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INTERNATIONAL BANK FOR RECON.'-l'TRUCTION AND DEVELOPAIENT 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

CONFIDEl'JTIAL 

SENIOR STAFF MEETDJG SSM/A/68-2 

March 7, 1968 

DECLASS E 

A 1 
BCr AR< f 

STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

The attached draft outline of the study of the above problem which 

is being prepared by the Bank and Fund in response to the resolution 

adopted at the 1967 Annual :Heetings is circulated for comments, which 

should be given to Mr. Avramovic as soon as possible. 

Distribution: 

Senior Staff, Bank and IFC 

C. H. Davies 
Secretary 



MATERIAL FDR OUTLINE TO BE PRESENTED TO BANK AND F'UND BOARD 

STUDY ON PRDBLEM OF STABILIZATION OF PRICES 
OF PRIMARY PIDDUCTS 

NOTE: The attached draft outline has been prepared by the joint Fund-B:ltlk 
lvorking group as a basis for the organization of its "WOrk on thin 
study. The outline is of course subject to such revisions, as 
regards both addition and deletion, as may appear appropriate in the 
course of the work. 

PART I 

The General Setting (Chapter I) 

1. The problems of instability and of adverse trends in the exports 
of less-developed countries have been studied intensively over a long period 
of time from many points of view ~th limited progress towards a solution. 
Ho1-rever, there are some new elements in the present situation, which may 
lead to a more effective attack on the problem: 

(a) A general recognition that the solution of some of the problems 
of commodity trade is intimately connected with the· development 
efforts of the less-developed countries, concerning both the 
choice of development strategy and the ability to finance the 
chosen pattern of development. 

(b) An important consequence of recognizing policies relating to 
conrrnodi ties as the means of promoting the economic developmer.t 
of the poor countries is that in participating in international 
commodity negotiations, e:xporting and importing countries r.~ c;:/ 
be urged to take account of the major interests of development, 
and not only of the interests of the respective producers and 
consumers of individual connnodi ties. 

(c) One important question, which needs careful investigation, is the 
possibility that certain international policy actions related 
directly to conrrnodity trade may provide donor countries 1nth a 
more convenient vehicle for the transfer of development assistance 
to the less-developed countries, as indicated in some aspects of 
the proposals for an organization of markets. 

2. Foreign exchange receipts of developing countries derived from primary 
products have varied from year to year. Over the longer run, trends in e:xport 
receipts of the LDC's, taken as a Whole, have shown slow growth: slow relative 
to the growth of world trade and slow relative to the increase in imports re
quired to sustain a satisfactory rate of growth in these countries. For indi
vidual primary products and for individual countries, trends have ranged frorr! a 
rapid increase to a slow decline. For many products, the demand rises slowly and 
in a fluctuating manner. 
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3. The commodity problem is a part of the general problem of develop]'11(';r;t. 
Fluctuations and adverse trends reflect the excessive dependence of loH-incon~o 
countries on primary products and their limited flexibility of shifting resour ·.~c,::; 
i.n more productive uses. The problem is con:pounded further by restrictions on 
market access, which throw the burden of adjustment on the low-income countriev 
rrhose resource mobility and therefore the capacity to adjust is severely linri. tt:d . 

4. Not all external difficulties of developing countries result from "IJE:ak 

commodity trends: a particular country or a group of countries may fail to pro
duce for the existing international demand, whether the latter increases slowly 
or rapidly, while increases in imports are frequently induced by inappropriate 
domestic policies. Foreign exchange difficulties which are caused by inadequate 
supplies of primary products in strong demand in external or domestic markets of 
the low-income countries or by bursts of their import demand cannot be attributed 
to the commodity problem. 

5. Wide price fluctuations and weak price trends are serious insofar as 
they cause instability and adverse trends in countries 1 e:xport earnings and pur
chasing po1-1er and affect the competitive position of primary products. The 
ultiu~te solution for excessive dependence by less-developed countries on products 
1nth sluggish long-term growth in demand, or with wide price fluctuations or 
Hasteful cobweb-type supply responses, lies in the acceleration of economic 
growth and of diversification in the low-inccme countries. The question is 
whether intermediate solutions can be found: they should reduce fluctuations in 
earnings and prices, improve long-term earning capacity, and at the same time 
facilitate (and certainly not make more difficult) the resource shifts necessary 
to accelerate growth and diversification. The problem is whether and through 
what means these objectives can be made mutually consistent. Effective action 
on the earnings of primary producers may, according to differing conditions, 
demand a combination of approaches, in fields including price stabilization, 
international fiscal action, improved market access, etc. 

6. One of the major consequences of the commodity problem for the LDC's 
is the impact on their balance-of-payments position in the short run, as an 
.J.djunct to the pursuit of long run development policies. As such, it is .J J··,ci,,JJ 

affecting the role of the IMF in relation to these countries. 

7. At the same time, the conunodity problem is also a part of the go.nt;r:~l 

problem of development. Here: it is a factor affecting the role of the IBRD ·1.11 

relation to these countries. 

Trends and Fluctuations in the Commodity Trade of the LDC 1 s (Chapter II) 

8. Sununary presentation (rates of growth and measures of instability) 
of prices, quantities and values of exports of major commodities and r1 'i r
dividual developing countries. Both short-term and periodic fluctua.tion3 should 
be discussed. 

