expected to be nearly five times
as great as in 1938, This would more than compensate for the reduc-
tion in the level of maritime employment, which would be little more
than one-half as great as in 1988.

. B. FOREIGN TRADE-

1. Expenditures )

 The Long-Term Program for Trieste contemplates total expendi-
tures. in 1952-53, including payment in lira for imports from Italy,
at 179 million dollars equivalent. Of this total, 129 million dollars
represents commodities, of which over 60 percent would be purchased
in Italy.

- About 37 percent of the total commodity purchases would be food,
of which about 8 million dollars would be purchased in the Westem
HBIIIIS]_)hBle and about 25 million dollars in Ttaly. Purchases of cloth-
ing would amount to about 10 million- dollaxrs. TItaly would also
be the major source for metals and metal produets, equlpment and
a wide range of miscellaneous items.

The import program includes about 20 million dollars for the pur-
chase of goodsin Ttaly to be re-exported-to other countries and of mer-
chandise from other countries for sale in Italy. Trieste expects to
make a prefit of about 20 percent on these transactions.

Next to commodlty imports, the largest expendifure is to cover the
forelgn expenses of Trleste s shipping: -

2. Recelpts

Total receipts for 1959—53 are estimated.at 175 million dollars.in,all
carrencies. Commodity exports would.be 92 million dollars, of which
about one-guarter would represent the re-export of commodities fo
and from Ttaly, previously referred to. No adequate breakdown of
exports by types of commodities is available. About 60 percentof
the total commodity exports would go to Italy, about 25 percent to.
other participating countries, and about 9 percent to the Western
Hemisphere.
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Earnings from shipping are expected to amount to 5¢ million
dollars and earnings from harbor and other transit charges to about
9 million dollars, for a total of 63 million dollars, or 36 percent of
Trieste’s total foreign exchange earnings, About 63 percent of this
income is expected to come from the United Kingdom and other par-
ticipating countries of the Sterling Areg.

The import. figures shown in the program do not include crude oil
purchased for réfining in Trieste, and the export figures show only the
net profit on the sale of the refined products to Ttaly for Ttalian ac-
count. The imports of crude, and the sales of refined products to
countries other than Ttaly are, however, shown in the Ttalian program.

3. Balance of Payments

On the basis of these estimates Trieste Would have a 1952-53 global
deficit of 8.7 million dollars which is well within the margin of error
for the Ievel of trade. There would, however, be 2 substantial re-
maining defieit with the Western Hemisphere amounting to 8.5 million
dollars and g deficit with Ttaly estimated at the equivalent of about
14 million dollars. There would be a surplus with the Sterling Ares
(including the nonparticipating Sterling Area countries) correspond-
ing to about 10 million dollars and with other participants the equiva-
lent of about 8 million dollars. Part of this surplus with other par-
ticipants would be with Switzerland, and would thus represent hard-
CUTTency earnings.

The program as submitted shows accounts with other non-partici-
pating -countries virtually in balance. Trade with this area is ex-
pected to be at a very low level, amounting to only about 5 percent
of total imports and exports. Trade with eastern Europe, in particular,
is anticipated at only about 2 million dollars in each direction, repre-
senting principally purchases of agricultural produets on the import
side and performance of port services on the export side.

"The balance of payments for 1952-53 is summarized in table 9.

C. CRITIQUE

The Long-Term Program submitted for Trieste by the Allied Mili-
tary Government reflects an effort to take full advantage of the geo-
graphic position of the Zone and of its existing port facilities, its
merchant marine and its affiliated industries. These are the necessary
bases for development of the Trieste economy.

As pointed out by the Secretary General of the OEEC, the Long-
Term program is based upon an optimistic forecast of comimercial
traffic. The possibilities of the realization of this forecast are un-
certain. However, it seems clear that Trieste must plan upon this
basis,
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TaABLE 9.—Tricste Long-Term Program—Balance of Peyments, 1952-53

{In milllons of dollars]
Western Non-participating Participaling
Hemi-
SPDee | giorling | Other | Sterling | Italy | Other | Total
Expegndifures . A e
Imports, £. 0. Veva-mcme e 18.7~ 7.0 a.0 1.7 78,9 1517~ 128:9
EIBCtTIOY oo oo oo owmmnemnmmmen 0 0 0 0 27t 0 27
Expenses of Prieste shippiog-. . 3T Q 0 23.5 .2 4.1. 3L5
PrARSPORY e 1.4 .1 .2 8 0 0 2.5
Other invisihles. . .oceeemmmee—eooo - .5 .1 m 1 11.1 .2 12.0
Total expen.dltures _______________ 2.8 1.2 8.2 26.1 93.9 19 4 178 6
Receipts
Goods purehased In Ttaly and seld .
in other couniries. ______ 1.9 N 2.8 1.6 0 I.6 7.5
Goods purchased abroad and sold .
e .0 0 0 0 183 0 16.3
Other exports and recelpts. - ccan.n 7.0 .2 2.2 1.0 30.4 18.6 68.4
Total commadity exports__. ... 8.0 .8 5.0 2.6 55,7 20,4 92.3
Shipping and transit charges. ... 7.1 .5 3.3 3%.3 58 6.8 62.8
Income from ol refineries—o.ooeao-. 0 0 0 0 13.3 0 13 8
TOUPIS oo ammmunn .1 ) .5 .1 L5 2.2
Other invisibles _.cmvmammmmemean- -1 .1 0 (1) 4.0 e 4.3
Total recelpts N _ 153 1.4 8.6 42.0 80 3 27.3 174.9
Net defleft. ..._. A7 =86 B P I —13.6 b - )
et S pIS e —mmam|mee e ———f———————— +.4 415 O |aemnn - T D femamaaa-
1 Less than $50,000. o

