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THE FIRST PRIVATIZATION: SELLING SOEs AND PRIVATIZ ING PUBLIC
MONOPOLIES IN FASCIST ITALY (1922-1925)
1. Introduction

For a long time, the conventional wisdom on thedns of privatization has been that the first
privatization policies were implemented in the m@#0s in Chile and in the early 1980s in the
United Kingdom (Bortolotti and Milella, 2008). Hower, some scholars identify the partial sale of
State-owned enterprises in Germany under Adenaugsigernment (1959-1965) as the first
privatization program (Megginson, 2005)Others go back further; recently published works
document and analyze the Nazis’ large-scale p@atatin policy, implemented by Hitler's
government in pre-war Germany between 1934 and 1B8&F 2006, 2010). More recent studies
(Bel 2009) have also explored another major praadibon policy of the first half of the twentieth
century, applied in Puerto Rico in 1948-1950, unther island’s first ever democratically-elected
government.

Interestingly, the question of privatization (stiermed denationalizationjas frequently
discussed in the early 1920s. In France in 1928, pitivatization of the public monopolies on
tobacco and matches was debated as a means ahtatig\the problem of the public debt created
by World War |, though the Commission created by Erench government to study the issue
eventually decided against privatizatfom the USSR as well the creation of mixed entegziand
the awarding of concessions to private firms wasstered. In December 1922, the government
member Lev Kamenev read a report (prepared by leatirthe 18 Pan-Russian Congress of
Soviets in Moscow which explained that more thaf@ &@plications for concessions and mixed

commercial organizations had been received in 162%hich 25 had been granted and 250 were

! Other scholars argue that the denationalizatiorsteél in the UK in 1953 was the first privatizatio
operation (Burk, 1988).
> The Economis21 April 21 1923, pp. 842-843.



under examination. Commenting on the new economiicyy Kamenev added: ‘Our aim is to put
at the disposal of private capital only those bhascof industry which we have not concentrated in
the hands of the State....As for private capital, disposes of what it can obtain from
denationalisation and concessiaris”

The most important public debates on privatizaiiorthe early 1920s were sparked by the
proposals to privatize railways in Switzerland, @any, Belgium and Italy. In 1921, a Swiss
committee of financial and technical experts pregbthe lease of the State railways to a private
concern, as a way of securing the government antevéhat was high enough to pay the railway
loans? The issue was discussed at lendthe Economisteported that “many people are demanding
some form of denationalisation of the Federal Raisi> In Germany, the government set up a
committee in 1920 to study the financial statehef tailways. The committee concluded that it was
impossible to raise the fees charged for Statacg=in line with the increase in costs. The merist
suggested converting the State construction andirregrkshops into independent organizations
under commercial leadership: “This proposed denatisation accords with the recommendation
of both Socialisation Commissiong.Privatization met with strong opposition in Germaas the
unions were against it, and was not implemented.

Though plans to privatize the railways came to mgtiin Switzerland and Germany, they met
with success in Belgium. The Belgian government padially denationalized thEompagnie des
Chemins de Fer du KatangKatanga Railways) in the Congo by selling shéoeBelgian investors
in 1919, but had retained control over its managgmehe main reason for the partial sale of the

railways in the Congo was financial, that is, tligemt necessity to stabilize the national currency

% The Economist3 February 1923, p. 212.

* The Economist30 April 1921, p. 875.

® The Economist31 December 1921, p. 1159.
® The Economistl3 November 1920, p. 866.
" The Economis®9 June 1923, p. 1298.



(CCUS, 1952). Later, in 1926, the government pdytidenationalized the Belgian railway, while
once again retaining control over the firm (Nevill®50).

In Italy, the debate on the privatization of théways was particularly intense. In a speech
given in November 1921, Benito Mussolini, stillapposition, announced his intention to return the
railways to the private sectbrwith full transfer of ownership and control. Aftédussolini’'s
accession to government on October 28, 1922, thespior railway privatization began to make
progress. In April 1923, the Council of Ministerssalssed the issue and decided to begin by
leasing the management of regional lines in théhramd in Sicily to private firms. A Royal Decree
was prepared, but its publication in tazzetta Ufficialewas withdrawn at the last moment
because of the strong opposition from the Faseittvatymen’s union. The government did not
immediately abandon its plan to privatize the ray®, but the measure was never implemented.

The failure of the Fascist government to privatize railways was an exception rather than
the general rule regarding privatization in ltabgcause a wide-ranging privatization policy was
indeed put into practice between 1922 and 1925.sblirg’s government privatized the State
monopoly on match sale, and suppressed the statepualy of life insurance; it sold most State-
owned telephone networks and services to privatasfi reprivatized the metal machinery firm
Ansaldo and awarded concessions for tolled motoswiay private firms. All these operations
conform neatly to the several types of privatizatidentified in recent academic literature (Brada,
1996; Megginson and Netter, 2001), such as priatitim by sale of State property, privatization by
restitution, privatization by eliminating State nopolies without transfer of property, and
externalization by means of concessions of servipewviously delivered by the government
(Vickers and Yarrow, 1988).

Contemporary economic analyses of privatization ehao far overlooked the Fascist

privatization policy in 1922-1925 Italy, which mayell be the earliest case of large-scale

& Mussolini, “Discorso all’Augusteo”, 7 November Mgrinted in Mussolini, 1934a, pp. 203-204)
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privatization in a capitalist economy. Several sadn the 1920s (Galluppi de Gregorio, 1923;
Gangemi, 1924Perroux, 1929) and 1930s (Finer, 1935; Gangemi2;1&®ad and Currey, 1933;
Gueérin, 1936; Perroux, 1933; Schneider, 1986Jk, 193§ noted the sale of the State-owned firms
and the privatization of public monopolies by tivstfMussolini government. However, the modern
literature on privatization totally ignores thisrlgacase of privatization, and recent Italian kttere
on Fascist economic policy mentions it only in pagsif at all (Bosworth, 2005De Grand, 1982;
Fausto, 2007a; Sarti, 1971; Zamagni, 198tl)s worth noting, though, that a few specificsea
studies provide valuable information on some of phivatization operations; for instance, the
privatization of the telephones (Bottiglieri, 199@e reprivatization of Ansaldo (Segreto, 1998),
and the concession of tolled motorways to privated (Bortolotti, 1992; Bortolotti and De Luca,
1994).

