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Tiresome Subsidies- The Nuisance 
Distorting" International Competition 

of Subsidies 

Subsidies are not only a nuisance to the tax payer financing them but in a wor ld economy in 
the process of integration they are also distort ing competi t ive conditions. Most annoyingly it is 
not only impossible to abolish subsidies but, what is even worse, they are propagat ing them- 
selves. Any competit ive advantage the economy of  a State with a propensity to subsidise ob- 
tains, gives the competitors in other countries an appeti te for similarly generous support- -a 
demand that in a pluralistic society wi l l  easily find a wi l l ing ear. In the fo l lowing contributions 
our authors wi l l  try to give a survey of subsidisation in Federal Germany, France, the United 
States and Britain, and to answer the question of to what  extent the subsidisatlon of certain 
economic branches is influencing competitiveness on an international level. 

FEDERAL GERMANY: Doubtful Effects of Subsidisation 

,,In the modern State the whole world is endeavouring to 
live at the expense of the whole world." Frederic Bastiat 

S o m e  t ime ago, Secre ta ry  of State Claussen, of the 
Federal  Minis t ry  of Labour  and Social Affairs, pro- 
posed that  a "Federal  Associa t ion  for the Vict ims of 
Subsidies" should be se t  up. "Victims of subsidies" 
are, in the first place, all consumers,  wi th  the excep-  
tion of those  engaged  in agriculture,  mining, the film 
indus t ry  and shipping;  and, secondly,  all those not 
yet  rece iv ing subsidies.  However ,  as a sop, Claussen 
added that  the lat ter  has  now become a minor i ty  
group. Thirdly, rec ipients  of subsidies are  themse lves  
victims, for t hey  n e v e r  rece ive  sufficient a n d - - i n  ad- 
d i t i o n - t h e i r  spirit  of enterpr ise ,  and hence  their  
abili ty to compete,  is sys temat ica l ly  dest royed.  

It is not  possible  to descr ibe  in c learer  terms the 
ambivalent  at t i tude of far-reaching application,  ye t  
genera l  reject ion,  which is characterist ic of the sub- 
sidy con t rove r sy  in the  Federal  German Republic. 
Al though poli t icians b rand  subsidies as a " luxury we 
cannot  afford" and a "cancer  of democracy"  and 
en t repreneurs  are p roud ly  aware  of economic risks, 
the circles of those rece iv ing  subsidies in the Federal  
German Republic cont inues  to increase and the de- 
mand for subsidies  becomes  more vociferous.  

So far, the Federal  German  Republic has not shown 
any no t ewor thy  res i s tance  to this growing group de- 
mand al though,  in the  preamble  to the 1959 budget,  
it was  stated: "In principle,  subsidies are to be refus- 
ed as be ing cont ra ry  to our sys tem . . .  Those who 
reques t  on o t h e r  t han  economic grounds should 
realise that  the price which has to be paid for them 
is many  t imes the ac tua l  subsidy requi rement  and 
that beh ind  such subs idy  measures  there  a lways 
lurks the danger  of a p rogress ive  destruct ion of the 
market  economy sys tem."  

Were  the effects of subs id ies  felt only in ternal ly  it 
would be possible  to ignore  them in the in ternat ional  
dialogue as be ing a pure ly  national  problem. How- 
ever,  in a wor ld  e c o n o m y  whose  t endency  is more 
marked ly  towards  in tegra t ion ,  subsidies have  in- 
creas ingly  important  effects  upon the external  econ- 
omy because  they  are  used to an ever  grea ter  ex tent  

as tools of commercia l  policy. As an economic instru- 
ment,  "the subsidy",  which a t tempts  to boost  the 
pract ica l  funct ions  of cer tain branches and regions 
via res t r ic t ion of imports  and/or  prmnot ion  of expor ts  
has  taken the p lace  of protect ionis t  measures  such as 
tariffs and quant i ta t ive  import  quotas.  

An  a t tempt  is made  be low to es tabl ish  the ex tent  of 
the subsidies  in the Federal  German Republic and to 
examine  whe the r  the subs idy pol icy of the la t te r  is 
in l ine wi th  its aims. W e  cons ider  he re  only  those 
subsidies  for the al location of which external  eco- 
nomic motives,  as well  as internal  economic aspects ,  
have  been  decis ive  (i.e. main tenance  of in ternat ional  
compet i t iveness ,  ad jus tment  of capac i ty  due to grow- 
ing in ternat ional  links, aids to integrat ion).  This 
appl ies  par t icular ly  to subsidies  for agriculture,  in- 
dus t ry  and, in part,  to facilit ies for t ransport ,  al- 
though not  to subsidies for hous ing  or to financial  
ass is tance  in the  social sphere.  Housing premiums,  
tax concess ions  for housing and advances  for social 
insurance  can therefore  be ignored.  

Volume of Subsidy Expenditure in the 
Federal German Republic 

There is considerable difficulty in determining the 
public expenditure on subsidies in the FGR because 
comprehensive figures are available for the Republic 
only, but not for the Lander and districts. Hence, 
this article will consider merely Federal expenditure 
on subsidies, and financial assistance in the L/inder 
budgets only where relatively reliable estimates are 
possible. On the other hand, it is not possible to take 
into account communal expenditure on subsidies be- 
cause, in the main, these take the form of waiving 
negative transfers (tax concessions, cheap interest 
payments) and cannot be estimated by an outsider. 

Expenditure on subsidies by the Republic and L~inder 
is a11ocated in almost equal parts to overt and con- 
cealed concessions. In the category of overt conces- 
sions, i.e. direct financial aid, tax and customs re- 
bates, claims arising from guarantees and the like, 
the most important item in the Federal budget for 
1965 is agriculture, forestry and fishing, at DM 3,956 
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million. The figures for industry,  at DM 565 million, 
and for t ranspor t  (DM 489 million) are also high. All  
in all, over t  financial ass is tance  for agriculture,  
t ranspor t  and industry from the Republic and L~nder 
must amount  to approx. DM 6,123.3 million. This 
means  that  in 1965 5.5o/o of all expendi tu re  by the 
Republic and Lander was  earmarked  for over t  sub- 
sidies. However ,  it is probable  that  the subs idy per-  
centage in the public budge t  is ve ry  much h igher  
because,  in the first place, it is not possible  to take  
account  of communal  subsidies;  secondly,  f inancial  
contr ibut ions and loans from special  Federal  funds 
(i.e. from ERP funds) are not included; and thirdly,  
expendi ture  for the ad jus tment  of price dif ferences  
on imports  of foreign agricul tural  products  is ignored. 

It is only possible  to de te rmine  the full ex tent  to 
which the public budget  is burdened  by  subsidies  if 
nega t ive  t ransfers  {tax concess ions  and cheap in teres t  
rates) are cons idered  a longside  over t  f inancial  as- 
sistance.  Concess ions  on income tax, corpora t ion  tax, 
p roper ty  tax, insurance,  tu rnover  and vehic le  tax and 
for the var ious  excise  taxes  alone amounted  to ap- 
prox. DM 7,016 mil l ion in 1965, i.e. 6.4 ~ of the total  
expendi ture  of the Republic and Lfinder. Indus t ry  
draws by  far the  grea tes t  benef i t  from these  tax con- 
cessions.  DM 5,158 million go to the latter,  w h e r e b y  
turnover  tax concessions,  at DM 3,634 million, make  
up the grea tes t  part.  This is mainly  due to tu rnover  
tax concess ions  granted  to the oil and metal lurgical  
industries,  welfare  opera t ions  and enterpr ises  in W e s t  
Berlin. The tax-free  a l lowance of DM 12,000 for tax- 
payers  wi th  a total  tu rnover  of up to DM 120,000 is 
a not incons iderable  i tem (pare. 7a, clause 1, Turn- 
over  Tax Law). The Federal  Minis t ry  of Finance 
es t imates  that  tu rnover  tax concess ions  to medium- 
sized firms alone occas ion  a tax loss of about DM 
550 million. 

In contras t  to the tax loss caused by concess ions  to 
industry,  t ax  losses from concessions to agriculture,  
fores t ry  and f ishing (DM 1,005 million) and to t rans-  
port  (DM 662 million) are compara t ive ly  low. 

It must  be assumed that  concealed  subsidies,  l ike 
over t  subsidies,  are cons iderably  h igher  than the 
amount  dec la red  by the  Federal  Government .  It must  
be rea l ised that  no account  is taken of tax losses due 
to tu rnover  tax pr iv i leges  conceded  to the  wholesa le  
t rade and to exempt ion  provis ions  for public, non- 
profi t-making,  chari table and religious bodies.  Tax 
losses are  probably  also cons iderably  under -es t imated  
because  it was  a s sumed  that  public claims had earn- 
ed in teres t  at 6 ~ if inves ted  in long- term securit ies,  
whereas  the average  re turn  on the German market  is 
cons iderably  h igher  than  6 ~ For instance,  on 6 ~ 
debentures  matur ing  in 1990 it is 7.7 % and on 6~ 
loans 7.9% , on an average .  Last, but not  least, the 
communal  tax losses  due  to exemptions,  respi tes  and 
reduct ion of indus t r ia l  taxes  are not  included. 

On the  basis  of the subs idy  expendi ture  dec lared  by 
the  Federa l  Government ,  it may  be es tabl ished that  
the charge upon the publ ic  budget  of over t  and con- 
cealed subsidies  to agriculture,  indust ry  and trans-  
p o r t - a d d e d  together ,  these  amount  to only  half the 
expendi tu re  on subsidies  dec lared  in the 1966 Fi- 
nancial  R e p o r t - - h a s  g r o w n  to a size which, for vari-  
ous reasons,  gives cause  for alarm, Over t  and con- 
cea led  financial  ass i s tance  amounted to DM 13,139 

million in 1965, i.e. 11.9% of all expendi ture  by the 
Republic and Lfinder, or 3.0 ~ of the GNP. 

In future, it is to be expecte~t that  expend i tu re  on 
subsidies  will increase  yet  fur ther  and, in cer ta in  
c i rcumstances ,  an even  grea te r  propor t ion  of s tate  
expendi tu re  m a y  be ea rmarked  for subs idy purposes .  

Mere ly  in order  to obtain the consent  of the Farmers '  
Associa t ion  to the Common Market  grain  pr ice  
reduct ion requi red  addit ional  subsidies  to the ex ten t  
of DM 5,000 mil l ion up to 1969. Addi t ional  f inancial  
ass is tance  is cons tan t ly  being announced  and more  
and more  branches  come to be l ieve  that  t hey  can 
remain  compet i t ive  only  wi th  State support .  Even the 
butchers, who should not be badly  off in v iew of the 
considerable  increase  in meat  consumpt ion  in the  
FGR, think themse lves  ent i t led  to a ,subsidy. Because 
poul t ry  is becoming  increas ingly  compet i t ive  wi th  
vea l  and there  is no longer  suff icient  demand for fat 
pork, the Genera l  Manager  of the  German Butchers'  
A s s o c i a t i o n - - i n  a "Red P l a n " - - r e c e n t l y  demanded  ex- 
tens ive  State support .  

In v iew of the g rowing  group demand,  it is difficult 
to be l ieve  in the "systemat ic  reduct ion  of subsidies"  
which was  announced  by  Herr  Erhard, the German 
Chancellor,  in his officiaI speech on 25.11. 1965. The 
debate  on the Budget Guarantee  Law cer ta in ly  did 
not  t ranslate  these  words  into facts. It is t rue that  
Common Marke t  ad jus tment  aid to German agri- 
culture in 1966 and 1967 was reduced  by DM 260 mil- 
lion each year  to DM 770 million; but these are  not 
true cuts because  the amounts  saved  are to be 
rea t located  at a later  date. 