It is difficult to see how the merchant marine whlch will still be
about 40 percent from-the 1938 tonnage will earry 112 percent of the
Prewar cargo.as planned.

It js possible that the estimated requirements for food mlports
could be slightly cut, partly because of anticipated expansion of the
fishing industry. This would serve to lessen Trleste’ s requirements
for foreign exchange.

The forecast of trade with the Western Hemisphere and with East-
ern Europe appears subject to serious question.- If seems.very doubt-
ful that it will be possible.to convert:enough of the expected surplus
with the Sterling Ares and other participating nations into dollars to
cover the Western Hemisphere deficit. On the other hand, the forecast
of tradé with Eastern Europe may be unduly-pessimistic.- By 1952-53
it is hoped that more active trade with the eastern European countries
will be possible. These- countries could then bhe utilized as a source
of food imports, which the program contemplates obtaining from the
Western Hemisphere. This would represent a much more rational
direction of Trieste’s foreign trade and one more in conformity with
the general objectives of European recovery. Finally, it should be
recognized that the program, as submifted, necessarily assumes that
Trieste will continue to be a separate pelitical entity. If, in accord-
ance with the proposal which has been advanced by the United States,
the United Kingdom and France, Trieste is returned to Ifely, its
problems would merge into the over-all problems of Ttalian recovery.
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Chapter IV. First and Second Am:mal
Programs
A. PROGRAM FOR 1948-49

Because of the special character of the United States-United Xing-
dom Zone of Trieste and its inclusion in the Ttalian customs and for—
elgn exchange area, the preparation of accurate foreign trade statistics
presented serious difficulties in the short time allowed. Consequently,
it was agreed by the local authorities, OEEC and ECA,, that no formal
balance of payments would be submitted for the fiscal year 194849
but that such statistics would be compiled as accurately as possible for
1949-50.

Asreported by the ECA Trieste Mission, dollar import requirements
of the I'ree Territory for fiscal 1948-49 will exceed dollar export reve-
nue by 24 million dollars, of which Italy is providing 6 million
dollars. This leaves an uncovered deficit of 18 million dollars. Of
this total, 74.6 mijllion dollars represents the deficit with the Western
Hemisphere while 8.4 million dollers represents dollar payments to
other countries.

Trieste was allotted by ECA 4 million doltarsin the second calendar

'qua,rter of 1948, The total ECA allotments to Trieste since the begin-

ning of the current fiscal year have been 14.2 million dollars. ECA
plans to make available an additional 3.6 million dollars to be covered
by the supplemental appropnatlon All of this aid is in the form of
direct grants.

Over half 61 these ECA funds are bemg spent for the procurement
of foodstuff by the Food A dministrator for Occupied Areas in the
Department of the Army. The remainder-is for coal, iron and steel,
and small quantities of a variety of other industrial products.

It is essentinl that the import requirements of Trieste for food and
essential raw materials-be met in full in order to permit the economic
rehabilitation of the Territory The dollar ea,rnjngs of Trieste are
as yet very small. The size of the deficit remaining for the balance of

the fiscal year is not great, but unless 3.6 million dollars is made avail-
able it would be impossible for Trieste to continue to feed its popula-
tion and to continue the cperation of its port and industries, aside
from the necessary progress toward economic recovery.
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B. PROGRAM FOR 1949-50

The economy of the United States-United Kingdom Zone of Trieste
has shown considerable progress during 1948 and substantial further
improvement is anticipated for 1949-50. The achievement of such
recovery would go far toward lessening the present acute unemploy-
ment problem in the area. )

It is expected that, with the help of foreign aid, it will be possible
to achieve the following inerease in employment:

Tante 10—Trieste—Anticipated devclopment of cmployment
[Index numbers: 1933=100]

Year |
194840 1940-50
IndustrFussemmcmmem e e e e oo — b, . oo
Navieation_______________ mmemm——————— 2 2
POt A Ty e e e e mr o e e e e e ¢ 10
- 1 SO 319 427
Arrienlbure e miuscsissssusssmmsssmsms—n——m—mm———————— 104 112

Total corumeodity imports into Trieste during 1949-50 are estimated
by BCA at 110 million dollars equivalent, of which more than two-
thirds would come from Italy. Commodity import requirements from
the dollar area would be 18.8 million dollars, which consist of food-
stuffs and relatively small quantities of iron and steel, copper, and
equipment from the United States.