Privatization was an important policy in Italy i®22-1925. The Fascist government was
alone in transferring State ownership and servicgsivate firms in the 1920s; no other country in
the world would engage in such a policy until N@armany did so between 1934 and 1937. So it is
worth asking why the Fascist government departedh fthe mainstream approaches to State
ownership in the 1920s and transferred State-ovirmed and businesses to the private sector.

Answering this question requires us to analyzedbjectives of the Fascists’ privatization
policy. To do so, we will use the theories, consg@nd tools supplied by recent literature.
Theoretical developments have provided valuableothgses regarding politicians’ motives in
choosing between privatization and public ownershapd have identified various general
objectives linked to privatization policies (Shégifand Vishny, 1994; Vickers and Yarrow, 1988)
Both the theoretical and the empirical literaturiero interesting results regarding the use of
privatization to build political support (Biais anBerotti, 2002; Perotti, 1995). Furthermore,

international evidence suggests that financial vatibns have also been a key factor in recent



privatizations, although the relevance of salesigs in triggering privatization has varied betwee
countries and over time (Bortolotti and Milella,a8) Yarrow, 1999).

This paper intends to fill a gap in the currentrexuic literature by tracing the course of the
privatization policy in 1922-1925 Italy. Our analysuggests that the objectives pursued by the
Fascist government were largely political, focusadhe desire to build support for the government
in the first period of Fascist rule in Italy. Fisazbjectives may also have played a role in the
decision to privatize.

From here onwards, the paper proceeds as followst, Fexamine the privatization process and
its results. Then, | analyze the objectives of Ksprivatization. Finally, | draw the main

conclusions.

2. PRIVATIZATION IMPLEMENTED BY THE FIRST FASCIST G OVERNMENT IN
ITALY
Mussolini was appointed Prime Minister on Octob®r 2922, after the March on Rome. The new
government soon made clear its intention to praéapublic services. The first meeting of the new
Cabinet discussed the privatization of the teleghsystem and several other public services; the
Minister of Communications proposed reprivatizationorder to obtain resources and reduce
Treasury spendingDe’ Stefani, the Minister of Finance, quickly seded the proposal, and the
transfer of public services to private firms waprawed. On November 14, the government also
discussed and made public its intention to abdli&hregulations establishing a public monopoly
over the operation of life insurance.

On December 3, 1922, legislatiSwas passed delegating full powers to the goverhriten
the reform of the tax system and public adminigiratThe government was empowered to reduce

the functions of the State, reorganize the publicebucracy, and reduce spending. The Act

%Il Corriere della Sera8 November 1922, p.1
19 aw 1601/1922, of 3 December 1922 (Gazzetta Ufégil5 December 1922, number 293).
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provided the legal framework within which the fiFsiscist government was to approve most of the
decrees establishing the removal of public monegadind the privatization of public services.

Privatization of the monopoly on match salialy’s first match factories appeared in the mid
nineteenth century, but it was only at the endhefdentury that the industry began to thrive when
all the major factories gathered together in alsirgganization. On August 31, 1916, a detree
was approved establishing the State monopoly dwersale of matches for consumption inside
Italy. Match producers could now sell only to th@t§, and the Ministry of Finance was made
responsible for managing the sales to the finakoorers. The minister was also given powers to
regulate the price and the product characterisiiét®e quantity of matches required to satisfy
domestic consumption was calculated and divided ngmitie producers on the basis of their
respective market shares in the period 1911-1913.

On March 11, 1923, Mussolini’'s government approaeoyal Decre€ eliminating the State
monopoly on match sales as of June 1, 1923, amablunting a tax on match production. The decree
established that the Minister of Finance wouldirethe power to set the price for sale to the final
customers. With this decree, the agreement edtablisn March 3, 1923 between the State and the
Consortium of Match Producers for the sale of medcim Italy and its colonies also became law.
The agreement established the transfer of theddaleatches to the producers in the Consortium,
reaffirmed the State’s right to set the price deda the final consumers, and — significantly —
prohibited the establishment of new factories fateh production. The Minister of Finance De’
Stefani (1926, p. 38) estimated the reduction iblipisspending due to the elimination of the match

monopoly to be 65 million liré®

1 Decree Pecreto Leggp1090/1916, of August 31 1916, regarding the mohopn the sale of matches.

'2 Royal Decree (Reggio Decreto) 560/1923, of 11 Mdr@23 (Gazzetta Ufficiale, 27 March 1923, number
72).

13 By eliminating the monopoly the State would nogenreceive public monopoly revenues, but the raew t
on production would provide fiscal receipts to cemgate for the losses. To my knowledge, Gangemi,
(1924, 1932Js the only work that offers information on and lgzas this privatization. Other contemporary

6



Elimination of the public monopoly over life insoce: At the turn of the century, life
insurance was a promising market controlled byif¢prdirms, which held 60% of insured capital
and 70% of the premiums (Battilossi, 1999). Gidditpre-war government decided to create a State
monopoly on life insurance policies, and legislatiwas passédon April 4, 1912 establishing that
life insurance policies, of any type, came under thonopoly of thelstituto Nazionale delle
assicurazioni(INA). The existing private insurers would keep the catsralready signed, and
would continue to receive the corresponding premsiufithe private insurers that were providing
life insurance on December 31, 1911 were authoti@aedmain in operation for ten more years after
the 94" day following the implementation of the Act. Hoveeyfirms wishing to remain in business
for ten years were obliged to transfer to the 4886 of any new contract made after the law came
into effect™

Two weeks after Mussolini's accession to power, thabinet approved a dect®eon
November 16 to maintain temporarily article 29 logé 11912 Act concerning the insurers already
operating on December 31, 1911. Six months latedmril 29 1923, a Royal Decr€eauthorized
private insurers to operate in the life insurangsitiess and repealed the 1912 Act establishing the
public monopoly over life insuranc®.The two Italian companies that had pressed harest
abolish the State monopoljAssicurazioni Generali(AG) and Adratica di Sicurta (AS)] became

thereafter ale factooligopoly, together with the business still in Harof the INA.

works that reported (but did not discuss) the pizadion of the match monopoly were Perroux (1928
Guérin (1936).