Consequences of the Subsidy Policy 

In judging the internal  and external  economic effects 
of German subs idy  policy, the major  factor to be 
cons idered  is that  a large par t  of the expendi ture  on 
subsidies  to some ex ten t  se rves  the purpose  of pre-  
v e n t i n g - o r  par t ia l ly  p r e v e n t i n g - - t h e  operat ion of 
natural  loeat ional  advantages  of foreign countr ies .  
The consequence  is that  in ternat ional  t rade is guided 
away  from the direct ion and volume it would have  
assumed in a free market,  tf foreign countr ies  are 
unable  to react  wi th  protect ionis t  measures  such as 
tariffs and import  quotas, they  are forced, in their  
turn, to grant  subsidies.  As can be seen  from ex- 
per ience  in our main t rading pa r tne r  countries,  this 
leads to an avalanche of subsidies,  embracing more  
and more categor ies  and soaking up an increas ingly  
large  propor t ion  of the  GNP. 

In addition, the deve lopment  of most  of the subsidies  
gran ted  in the FGR raises doubts as to whe the r  it is 
possible  to achieve the aim of such subs id i e s - -be  this 
aim the equal isat ion of natural  cost d i sadvantages  or 
compet i t ive  manipula t ions  based  on economic policy. 
It is characterist ic  of subsidy pol icy in the FGR that  
a large propor t ion of subsidy paymen t s  passes  un- 
noticed,  the subsidies  are accepted  as a conven ien t  
a l te rnat ive  income and are dissipated.  In this con- 
nection,  one must  recall the many  negl igeable  sub- 
sidies and the pract ice  in the FGR to grant  subsidies  
not once, but on a recurr ing basis. This is true of all 
concealed  subsidies in the form of tax concess ions  
and also for a part  of the over t  f inancial  assis tance,  
in part icular  that  to agriculture (industrial grants  to 
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reduce the price of diesel fuel, h igher  payments  for 
good quality milk, etc.). Public subsidy paymen t s  be- 
come fully incorporated into the industrial  process ,  
they  become an insti tution and finally pass  un- 
noticed. 

Because subsidies  have become so unobtrusive,  their  
recipier~ts do ne t  support  the aim for which the  sub- 
sidies are given and it becomes  impossible to achieve 
the goal of adjus t ing dis tor t ions caused by s t ructural  
factors. 

Failure of Secondary Aims 

If subsidies cannot  achieve the i r  aim because  they  
pass unnoticed,  this means  that  State resources  be- 
come immobiIised, so that  they  cannot  be used  to 
fulfil public obligations which, for many  reasons,  are 
of not  inconsiderable  impor tance  for the future 
growth of the economy. 

In addition, ment ion  must  be made  of the inheren t  
danger  (more acute on pure income payments)  that  
the principle of choice in compet i t ion be inhibited.  
Product ive  forces are not re leased  and therefore  can- 
not be directed to more  p roduc t ive  uses. This would  
not be such a probl.em at a g.eneral recession.  How- 
ever,  in a ful l -employment  economy such as the FGR 
subsidies mean that  advan tage  cannot  be taken  of 
existing, economical ly  funct ioning product ion capac- 
ity or of price reductions.  There  is a decelera t ion in 
the growth  of the nat ional  product  because,  for this 
to reach a maximum, it is essent ia l  to have  the opti- 
mum commitment  of resources .  

Last, but not least,  the  inf luence of pure income aid 
inhibits essent ia l  capaci ty  adjustments ,  i.e. those  
which become neces sa ry  due to growing in ternat ional  
links; there  is a danger  that  concerns  which have  
hi ther to  shown a profit  may now run at a loss and, 
in their turn, reques t  State support .  This is how a 
subsidy avalanche can start; it renders  the integra-  
t ion process  more  difficult because  it is becoming 
increas ingly  painful for those affected to adjust  to 
structural  changes forced  upon  them by the integra-  
tion process  and, in the  end therefore,  no adjust-  
ments  are made. 

... and Complication of Business Cycle Policy 

It must  not  be left unsa id  that  the great  mass of sub- 
sidies, in par t icular  in teres t  concessions,  cause com- 
pl icat ions in the bus iness  cycle  policy, first of all 
because  the legaI s t r ings  on many  subsidy payments  
limit the ant icyel ieaI  measures  at the  disposal  of 
public expendi ture  po l icy  and, secondly,  they  detract  
from the effects of credit  manipulat ion measures  
imposed by the  cen t ra l  bank. Since about  DM 9,000 
million were  granted  in loans in the  FGR at in teres t  
rates be low marke t  rate,  credit  restr ict ions become 
unmeaningful .  The classic  example  of this is that  
when  the nominal  in te res t  rate  is raised, those  af- 
fected automatical ly  apply  for an increase in the in- 
teres t  subsidy for an amount equal  to that  by  which 
the credit  cost  has r isen.  

Impossible to Concrol by Fiscal Measures 

Any  survey  of subs idy  policy in the FGR would  be 
incomplete  wi thout  consider ing whether  the  eco- 
nomic ins t rument  " the  subsidy" can be control led by 

INTERECONOMICS, No. 3, 1966 

fiscal means; for the suitability of economic instru- 
ments depends, in the main, upon the extent to which 
they can be guided, 

The issue of control l ing subsidies wi thin  the FGR has 
come to a head  over  the problem of their  reversal ,  
s ince any increase  in the  votume of subsidies  would  
probabIy  fail because  of the state  of the public ex- 
c h e q u e r - n o t  because  of opposi t ion from the bene-  
ficiaries. From this point  of view, the control labi l i ty  
of a subs idy depends  upon whe the r  it is open  to 
technical and polit ical manipulat ion.  In the FGR there  
is ve ry  little chance of adminis t ra t ive  and technical 
manipula t ion  of subsidies  because,  as a rule, they  do 
not appear  in the budget  as a non-recurr ing  paymen t  
but are passed  on each occas ion  anew. 

It is even  more  serious that  the power  to init iate 
subsidies  passes  from the State to o ther  State bodies,  
for example,  the centra l  bank, or even  to the  re- 
cipients  of subsidies  themselves .  For example,  if the 
State  should subsidise  individual  branches of the 
economy by issuing credits  at favourable  in teres t  
rates, the amount  of the  subs idy depends  upon the  
pol icy of the central  bank alone. Should the central  
bank raise the bank rate  for marke t  reasons,  the 
volume of subsidies  will automat ical ly  expand.  

Finally, this subs idy pol icy  becomes  farcical w h e n  
the recipients  themse lves  can a r range  for the vo lume  
of subsidies  to be increased  because  the  legislator  
decrees  a reduct ion  in the  price of cer tain goods or 
increases  in the prices of products  on the basis of a 
hard  and fast absolute  or percen tua l  figure. W h e r e  
there  is h igher  product ion  or h igher  consumpt ion  by  
the recipients  of subsidies,  the basis of calculat ion 
automat ical ly  rises and hence  the volume of sub- 
sidies increases.  Examples of this type of "propor-  
t ional subsidy" are industr ial  grants  to agr icul ture  to 
reduce  the pr ice  of diesel  fuel, h igher  payments  for 
good qual i ty  milk or the la ter  cancel led  oil fuel con- 
cess ions to industry.  In all these  cases,  fiscal pol icy 
can no longer  take the decisions,  it can only consent  
to the increase  in expend i tu re  resul t ing from the  
changed at t i tude of subs idy recipients .  

It must  also be taken into account  that  coupl ing a 
subsidy paymen t  to a va ry ing  basis of calculat ion 
makes  it more  difficult to limit expendi tu re  on sub- 
sidies. Only when  it can be ensured  that  the amount  
paid out in subsidies remains  cons tant  and the 
amount  al located to individual  subsidies  is decreas-  
ing can a subs idy be cancel led  because  there  is no 
longer  any, or only minimal, awareness .  

Al though  there  is only v e r y  sl ight pecun ia ry  or price 
awareness  of many  subsidies to individuals  in the  
FGR, reduct ion  of these is fraught wi th  difficulty be- 
cause growing "associat ion awareness"  is taking the 
place of decreas ing  "individual awareness"  (Hans- 
meyer) .  Associa t ions  regular ly  point  out to the i r  mem- 
bers and the public that  the branch in ques t ion  is 
of great  economic impor tance  and that  any  cuts in 
subsidies would entail  not  incons iderable  economic,  
social and polit ical dangers.  This ensures  a cons t an t ly  
high level  of awareness  and f rust ra tes  any cancel la-  
tion which might  be possible  due to dec reas ing  in- 
dividual  awareness ,  as well  as the e l iminat ion of 
those subsidies which have  become meaningless .  

I t  



Revision of Subsidy Policies 

In order  to achieve a subs idy pol icy funct ioning ef- 
ficiently in both  nat ional  and in ternat ional  economic  
spheres,  it is necessa ry  to take the fol lowing meas-  
u r e s : - -  

1. Subsidies serv ing  to p romote  expor ts  or to res t r ic t  
imports should be granted  only  when  it is neces-  
sary  to counteract  compet i t ive  d i sadvan tages  
arising from economic policy;  

2. In d iawing  up and debat ing  budgets ,  p lans  must  
be made  to el iminate those  subsidies  which entai l  
no budget  changes for the subs idy rec ip ient  be- 
cause they  are cons idered  as a conven ien t  al ter-  
nat ive  source  of income. In order  to do this it is 
essent ia l  to have  more  informat ion about  which 
of the concess ions  granted  in the FGR a r e  main-  
tenance  subsidies;  

3. W h e n  new subsidies  are passed,  more a t tent ion 
than h i ther to  must  be paid to res t r ic t ions  upon 
durat ion and the recipients  must  be made  aware  
that  the subsidy paymen t s  are only  temporary ;  

4. Subsidies  which dec rease  automat ica l ly  because  of 
the way  in which they  develop  are  to be prefer red  
to those whose  vo lume can be dec ided  by  the 
rec ipients  themselves~ 

5. W h e n  n e w  subs idy  measures  are  int roduced,  more  
a t ten t ion  than  h i ther to  must  be paid  to financial  
cover.  This demands  a detai led p re l iminary  survey  
of the ext ra  charges an t ic ipa ted  upon the public 
budget ;  

6. Last, but not  least ,  there  is the  requ i rement  of 
mo n e t a ry  stabili ty,  becausel  in general ,  af ter  cur- 
r ency  devaluat ions ,  ma in tenance  subsidies  are 
unavoidab le  or it becomes  impossible  to e l iminate  
subsidies  which h a v e  become meaningless .  

Jiirgen Wotfslast, Hamburg 

FRANCE: Subsidies a Tool of Economic Policy? 

In France the stat ist ical  regis t ra t ion of subsidies  is 
ra ther  difficult s ince many  ministr ies  are shar ing the 
responsibi l i ty  in this field and not  all Government  
grants  are ref lected in the  budge t  but appear  on spe- 
cial accounts  control led  by the Treasury.  Moreover ,  
it is not easy  to dis t inguish economic from social  
subsidies,  i.e. to assess  to wha t  ex tent  special  social  
credits  are  economic subsidies.  And  it is even  more  
difficult to ascer ta in  the we igh t  of indirect  subsidies  
if they  are  g iven in the  form of tax privi leges.  Hence,  
before  indicat ing the magni tude  of French subsidisa-  
tion in terms of ac tual  figures, it would be exped ien t  
to examine  into the g iven  ve ry  ramified sys tem and 
to assess the dis tor t ions  of compet i t ion resul t ing 
from it. 

Seven Groups of Public Intervention 

The nat ional  budge t  contains  two titles coming into 
ques t ion for such an invest igat ion,  namely  the so- 
cal led public in tervent ions ,  and inves tment  subsidies  
gran ted  by the State. Public in tervent ions  comprise  
s even  separa te  groups.  Here to  belong the whole  of 
deve lopment  aid, the bui lding programme of the Min- 
is try for Education,  and  State-paid financial aid for 
social  pol icy measures  in favour  of agricul tural  as 
well  as for the hea l th  service,  and pens ions  for 
veterans .  Two of these  groups implicate economic  
act iv i tes  favour ing above  all agriculture and State- 
owned  enterpr ises .  W h a t  is involved  is par t ly  credits  
and par t ly  subsidies  for balancing deficits in State- 
owned  enterpr ises .  