Total exports from Trieste are estimated at 75 million dollars
equivalent of which about 56 million dollars would go to Italy with
most of the remainder going to other participating countries. The
most importent items in these exports would be machinery and equip-
ment (including ships), pig iron, vegetable oils, wines, and a variety
of other products. Neither the import nor export estimate includes
petroleum, which is imported in crude form into Trieste and there
refined. Petroleum figures have been Included in the program sub-
mitted for Italy.

On the basis of present forecasts, the accounts of Trieste with other
participating countries, including the contribution received from Italy,
should he approximately in balance. A net commodity deficit of about
20 million dollars is almost covered by the performance of shipping
and other port services,

Dollar revenue, however, will remain small. Commodity exports
to the dollar ares are espected to be only about 2.3 million dollars
and the cost of shipping and other services received and rendered
should show a balance of about 0.5 million dollars in favor of Trieste.
This would leave Trieste with a net dollar deficit on current account of
about 16.0 miilion dollars. Of this tofal, 4 million dollars would be
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supplied by Italy, assuming the Italian-Trieste financial agreement of
September 22, 1948, is extended for the mext fiseal year. The net
remaining dollar defieit is, therefore, 12 million dolHaxrs.

A considerable investment program is planned in Trieste during
the next 4 years. During fiscal year 194849, 7.4 billion lire out of the

-counterpart fund have been authorized for the shipbuilding industry
and Tor other-industrial development ; this plan should be well under
way by 1949-50. If is anticipated that the expansion of ship-repair
facilities will have been completed before the end of 1950 and that the
shipyards will have turned out almost 62,000 tons of passenger and
cargo tonnage. The fish-canning plant will probably be finished and
the fishing fleet enlarged.

The program as presented for 194950 shows a reduction of abhout
one-third in the requirements of dollar aid, and is based upon optimis-
{ic asswmptions with respect to the development of trade. The program
seems appropriately directed toward the reconstruction of the economy
of Trieste and the development of its services and industries toward
the goal of o self-supporting economy. A review of the import and
export programs confirms the need for aid in the amount of 12 million
dollars. With such aid, particularly if political developments permit
a substantial increase in port traffic, and if some of the refugees
emigrate, economic progress in Trieste should be encouraging.

29



PART III
Appendix Tables

Tanre A—TIlustrative Ralance of Payments for 1949-50 Trieste Bistimate
MTaprs B—INustrative Balance of Payments for 1949-50 HCA HEstimate

TaniE A—United States-United Hingdom Zone of the Free Territory of Trieste—
TIustrative Belance of Poaymenis for 1&?.59—50

[TRIESTE estimate—in millions of dollars]=

Dollar account
Non-dolltl;ar (iomtg.ld
Tnited accoun
States Other Total
) TR 1) 51 .U, 13, 8- 63 104 92,8 112.3
2 Exports e em—mcm—m———— 1.1 .5 1,8 73.0 7449
3. Merchandise balanee____. . .caeee———— —12.1 —5.8 —17.8 —10.8 37
4, Invisibles {ned) e 143.3 +L8 51 141004 425 5
5. Curren{ account balanee . _oee. —-8.8 —4.0 —12.8 }-. 6 -12.2
6. Settlements . -oooooo-- SRR PRSI —— R——— T PP R FEREEE
7. Camial transactions:
(g} Non-ECA Pnancing__,___-_---__ ____________ -
cpayments. U U N
[ Otgear .............................................. -
8, Net position oo —8.8 -4, 0
0. Estimated requirements for United
States a1d . oem e e 12.8
10 Uneovered deficit

1 Tneliades £ mithon dollars in receipts from fourism: expenditures by Unifed Btates troops:.
Bj'Fﬂ%des lira subsidy to ‘Trieste by Italy and 2.4 milhon dollars equivalent of sierling expenditures by
ritish troops.

Tavrg B—nited Stetes-United Wingdom Zone of the Free Territory of Trieste—
Iustrative Balance of Payments for 1949-50

[ECA estimate—in millions of dellars]

I
Dopllar acconnt
Non-dnlléa.r Clr%:ld
United aceoun 0
Biates Other Total
L IMpoOTtS o eeme e i m——— 127 6.1 18.8 0.5 110.3
2, BEPOLES oo e 1.2 11 2.3 7.0 73.
3. Merehandise balance. . _______ =1L 5 —5.0 —16.5 —20.5 —37.0
4, Invisibles (Net) cce cocmc e oo —.7 41.2 4.5 10.0 +19.5
5. Corrent account balanee_________ceaas -12,2 —3.8 -I6.0 —L5 —17.5
6. Settlements oo SRR, +4.0 L [ e maan
7. Oapital {ransacifons: |
(2} Non-ECA finanting. e oo e cccceo|emmememme e e
(b; Repayments -
(c) Other.
8. Net position. - —cccecmemacaaoo- ceana
0, Estimated requirements for United
Stafes ald.. - - b 1NV I A ———
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