1 Act 305/1912, April 4, 1912, regarding the eststiriient of a monopoly of life insurance in favortioé
National Insurances Institute (Gazzetta Ufficidlpril 12, 1912).

!> The National Insurances Institute acquired thariasce portfolio of 23 Italian and foreign companiand
quickly achieved control of more than 40% of theuired capital in Italy (Battilossi, 1999).

'® Decree 1639/1922, of 16 November 1922.

" Royal Decree (Reggio Decreto) 966/1923 of 29 Ap8iR3 (Gazzetta Ufficiale, May 14, 1923, number
112).

18 Contemporary works that noted the privatizatiothef public monopoly over life insurance were Gange
(1924, 1932), Perroux, (1929), and Guérin (1936

-



Privatization of State-owned telephone networks dnginess By the 1907 Act the
government nationalized most of the lines and neksvonanaged by private firms, and took over
the two most important private concessionairedaly: theSocieta generali italiana dei telefoni e
applicazioni elettriche and the Societa telefonica alta ItaliaBottiglieri, 1990). These two
companies were originally controlled by Siemenssia) before being taken over by the Banca
Commerciale Italiana. So in 1907 the State becameenbain provider of telephone services,
although a minor part of the sector remained inhtheds of local private firms. In 1913, just over
two-thirds of Italy’s telephones (61,978 in all) mgublicly owned, and just under a third (29,742)
were private. The situation in Italy reflected timtmost European countries, where the State was
the sole (or at least the predominant) providdelgphone services (Calvo, 2006).

As mentioned above, the privatization of the Stateed telephone system was agreed at the
first meeting of Mussolini’'s government. A few mbatlater, on February 8, 1923, the government
approved a Royal DecrBeestablishing the general conditions under whichcduld award
concessions for the telephone service. The mosbriapt points in the decree were: (1) the
possibility of awarding new concessions to privéitens (art. 2); (2) the possibility that the
government might renounce its right to recover ¢bacession after at least 15 years had elapsed
(compared to 12 years in the previous legislatawn,5); and (3) the establishment of compensation
once the concession expired if the government chosdo renew it and decided instead to take
control of the business itself (art. 8).

After long conversations with the interested prvéitms?° the government approved a new

Royal Decree-Laf that incorporated several modifications. The mualifective of the changes

9 Royal Decree (Reggio Decreto) 399/1923, of 8 Fafyrul923 (Gazzetta Ufficiale, March 29, 1923,
number 74).

20 See theMinutes of the Ministry of Communications on thgt feactions of private operators to the project
of concession of the telephone systdate 1923-early 1924 (Printed in Bottiglieri, 19%p. 497-502).

2l Royal Decree-Law (Reggio Decreto-Legge) 837/1924 May 1924 (Gazzetta Ufficiale, June 5, 1924,
number 132).



(arts. 2, 3 and 4) was to make privatization mgypealing to private interests. For instance, the
maximum period during which the government wouldounce its right to recover a concession
was increased to 20 years, and the financial comdifor compensation were made more favorable
to private firms (in the case of recovering a casgan, and also in the case of expiry or non-
renewal). The taxes on profits that concessioniaglsto pay to the State were also lowered.

Regarding the decision to privatize, the Italiamducers of telephone equipment made a
proposal to create a mixed (shared ownership) caynpa partnership with the State (Gangemi,
1932). However, the government decided to fullyatize the telephone sector. On September 19,
1924, the interested parties were invited to sulpmaposals before October 30 for six concession
areas, and the successful bidders were to begmntia@agement of the concession on July 1, 1925.
These six zones were 1) Piemonte, Lombardia andr&jg?) Tre Venezie, Fiume and Zara; 3)
Emilia, Marche, Umbria (excluding Orvieto), Abruzand Molise; 4) Toscana, Lazio, Sardegna,
and Orvieto; 5) Southern Italy and Sicily; and 6jefurban and international lines (Bottiglieri,
1990, pp. 88-89¥° The five regional zones were valued at 338 millicey while the interurban and
urban network was valued at 185 million lire (Bgligri, 1990, p. 90).

Several bids were received for the five regionatezo two for the first zone; two for the
second; two for the third; four for the fourth, atimtee for the fifth. Howevemnly one bid was
made for the sixth one (main interurban lines amernational lines), which was widely regarded as
unprofitable (Bottiglieri, 1990; Sarti, 19Y.1The final decision was announced on January 519
and the five concessions for urban and regionalsanesre transferred to private firms, including the
ownership of the corresponding networks and equmspdor a total sum of 255.35 million lire
(Barone, 1983, p. 37), against the initial proposél 338 million lire. Because only one

(unsatisfactory) proposal had been received for itlherurban network, the competition was

22 \When privatization was finally implemented, Ligun@s moved from zone 1 to zone 4. Defining the
zoning for privatization was one of the most complesks in the process (Barone, 1983, pp. 36-38).
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declared void and the service remained in the hahtlse State under the management of the new
Azienda di stato per i servici telefonféi

At the end of June 1925, before the privatizatibthe urban and regional networks, the State’s
share of subscribers was 69.9% and it obtained®@0revenues generated by urban and medium
distance networks. In all (taking into accountteeenues from long distance and international lines
as well), the State enjoyed an 87.4% share of teta@nues. After privatization came into effect in
July 1925, all urban and regional networks weregtely owned and managed, and private firms
now received 68.9% of total revenues. The govertismshare of the revenue fell to 31.%%6.

Reprivatization of AnsaldoGio. Ansaldo & C. was a large producer of machinguch as
boats, trains, airplanes, and naval equipment whath experienced impressive growth during
World War 1. In fact, it was the largest Italianngpany in terms of equity in 1917-1922 (Cerretano,
2004). After the war, Gio. Ansaldo embarked on aerambitious expansion program which
ultimately led the firm to bankruptcy in 1921. Thevernment decided to rescue the firm by means
of the Sezione Autonoma d€lonsorzio sovvenzioni su valori industri@i SVI, dependent on the
Bank of Italy), which had been set up with the moissof rescuing banks in crisis.Ansaldo SA
was created in September 1922, with a capital & 2ilion lire, subscribed by Gio. Ansaldo
(199.75 million lire) andBanca Nazionale di Credit{®.25 million lire). Because the firm could not
effectively make such a big investment, the CSVt farward the sum needed and received

Ansaldo SA shares as collateral for its funding.wideer, lengthy negotiations between Gio.