The budge ta ry  account  of public inves tment  sub- 
sidising is subdiv ided  into agriculture,  power  and 
mining, t ranspor t  and telecommunicat ions,  enterpr ises  
in indus t ry  and t rade,  housebuilding,  cultural  and 
social infra-structure,  administrat ion and inves tments  
outs ide  France. The major  part  of these subsidisat ion 
credits  falls to the sha re  of the Atomic-Energy Com- 
missar ia t  as weI1 as to education, social pol icy and 
housebui lding.  Agricul ture ,  too, receives  quite con- 
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s iderable  funds from this source, w h e r e a s  pr iva te  in- 
dus t ry  and t rade  en te rpr i ses  r ece ived  only a mod- 
era te  sum in 1965, namely  F. 121.5 million. 

Limited Information Value of the Budget 

The budge t  does not  conta in  informat ion on a num- 
ber  of subsidies  leading to a dec rease  of State rev-  
enue. In this connec t ion  inves tmen t  credi ts  granted  
by  the  Governmen t  at a low ra te  of in teres t  are to 
be men t ioned  which might  be in favour  of publicly 
ass is ted housebuilding,  na t ional i sed  under tak ings  or 
pr iva te  industry.  Moreover ,  it qui te  f requent ly  hap- 
pens  that  credits  g ran ted  to na t iona l i sed  enterpr ises  
are in part  conver ted  into capital  and  that  conse-  
quen t ly  the burden  of in teres t  and amort isa t ion costs 
will be reduced  ra ther  considerably.  Besides, 10 % of 
the sum spent  on cer tain specif ied inves tments  pri- 
va te  indus t ry  may  deduct  from the corpora t ion  tax. 
In prac t ice  this means  that  in the form of subsidies  
the State contr ibutes  10 % of all inves tments  made. 
It is by no means  cer ta in  w h e t h e r  the tax deficit  
resul t ing from this p rocedure  is ever  recorded  sta- 
t istically. W h e n  this measure  was  announced  the 
Government  was  th inking of a sum of F. 400 million 
annually,  but it might  double if indus t ry  wants  so. 

Varied Tax Benefits 

Tax benef i ts  in their  proper  meaning  are  ve ry  diver- 
sified. Condit ions are ra ther  s imple as regards  meas-  
ures taken to obtain c lear ly  def ined targets  and 
which are supposed to remain  val id  for a cer ta in  
per iod only but f requent ly  become pe rmanen t  insti- 
tutions.  Hereto  belong fiscal p romot ion  of mergers  
and above  all regional  policies. However ,  also whole  
profess ions  obtain tax privileges,  as e.g. the press  
which does not  pay any turnover  tax and par t ly  is 
even  exempted  from the corpora t ion  tax. Moreover  
this applies to the handicraf ts  which wi th  regard to 
taxat ion are in a considerably  be t te r  posi t ion than 
industr ial  small-scale enterpr ises  employing  more  
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than five workers,  a l though an economic just if icat ion 
for this differentiat ion is not  necessar i ly  not iceable.  
Small-scale retai lers  are p romoted  twice by  taxat ion 
since they  are authorised to s tate  their  tu rnover  and 
profits globally in accordance  wi th  more  or less 
reliable guide lines and since large-scale  t rade enter-  
prises have  still to shoulder  an addit ional  tax burden  
raising their  prices by about  2 ~ The in tent ional ly  
inaccurate  and under  some aspects  even  unjust  as- 
sessment  in the field of agricul ture also cor responds  
to an indirect  subsidisat ion by  means  of a lower  
degree  of taxation. 

The Role Played by Public Utility Rates 

Public util i ty rates p lay a major  par t  in policies in 
the field of indirect  subsidies.  The grant ing of so- 
called special  social rates  explains part  of the rail- 
way  deficits. As far as large families wi th  many  
children are favoured, compet i t ive  condi t ions will 
hard ly  be distorted. However ,  it is quite a different  
si tuation when  social r a t e s - - b y  subsidis ing suburban 
traffic of ra i lways and other  means  of t ranspor ta t ion  
in big c i t i e s - -become a part  of wage  policies and the 
State, as has happened  at the beginning  of 1966, 
renounces  an economical ly  necessa ry  raising of rates  
because  this might  s tar t  a genera l  across- the-board  
wage increase.  Since he re  a deficit  of more  than 
F. 1,000 million is involved,  the whole  issue is not 
only a problem of economic  theory.  

Causing even  more  dis tor t ions of compet i t ion are 
special  rates granted to some industr ial  branches for 
their  rail t ransports  and power  supply and which are 
just i f ied more or less  object ively .  Rather  peculiar  
condit ions are prevai l ing in the French coal market .  
Prices of French coal are fixed as usual. A monop- 
olistic S ta te-owned enterpr ise  is responsib le  for im- 
ports  of addi t ional ly  requi red  coal. It is author ised to 
sell the pre t ty  cheaply impor ted  coal at wor ld  market  
or French domest ic  prices.  This company 's  profits are 
used for the subsidisat ion of French mines. Recent ly  
and only after much pressure  Sta te-owned power  
plants  and the pr iva te  steel  indust ry  obtained the 
r ight  to buy their  impor ted  coal at normal  world 
market  prices after h i ther to  both  of them had been  
at a compet i t ive  d i sadvan tage  in favour  of State- 
owned  coal mines.  

Export Subsidies 

Finally export  subsidies  are of major  importance,  and 
above all agricul tural  products  are direct ly and 
heavi ly  subsidised.  Mos t ly  these  export  bargains  are 
concluded direct ly b y  official quarters  even  though 
pr ivate  firms might  par t ic ipate  in their  realisation.  
As is wel l -known,  agricul tural  subsidisat ion will  
gradual ly  be t r ans fe r red  to the Common Market .  
Further  direct  expor t  subsidies  are granted  to ship- 
yards  and in part  a lso to shipping companies.  On 
principle the sh ipyards  are re imbursed  for the differ- 
ence be tw een  in te rna t iona l  prices and their  produc-  
tion cost. This appl ies  to all orders. Indirect  subsidies 
are part  of the Gove rnmen t  promoted  expor t  credits  
and also the insurance  of expor t  risks whose  rates 
do not a lways co r respond  to usual insurance regula- 
tions. Finally, the v e r y  numerous  and recent ly  ex- 
t ended  services  shou ld  be ment ioned  that  the French 
Government  places at  the disposal  of its exporters .  

These services  do not only  comprise  pe rmanen t  Trade 
Missions and Chambers  of Commerce  but  also finan- 
cial aids for the par t ic ipa t ion  in in ternat ional  fairs, 
the organisa t ion of sales weeks  in foreign cities, a 
State-f inanced def ic iency guaran tee  for exhibi t ions at 
t rade  fairs if expenses  are not  ba lanced  by  orders  
rece ived ,  an expor t  consul tancy  service  which is be- 
coming more  and  more  expens ive ,  contr ibut ions to 
the f inancing of expens ive  adver t i s ing  campaigns,  
e.g. for French cheese in Germany,  etc. 

To wha t  ex tent  do these  State subsidies  in France  
distort  in te rna t ional  competi t ion? It is ve ry  difficult 
to answer  this quest ion.  Part  of this Gove rnmen t  
in te r fe rence  is mot iva ted  by  the  fact that  different  
factors  inf luencing compet i t ive  condi t ions  to the dis- 
advan tage  of the  French economy had  to be made  up 
for somehow.  Thus for ins tance  the French s teel  in- 
dus t ry  feels d iscr iminated  vis-h-vis Italian and also 
British competi t ion,  s ince in cons idera t ion  of domest ic  
coal mines  it has  to pay more  for its coal a l though it 
would  f requent ly  be able to import  coal at wor ld  
marke t  prices. Moreover ,  the  s tee l  indust ry  b lames  
the  Government  for hav ing  been  fo r ced - - i n  a boom 
p e r i o d - - t o  sell  its products  at pr ices  lower  than 
would  have  b e e n  possible  in the French marke t  and 
thus also wi thin  the European Coal and Steel  Com- 
muni ty  because  h igher  s teel  pr ices  would  have  dis- 
turbed  the French price equilibrium. Now the s teel  
indus t ry  in re turn  demands  from the Government  a 
loan of F. 3,500 million for a f ive yea r  term at a fa- 
vourable  in teres t  rate  of 4 .5%, and a five yea r s  pe- 
r iod of respi te  for amortisat ion.  

Competition Distorting Effects? 

For part  of the French subsidies  there  are mainly  so- 
cial reasons.  This somet imes  also applies to regional  
policies the promot ion of which will hardly  cause 
dis tor t ions of compet i t ion for the s imple reason that  
wi thout  cer tain support ing measures  regional  eco- 
nomic  deve lopment  would not progress .  Social con- 
s idera t ions  were  always decis ive  also for tax priv- 
i leges granted  to handicraf ts  and small-scale trade.  
Besides they  w e r e  f requent ly  a ra ther  serious burden  
for French compet i t iveness  in the in terna t ional  mar- 
kets.  Even the subsidisat ion of shipbui lding is a so- 
cial measure.  It is not so much the Government ' s  
in tent ion  to mainta in  a compara t ive ly  modes t  expor t  
branch, but it wants  to avoid a social ly  tough read- 
jus tment  process  caused by  the closing down of ship- 
yards,  or at least  to pos tpone  it for severa l  years .  

No doubt  more or less all expor t  subsidies  have  com- 
pet i t ion  distort ing effects as long as t hey  do not  cor- 
respond to in ternat ional  habits,  as to a large ex ten t  
is the case wi th  agricul ture w h e r e  t hey  balance  each 
other.  A much more  delicate subjec t  are the differing 
ra tes  of public utilit ies and under  global  aspects  the 
subsidis ing of numerous  public services .  It is, how- 
ever,  difficult to calculate the effects these  subsidies  
have  on prices,  if we  disregard specia l  expor t  ra tes  
of traffic enterprises .  As regards  taxat ion  one has to 
be even  more  careful in judging its s ide-effects  on 
compet i t iveness .  So far nobody  knows  the actual  ef- 
fects of taxes on prices. Moreover ,  it would  be neces-  
sary  to make a reliable compar ison  of deprec ia t ion  
methods  on the European level. In the long run, how-  
ever,  we may  re ly  on the in t e rven t ion  of the  EEC 
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Commission. Under  the Trea ty  of Rome this Commis- 
sion is obliged to abo l i sh - - a t  least  wi th in  the Euro- 
pean Economic C o m m u n i t y - - t h e  direct  and indirect  
subsidies leading to dis tor t ions  of competi t ion.  

Government Funds Required for Subsidies 

Now a few figures to complete  this su rvey  of the 
French subs idy system: According  to an official com- 
pilation, in 1965 the French Government  requi red  
F. 26,000 mil l ion for its economic act ivi t ies  and 
F. 15,800 million for its social measures .  Economic 
activi t ies included F. 5,000 mi l l i on - -ma in ly  in the  
shape of subs id ies - - fo r  agr icul ture  and F. 3,000 mil- 
lion for the  rai lways.  Subsidies  g iven in the  shape  of 
inves tment  to the  p o w e r  indust ry  amounted  to 
F. 4,500 million, to road const ruct ion 2,300 million, 
te lecommunica t ions  7,200 million. From the social  
budget  most  of the  F. 4,400 mill ion spent  for t he  so- 
cial insurance of agricul ture can be called subsidies  
as normal ly  agricul ture should  be able to f inance its 
social insurance  itself. As this is not  the  case  it re- 
ceives  this social  aid as a hard ly  d isguised  subsidy.  

