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Raw Material Markets

1966—Pressure on Prices in Raw Material Markets

In 1966 the weak conditions of in-
ternational markets for industrial
raw materials have become clearly
visible. In March and April the
price increase that had started in
late summer of the previous year,
came to a stop. In the Western
industrial countries economic ex-
pansion slowed down and with that
demand for raw materials increas-
ed but moderately. Simultane-
ously raw material supplies from
production and stock-pile releases
rose considerably. Stodk disposi-
tions promoted a relaxation of the
market situation. Above all in the
second half of the year stock-keep-
ing was rendered more difficult
and expensive by credit restriction
and rising interest cost. Therefore
processing industries bought only
raw material quantities as required
for maintaining current production.
In some instances (e.g. wool) exist-
ing stocks were reduced even. Al-
though on an annual average the
price level in markets of industrial
raw materials has remained almost
unchanged in 1966 as compared
with the preceding year, from De-
cember, 1965, to December, 1966, it
declined by no less than about 5 %e.

At times events on the raw ma-
terial markets were overshadowed
by occurences in the non-ferrous
metal markets. The continuous bull
movement in the copper market,
mainly causing the remarkable in-
crease in the price level of all in-
dustrial raw materials in spring, by
mid-April was followed by a seri-
ous collapse of prices after the
strikes in Chile and Sambia had
been brought to an end. At the
same time the retrograde price
trend in the lead and zinc market
became more pronounced, although
recently in the case of zinc this
trend did not continue due to sup-
porting purchases by producers. Tin

prices also declined and at present
lie hardly above the support price
of the international tin pool. Fluc-
tuating copper prices have recov-
ered noticeably in the meantime
due to losses in production and de-
livery in Sambia.

Slowed down growth of indus-
trial production in the Western
world will continue to damp de-
mand for industrial raw materials.
Only in the case of several strate-
gically important raw materials a
still more strongly increasing de-
mand will continue in the United
States. But this demand should be
covered to a large extent from
stock-pile releases (e.g. copper) and
thus price raising influences will
be kept within narrow limits. A
temporary growth of demand is
possible for some raw materials if
the processing industries cannot
fall back on their stocks anymore
but have to cover all of their cur-
rent demand in the market.

In 1967 raw material production
will still increase noticeably. Above
all in the case of non-ferrous
metals the expansion of capacities
—1initiated two years ago at a time
of rising prices—leads to rapidly
rising outputs. This would also ap-
ply to copper if there had not been
continuous disturbances of produc-
tion. As regards caoutchouc, pro-
duction is also growing more quick-
ly than consumption, while in the
case of wool and jute the supply/
demand situation will hardly devel-
op more favourably for the proces-
sing industries.

Also during the next year Amer-
ican stock-pile policies should be
directed towards a rapid reduction
of stocks considered to be redun-
dant, in order to influence favour-
ably the American balance of pay-
ments, But even if stodks should

already have declined below the
minimum level (e.g. copper) the
stock-pile authority will influence
the market by regulating prices
through sales. On the other hand,
the Administration will hardly be
in a position to increase stock-pile
sales irrespective of the develop-
ing countries whose foreign ex-
change proceeds would be reduced
through price cuts at least in the
short run.

The development of the supply/
demand situation in the market of
industrial raw materials therefore
is indicating another slight reduc-
tion of the price level in 1967. For
in general the growth of demand
should somewhat lag behind sup-
ply increases. Due to a growing
elasticity of supply even an anima-
tion of demand caused by stock
policies will hardly lead to a ten-
sion in the supply situation. Only
in the case of another acceleration
of economic growth basing on
cyclical trends or an unexpected
escalation of the Vietnam War
rising prices are to be anticipated.

In 1966 food markets continued
to be marked by a continuous im-
balance between production and
consumption. Although already
now the exporting countries have
considerable unsold stocks on hand
they are expanding their produc-
tion still more strongly than would
be required for the covering of the
but slowly increasing consumption.
Only in the case of cocoa and
wheat did the supply/demand con-
ditions change somewhat in favour
of the producers. On an annual
average the price level in the food
markets was only 1.3% lower in
1966 than in 1965. The coming
vear will hardly bring about major
changes of food prices.

Erratum:—The heading of the ar-
ticle by Karlheinz Kleps in INTER-
ECONOMICS, No. 12, 1966, p. 13,
should read: Prices and Incomes
Policy—The Way out of Inflation?
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