23 Royal Decree-Law (Reggio Decreto-Legge) 884/19234 June 1925 (Gazzetta Ufficiale, June 17, 1925,
number 139).

4| have made these computations based on datatiiglgmi (1990, pp. 438-439, Table A/2).

%5 The main rescuing operations undertaken by thewarhous Section of CVSI in 1922 and 1923 were
those affecting Banca Italiana di Sconto (unsudadsshe Nuova Ansaldo, Banco di Roma, and Barica d
Credito e Valori. By the end of 1924, CSVI had anstanding debt of around 4,000 million lire to ®&nk

of Italy (Lombardini, 1968; Battilossi, 1999; Caaami 2007). Einaudi (1923, p. 127) saw this res@ia way

to help the rescue of Banca di Sconto, Ansaldo’s roi@ditor.
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Ansaldo and the Ministry of Finance continued tlgloout 1922 regarding the payment of
Ansaldo’s tax debts (Segreto, 1998).

Mussolini was highly sensitive to all matters retyag military production, and once in
government he provided strong support for the rméscue (Doria, 1988). In February 1923, an
agreement was finally reached and Ansaldo was glaceler public control, which implied the
direct involvement of the State in the firm’s maeamgnt (Gangemi, 1932)nder public control
(between 1922 and 1925), Ansaldo received contirfirsthcial support from the CSVI, which
amounted to 300 million in the first year and afh@angemi 1924; Segreto, 1998). The
privatization of Ansaldo took place in mid-1925teaftwo months of intense negotiations involving
all major Italian industrialists interested in dbtag control of the firm. The first formal bid was
submitted in early May by Fiat, amounting to 200Qlion lire for all the shares. Finally, Ansaldo
was reprivatized on July 1925 following an offerdaby an alliance betwedanca Nazionale di
CreditoandCredito Italianoof 210 million lire for all shares (5% above thisce value). The State
received 207.5 million for its shares, with an wvpAat payment of 41.5 million lire, while the
remaining 166 million lire were to be paid in fiyears at an annual interest rate of 5% (Segreto,
1998).

Concession of tolled motorways to private firms:1923, the Ministry of Public Works was
reformed with the objective of stimulating cooperat between the State and private firms —
particularly the large electricity companies — ttie promotion of public works. This reform
allowed the expansion of the concessions systewh,paovided great legal flexibility, allowing
public works such as the building of the motorwaybe carried out either by the State or by means
of concessions to private firms (Buccella, 1921ug, it provided the framework for implementing
a new policy for funding and managing the motorwatyge concession of construction and
operation to private firms, which would receiveol paid by motorway users as the main source of

income to finance the new motorways.
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Indeed, from the earliest days of the Fascist gowent, the construction of the motorway
system was based on the granting of concessiopsvate firms. In April 1922, Piero Puricelli,
owner of a large motorway construction firm andrargy supporter of Fascism, had unsuccessfully
launched a plan for the building of a motorway. leer, soon after Mussolini’'s appointment as
Prime Minister, the government worked out an agesgrwith a private firm created by Puricelli in
December 1922, and awarded his firm the right itdland operate a motorway between Milan and
the pre-Alpine lakes (Moraglio, 2002). The Stateyied the guarantee for the bonds issued by the
concessionaire, and a subsidy to the firm. The fi@t of the Milano-laghi motorway was
completed in September 1924 and the second in ®bptel925 (Bortolotti, 1992); it was the first
tolled motorway in Europe.

As a rule, thereafter the State awarded concessmrivate firms for the building and
operation of motorways for a period of fifty yeaBecause of the low demand, the State provided
an annual subsidy, in addition to the contributioresle by local governments with an interest in the
motorway. The private concessionary issued bondsragteed by the State and the local
governments. As a result, the investment made éyptivate firm represented a small fraction of all
the capital needed to build the motorway, and abtgifinancial support from the State was usually
a necessary precondition for construction (De Luk®92). Bortolotti (1992) considers that the
promotion of the motorways involved many privatéerast groups that would benefit from its
construction and operation. For Puricelli, the @umd of motorways was a way to acquire a
dominant position in this new industry, as welltasstablish a private company, financed by the
State, for the modernization of the conventionghiniays. For the carmaker Fiat (the only large car
producer in Italy) the motorways were a tool foveleping the tiny domestic automobile market.
The cement, tire, and oil refining industries peduthe same type of objective, which is,

prioritizing their own development (Moraglio, 1999)02).
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Beginning in 1923, six tolled motorways were comstied in a short space of times. Milano-
laghi was followed by Milano-Bergamo, and by seVethers (Napoli-Pompeia, Brescia-Bergamo,
Torino-Milano, Firenze-mare, Venezia-Padova, e®ux the traffic was not enough to cover costs,
and most concessions were nationalized in the 1@88ave the firms from financial collapse. Only
Napoli-Pompeia, Torino-Milano and Venezia-Padovaamed in private hands, the last one thanks
to massive subsidies provided by local governm@viteaglio, 2002). The State kept tolls in place
after taking over the motorways.

Between late 1922 and mid-1925 the bulk of the Mlissgovernment’s privatization plans
were put into practice. After July 1925, when D&f&ni was replaced by Count Volpi di Missurata
as Minister of Finance, Fascist privatization cam@n end and a new phase of Fascist economic
policy in Italy began, characterized by tighter, renalirect intervention by the government in

economic affairs (De Grand, 1982; Fausto, 2007ag@r, 2005; Welk, 1938).

3. WHY DID THE FASCIST GOVERNMENT PRIVATIZE? AN ANA LYSIS OF THE
OBJECTIVES OF PRIVATIZATION

Contemporary scholars — from both Italy and abreadioted the implementation of several
privatization operations in the country in the hRR0s. However, no full analysis of this policy has
been published to date. Apart from the few speafse-studies on some of the privatization
operations, no in-depth analyses have been caruedf the role played by privatization in the firs
phase of the Fascist economic policy, implementtdiden 1922 and 1925.