Accord ing  to another  compilat ion Government  sub- 
sidies to inves tments  amounted  to F. 6,400 million in 
1965, this, however ,  includes  educat ion and hea l th  
service,  while  the exc lus ive ly  economic par t  of public 
i n t e r v e n t i o n s - w i t h o u t  the Atomic Energy Commis- 
sariat, but including housebu i ld ing - -c l a imed  F. 8,300 
million. Taking into cons idera t ion  the numerous  side- 
tracks subsidies  may  take and tax pr ivi leges,  one  ar- 
r ives at a necessa r i ly  rough calculat ion of a total  of 
F. 20,000 million. Thus subsidies  would  cor respond  to 
be tw een  4 %  and  5 %  of the French gross  nat ional  
product.  Of course these  figures are only  a summary.  

General Disapproval of Subsidies? 

In conclusion the  a t t i tude towards  the subs idy  sys tem 
of Government ,  economy and exper ts  should be 
described. On principle,  subsidisat ion is genera l ly  
disapproved.  The Government  of course regards  them 
as a d isagreeable  burden  one its f inance and a doubt-  
ful source of s t ructural  shor tcomings as -well as a 
drag on reforms which par t icular ly  in France are  
v e r y  urgent  indeed.  The economy does not  fail to 
recognise  the  dangers  resul t ing from subsidies  for a 
more  or less l iberal  order  nor  does it over look the 
fact that  it i tself is l imit ing its independence  if ask- 
ing for subsidies.  Moreover ,  in the nex t  years  the 
Government  hopes  to sharply  cut down the two most  
expens ive  items of its subsidisat ion budget ,  namely  
subsidies  to agr icul ture  and public under takings .  
Higher  prices cormeded to the French farmers through 
European agricul tural  policies should enable  agri- 
culture to f inance its social insurance sys tem to a 
large extent  by  itself. Credits  for an improvement  of 
s tructural  condi t ions  in agricul ture are cons idered  a 
temporary  solut ion only.  The costs of export  sub- 
s idisat ion are shif t ing to the European level  while  at 
the same time the  French Government  is making 
ser ious efforts to c rea te  hea l thy  market  condit ions 
through in ternat ional  agreements  on products  and 
thus to e l iminate  the expor t  subsidy system. Public 
under takings ,  on the o ther  hand, shall be enabled  to 
carry  through a ra t ional  rates policy wi thout  en- 
danger ing  French pr ice  stability. This is supposed to 

be achieved on the basis of a genera l  s t ructura l  im- 
p rovemen t  of French condi t ions ,  a l though this  is to 
be cons idered  a wish rather  t han  cer ta inty.  

The abol ishing of a number  of indirect  tax subsidies  
is another  aim of the Government  and par t i cu la r ly  a 
more  normal  assessment  of agr icul ture  and small- 
scale t rade  is supposed  to obta in  it, whi l s t  it is ob ~ 
v ious ly  in tended  to cont inue the promot ion  of handi-  
crafts. Paris is also not  u n h a p p y  about  the Common 
Marke t ' s  guide lines opposing subsidies  because  they  
support  the Governmen t  agains t  the urging claims of 
one or the o ther  pressure  group. 

The Attitude of  Economy and Science 

Never the less  it would be an exaggera t ion  to suspec t  
French gove rnmen t  quarters  of host i l i ty  against  sub- 
sidies. It must  not be ignored that  any  subsidy,  be  it 
d i rect  or indirect ,  may  be r ega rded  as an efficient  
tool of economic policy. It is eas ie r  for the  French 
Governmen t  to real ise  its long- term economic  p lans  
by  means  of a number  of d i rec t  or indirect  subsidies  
than wi th  a complete ly  neu t ra l  f inancial  policy.  
Therefore  t ime and again n e w  subsidies  are  be ing 
inven ted  and comfort  is t aken  from the  thought  that  
these  measures  would be t empora ry  only  a l though 
an y b o d y  knows very  well  h o w  difficult it is to 
abol ish  subsidies  once they  h a v e  b e e n  introduced.  

The economy itself assmnes  a qui te  ambiguous atti- 
tude, to put it mildly. It must  not  be forgot ten  that  
any  t ime the  economy be l ieves  its in teres ts  to be 
endangered  it asks the State for subsidies.  The s tee l  
indus t ry  is the most  recent  example .  Of course  one  
is taking she l te r  beh ind  the a rgument  that  former  
dis tor t ions  of compet i t ive  condi t ions  are jus t i fy ing 
these  demands.  Behind the scene,  however ,  subsidisa-  
t ion policies have  led to a s t r ange  s t ruggle  b e t w e e n  
State and pr iva te  economy. The enterpr i ses  prefer  
indirect  subsidies  to be granted  under  general  terms 
which do not  give the State the  r ight  to in ter fere  wi th  
the economy, whereas  the State would  like to use its 
means  most  eff icient ly and the re fo re  likes to g ive  
direct  subsidies  since it considers  them a tool for its 
economic pol icy of more  or less dirigism. 

French economic experts  who  are working  for, or 
co-opera t ing with, the p lanning au thor i ty  quite  de- 
f ini tely re ject  the whole  of the subs idy  system. They 
are convinced  that  under  all c i rcumstances  it is do- 
ing more  damage than good and is impair ing the 
economy ' s  eff iciency by creat ing unhea l t hy  condi t ions  
or suppor t ing enterpr ises  not fit to live. At the same 
time, however ,  they  realise the pol i t ical  obs t ruct ions  
for an at t i tude opposing subsidies  and know that  it 
is par t icular ly  difficult to oppose  indi rec t  subsidies.  
For some time al ready they have  b e e n  endeavour ing  
to work out a theory  that  will enable  them to inform 
the Government  about the admiss ib le  ex ten t  of sub- 
sidisation. So far these studies did not  lead to any  
tangible  results. The only thing that  is cer tain so far 
is the fact that  French economic exper t s  be l ieve  the  
Government ' s  p resent  t endency  of mixing economic 
pol icy with social considerat ions  to be ra ther  pre-  
carious and they  would like to p r e v e n t  the Govern-  
ment  from giving large-scale economic  subsidies  for 
main ly  social reasons,  par t icular ly for the p romot ion  
of regional  development .  Alfred Frisch, Paris 
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UNITED STATES: The Role of Subsidies 

The A m e r i c a n  g o v e r n m e n t  h a s  s u b s i d i z e d  p r i v a t e  
e n t e r p r i s e  t h r o u g h o u t  h i s t o r y .  A s  a ru le ,  m o n e t a r y  
g r a n t s  w e r e  a v o i d e d  b u t  o t h e r  e q u a l l y  i m p o r t a n t  
b e n e f i t s  w e r e  o f f e r e d  such  as  pub l i c  l a n d  g r a n t s ,  
s e r v i c e s  w i t h o u t  cha rge ,  t a x  e x e m p t i o n s  a n d  m a n y  
o the r s .  In  m o s t  c a se s ,  d i r ec t  or  i n d i r e c t  s u b s i d y  de -  
v i c e s  h e l p e d  to a v o i d  t r u e  c o m p e t i t i o n  or  c r e a t e d  
m o n o p o l y - l i k e  p r i v i l e g e s .  W h a t e v e r  t h e  b e n e f i t s  o f  
t h e  s u b s i d y  of  a n y  k i nd ,  i t s  co s t  f r e q u e n t l y  h a s  b e e n  
c o n c e a l e d  t h o u g h  u l t i m a t e l y  it  m u s t  be  b o r n e  b y  t h e  
c o n s u m e r  in  t h e  f o r m  of  h i g h e r  p r i c e s  or  h e a v i e r  
t a x e s .  

E v e n  in t he  d e f i n i t i o n  o f  t h e  s u b s i d y  c o n c e p t  a c c o r d -  
i n g  to  a r e c e n t  g o v e r n m e n t  s t u d y  on  " S u b s i d y  a n d  
S u b s i d y - e f f e c t  P r o g r a m s "  1 o b s c u r i t i e s  w e r e  i n d i c a t e d  
in  d e s c r i b i n g  s u b s i d i e s  as  a n  " a i d  o r  e x p e n d i t u r e  
n e c e s s a r y  in  t h e  n a t i o n a l  i n t e r e s t "  i n s t e a d  of  as  a 
b e n e f i t  to s p e c i f i c  i n d i v i d u a l s  o r  g r o u p s  a t  t h e  ex -  
p e n s e  of all.  A c c o r d i n g  to K a y s e n ,  a s u b s i d y  is a de -  
v i c e  b y  w h i c h  t h e  d e m a n d  for  a n  o u t p u t  is i n c r e a s e d ,  
o r  c o s t s  of  p r o d u c t i o n  o u t s i d e  of  m a r k e t  fo rces ,  a r e  
d e c r e a s e d ,  e F r e q u e n t l y ,  t h e  e f fec t  of  t h e  s u b s i d y  is 
e x p e c t e d  to b e  b o t h  e c o n o m i c  a n d  po l i t i ca l  in n a t u r e .  
In  th i s  d i s c u s s i o n ,  a s u b s i d y  is  d e a l i n g  e i t h e r  w i t h  a 
p a y m e n t ,  o r  a r e m i s s i o n  of  cha rge s ,  or  t h e  s u p p l y  of 
c o m m o d i t i e s  a t  l e s s  t h a n  cos t  or  t h e  m a r k e t  p r ice .  
T h i s  d e f i n i t i o n  s e p a r a t e s  s u b s i d i e s  f r om a i d s  to b u s i -  
n e s s  or  f o r e i g n  g o v e r n m e n t s  l e a v i n g  it to t h e  f r e e  
cho ice  for t h e  l a t t e r  h o w  to u s e  t h e m  (wh i l e  t h e  s u b -  
s i d y  p r e s c r i b e s  w h a t  is to be  done) .  N o t  i n c l u d e d  in  
o u r  s u b s i d y  d e f i n i t i o n  a r e  g o v e r n m e n t  p u r c h a s e s  n o t  
d e s i g n e d  to a s s i s t  a n y  p a r t i c u l a r  s e g m e n t  of  t h e  e c o n -  
o m y ,  n o r  a r e  g r a n t s  i n  a id  to  s t a t e s  a n d  loca l  un i t s .  
L ikewi se ,  w e  s h o u l d  e x c l u d e  s u b s i d y - e l e m e n t s  in  
t a x a t i o n  t h o u g h  a c a s e  for  such  c o n c e a l e d  s u b s i d i e s  
c a n  be  m a d e .  3 

The Scope of Subsidies 

W h i l e  t h e  d i s c u s s i o n  wi l l  be  f o c u s s e d  o n l y  o n  t he  
m o s t  s i g n i f i c a n t  t y p e s  of  s u b s i d i e s  i n c l u d i n g  t h o s e  
a f f e c t i n g  e x p o r t s ,  a b r i e f  s u r v e y  o f  g e n e r a l  A m e r i c a n  
s u b s i d i e s  s h o w s  t h e i r  t r e m e n d o u s  scope ,  s i g n i f i c a n c e  
a n d  cos t s .  I n  t h e  w i d e r  s e n s e ,  w e  c a n  g r o u p  s u b s i d i e s  
in  t h e  f o l l o w i n g  5 c a t e g o r i e s  of  c u r r e n t  i m p o r t a n c e :  

1. G r a n t s  t o  B u s i n e s s  t o  . A c h i e v e  S p e -  
c i f i c  O b j e c t i v e s  
such as 

a) Shipbuilding through the Maritime Administra- 
tion for fishing vessels--lnterior Department 

b) Ship-operating differential subsidy 
c) Subsidies for carrying mail--ship and aircraft 

1 Subsidy and Subsidy-effect Programs of the US Government,  
materials prepared for the JOINT ECONOMIC COMMITTEE, 89th 
Congress of the US, Ist session, 1955. 
2 Carl K a y s e n ,  Harvard economist, and president of the Prin- 
ceton Institute of Advanced Study. 

