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paid in the form of heav ie r  public spending,  ac- 
companied ei ther  by heavier  taxat ion or an un- 
ba lanced budget ,  however ,  cer ta inly  does not  improve  
the compet i t ive  s t rength  of manufactur ing industr ies .  

The effect of subsidies on foreign t rade and paymen t s  
has lately rece ived  more  a t tent ion in Great  Britain, 
but for curbing imports o ther  methods  have  been  
preferred.  The rebates  g iven  to British expor ters  are 
not, s tr ict ly speaking,  subsidies  as they  mere ly  offset  
costs incurred in the product ion  of the expor t  goods ,  
but  they  cer ta in ly  make the export  bus iness  more  
a t t ract ive  for British manufac turers  in compar i son  
wi th  the home market.  Most  British expor ters  how- 
ever  value other  incent ives ,  in par t icular  the offi- 
cially sponsored  expor t  insurance,  more  highly.  The 
indirect  effect  of subsidized coal, rail t ranspor t  and 
regional  deve lopment  on expor t  per formance  is too 
remote  to be not iceable  or measurable .  Exporters  
genera l ly  do not  feel that  these subsidies are  he lp ing  
them but are  only  too well  aware  of the handicap  of 
heavier  genera l  taxat ion  which is the concomitant  of 
se lect ive  a s s i s t a n c e .  

Different  cons idera t ions  apply if a c lear ly t emporary  
s t ra in has to be absorbed.  Quite substant ia l  State 
cont r ibut ions  to r edundancy  and rehabi l i ta t ion 
schemes in par t icular  British industr ies  have  p roved  
well  wor th -whi te  in the long run. Such financial  pay-  
ments  were  often successful ly  combined wi th  a n d  
made  condi t ional  upon the adopt ion of concent ra t ion  
and modern i sa t ion  plans  for entire industr ies,  a n d  
these  have  succeeded  in great ly  improving the com- 
pe t i t ive  posi t ion of, e.g., the British text i le  indust ry  
in the wor ld  market.  Being non- recur ren t  ad-hoc 
contr ibut ions  in re turn  for definite s a c r i f i c e s  a n d  ef- 
forts on the part  of the recipients ,  they  can h o w e v e r  
hard ly  be grouped  toge the r  wi th  the subsidies  which 
in fact if not  in in tent  have  become a pe rmanen t  
t r ibute  payab le  by  the communi ty  to a par t icular  
sec tor  of the  economy. Their  re la t ive  success  cer- 
ta in ly  does not lessen the dislike and dis t rust  felt by 
most  British economists  for subsidies  as a means  of 
t rea t ing  economic ills. 

Dr. oec. G. dbrahamson, Caversham, Reading 

Department [or Business Trends Research, 
The Hamburg Institute for International Economics 

World Business Trends 

Weaknes of Reserve Currencies 

L a s t  year  official cur rency  re- 
serves  in the shape  of gold hold- 
ings, conver t ib le  foreign exchange 
and rese rve  pos i t ions  in the In- 
ternat ional  M one t a ry  Fund have  
on the whole  increased  but com- 
para t ive ly  s lowly  in the wes t e rn  
countries.  Accord ing  to data so 
far avai lable  the increase  by  
bare ly  2~ has been  only  half as 
much as that  in 1964. The central  
banks '  gold holdings should have  
grown somewha t  more  rapidly  in 
1965 than in the prev ious  year  
and the r e se rve  posi t ions  in the 
Internat ional  M o n e t a r y  Fund have  
shown a much quicker increase  
even. It was  alone the reduct ion  
of official foreign exchange hold- 
ings that  has been  dec is ive  for the 
overal l  change. 

But the d e v e l o p m e n t  of wor ld  
cur rency  rese rves  g ives  a wrong 
pic ture  of the wor ld  economy ' s  
l iquidity supply  s ince  outside the 
Uni ted S t a t e s - - t h e  mos t  impor tant  
cur rency  rese rve  c o u n t r y - - t h e y  
were  obvious ly  g rowing  as quickly 
as in the previous  year .  The con- 
s iderable  s lowing d o w n  of inter-  
nat ional  creat ion of l iquidity was 
but a result  of the  fact  that  out- 
side the Uni ted S ta tes  the accrual 

of reserves  occurred  main ly  in the 
shape  of gold, after in 1964 its 
s h a r e  w a s  a bare  third only. Thus 
the gold demands  surpassed  by 
Far the increase  of monet,ary gol'd 
(approximately  th ree  quar ters  of 
the supply  from current  product ion  
and Soviet  sales have  been  ab- 
sorbed by industr ia l  demand,  pri- 
vate  hoarding,  and purchases by 
East-bloc countries),  so that  the 
United States had  been  forced to 
reduce its r ese rves  considerably.  