Actually, the first Fascist manifesto, tliReogramma dei Fasci di Combattimendolopted in
March 1919, demanded a series of reforms thatdeca heavy capital levy, a punitive tax on war
profits, minimum wage rates, and workers’ partitigma in industrial management. Indeed, the
earliest Fascist programs rejected private owngrahd industrial interests, consistent with the fac

that most first-hour Fascists had previously beesmivers of the radical Left in thBartito
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Socialista Italiano.Mussolini himself had beenrmassimalistawithin the PSI, and was director of
Avanti— the party newspaper — between November 1912ataber 1914, one month before his
expulsion from the PSI.

However, the Fascist position on economic poliag bhanged dramatically by the early 1920s.
In his first speech as a member of the Italiani@aent in June 1921, Mussolini said: “The State
must have a police, a judiciary, an army, and aidpr policy.All other things, and | do not exclude
secondary education, must go back to the privaigitgcof individuals. If one wants to save the
State, the Collectivist State must be abolistfédfussolini confirmed this new political orientation
towards State ownership in a speech given in Noeeh®21:

“I will give the railways and the telegraphs baolptrivate hands, because the current state
of things is outrageous and vulnerable in all iemt@ The ethical State is not the
monopolistic State, the bureaucratic State, bubtiewhich reduces its functions to what
is strictly necessary. We are against the econ&taite.”’

Mussolini’s views were formally adopted as Faspddicy in the Partito Nazional Fascista (PNF
henceforth) program of December 1921. The sectiezornomic reconstruction of the country’
emphasized two of the party’s main economic objesti 1) to return industrial companies such as
the telephone system and the railways to privatesfi(point 8); and 2) to give up the monopoly on
Postal and Telegraph services, and to allow privait&tive to enter the sector and eventually
replace the State service (point 9).

Throughout 1922, Mussolini repeated his intentionprivatize in a series of influential
speeches. To quote from his speech at Udine, iteBdger 1922, one month before the March on

Rome: “We must put an end to the Railway StatéhéPostal State, to the Insurance State. We

26 Mussolini, “Il Primo Discorso alla Camera”, 21 &h921. Printed in Mussolini (1934a, 187) (author's
translation).

27 Mussolini, “Discorso all’Augusteo”, 7 November 192Printed in Mussolini (1934a, pp. 203-204)
(author’s translation).

14



must put an end to the State that wastes the mohel Italian taxpayers and worsens the
exhausted finances of the Italian Stefeliideed, this was the road taken by the Fascistmovent

from its first days in office.

Ideology

Indeed, both Mussolini’s position on State owngrsdnd the Fascist proposals for economic
policy had undergone dramatic change between 19P 1®21-22. Was this change due to
Mussolini’s conversion to liberal ideology? Appattgmot, for Mussolini was proud to affirm that
“the value of Fascism lies in its pragmatic natu@@ussolini, 1932, p. 850Above all, he was a
tactician, and was regarded as such both by comtempanalysts (Guarneri, 1953) and by modern
scholars (De Felice, 1966; De Grand, 1982; Sa#fr,1]l. James Gregor (2005, p. 100) spells this
out: “To anyone who knew anything about Mussolihiwas clear that there was little that was
conservative, liberal, or politically democraticoalb his most fundamental convictions. Through all
his phases of political apprenticeship, Mussoliai lalways been an elitist, as well as a singularly
antidemocratic revolutionary.”

To be sure, a pro-private business ideology waslyfi embedded in Mussolini’s first
government, particularly in the person of De’ Stef@De Felice, 1966; De Grand, 1982; Eatwell,
1995; Guarneri, 1953; Sarti, 1971; Zamagni, 1988 Stefani was initially appointed Minister of
Finance, but took over from Tangorra as Treasunyidter on the latter’s death in December 1922;
the two ministries were merged and De’ Stefani plased in charge of all economic matters. His
economic credo was driven by his strong pro-privaisiness views, which resulted in a policy
oriented to promoting productivity. Among the castenes of this policy were the privatization of

State-owned firms and the elimination of State npaties.

28 Mussolini, “Il Discorso di Udine”, 20 September2 Printed in Mussolini (1934a, p. 320) (author’s
translation).
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Nonetheless, De’ Stefani's privatization did nwiply a policy in favor of competitioff. The
clearest expression of his views on privatizatiod @ompetition is found in a text De’ Stefani
published in 1941, when commenting on the newlnediterm (Bel, 2006) ‘reprivatization’:

“This is another clumsy word that has come into. uskhough it is difficult to
pronounce, it is steadily making its way. Reprization should mean a return to private
initiative, rather than a return to economic fremdd o avoid confusion, this distinction
must not be forgotten; otherwise economic libemalisould use reprivatization as a
launch pad for having its own trafficking passetigh.... That it is not possible to go
back to economic liberalism and, thus, to competjtiseems beyond disputéDe’
Stefani, 1941, p. 1205).

Accordingly, the removal of the match sale mongpsas accompanied by the prohibition of
new firms entering the market to produce matchess teinforcing the private monopoly on match
production and sale. Privatization of the Statepkbne networks and installations was done
through regional monopolies, but no room was giteenompetition — in contrast to countries like
Denmark and Sweden, where the telephone systenes tat@lly or partially private and a liberal
market approach prevailed. After privatization, tekephone sector evolved towards an oligopoly
of the two largest groups, Stipel and Set. The stmmg happened with the private sector for life

insurance, and competition was never a concerthéFascist governmertt.

9 Indeed, the PNF never proposed promoting competitlassimo Rocca, an outstanding contributor ¢o th
PNF’s early economic proposals, madel@ar that while Fascism would promote pro-priaddicies, “This
does not mean that the State must return tdiltkeal stateof the classical economy, whose sole task was
laisser faire, laisser passefRocca, 1921, p. 5; author’s translation).