R. L. H u b b e 1 1 "Concealed Subsidies in the Federal Budget% 
National Tax Journal, Vol. 10, Sept. 1957. For e~<ampIe, the big 
tax fight of 1966 is going to be over the 7~/~ investment credit 
to stimulate the purchase of capital goods. Annual tax savings to 
corporations, from this title alone, are estimated at $ 2,000 million 
annally, since its introduction in 1962. 

d) Fin, a n c i n g  of p l a n t s  to g e n e r a t e  e l e c t r i c i t y  f rom 
a t o m i c  fue l s .  

2. F a r m  S u b s i d y  P r o g r a m s  
a) C o m m o d i t y  P r i c e  S u p p o r t  P r o g r a m - - C o m m o d i t y  

C r e d i t  C o r p o r a t i o n  
b) S u r p l u s  d i s p o s a l  p r o g r a m - - d o m e s t i c  a n d  f o r e i g n  
c) I n t e r n a t i o n a l  W h e a t  A g r e e m e n t  
d) S u g a r  A c t  s u b s i d y  to d o m e s t i c  p r o d u c e r s .  

3. T a x  B e n e f i t s  t o  S p e c i f i c  G r o u p s  
a) D e p l e t i o n  a l l o w a n c e s  to m i n e r a l  a n d  oil p ro -  

d u c e r s  
b) L i b e r a l i z e d  d e p r e c i a t i o n  
c) T a x  c r e d i t s  to m o d e r n i z e  p l a n t s .  

4. I n d i r e c t  A s s i s t a n c e  t o  A s s i s t  S p e -  
c i f i c  E c o n o m i c  G r o u p s  
a) F i n a n c i n g  of  h i g h w a y s  
b) I m p r o v e m e n t  to h a r b o r s ,  a i r  n a v i g a t i o n ,  etc.  
c) P r o t e c t i v e  Ta r i f f s  
d) B u y  A m e r i c a n  A c t  
e) C a r g o  p r e f e r e n c e .  

5. L e r ~ d i n g  , a n d  L o a n  G u a r a n t e e  P r o -  
g r a m s  o f  F e d e r a l  A g e n c i e s  

a) A g r i c u l t u r e - - r u r a l  e l ec t r i f i c a t i on ,  h o u s i n g  
C o m m o , d i t y  C~edi t  C o r p o r a t i o n  

b) A r e a  R e d e v e l o p m e n t  L o a n s  
c) E x p o r t - I m p o r t  B a n k  L o a n s  
d} L o a n s  to s m a l l  b u s i n e s s  
e) L o a n  G u a r a n t e e  a n d  I n s u r a n c e  P r o g r a m s - - h o u s -  

i n g  - -  v e t e r a n s  - -  c o m m o d i t y  l o a n s  - -  v e s s e l  
c o n s t r u c t i o n  l o a n s  - -  Smal l  B u s i n e s s  A d m i n i s -  
t r a t i on .  

W h i l e  t h e r e  e x i s t  m a n y  o t h e r  s u b s i d y - l i k e  d e v i c e s ,  
t h i s  s t u d y  e m p h a s i z e s  o n l y  t h o s e  t h a t  p r e d o m i n a n t l y  
s e r v e  t h e  s t i m u l a t i o n  a n d  c o m p e t i t i v e n e s s  of  A m e r -  
i c a n  e x p o r t s  and ,  h e n c e ,  a f f ec t  t h e  i n t e r n a t i o n a l  
r e a l m .  

How Expensive Are Subsidies? 
N e t  e x p e n d i t u r e s  on  s u b s i d i e s  a n d  s i m i l a r  p r o g r a m s  
o f  t h e  F e d e r a l  g o v e r n m e n t  s h o w e d  t he  f o l l o w i n g  
t r e n d  in  r e c e n t  y e a r s  4: 

estimate 
1955 1960 1965 1966 

(in millions of $) 

Total 1,979 5,090 7,516 6,723 

Agriculture 1,074 3,458 5,621 4,713 
Business 741 1,278 1,418 1,375 
Labor 269 324 595 620 

In  f u r t h e r  de ta i l ,  n e t  c u r r e n t  e x p e n s e s  of  t h e  F e d e r a l  
G o v e r n m e n t  on  s u b s i d y  p r o g r a m s  r o s e  f r o m  a t o t a l  
o f  $ 2,000 m i l l i o n  in 1955 to  $ 7,500 m i l l i o n  in  1965. 
A c c o r d i n g  to s u b - g r o u p s ,  t h e  s h a r e  of  a g r i c u l t u r e  
, rose f r o m  o n e - h a l f  to t h r e e - q u a r t e ~ s  o f  t h e  to ta l  

4 Joint Economic Committee, op. cit. p. 22. The lower estimate for 
1966 is due to a reduction of price supports. These figures exclude 
purchases of commodity inventories, Otherwise, subsidies wotfld 
have amounted to $ 4,700 million in 1955 and $ 8,100 million in 
1965. 
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during the same period. Structurally,  agricultural,  
business and labor subsidies  wen t  as fol lowsa:  

1955 1965 
(in millions of $) 

Agricultural subsidies, total l,lOO 5,600 
major items: 
sales for foreign currencies 0,100 1.200 
price supports & related items 0.500 3,400 
sugar act O,lOO 0.I00 

Business subsidies, total 0,700 1,400 
ship operating 0,tO0 0,200 
federal aviation O,lOO 0.500 
navigation aids 0,I00 0,300 

Labor subsidies, total 0,300 0.500 
(unemployment trust funds) 

Gains in commodity inventories 2,400 --0,300 

Addit ional  subsidy-l ike ass is tance  to the economy 
was  rendered  by US Governmen t  loans outs tanding  
to the amount of $ 41,600 mil l ion by  the end of 1964. 
The t rend of these loans was as follows: 8 

1955 1964 
(in millions of $) 

Loan aid to agriculture 6,400 11,700 
Loan aid home owners 3,100 6,700 
Loan aid industry 0,400 1,000 
Loan aid mortgage loan comp. 1,000 4,800 
Loan aid education 0,000 0,600 
Loan aid states 0,300 0,600 
Loan aid foreign countries 8.000 14,300 

When we study subsidies in general, we usually 
don't take this broad view but deal with the ~ 3,000 
million annual subsidies regularly given to agricul- 
ture and some smaller traditional allowances for the 
operation and building of ships. 

The Government View on Subsidies 

The appraisal of direct  subsidies  and subsidy- l ike  as- 
s is tance over  the yea r s  is a subjec t  of public record.  
tn thousands  and thousands  of pages  of Congress ional  
debate  and hea r ing  of wi tnesses ,  every  argument  and 
counte r -a rgument  has  been  used  in favor  of or agains t  
these  act ions and they  f requent ly  are the result  of 
modification, change and  compromise.  In eve ry  case, 
though, subsidies  aim at a l leviat ing economic dis- 
tress, the creat ion of income, the s t reng then ing  of the 
domest ic  economy by  larger  consumpt ion and in- 
ves tment ,  the c rea t ion  of employment  and the facili- 
ta t ing of food expor ts  to compet i t ive  markets .  

All subsidy programs,  however ,  according to the 
Joint  Economic Commit tee ,  are subject  to the follow- 
ing provisions: "Federal programs aimed at support- 
ing the economic position of particular groups or 
industries should be constantly reevaluated in the 
light of changing circumstances, whatever their initial 
justification, subsidy programs should be contrived so 
as to eliminate the necessity for their continuation. 
Without steady adjustment, the most efficient use of 
resources in the subsidized activities will fail and 
real costs will be imposed on the economy". 

Aids, grants or subsidies are part of the "plans, func- 
tions and resources" of government which contribute 
to the promotion of maximum income and employ- 
ment. They supplement in a specific way the general 
objectives of the Employment Act of 1946. The 
growth of subsidies in our society has been very 
gradual, piecemeal and elusive but always in accord- 

5 Joint Economic Committee, op. cit. p. 23. 
Joint Economic Committee, op. cit. p. 29. 

ance wi th  democra t ic  poli t ical  p rocesses  as par t  of 
jus t i f iable  public policies.  For this reason,  no poli t ical  
label can be a t tached to subsidies,  c laiming that  they  
a re  " typical"  of e i ther  a Democrat ic  or Republ ican  
Adminis t ra t ion .  Cons idera t ions  to get  the farm vote,  
however ,  or to achieve na t ional  defense,  f requent ly  
have  been  an impor tant  factor, Whi le  the di rect ion 
of subs id ies  has g rea t ly  va r i ed  in h is tory  (think of 
our land subsidies  to the rai l road builders),  their  over-  
all o b j e c t i v e - - t h e  promot ion  of par t icular  in teres ts  on 
the assumpt ion  that  this will contr ibute  to genera l  w e n  
f a r e - - h a s  been constant .  7 Republican par ty  members  
favored  direct  cash subsidies  as ear ly  as 1898 but  did 
not  succeed.  A l r ead y  at the  ear l ies t  s tage  of the  de- 
p ress ion  in 1929, var ious  aids to agr icul ture  w e r e  
enacted.  Subsidies  for the  cons t ruc t ion  and opera t ion  
of vesse l s  are des igned  to main ta in  US shipping 
though it m a y  not  be compet i t ive  by  in ternat ional  
s tandards .  As a rule, subsidies  w e r e  only  dev ised  as 
aid to a deep ly  depressed  sector  of the economy, such 
as agricul ture,  during bad t imes.  It should  be  empha-  
sized, however ,  that  such aids n e v e r  had a social- 
poli t ical  character  of the  European  type  such as the 
encouragemen t  of a demograph ic  balance  b e t w een  
land and city or be ing paid  as compensa t ion  for the 
hard  life of those  who  feed the  nation.  

Subsidies  in the  Uni ted  States  were  neve r  conce ived  
as a pe rmanen t  ins t i tu t ion but only  as an ins t rument  
for r ead jus tmen t  to economic  changes, tn  the  "Trade 
Expansion Act  of 1962 ", for example,  the lower ing  
and e l iminat ion of some tariffs was  expec ted  to c lose  
down non-compet i t ive  business  here.  In this case, 
employers  and their  workers  become  eligible for 
var ious  kinds of ad jus tment  a id-- technical ,  f inancial  
and tax-wise,  supp lemented  by  re loca t ion  al lowances,  
t ra ining etc. 8 W h e n e v e r  poli t ical  p ressures  against  
subsidies a r i s e - -no t  so much because  of the i r  costs 
but the  sense lessness  of some acts in face of rapidly  
changing condi t ions  (partly appl icable  to the  farm 
support  ac t ) - - r e fo rm plans  are  swif t ly  conceived.  The 
Nat ional  Adv i so ry  Commission on Food and Fiber, 
for example,  appoin ted  by  the Pres iden t  last  Novem-  
ber, will r ev iew and appraise  the ent i re  farm pro- 
gram and re la ted  foreign t rade  policies.  The repor t  
and its r ecommenda t ions  provid ing  the basis for new 
farm legislat ion,  are expec ted  by  1967. 

