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The relation between financial intermediation and industrial performance during the liberal age (1861-1914) has always been a hot topic in Italian economic history. During the 1960s, Gershenkron provided an interpretative model which linked the rapid development of Italian industry, and the macroeconomic “take-off” since the 1890s, with the appearance of German’ style “mixed” banks. 

After four decades of debate, little of the original Gershenkron’s idea seems to have survived unchallenged. The role of mixed banks has been both reduced and qualified, while the very idea of “take-off” has been replaced by the concept of “modern economic growth”. Nowadays the common view is that Italian industry and economy grew progressively between the country Unification and the WWI, with no major breaks or sudden accelerations but, instead, with deep cyclical fluctuations. 

The analysis of the causes of these swings thus became a central issue. Scholars agree on their financial nature (paying a tribute to Gershenkron core argument of the relevance of financial determinants) but strongly disagree on their origin. While one line of research (Warglien 1987) stresses their domestic nature, Fenoltea (1988; 2004) is adamant in linking Italian financial fluctuations to the international business cycle. 

More specifically Warglien maintained that the performance of Italian industrial sector was affected by a number of financial crises involving commercial banks (the front-line of industrial credit). Fenolatea downplayed this element, suggesting that the key variable was the amount of British export of capital which, in turns, depended on the state of the business cycle. Because of Britain’s leading role, a reduction of her foreign investment impacted on the amount of financial resources available to all countries, including Italy, which borrowed on the international market even if they had no direct link to British financial institutions. 

The aim of this paper is to reconcile these two views which, in our mind, are complementary rather than mutually-exclusive. In fact it is possible to argue that while international capital movement dictated the amount of financial resources, their utilization largely depended on the behaviour of the domestic banking system. 

Following the literature on asymmetric information and “credit rationing” (Stiglitz and Weiss 1981; Bernanke, 1983), we explore the hypothesis that macroeconomic swings depended on the combination of two factors: the actual availability of financial resources and the ability of banking activity to channel such resources to productive investment.  In particular we want to analyse whether or not the impact of exogenous contractions of international financial flows have been amplified by the re-orientation of credit policies from private investment to more prudential assets.
In order to analyse this hypothesis, this paper develops an empirical model in which the rate of variation of industrial production and the rate of growth of the economy are the independent variables, while measures of banks’ investments and proxies for the availability of capital are used together as explanatory variables.

As compared to previous studies on this topic, this paper provides two further elements of novelty:

1. Co-operative banks and saving and loans, and not only commercial banks, are included in the analysis. The rationale for this choice is to incorporate the findings of recent studies demonstrating that these two types of financial institutions were much more actively involved in commercial and industrial activity than previously believed. 

2. The study is based on new statistics on GDP, industrial production, and banking investments that have became available in the last decade.  
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