%0 Later, theCarta del Lavoroalso made clear the distinction between privateership and competition:
“The Charter says ‘private initiative’ but does nedy ‘free initiative'....The private initiative inhé
Corporative State is private, but not free” (Arid829, pp. 29-30, author’s translation). A contragtview
was provided by Corbino (1966), who stressed thagddlini's policy provided room for free play of rkat
forces. A liberal interpretation of the fascistporative economy can be found in Bachi (1937).
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Political interests

While De’ Stefani’s economic policy was consisterith his ideological views on public and
private ownership, Mussolini had other reasons @$ter back this course of action during his first
government. The main one was the desire to incrpabical support for Fascism. Mussolini’'s
change of attitude towards private business wasnaerjuence of the party’s heavy defeat in the
autumn 1919 national elections when, running onbtagis of the interventionist program of the
Fasci di Combattimentthe PNF obtained just a few thousand votes in iMilehere Mussolini
himself was the PNF candidate. After this setb&ekbegan to adopt more pro-private stances in
economic matters. His reasons were primarily tattibe wanted to establish his party as an
alternative to the mainstream parties and soughpat from sectors such as middle classes,
typically averse to strong State intervention ia #étonomy (Guarneri, 1953) and strongly opposed
to the socialist economic policies applied by thesgan Bolsheviks, which had caused the collapse
of the Russian economy (Gregor, 2005).

Indeed, electoral support for the Fascists ina@as the 1921 election, when the PNF obtained
35 seats in the national parliament out of a tot&35 seatsSupport to PNF was strongest among
landowners, small businessmen, and middle clastegsionals, and competition for votes was
especially intense with the CatholRartito Popolari Italiano(Linz, 1976). The PNF's electoral
support was much weaker among industrial and aturall workers, who remained loyal to the
Socialist Party and to other parties of the Leftvith a strong working-class base, and among big
industrialists, who backed the conventional coratare parties. As regards financial support, small
industries and landowners made significant contidims to the PNF before the March on Rome,
but far less was forthcoming from industry (De Ee)i1964), where subsidies were sporadically

given to avoid trouble in the factori#sHardly any large-scale industrialists supportesl March

31 Funding fromConfindustriaand theAssociazione fra le societa per azigAissociation of Italian Joint
Stock Companies) was large and systematic only fr@m 924 election onwards (De Felice, 1964, p).244
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on Rome (De Grand, 1982; Melograni, 1965), prefgra government headed either by Giolitti or
by Salandra (with Mussolini in the Cabinet) as  wat of the political crisis (De Felice, 1975; De
Grand, 1982) . Eventually, however, Mussolini wapanted Prime Minister.

Mussolini’'s accession to power in October 1922 las result of a compromise between
Fascism and the traditional ruling class. As a lteddussolini’'s government until 1925 was a
coalition, in which only three out of thirteen nsters were members of the PNF and seven of the
remaining ten belonged to conservative and cerdrées that had been involved in the previous
government, plus two members of the army and otependent?

With only a small fraction of the parliament beyimg to the PNF, the political strength of
Fascism was never enough to pursue its most favooéidies. Given the allies with whom he
cohabitated and the type of public opinion thatpeufed him®® Mussolini was in no position to
pursue an economic policy other than one that &rsd foremost encouraged productivity. (De
Felice, 1966) In the April 1924 election, afterampaign plagued by corruption and intimidation,
the national list promoted by Mussolini and the Phén a substantial majority, with 374 elected
representatives, 275 of whom belonged to the PNEW@&I, 1995). But the political situation was
anything but stable, in spite of this convincingtaery. Giacomo Matteotti, parliamentary leader of
the moderate Socialists, was kidnapped and muradteda forthright speech in Parliament in June
1924 in which he demanded that the election beaded!Ivoid because of widespread coercion and
electoral fraud. A Fascist squad with direct lirtksthe government leaders was responsible for
Matteotti’'s murder. A huge political crisis ensuddring the second half of 1924 and almost

brought down the first Fascist government. This Wasssolini’'s weakest moment throughout his

%2 The complete list of the new Cabinet (ministerd andersecretaries) was publishedli€orriere della
Serg 31 October 1922, p 1. Political details on theposition of Mussolini’s first government can befial
in De Felice (1966), and Payne (1995).

% What is more, there were internal difficultiestire PNF during 1923, and late that yeaap de main
was given within the party (Finer, 1935). “Durirfgetfirst year | had to rid myself of a hundred difity
thousand Fascists in order to make the party a oemeentrated force” (Ludwig, 1938. 103).
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tenure as Prime Minister (Bottiglieri, 1998tP,pp. 89; De Felice, 1966, 1975; Finer, 1935; Gregor,
2005; Guarneri, 1953; Payne, 1995).

Within this framework of limited political strengt during his first years in government
Mussolini sought to increase his support. So famjomindustrialists had largely treated Fascism
with hostility or suspicion (Lombardini, 1968; Sarl971), as Mussolini himself noted in an
interview a few years later: “Resistance came mafrom the upper classes, but not from the
aristocracy.” (Ludwig, 1933, p. 104). The Fascss out to obtain the support of the industrialists
by means of the economic policy (De Felice, 1966; ®and, 1982; Loucks and Hoot, 1939).
Measures such as the privatization of State-owiressfand the removal of State monopolies —
policies that favored private property— were usexd teols to build confidence among the
industrialists, and to foster an alliance betwdemnt and Fascism. Table 1 displays information on
the types of operation and on the beneficiarigb®fprivatization measures.

Indeed, major positions in the Telecommunicatigestor were achieved by large electric
holdings such as SIP, financial institutions (mardtrly Banca Commerciale and Credito Italiano)
and leading industrials such as Angelli (Fiat) oreR® (Pirelli). It is worth noting that firm
concentration quickly followed the initial concesss: by 1928, SIP was controlling three quarters

of the urban and short-distance interurban netw(€lestronovo, 1980, p. 177).
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Table 1. Privatization measures, types of operatiad beneficiaries.