Public Views on Subsidies 

The mone ta ry  bu rden  of farm subsidies,  for example,  
is of l i t t le concern  to the t axpaper  who  is will ing to 
see his tax  bill increased  by 3 ~ or 4 ~ to f inance a 
good law. However ,  he resents  cos t ly  programs that  
pay  the farmer  for non-producing or p rov ide  subsidiz- 
ed food aid abroad contrary  to his wishes  (to a n~on- 
democra t ic  country,  or wi thout  credi t ing local ly 
Amer ica  for this aid, etc.}. Argumen t s  have  arisen,  
par t icu lar ly  in 1965, about  gove rnmen t  aid paymen t s  
at a rate of $ 2,450 million annually,  w h e n  the  farmer  
has been  doing so well and rece ived  $ 40,000 mill ion 
gross income. In other  words,  about  7 %  have  been  
added to this prosperous  income as direct  hand-outs  
or to put  it differently,  for e v e r y  $ 16 from the sale  
of produce,  the government  adds $ 1. W h e n  a news-  

7 President Washington, for example, favored assistance to the 
defense industries, while subsidies to shipping have been justified 
as contributing to both employment and national defense as well 
as foreign trade (Merchant Marine Act of 1936). 
S Trade Expansion Act of t962, H.R. 1t970, Title III. 
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pape r  r ecen t ly  d i s c u s s e d  the opu lence  of f a r m e r s  to 
w h o s e  net  i ncome  of $ 14,000 mil l ion the g o v e r n m e n t  
adds  $ 3,000 mill ion,  it w a s  a t tacked in x~arious w a y s :  
that  l abor  or  i n v e s t o r s  h a v e  i n c r e a s e d  the i r  i n c o m e s  
at r a s t e r s  ra tes ,  or  tha t  the  g o v e r n m e n t  is ho ld ing  
d o w n  farm pr ices ,  or  tha t  the  f a rm er s  t h e m s e l v e s  a r e  
v ic t ims  of a b u n g l e d  and e x p e n s i v e  s u b s i d y  p r o g r a m .  9 

The  b u s i n e s s  c o m m u n i t y  has  no t  exe r t ed  s ign i f i can t  
p r e s s u r e s  to e l imina te  s u b s i d i e s  or  s h o w n  a des i r e  
to d e m a n d  a s s i s t a n c e  on  its part ,  n o r  h a v e  e x p o r t e r s  
p r o t e s t e d  aga in s t  t he  e x c e s s i v e  p r e o c c u p a t i o n  of the  
K e n n e d y - R o u n d  n e g o t i a t o r s  to s ecu re  f a v o r s  for agr i -  
cu l tu ra l  expor t s  wh i l e  n e g l e c t i n g  to p r e s s  for  im- 
p r o v e d  expor t  o p p o r t u n i t i e s  for  capi ta l  a n d  c o n s u m e r  
goods.  Labor,  too, i g n o r e s  s u b s i d y  benef i t s  to agr i -  
cu I tu re  t h o u g h  in th is  p r o c e s s  food p r ices  and  the  
cos t  of l iving,  a re  b e i n g  inc reased .  

The  Cot ton  Subs idy  d e v i s e d  to ass i s t  smal l  ineff ic ient  
fa rmers ,  soon  w o r k e d  ou t  as  a s u b s i d y  to fo re ign  tex-  
tile mills.  H o w e v e r ,  this  s i t ua t ion  in which  w e  sub -  
s idized fo re ign  text i le  compet i t ion ,  w a s  remedied .  10 
As  a n o t h e r  e x a m p l e  of r e ac t i on  of the  b u s i n e s s  com-  
mun i ty ,  a $ 47 mil l ion research  g r a n t  of the  A t o m i c  
Ene rgy  C o m m i s s i o n  for  c o n s t r u c t i o n  of a p r i v a t e l y -  
o w n e d  p o w e r  p lan t  of a d v a n c e d  n u c l e a r  des ign ,  w a s  
a p p r o v e d  as  e x a m p l e  of a "good  subs idy" .  S imi la r  
a s s i s t ance  to publ ic  p o w e r  p l an t s  i.ncluding the  T V A  
migh t  h a v e  b e e n  v i e w e d  cr i t ical ly  as a "bad s u b s i d y " .  

The  I n t e r n a t i o n a l  C h a m b e r  of C o m m e r c e  h a s  gone  o n  
r e c o r d  in f a v o r  of f ree  m a r k e t s  in ag r i cu l tu ra l  p ro-  
ducts  to achieve m o r e  p r o d u c t i v e  resu l t s  in the  pre-  
sen t  GATT nego t i a t ions .  It  re jects ,  f u r t he rmore ,  re-  
s t r i c t ions  on  free t r ad i ng  in p r i m a r y  p r o d u c t s  a n d  
p leads  for  a r e d u c t i o n  and  u l t imate  e l imina t ion  of all 

s u p p o r t s  in e v e r y  c o u n t r y ,  n 

The Agricultural Subsidy Program 
Farm p r o g r a m s  w i d e l y  i n t e rp re t ed  as  subs id ies ,  h a v e  
r ece ived  much a t t e n t i o n  in r e cen t  y e a r s  due to the i r  
cos ts  and  fa r - reach ing  scope.  T h e y  deal  w i th  p roduc -  
t ion  control ,  s u r p l u s  r em ova l ,  "f loor" c o m o d i t y  pr ice  
suppor t ,  p a r i t y  p a y m e n t s ,  soil c o n s e r v a t i o n ,  etc. 

The real ized cost  of a g r i c u l t u r a l  and  r e l a t ed  s u b s i d y  
p r o g r a m s  a m o u n t e d  to $ 5,400 mi l l ion  in 1965.12 The  

mos t  e x p e n s i v e  i tems in  this  p r o g r a m  are  

p r i ce  suppor t ,  s u p p l y  and  pu rchase  
p r o g r a m s  a m o u n t i n g  to $ 2,600 mi l l ion  
r e m o v a l  of  s u r p l u s  c o m m o d i t i e s  $ 0,300 mi l l ion  
c o n s e r v a t i o n ,  c r o p l a n d  c o n v e r s i o n  $ 0,300 mi l l ion  
v a r i o u s  credi ts  $ 1,600 mi l l ion  

In the  Food and  A g r i c u l t u r e  Act  of 1965, e m p h a s i s  
w a s  sh i f ted  f rom s u p p o r t  p r i ces  and  l oans  to d i rec t  
p a y m e n t s  to f a rmer s  to m a i n t a i n  fa rm income.  In  sp i te  

9 Responses to an editorial in the Wall Street Journal "Holding 
the Line down on the Farm", February 15, 1966. 
10 Differential payments between free market prices and "fair 
prices" for cotton amounted to $ 750 million for the 1964/65 
season. The Agriculture Act of 1965 reduced the support price of 
cotton from 29 cents to 21 cents per pound. In consequence, cot- 
ton can be marketed abroad competitively without any subsidy 
while dmnestic mills can buy cotton at lower prices. 
It In accordance with this philosophy, the Chamber rejected the 
ICC Document No 221/144 of 1964 that recommended to GATT the  
adoption of special rules of negotiation for temperate zone agri- 
cultural products. 
1~ Data based on the Federal Budget for fiscal 1967, of January 24, 
1966. 

Of l o w e r i n g  of p r ice  suppor t s ,  e x p e n d i t u r e s  for f a rm 
i n c o m e  s t ab i l i za t ion  a re  e s t i m a t e d  at $ 3,000 mi l l ion  
for  1966. 

In  i n t e r n a t i o n a l  affairs ,  the  Food  for Peace  P r o g r a m  
is b e i n g  c o n t i n u e d  at an  a n n u a l  ra te  of $ 1,700 mil- 
lion. la A b o u t  t w o - t h i r d s  of t he se  a l loca t ions  cons i s t  
of sa les  of a g r i c u l t u r a l  c o m m o d i t i e s  to f o r e ign  n a t i o n s  
for  the i r  o w n  cu r renc ie s .  A ce r t a in  a m o u n t  of g r an t s  
wil l  c o n t i n u e  wh i l e  sa les  for  l o n g - t e r m  do l la r  r e p a y -  
ab le  credi ts  wi l l  be  emphas i zed .  

T h e  s y s t e m  of dome s t i c  p r i ce  s u p p o r t  h a s  led to the  
a c c u m u l a t i o n  of h i g h - p r i c e d  s u r p l u s  c o m m o d i t i e s  
wh ich  r e q u i r e  t he  u s e  of e x p o r t  s u b s i d i e s  to b e c o m e  
sa l eab l e  abroad .  In  r e ce n t  yea r s ,  up  to th ree - f i f ths  of 
all o u r  ag r i cu l t u r a l  e x p o r t s  bene f i t ed  f r o m  s o m e  k ind  
of e x p o r t  s t i m u l a t i o n  or  subs idy .  In  the  ca se  of co t t on  
a n d  w h e a t  sold  u n d e r  the  I n t e r n a t i o n a l  W h e a t  A g r e e -  
ment ,  t hese  s u b s i d i e s  w e r e  direct ;  o t h e r  a s s i s t a n c e  
w a s  p r o v i d e d  i nd i r ec t l y  u n d e r  Publ ic  Law 480. In  o u r  
to ta l  e x p o r t  t r ade  of $ 26,600 mi l l ion  in 1965, agr icu l -  
tura l  s h i p m e n t s  w e r e  v a l u e d  at  $ 6,000 mi l l ion  re- 
p r e s e n t i n g  a lmos t  ' one -qua r t e r  of the  totM. at US Go- 
v e r n m e n t - f i n a n c e d  a g r i c u l t u r a l  e x p o r t s  a m o u n t e d  to 
$ 2,500 mi l l ion  wh i l e  c o m m e r c i a l  e x p o r t s  a m o u n t e d  
to $ 3,500 mill ion.  15 Expo r t s  of w h e a t  and  f lour  as 
wel l  as  of co t ton  dec l ined  e i t he r  b e c a u s e  of  n o n - c o m -  
pe t i t i ve  pr ices  or  of the  e x p e c t e d  n e w  c o t t on  legis-  
la t ion.  

tn  sp i te  of the  a p p a r e n t  n e e d  of e xpo r t  subs id ies ,  it 
s h o u l d  no t  be a s s u m e d  tha t  ag r i cu l t u r a l  c o m m o d i t i e s  
cou ld  no t  h a v e  b e e n  m a r k e t e d  o t h e r w i s e .  To no te ,  
such e x p o r t s  w i t h o u t  a s s i s t a n c e  m o r e  t h a n  d o u b l e d  
d u r i n g  the  las t  de ca de  and  still  c on t i nue  to r i se  (pro- 
j e c t i on  for  1966: to $ 4,600 mil l ion) .  A m e r i c a ~  agri-  
cu l tu re  is s t r o n g  and  e x t r e m e l y  p r o d u c t i v  e t ~  and  
t he r e  ex i s t s  l i t t le e v i d e n c e  if a n y  tha t  f a r m e r s  h a v e  
ach ieved  s ign i f i can t  real  g a i n s - - i n  h i g h e r  w a g e s  o r  
i n c o m e s - - a s  r e su l t  of all p r i ce  s u p p o r t s ,  t r ade  res t r i c t  
t ions  and  e x p o r t  subs id ies .  O n  the  con t r a ry ,  m a n y  of 
these  p r o g r a m s ,  b y  k e e p i n g  the  inef f ic ient  f a r m e r  in 

b u s i n e s s  h a v e  c r ea t e d  a v i c ious  sp i ra l  of m a k i n g  sub-  
s t a n d a r d  f a r m e r s  p r o d u c e  for  t he  dome s t i c  a n d  in te r ,  
n a t i ona l  marke t s ,  lr C o n s e q u e n t l y ,  this  e x p e n s i v e  out-  
pu t  can  o n l y  be  m a r k e t e d  w i t h  the  aid of  s u p p o r t s  and  
l a rge - sca le  subs id ies .  I n t e r n a t i o n a l l y ,  s o m e  of o u r  
fo re ign  sa les  u n d e r  Law 480 are  c a u s i n g  e m b a r r a s s -  
m e n t  to o the r  coun t r i e s  wh ich  p r o t e s t  a ga in s t  ou r  in- 
v a s i o n  of the i r  t r ad i t iona l  e x p o r t  ma r ke t s ,  ts A p a r t  
f rom this  u n d e s i r a b l e  impact ,  the  cos t  of fo re ign  a id  
to n e e d y  c o u n t r i e s  which  s h o u l d  be  a c o m m o n  pro-  

la This program is based on the Agricultural Trade Development 
and Assistance Act of 1954 (Public Law 480). 
i4 This amounts to one-seventh of all gross cash income from 
farming. 
15 AGENCY FOR INTERNATIONAL DEVELOPMENT shipments 
amounted to $ 1,100 million and Public Law 480 exports to $ 1,400 
million. The latter alone comprised 27 ~ of all US farm exports 
in recent years. 
10 According to The Economic Report of The President, January 
1966, agriculture is one of the most progressive segments of the 
American economy with productivity gains exceeding those of 
any other major sector, p. 13t. 
17 The income of two-thirds of all farmers falls below the national 
average and many qualify for the Poverty Program Assistance, in 
lact it was partly designed for them though the entire farm 
population accounts for only 6.3 0/~ of the US population. 
18 However, Public Law 480 requires assurance from the partic- 
ipating governments that such sales will not displace normal pat- 
terns of commercial trade with friendly countries, 87th Congress, 
House Document, No. 223, 1957. 
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jec t  of the weal thy  and mature  nations,  is shif ted ex- 
c lusively to the Amer ican  taxpayer .  ~ 