The US gold rese rves  decreased  
by $ 1,700 million to $ 13,800 mil- 
l i o n - i n c l u d i n g  gold depos i ted  by 
the In ternat ional  Mone ta ry  Fund. 
This was  the most  p ronounced  
reduct ion since 1960. At  the same 
time, however ,  the Amer ican  bank- 
ing sys tem's  shor t - te rm dollar- 
liabilities vis-&-vis the foreign 
central  banks and government s  
which in the preced ing  years  had 
kept  rising have  sl ightly decreased  
according to data cover ing  the 
per iod up to November .  For in 
1965 the Uni ted  States '  balance of 
payments  deficit  with $ 1,300 mil- 
lion had been  ext raordinar i ly  tow 
(1964: $ 2,800 million). However ,  
this improvement  toge ther  with an 
even  decl ining surplus in the bal- 

ance on goods and services  w a s  
mainly  due  to the fact that  under  
Government  pressure  the short-  
term pr iva te  capital  f low produced  
a surplus, i.e. a pe rmanen t  solu- 
tion of the ba lance  of paymen t s  
t roubles is not  ye t  in sight. 

The second rese rve  cur rency  
country  within the  val id gold ex- 
change standard,  Great  Britain, is 
not able anymore  to contr ibute  to 
the wor ld  economy ' s  supply  of ad- 
ditional l iquidi ty as long as other  
countr ies  are not p r ep a red  to in- 
crease their  s ter l ing holdings.  
Therefore  the ba l ance  of payments  
deficit  of a lmost  $ 1,000 million in 
the last  year  (after more  than 

2,000 million in 1964) would  
have  caused a cons iderab le  shrink- 
ing of the count ry ' s  central  cur- 
rency rese rves  if Britain had not  
bor rowed  once more  $ 1,400 mil- 
lion from the In te rna t iona l  Mone- 
tary  Fund (1964: $ 1,000 million). 
Even after  that, at the end of 1965, 
with $ 3,000 mil l ion they  were  
lower  than in m a n y  non- rese rve  
countries,  as e.g. in Federal  Ger- 
many, France, I taly and Switzer- 
land. 

Above  all the ba lance  of pay- 
ments difficult ies of the two re- 
serve cur rency  countr ies  have  led 
to another  ac t iva t ion  of the Inter- 
nat ional  Mo n e t a ry  Fund. In 1965 
members '  d rawings  with $ 2,400 
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mill ion a lmost  reached the  peak  of 
1961. Jus t  the  same as at  tha t  
t ime Bri tain 's  h igh  drawings  we re  
decisive.  However ,  also the  Uni t ed  
States  made  use  of the  In te rna-  
t iona l  M o n e t a r y  Fund ' s  a s s i s t ance  
in  the  suppor t  of the dollar. Th rough  
the  increase  of r e se rve  pos i t ions  
in connec t ion  wi th  these  opera-  
t ions the  In t e rna t iona l  M o n e t a r y  
Fund even  became  the most  im- 
po r t an t  source  of i n t e rna t iona l  
l iquidi ty  in 1965. Besides it facil- 
i t a ted  the  mee t ing  of the  d e m a n d  
for gold b y  go ld  sa les  to  the  va lue  
of $ 400 mil l ion to count r ies  wi th  
compara t ive ly  scarce  currencies .  

The  inc reas ing  p re fe rence  for 
gold or ig ina ted  a lmost  exc lus ive ly  
from the  European  cont inent .  A p a r t  
from addi t ional  d rawing  rights,  
l as t  y e a r  these  count r ies  e v e n  lost  
official  cu r r ency  rese rves  but  in- 
c reased  the i r  gold  hold ings  by  
$ 2,300 mil l ion at  the  expens e  of 
the i r  foreign exchange  accounts .  
The  share  of gold in the  cu r r ency  
rese rves  (excluding r e s e r ve  posi- 
t ions  in  the Fund) the re fo re  jump-  
ed from 62~ to 70~ A l o n e  in 

France  (gold quo ta  86 ~ th is  at- 
t i tude is ba sed  on  an  expl ic i t  
pol icy of hoard ing .  In the  o ther  
impor t an t  economies  the  sha re  of 
gold was  lower  in  mos t  cases  (Fed- 
eral  G e r m a n y  69~ I ta ly  620/0, 
Swi tze r land  94 ~ the  N e t h e r l a n d s  
850/0, Belgium 78~ bu t  all  of 
t hem were  in ten t  o n  p a y i n g  the i r  
ob l iga t ions  out  of the i r  fore ign  ex- 
change accoun t s  and  h o a r d i n g  the  
gold acc ru ing  to them from differ- 
en t  sources. 

These  t rends  are  an  exp re s s ion  
of rad ica l  changes  in the  wor ld  
m o n e t a r y  system.  O b v i o u s l y  the  
most  impor t an t  n o n - r e s e r v e  coun= 
tries a r e - - m o r e  ore  less  d i s t inc t ly  
- - n o t  p r e p a r e d  a n y l o n g e r  to r e -  
cognise  dol lar  and  s te r l ing  as r e -  
se rve  cur renc ies  t h r o u g h  a cor- 

�9 r e spond ing  a t t i t ude  in t he  field of 
i n t e rna t iona l  m o n e t a r y  policy.  Even  
if full r ep l acemen t  of o the r  re- 
se rves  b y  gold  is no t  a imed  at  ef- 
forts a re  m a d e  w h e n  it  comes  to 
cu r r ency  lend ings  to u se  the  In- 
t e rna t iona l  M o n e t a r y  Fund  as a 
wonld-be  g u a r a n t o r  w i th in  the  ex- 
is t ing system.  