Sector Measure Type of operation Main beneficiaries Observations
Matches Removal of public Agreement between the Incumbent producers. No new entrigs-
monopoly on government and the allowed
match sale Consortium of match
producers
Life Removal of public| Deregulation Assicurazioni GeneraliAG) and Market quickly evolved
insurances | monopoly over Adratica di Sicurta/AS) towards an oligopoly of
life insurance AG and AS, together with
the National Insurances
Institute (INA)
Telecommu | Privatization of Bid for Zone 1 Stipel: Under control ofSocieta
nications networks and (Piemonte & Sip, Italgas Banca Commerciale Idroelettrica Piemontese
equipments Lombardia) Fiat (Agnelli). (SIP). SIP rescued by IRI
in 1933.
Bid for Zone 2 (Tre Telve: Taken over by SIP in
Venezie, Fiume & Zara) Main telephony private firms 1928
operating in Veneto
Bid for Zone 3 (Emilia | Timo: Taken over by SIP in
Romagna, Marche, Cassa di Risparmio di Rimiaind 1926.
Umbria, Abruzzo & Societa adriatica telefor{Pietro
Molise) Palloni)
Bid for Zone 4 (Ligure, | Teti:
Toscana, Lazio, Industrial holdings of Pirelli and
Sardegna) Orlando,Credito Italiano
Bid for Zone 5 Set:
(Southern ltaly & Credito Italiang Banco di Sicilia
Sicily) Sella-Schneider holding, Ericsson
Ansaldo Reprivatization Bid Banca Nazionale di Creditand Rescued in 1930 and
Credito Italiano taken over by IRl in 1933
Tollways Concession to Concession Milano- Sa autostrade de Milano: Puricelli, | Rescued by the state in
private groups laghi Pirelli. the 1933
with public
subsidies

Concession Milano-
Bergamo

Sa bergamasca:
Puricelli, Antonio Pesenti, local
industrial groups.

Rescued by the state in
the 1938

Concession Napoli-

Sa autostrade meridionali: Puricelli,

Pompeia Pirelli, Banca Commerciale
Concession Brescia- | Sa bresciana: Rescued by the state in
Bergamo Local industrial groups. the 1939

Concession Torino-
Milano

Autostrada Torino-Milano: Benni
(Confindustria), Fiat (Agnelli)Snia-
Viscosa(Gualino), Pirelli, Lancia,
Italgas Banca Commerciale,
Automobil ClubPuricelli.

Longest concession
(125.8 km.). Only large
concession to remain
private.

Concession Firenze-
Mare

Sa I'Autostrada toscan&ederazione
Fascista Fiorentina

Rescued by the state in
the 1940

Venezia-Padova

Sa autostrada di Venezia a Padoy

Local governments of Padova and
Venezia, and local interests.

aMassive subsidies by
local governments to
avoid bankruptcy

Source: Author, based on references in section 2.

Regarding tollways, and besides the omnipresembRRuricelli, we find industrial captains and
large firms linked to the automobile-related anahstouction-related businesses, such as Agnelli

(Fiat), Lancia Lancig), Pirelli, and Antonio Pesenti (the country’s lesf cement producer). We
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also find financial interests such as Banca Commalercand local industrial groups. Finally, the
reprivatization of Ansaldo implied that the groupne under the control of financial interests
(Banca Nazionale di Credito and Credito Italiano).

Overall, privatization was almost completely rieséd to Italian industrial holdings, utilities and
financial institutions. The only exception of angt& was the relatively small participation of the
Swedish group Ericsson in the privatization of tdlephone network in zone 5 (southern Italy and
Sicily).

The Matteotti crisis was the biggest challengd tha first Fascist government had to face.
Confronted with the real possibility of losing paw®lussolini set up a personal dictatorship, which
was supported by most of his political allies (Daiée, 1966). The speech given to parliament on
January 3, 1925 is the crucial moment in this evahy and marked the moment of real political
rupture (De Felice, 1972), and the beginning of tibtalitarian phase of Fascism. Following the
speech of January 3, the representatives of thesitpm were not allowed to return to parliament
and the opposition parties and trade unions wetlawed (Payne, 1995). All this marked the end to
the first phase of Fascist rule. As plainly expeesy Alfredo Rocco (1927, p. &)“From October
28, 1922 to January 3, 1925 Fascism did not goltaiy alone; it governed Italy in collaboration
with other parties. This collaboration, initiallgry wide-ranging, was gradually restricted; witk th
January 3 speech any residual notion of coalitioveghment was swept away, and Fascism alone
controlled the State.”

On the economic front, on January 23, 1925Gh&n Consiglio del Fascism@ascism Grand
Council), the PNF’s highest body, announced thhthel economic forces of the nation would
thereafter be ‘integrated into the life of the 8taiGregor, 2005, p. 106). New legislation was
passed on April 3, 1926 (Welk, 1938) regardingftimetioning of markets to empower the Fascist

State to direct the economy, and thus introducée@rad towards strong interventionism. The two

% Rocco is widely considered the father of Fasaistiutions (i.e. Salvemini, 1936).
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main bases for State intervention were (1) thdatuies and corporations that were created in the
mid-1920s, through which the Fascist State regdltite economy (Einzig, 1933), and (2) Garta

del Lavoro (Chapter of Labour), declared in April 1927, whiamade it explicit that private
enterprise was subordinate to the State wheneuédicabinterests were involved (Arias, 1929;
Bottai, 1930). The corporative system was basedntervention in economic activity and its
regulation. In this way, an anti-market governmearne to accept privatization, because it was able
to retain control over private ownership througlerestronger regulation, consistently with recent
theoretical approach in Shleifer and Vishny (1994).

More importantly, privatization was an instrumenteasure, not a coherent long-term policy.
This is clearly shown by (1) the rescue of indastactivities of two important banks, and (2) the
process leading to the creation of thtfuto per la Ricostruzione Industria(éRl) in 1933.

(1) Banca di Roma (BdR) and Banca Italiana di z@BIS) engaged in highly aggressive
territorial expansions after World War | (Bachi,2®9 p. 45; Zamagni, 1993, p. 234). Both BIS and
BdR controlled a large number of subsidiaries iffiedent industrial sectors, which were in deep
trouble in the early 1920s. BIS was eventually wbwp and its leading industrial holding,
Ansaldo, was rescued by the government, as we baweaAs regards BdR, the bank reached an
agreement at the end of November 1922 with théaitajovernment, involving the transfer of a
very large set of industrial shareholdings, coroesiing to 98 firms in 16 different sectors, to the
newly createdSocieta Finanziaria IndustrialSFI) (De Rosa, 1983, pp. 355-6). All transfer
operations were completed by summer-autumn 1928hdinyear CSVI assumed responsibility for
the direct financing of the SFI (Battilossi, 1998hd received the shareholdings in SFI. According
to Canziani (2007), with the rescue of BdR the AgOvernment intended to avoid a second big
crash of a top bank, after the collapse of BIS982L Moreover, Mussolini’s request to save BdR
was influenced by political motivations, such as garliamentary backing of thHartito Popolare