Conclusion 

American  subsidies  in the na r rower  sense  providing 
cash payments  to special  groups are concen t ra ted  in 
the fie!d of agriculture. Farm income stabil izat ion in 
various ways  requires  about  $ 3,000 mil l ion annual ly  
or 3 % of budget  outlays.  Addi t ional  $ 300 mil l ion 
are  disbursed annual ly  by  the Depar tment  of Com- 
merce  for ass is tance to ocean  sh ipping for construc-  
tion of new vesse ls  and opera t ing  subsidies.  Expen-  
ditures on airways services ,  the  use  of atomic power  
for energy  product ion  and var ious  forms of research 
deal ing with technical problems such as the bui lding 
of supersonic  t ranspor t  aircraft, etc., should not  be 
included under  "typical" subsidies.  

The American t axpaye r  does not  complain that  sub- 
s idy programs unnecessa r i ly  increase  the tax burden  
or are  responsible  for deficits. He does  resent ,  how- 
ever,  the cont inuous exper imenta t ion  and muddle  in 
agr icul ture  soon encouraging  excess  product ion  and 
soon paying premiums for non-producing  in a hungry  
world.  The use of food surpluses  for aid abroad is in 
l ine wi th  t radi t ional  humani ta r ian  Amer ican  concepts ,  
namely  to feed the hungry  in the wor ld  and to share  
our bounty  wi th  others .  This Amer i can  devo t ion  to 
assist  others,  one  should not forget,  is at  the root  of 

t0 According to Th. S c h u I t z, the costs of P.L. 480 products 
have been twice their value had they been sold freely in world 
markets. On the other hand, to the receiving countries the value 
has been perhaps 37 cents for each dollar spent by the Com- 
modity Credit Corporation. See Journal of Farm t~conomics, De- 
cember 1960, 

the Food for Peace  Program while  the subsidizat ion 
of agr icul tural  expor t s  is only  one  and incidental  
facet  of US farm policies.  Cons ider ing  domest ic  and 
in ternat ional  inequi t ies  of the subs idy  programs,  we 
can rest  a s su red  that  the  NATIONAL ADVISORY 
COMMISSION ON FOOD AND FIBER will soon re- 
commend  legis la t ion  to achieve a be t te r  domest ic  
p rogram and more  effect ive  in ternat ional  cooperat ion.  
The An t i -Pove r ty  Program, too, will take off consider-  
able p ressure  from the need  for farm subsidies  to 
low- income-fa rmers  as o ther  ways  must  be found to 
increase  the  incomes of the  two million close-to-sub- 
s i s tence  farmers.  

In genera l  terms, the  concep t  of subsidies  is quite  
alien to the modern  Amer ican  producer ,  consumer  or 
taxpayer .  Self-rel iance,  improvemen t  of eff ic iency in 
the  open  marke t  and s t e ad y  economic  growth  a l ready 
are minimizing the  s igni f icance  and real  impor tance  
of subsidies  as well  as the dependence  on them by  
large segmer~ts of t he  economy.  ~ The s t rong  and 
prosperous  Amer i can  eco n o my  of 1966 can easi ly  af- 
ford both:  p ay men t s  of specif ic  hut  t ime-l imited sub- 
sidies {in essence ,  this is the di rect ion of the n e w  
suppor t  program),  and the  compet i t ive  p ressures  of 
an efficient  economy.  The la t te r  do not encourage  the 
ineff icient  p roducer  to take  she l te r  behind artificial 
p ro tec t ion  of one  kind or  ano the r  but  put  him to test  
to employ freely his skills and  resources  in a creat ive  
market .  Dr. Robert G. Wertheimer, Cambrldge/Mass. 

~.0 American subsidies are a survival of the Great Depression 
when the Agricultural Marketing Act of I929 made the futile at- 
tempt to  stop agricultural price declines by buying commodities 
for removal from the market, 

GREAT BRITAIN: A Temporary Remedy Has Become a Permanent Institution 

Among the mul t i tude of grants,  rebates ,  a l lowances,  
pr ice  guarantees ,  def ic iency  and rel ief  payments ,  in- 
cent ives,  p references ,  opt ions and other  forms of 
f inancial  support  wi th  which the State tr ies to t emper  
the  wind to the ove r t axed  cit izen it is difficult to 
se lect  those which dese rve  to be regarded  as sub- 
sidies pure and proper .  It is even  more  difficult to 
def ine  wha t  makes  them subsidies as dist inct  f rom 
welfare  benefi ts  or normal  expendi ture  on public 
services.  Common to  them is that  they  are paid out 
of public funds, and  in considerat ion of the publ ic  
interest ,  in order  to correct  the effect  of o rd inary  
market  forces, to offse t  a handicap to a sect ion of the 
communi ty  or e c o n o m y  for which the State on behal f  
of the nat ion accep ts  responsibil i ty,  or to make a 
sect ional  sacrifice in the common interest  bearable.  
Sometimes h o w e v e r  subsidies are mere ly  consc ience  
money  for past  e r rors  and omissions,  a book-keeping  
t ransact ion  to d i spose  of i r redeemable  losses, or par t  
of a bargain  to a s suage  an aggr ieved  lobby. Public 
opinion in Great  Bri ta in has never  concerned  itself 
with the pr inciples  of  subsidizat ion but only with the 
pro and con of specif ic  cases. 

Housing Subsidies a Source of Irritation 

None  of the gra tu i t ious  payments  were  or iginal ly  
conce ived  as pe rmanen t .  They were,  and are, in tended 
as a remedy for a t emporary  malady but a last ing 

cure is rare. The British hous ing  subsidies  were  in- 
t roduced after  the first wor ld  war  to facil i tate the 
building of houses  for le t t ing at modera te  rents.  Af ter  
the second wor ld  war  subsidies  at  a h igher  s tandard  
rate were  g ran ted  for all new publ ic ly-provided  hous-  
ing acco mmo d a t i o n - -p r i v a t e  bui lding for le t t ing was 
uneconomical  and imprac t i cab le - - in  addi t ion to cer- 
tain special  subsidies.  Later var ia t ions  made  for a 
more flexible subsidy sys tem:  Local authori t ies  wi th  
inadequate  resources  were  g iven up to five t imes the 
basic annual  subsidy so as to ensure  that he lp  wen t  
where  it was  needed  most.  At  the same t ime the 
local authori t ies,  which were  chiefly conce rned  wi th  
house-building,  were  g iven access  to the Public 
Works  Loan Board and thus to credi t  on the favour-  
able terms avai lable to the centra l  Government .  They  
in turn fixed rents  at the lower  ra tes  made  possible  
by subsidies and cheap loan charges and also offered 
favourable mor tgage  rates  to owner-occupiers .  Soon 
h o w ev e r  it became clear  that  the subsidies  did not  
a lways  go to those in grea tes t  need. Newly-bui l t  
houses  were  al located to the families in most  urgent  
need  of accommodation,  and these  automat ica l ly  
benef i ted  from artificially low rents  because  all new 
houses  were  subsidized and let at f ixed rents  ir- 
respec t ive  of the tenant ' s  income. This did not  s eem 
to mat ter  much while all rents  were  control led at 
their  pre-war level, just  as the cont inua t ion  of the  
war t ime food subsidies, though  increas ingly  ex-  
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pensive,  c rea ted  no social  tens ion after the war 
whilst  wages  and salaries remained  frozen. The sub- 
sidized tenant  of a post -war  house  had no mater ia l  
advantage  over  the inhabi tants  of rent -contro l led  pre-  
war  dwellings.  

But when  rent  control  was  eased in Britain and 
earnings became  more fluid, "council  tenants"  be- 
came a pr iv i leged group and source of i rr i tat ion to 
others.  Var ious  at tempts have  since been  made, on 
the whole  wi th  indifferent  success,  to ex t rac t  rent  in 
accordance  wi th  the tenants '  means,  usual ly  through 
rent  rebates  for poorer  and larger  families, and the 
central  Government  now intends  to replace the basic 
subsidy by a contr ibut ion to the loan charges on the 
capital  cost  of houses, re la ted  to var ia t ions  in in teres t  
rates  paid by local authori t ies.  While  the hous ing  
subsidies af ter  the war  were  des igned to enable  n e w  
dwell ings to be let, despi te  higher,  building costs,  at 
similar rents  as rent -contro l led  houses,  they  are thus 
now in tended  to offset the high interest  level  in the 
capital  market .  Al though their  effect has not  changed, 
their  mot ive  has in one impor tant  respect :  The in- 
tent ion is to make house-bui ld ing i n d e p e n d e n t  of 
in teres t  rate  movement s  whi le  cont inuing to keep  
rents  low. Pr ivate  house-owners  will  be able to claim 
a similar reba te  which ef fec t ive ly  reduces  the net  
cost  of mor tgage  in teres t  to 4~ both  for local 
authori t ies  and pr iva te  mortgagors ,  f o r  "council  
tenants"  and pr ivate  o w n e r - o c c u p i e r s .  The cost  of 
housing subsidies  in 1964/65 total led s 150 million; 
by 1969/70 they  were,  before  the la tes t  changes, ex- 
pec ted  to rise to over  s 250 million. Under  the  new 
sys tem their  cost  to the State will of course  depend  
on the in teres t  rate~ at which it b o r r o w s ,  and among 
its indirect  benef ic iar ies  wilt be those lenders  who  
as a result  of the Exchequer help  will  r ece ive  the full 
market  rate  whereas  local authori t ies  and pr iva te  
borrowers ,  if left to their  own resources,  might  not 
have  felt able t o  bear  such high loan charges. 

The Changed Character of Farming Subsidies 

That the immedia te  rec ip ient  is not necessa r i ly  the 
sole of chief benef ic ia ry  is also s h o w n  by the  British 
agricultural  subsidies  which have  been  one cause of 
the sharp rise in tand prices.  They have  grown out 
of the war t ime food subsidies  which se rved  to keep 
the cost of essent ia l  foodstuffs steady. In the first 
few years  after the w a r  the aim changed to a max-  
imum increase  in home food production,  and this was  
achieved by a sys t em of guaranteed  pr ices  and as- 
sured  markets ,  supp lemen ted  by direct  grants  and 
specific subsidies,  chiefly to encourage  more  efficient 
product ion and s p e e d y  expansion.  Once this aim had 
been  secured,  more  f lexible  a r rangements  were  intro- 
duced: The fixed pr ices  gave  way  to market  receipts  
supp lemented  by "def ic iency payments"  which were  
based, commodi ty  b y  commodity,  on the difference 
be tw een  calcula ted fair  pr ices  and average  market  
proceeds.  As it was  the farmer who decided how 
much food to grow and market  prices f luctuated 
sharp ly  and unexpec ted ly ,  the burden  on the Ex- 
chequer h o w e v e r  rose  intolerably.  By 1961/62 price 
guaran tees  cost s 225 million, in addit ion to over  
s 100 mill ion of d i rec t  grants  and subsidies  to agri- 
culture. A further  r ise  in home product ion no longer  
being cons idered  desirable ,  it was therefore  decided 
to relate the gua ran tee  payments  to specific quan- 

t r i e s  of output  and  ar range minimum import  pr ices  
wi th  foreign as well  as British farmers  so as to ob- 
v ia te  h e a v y  def ic iency  payments .  At the same t ime 
pr ice  guaran tees  and direct  subsidies  w e r e  a imed 
more  direct ly  at ra is ing efficiency, cutt ing costs  and 
promot ing  a more  compet i t ive  s t ructure  and be t te r  
use of land and  labour  in agriculture.  