Raw Material Markets 

Improved Supply Situation in the Zinc and Lead Market 

For seve ra l  mon ths  zinc m a r k e t  
p r i c e s - - a p a r t  f rom minor  f luctua-  
t i o n s - h a v e  b e e n  k e e p i n g  j u s t  be-  
l o w  the  f ixed p roduce r  pr ice  of 
l l0 / s  This c o m p a r a t i v e  pr ice  
s t ab i l i ty  is to be  exp l a ined  b y  sup- 
p o r t i n g  orders  f rom lead ing  pro- 
ducers.  These  in tend  to p r e v e n t  a 
s t eeper  decl ine  of z inc pr ices  as 
o the rwise  t h e y  migh t  not  be  able  
to avo id  a r educ t ion  of the  f ixed 
price.  The pr ice  p r e s su re  in the 
f ree  m a r k e t  i s  m a i n l y  a conse-  
quence  of the  cons ide rab l e  quant i -  

t ies r e l ea sed  from A m e r i c a n  stock- 
piles and  of h ighe r  offers m a d e  b y  
the  Sovie t  Un ion  and  o the r  East- 
bloc countr ies .  A t  the  same t ime 
the  g rowth  ra te  of consumpt ion  
has  s I0wed down  and  the re fo re  
t h e  p rocess ing  indus t r ies  can  cove r  
most  of the i r  d e m a n d  wi th  zinc 
supplies  at  f ixed p r o d u c e r  pr ices  
unde r  long- te rm con t rac t s  and  
need  on ly  purchase  m i n o r  addi- 
t ional  quan t i t i e s  in  the  marke t .  

Accord ing  to e s t ima tes  of the  
In t e rna t iona l  Lead- and  Zinc  S tudy  

Group,  wor ld  zinc p roduc t ion  in- 
c r ea sed  b y  5.30/0 to 3.11 mi l l ion  
lgts  in  I965. W o r l d  consumpt ion ,  
howeve r ,  rose  b y  3 . 4 %  on ly  to 
3.34 mi l l ion  lgts. Thus  the  produc-  
t ion  def ici t  dec l ined  from 280,000 
igts  in 1964 to 235,000 lgts  in  1965. 
However ,  th is  sti l l  qui te  consider-  
ab le  supp ly  gap  ha s  b e e n  filled 
up b y  stockpile  r e l eases  and  im- 
por t s  f rom East -b loc  countr ies .  In 
the  s econd  half  of 1965 the re  was  
a smal l  o v e r s u p p l y  e v e n  and  
the re fo re  p r o d u c e r  stocks increas-  
ed  s o m e w h a t  a b o v e  all  in  W e s t e r n  
Europe.  Al so  in t he  cu r r en t  y e a r  
a g rowing  s u p p l y  surp lus  has  to 
be  expec ted .  Thus  the  stockpile 
au thor i t i e s  h a v e  a l r eady  re l eased  
125,000 tons  of z inc  for sa les  in  
1966. However ,  z inc pr ices  shou ld  
n o t  dec l ine  in  t he  n e a r  fu ture  
s ince  p roduce r s  wil l  con t i nue  to 
r ep len i sh  the i r  much r educed  
stocks. 

Also  l ead  p r o d u c t i o n  is increas -  
ing more  r ap id ly  t h a n  consump-  
tion. The re fo re  in  the  n e a r  fu ture  
supply  dif f icul t ies  are  no t  to be  
ant ic ipa ted .  The  shor t  boom of 
lead pr ices  at  t he  end  of las t  year 
was caused  by  a n  on ly  t e m p o r a r y  
shor tage .  Then  s t rong  suppl ies  
f rom the  East-bloc,  m a i n l y  Bul- 
garia,  c aused  a no t i ceab l e  pr ice  
reduct ion .  A c c o r d i n g  to mos t  re- 
cen t  e s t imates  in  1965 wor ld  lead  
p roduc t ion  rose b y  4.60/0 to 2.69 
mi l l ion  Igts, wh i l e  wor ld  consump-  
t ion rose  b y  o n l y  1 .7% to 2.74 
mi l l ion  lgts. Thus  the  supp ly  de- 
ficit  has  d e c r e a s e d  from 127,000 
lgts  in  1964 to 53,000 lgts  in  1965. 
120,000 lgts  of l ead  from US-stock- 
pi le  were  a v a i l a b l e  to fill up th is  
gap. It has  b e e n  u n d e r  cons idera -  
t ion a l r eady  w h e t h e r  also for l ead  
a f ixed p r o d u c e r  pr ice  shou ld  be  
in t roduced,  and a pr ice  of 100 s 
is be ing  discussed.  

Index Numbers  of World  Market  Prices  of Foodstuffs and Industrial Raw Materials  
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