and the relationships with the Vatican.
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(2) The events of the late 1920s led to the gawent takeover of financial and industrial
ownership. With the Great Depression the bankingtesy collapsed, and almost all the main
financial institutions had to be rescued in thdye&®30s (Cianci, 1977). The government found
itself in control of stock portfolios that gave dperational control over the major industrial
corporations. In this way, the Fascist governmextt hationalized a large part of Italian industry
(de Grand, 1995, p. 52). According to Cerretand@&0because of deflation in Italy, the direct
management of assets became cheaper than stadatgearon bond issues. As a result, the IRl was
created in 1933 and had massive control over miagystrial and utilities sectors: 100% of large
war-related industries, 90% of shipbuilding, 80%pping and construction of train-engines (and
about 30% of railway vehicles), and smaller stakesther sectors. Besides, all telephone services
in northern and central Italy, as well as partladse in the south of the country were under IRI
control. In the financial system, the three largestitutions also came under IRI control (Toniolo,

1980).

Fiscal objectives

Fiscal reform, designed primarily to balance thddmi and reform the tax system, was the
most powerful single driver of Fascist economiciggobetween 1922 and 1925. In his first speech
to parliament as prime minister, Mussolini stateat t The financial problem is the crucial problem:
we must balance the State budget as soon as mo%gielprinted in Mussolini, 1934b, p. 14). De’
Stefani proved to be the right man for the taskhispolicies reduced public expenditure and
nominally increased tax revenu®sAccording to Répaci’s (1962, pp. 125 & 142) adjustts of
the official budget accounts, the fiscal year 19226 was the first (and last) one in which a real
budget surplus (albeit modest) was achieved. Thaltrén late 1925 of the renegotiation of the

foreign debt to the US and to the United Kingdomresented a massive boost: recent evaluations

3 However, it remained relatively stable as a pewgs of GDP. Fausto, 2007b, p. 609, table A.2,ainst
detailed data on fiscal receipts and public spentbn all years of Fascist rule.
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by Francese and Pace (2008) estimate the reduftitve foreign debt to have been as high as 80%
and indeed attribute the reduction of public daltaly in 1925 exclusively to this effect.

Indeed, given De’ Stefani’'s emphasis on balantirgbudget, privatization was a tool that was
likely to serve this purpose as well. For the figesar 1925-1926, the privatization of the telepton
system and the reprivatization of Ansaldo yieldedtal of 462.85 million lire to the State, a figur
equivalent to 2.3% of the State’s fiscal receipts the particular case of the telephone system, th
sale of the State-owned networks and installativaesferred to private hands yielded 255.35
million lire and relieved the State of the respbiigy of providing the investment needed for the
modernization of the system, estimated at arour@dr@illion lire per year for a decade (Gangemi,
1932, .p. 134). De’ Stefani (1926, p. 38) alsossteel the reduction of public spending due to the
removal of the public monopoly on match salespestied at 65 million lire. As for the concession
of public works and private tolled motorways, thenMtry of Public Works saw it as a way of
guaranteeing the construction of this important mewastructure without an immediate impact on
the budget; the budgetary effects would vary oweretdue to future direct expenditure and
subsidies to private firms.

The privatization of State-owned businesses, theagization and elimination of public
monopolies, and the concessions to private firms the construction and operation of the
motorways were measures that suited the fiscatyalf the first Fascist government particularly
well. Fiscal objectives, usually present in one veayanother in privatization policies (Yarrow,

1999), appear to have been an influential factdhénFascist privatization drive of the 1920s.

% Data on proceeds from these privatization oparatire documented above. Data on fiscal receipts ha
been obtained from Répaci (1962, p. 142), and Bg@&07b, p. 609).
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4. CONCLUSION

Though overlooked by most of the modern econontérdture, a large-scale privatization policy
was applied by the first Fascist government inyltdlhe State monopoly on match sales was
privatized; the State monopoly on life insurancesveiminated; most State-owned telephone
networks and services were sold to private firmse d¢arge producer of metal machinery was
reprivatized, and several concessions for tolletbmeays were awarded to private firms.

Ideological motivations may have played a role iasdist privatization. De’ Stefani,
responsible for the government’s economic policgsva convinced believer in private ownership
and was ardently pro-business, although he did badieve in free markets and competition.
However, ideology was not Mussolini’'s main reason gromoting a privatization policy such as
the one applied by his first government. Fascis&liprivatization as a mean to improve confidence
in their policies among the industrialists, andsttia increase the backing from this major sector.
Achieving this support was vital to Mussolini besauthe industrialists had not been strong
supporters of Fascism before Mussolini accessiogoteernment, and, during his first period of
government between 1922 and 1925 the Fascistsdattiepolitical strength necessary to apply
their most preferred policies. Last, but not ledistancial motivations also played a role. The
receipts from selling public firms and taxation mivatized monopolies, as well as the expenditure
saved through monopoly privatization and concessimpresented another useful tool for pursuing
the key economic objective of the first phase afdiem; that is, balancing the budget.

The privatization policy of the Fascists in Ital@svprobably the first to be implemented in a
capitalist economy in the twentieth century. Faggigvatization was an instrumental action rather
than a coherent, long-term policy. It provides ateriesting illustration of how different and
compatible objectives can be pursued through pra@bn, since it was used to pursue political
objectives and to foster alliances with large-saatiustrialists, as well as to obtain resources in

order to balance the budget. In a striking pdiaite with the Nazi privatization policy
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implemented one decade later (Bel, 2010), the Bagmvernment also used privatization and
regulation as partial substitutes. While relinginghits power over the privatized services and the
ownership of firms, the Fascist government retaioeatrol over the markets by establishing more
restrictive regulations and via the creation of euownent-dependent institutions, which

implemented market regulations.

Privatization was applied in 1920s Italy and in @935ermany. Nevertheless, neither the
Fascist nor the Nazi economic policy implied lideaion or support for competition, or the
reduction of State control over the market. Firrners were free to organize production as they
wished, but their activity in the market was subjecstrong State control. Indeed, privatization by
anti-market governments does not significantly oed8tate intervention in the economy. The study
of interwar privatization in Europe offers intetiegt lessons on how authoritarian and totalitarian
governments implemented their policies. Futureaedeshould focus on the differences between

dictatorial and democratic privatization.
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