As in housing,  so in farming subsidies  have  become 
a p e r m a n e n t  inst i tut ion,  but their  character  and pur- 
pose  has changed. No longer  is it the aim to keep  
food pr ices  s t eady  or help the British farmer  agains t  
more  favourably  p laced  foreign s u p p l i e r s .  Both these  
objec t ives  can be achieved more  ef fec t ive ly  by  min- 
imum import  prices,  albeit  at some expense  to the 
British consumer .  The major  cons idera t ion  now is to 
mainta in  max imum levels  of home product ion  at the 
lowest  poss ib le  cost  so as to re l ieve the ba lance  of 
paymen t s  and to improve  the s t ructure  of British 
agr icul ture  with this long- term a i m  in view. Farming 
is turning into a business  offer ing as great  advan tages  
to the  h ighly  capitalised,  mechanised  and spec ia l i sed  
en te rpr i se  as o ther  industr ies,  and the case of sub- 
sidies to agr icul ture  will in future have  to be judged  
on the  same grounds  as that  of o ther  basic industr ies  
- - i t s  s t ra tegic  value,  the social  s ignif icance of a 
thr iv ing farming community ,  its inabi l i ty  to put  its 
house  in order  wi thout  suppor t  from the Exchequer,  
the effect  on t rade  wi th  Commonwea l th  and o ther  
foreign suppliers,  and Britain's ba lance  of payments .  

Deficits An Accepted Exchequer Liability 
in Nationalised Undertakings 

The financial  payments  by the State to the nat ional is-  
ed under takings ,  notably  the coll ieries and ra i lways ,  
differ from those  for housing and farming in that  t hey  
were  not conce ived  as contr ibut ions  to the running  
costs but were  a be la ted  recogni t ion  of the fact  that  
these  under tak ings  did not cover  their  expenses  out 
of revenue.  The nat ional ised enterpr ises ,  though 
managed  by  independen t  boards,  requi re  Gove rnmen t  
permiss ion  for pr ice  advances .  For politicaI as well  
as economic reasons  this has  not  been  readi ly forth- 
coming, wi th  the  resul t  that  coll ieries and ra i lways ,  
like the British Overseas  A i rways  Corpora t ion  which 
of course is exposed  to h e a v y  in ternat ional  compet i -  
tion, ran up considerable  deficits f inanced by  public 
money  and carr ied forward with the  approval  of the 
Government  or cancel led by  ad-hoc grants.  All the 
nat ional ised enterpr i ses  were,  at least  from 1951 w h e n  
a Conserva t ive  Government  took office, encouraged  
to adopt  normal  business  s tandards  and to cover  
their  outgoings,  taking one year  wi th  another ,  by 
their  current  revenue .  A compl ica t ion was intro- 
duced at once by  the need  for above-average  ex- 
pendi ture  on modernisa t ion  and rat ional isat ion,  and 
for these special  Exchequer grants  were  given,  at 
first wi th  the idea that  they  should  be repaid  w h e n  
the desired benef i ts  had been  obtained.  Later  how- 
ever  all r evenue  deficits were  accep ted  as an Ex- 
chequer  liability, subject  only  to cer ta in  quant i ta t ive  
limitations. 

That the coal mining indus t ry  and the  rai lways,  un- 
like the expanding  electr ic i ty  genera t ing  and gas in- 
dustries,  have  failed to balance the i r  accounts  is of 
course due to contract ing demand  for their  se rv ices  
and inroads by their  competi tors,  pe t ro leum and road 
and air t ransport .  Both could be made  to opera te  
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efficiently and profitably wi th in  a smaller  compass  
if they concent ra ted  on the outlets  for which they  
are best suited. T h e y - - a n d  the G o v e r n m e n t - - h a v e  
however  been  reluctant to do so, with the  resul t  that  
the rai lways still needed Exchequer grants  of wel t  
over  s f00 million annually in recent  years.  The rail- 
ways '  f inancial problem h o w e v e r  has at least  been  
proper ly  understood,  and public opinion is incl ined 
to accept  the experts '  dis t inct ion b e t w e e n  econom- 
ically justif ied services which can pay  for them- 
selves and those others which are social ly des i rable  
but need subsidizing, The Government  grants  are 
still re la ted to the ra i lways '  operat ing deficits  and 
capital requi rements  wi thout  regard to their  origin. 
Subsidies proper  are meanwhi l e  being paid  to bus 
operators  provid ing  a l te rna t ive  road serv ices  as a 
substi tute for closed ra i lway lines. The Nat ional  Coal 
Board has also run into f inancial  difficulties th rough  
re luctance to cut down opera t ions  as quickly as 
called for by  contract ing consumption.  It has  n o w  
been he lped  by a capital  recons t ruc t ion  which in- 
volved  wri t ing off s 415 mill ion owed to the  Ex- 
chequer and closing many  unprofi table  pits no longer  
required. 

Development Programme for Old 
Industrial Areas 

Yet another  sector  of the  British economy in which 
Government  ass is tance of various kinds has been  
given over  severa l  decades  is that  of the  old indus- 
trial areas in which the decline of the coal, shipbuild-  
ing and cot ton industr ies  and the popula t ion drift  to 
the  Midlands and South-east  made official act ion 
imperative.  At  first this took the form of encourage-  
ment  for p r iva te ly - sponsored  trading es ta tes  and 
loans for firms erect ing factories  on them. Rent, rate  
and tax concess ions  fo l lowed soon, and after the 
second  world war  annual  grants  and loans were  
g iven on a substant ial  scale to firms in these  regions  
which had no o ther  access  to f inance on reasonab le  
terms and towards  the cost  of removal  to develop-  
ment  areas, housing accommodat ion  and other  serv-  
ices. From 1960 grants  and cheap loans were  made  
available for "general  purposes"  such as the cost  of 
machinery, equipment  and working  capital, and fac- 
tories were  built  on public account  to be sold or let 
at rates well  be low those  in other  parts of the  coun- 
try. In 1963 the Government  under took to bear  a 
quar ter  of the cost of new factories, shops, offices 
and hotels  provid ing  addi t ional  employment  and one-  
tenth of the cost  of n e w  plant  and machinery. Finally, 
in addit ion to preferent ia l  t rea tment  as regards  tax- 
free depreciat ion,  all enterpr ises  in deve lopmen t  
areas from this year  qual i fy  for a cash grant  of 40 ~ 
in respect  of their  expendi tu re  on new plant  and 
machinery (Firms in o ther  regions only rece ive  20 ~ 
which in fact bare ly  makes  up for the s imul taneous  
wi thdrawal  of p rev ious  deprecia t ion allowances).  

Insofar  as these  var ious  concess ions  involve spend-  
ing of public money  for the benefi t  of individual  
firms, they must, unl ike  o ther  inducements  offered to 
business  en terpr i ses  in the deve lopment  regions,  be 
regarded  as subsidies because  they re l ieve the re- 
cipients of part  of the  expendi ture  which they, in 
common with  firms ope ra t ing  elsewhere,  have  to 
shoulder.  The very  fact  that  fur ther  incent ives  have  

had to be added at frequent intervals however sug- 
gests that these subsidies--and other concessions-- 
bare ly  offset  geographica l  and o the r  drawbacks in- 
he ren t  in factory locat ion in the deve lopmen t  re- 
gions. 

Subsidies Tend to Perpetuate Themselves 

The four sect ions  of the British economy covered  
h e r e - -h o u s i n g ,  farming, na t iona l i sed  ra i lways  and 
coal mines,  and the d e v e l o p m e n t  r e g i o n s - - n o t  only  
absorb the  bulk of Gove rnmen t  ass is tance  to be de- 
f ined as subs id ies  but have  done  so for a long time. 
It is one  of the main character is t ics  of these  pay-  
ments  that, though methods  and aims have  (:hanged 
in the course of time, they  have  b e e n  made  over  a 
long time in all these  fields, and the i r  overal l  cost  
does  not diminish. Subsidies t end  to pe rpe tua t e  them- 
se lves ,  as exper ience  proves.  Given  different  circum- 
s tances  there might  no longer  be a need  for such 
suppor t  by the State. A lower  in te res t  level in the 
capital  market  would  obvia te  hous ing  subsidies  in 
their  new form of reduced  in te res t  rates.  Dearer  im- 
por ted  food would  minimise def ic iency  payments  to 
British farmers.  Concen t ra t ion  on se l f -suppor t ing 
se rv ices  would  res tore  the ra i lways '  profi tabil i ty.  
Closure  of worn-out  pits, it is to be  hoped,  will  do 
the same for the coal mining indust ry .  At t rac t ion  of 
suitable,  efficient industr ies  to the  deve lopmen t  re- 
gions should  eventua l ly  al low the State  to w i t h d raw  
special  incent ives ,  as has indeed  h a p p e n d e d  in some 
smal ler  areas  already.  And  yet,  a l though the need  
for economy in public expendi ture  remains  as grea t  
as ever,  grants  and subsidies show no  sign of dimin- 
ishing. '~Purposive financial  ass i s tance  ", promised  for 
key  industr ies  in the  Labour Par ty ' s  elect ion mani-  
festo, cont inues  to be  essent ia l  for the  wel l -be ing  of 
here tofore  subsidized sectors  of the  economy, and 
the  Conservat ives" promise  to ensu re  cont inued sup- 
por t  f o r  farmers,  lower  the in teres t  bu rden  on hous-  
ing, s top t ranspor t  costs r is ing so fast, and deve lop  
fully the resources  of each region l ikewise invo lves  
a h e a v y  financial  outlay. 

In addition, both  part ies promise  to shift  part  of the 
local  rates  burden  to the S t a t e - - i n  o the r  words,  from 
the shoulders  of the ra te -payer  to those  of the tax- 
payer .  That  these  two are in fact  ident ical  i l lustrates  
v iv id ly  the dubious value of subsidies  as a means  of 
l ightening or shift ing financial burdens .  The mort-  
gagor  who pays  the full rate of in te res t  and the reby  
qualif ies for an income tax refund pays  the same ne t  
in teres t  as his ne ighbour  who opts for the lower  ra te  
which does  not offer tax relief. The consumer  who as 
t ax -paye r  contr ibutes  to def ic iency paymen t s  for the 
home farmer would pay more  for his food if t hey  
were  replaced by higher  import  pr ices  but less in 
taxes.  W h y  then choose subsidies r a the r  than some 
o ther  form of ass is tance or p ro tec t ion  which a Gov- 
e rnment  can grant  if required? In fact  subsidies  h a v e  
usual ly  been  se lec ted  as a method  of suppor t  w h e n  
an especia l ly  Big rise in tlre cost of a par t icular  com- 
modi ty  or service was to be avoided.  This h ap p en ed  
with housing, farm produce,  coal and  the ra i lways  
and is the reason for the local rate  subsidies  n o w  
hast i ly  promised. When  a substant ia l  r ise  in the cost  
of l iving threatens,  it is tempt ing to absorb the shock 
by  subsidies  so as to avoid consequen t  cost and wage  
increases  set t ing up an inflat ionary spiral. The pr ice  
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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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