9. Analysis of results . Not all commodities suffer from the cornmod!.ty 
problem: there are primary products -- e.g., petroleum, aluminum -- for -v.1Iich 
denumd rises rapidly, price fluctuations are limited, and supply is adjusted 
with rel.Jti ve speed to demand trends ar1d demand fluctuations. There are al :n 
commodities 'Whose price fluctuations are very wide, but the underlyinr, drwnnd 
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trend ls strong (e.g., copper). In many cases, however, a relatively sloH Grr•Fth 
in demand is combined Hi th price variations; and in the case of agricultural 
products, cobHeb-type supply reactions may cause a continuing sequence of ove1 -
·tn,J under-production. 

(>nJ:::;es of Adverse Trends and of Instability (Chapter III) 

10. Relationships of price, volume and value. Condition of demand and 
supply in 1·Jorld markets for primary commodities. Some illustrative statistica2.. 
analysis of demand and supply functions for export. 

11. Demand factors underlying long- term trend. Supply factors underlying 
trend the long-term tendency of developing c:ountries to over-cram the markets 
of primary products due to absence of al ternat:i.ve e~loyrnent opportlni ties. The 
role of synthetic substitutes and of limitations on the access to markets. 

12 . Factors involved in cyclical and irregular fluctuations. Relationship 
of price fluctuations to fluctuations in export earnings and producers' incomes . 
Relative i~ortance of demand-induced and supply-induced instability. 

13 . Summary examination of factors behind major short-term declines in 
export earnings experienced in this period. 

Consequences of Adverse Trends and of Instability (Chapter IV) 

14. Effects of adverse trends on i!IJ)ort capacity, inco.me gromh and 
possibly on production and investment patterns. Effects on ability to fina~ce 
development. Experience of the Bank with member countries. 

15. I~act of instability on producers' decisions -- cobHeb effects . 
I~act of instability on the demand for primary materials -- the competitive 
position of primary products vs. synthetics • . 

16. I~act of fluctuations in prices and export receipts on p~yments dtf-
ficulties and on the maintenance of internal equilibrium -- issues arising for 
national authorities in domestic financial policies and on balance- of-payments 
adjustment Hi th unstable commodity markets -- experience of the Fund Hi th me"'!ber 
countries. 

International Commodity Policies: Past Experience and Proposals (Chapter V) 

17. A brief review of general approaches to stabilization-- the Havana 
Charter -- the UNCTAD approach -- the organization of markets -- other approa~hes . 
The case for a commodity-by-commodity approach. 

18. Techniques of commodity stabilization - - application of these techniqueu 
in the postwar period. Problems of negotiation and problems of effectiveness of 
the t echniques themselves . 

Measures for Dealing with Fluctuations Around a Trend (Chapter VI) 

19. The concept, distinguished from price leverage. Various techniqw·s 
available - - buffer stocks -- and other or supplementary techniques to influence 
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prices, quantities, and earnings, including quotas, levies, buffer funds, nrulLi
lateral and bilateral contracts and market access. Particular conditions of 
elasticities, pattern of flv.ctuations, commodity characteristics, favoring a.l
ternati ve techniques. Effects on export earnings/availabilities, producer earn-
ings and on trend. 

20 . Buffer stocks: criteria for establishment of buffer stocks (physic~ 
and economic). The problems of management, price adjustment (moving average vc . 
steps ), relationship to commercial stocks. Financial aspects of buffer stocks 
under various alternatives. 

Heasures for IITJ?roving the Level and Trend of Earnings (Chapter VII) 

21. Different ways of L11proving the level and trend of export earnings: 
irr~rovement of access to markets, improvement of the competitive position of 
primary products in relation to synthetics, stimulation of exports of manu
factured goods from developing countries, management of supply of primary products . 

22. The concept of remunerative prices, the concept of adverse trends 
defined in relation to the possibilities of improving the trends. 

23. Conditions under "Which supply management is feasible and appropriate. 
Techniques of supply management: export restrictions with or wL thout production 
controls; export levies; diversification; import levies in developed consuminr, 
countries for transfer to developing producing countries. Link wL th buffer 
stocks. The efficiency problems. Suitability of particular ·commodities to suppl, 
management and to different techniques of management, depending on the character
istics of commodities. Implications amang producing countries and consuming 
countries . 

21.+ . Side effects of supply management -- problems relating to ne1v producers., 
ten~s of competition, etc. 

25. Financial implications of supply management for the exporting and i::r.-
porting countries. 

The Problems and Prospects of Diversification (Chapter VIII) 

26. Diversification as part of over-all development policy. Different con-
cep~s of diversification -- in the broad sense (development of new activities 
-v.rLthout displacing factors of production from the existing activities) and in 
the narrow sense (displacement of factors). Experience with Jiversification. 
The most acute cases. The localized cost (nationally) and the wide-
spread benefits (internationally) of diversification. Financial aspects of 
diversification in the nar~JW sense. Who should diversify? The need for inter
national decision-mald ng in diversification in order to avoid emergence of surpluses 
in alternate products. The link with internal price policy within the developing 
countries. 

Summary (Chapter IX) 

27. A SUj'TIJ'Tlary review of the analytical report (Part I) with special refer-
ence to the differ:ing financial implications of the various approaches ctiscu:..;sed. 
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PART II - Bank 

Implications for possible actions by the World Bank Group. 

PART II - Fund 

Implications for possible actions by the International Honetary 
Fund . 

Joint Fund-Bank Working Group 
March, 1968 



Mr. Avramovic April 12 1968 

Irving S. Friedman 

Comm.odi ty Stu~ _ 

At ye3terd.ay 's Board n:.eet.ing !f..r. Mejia-Palacio said that he 
hoped that the problems of fats and oils ~'auld be included in 
our Commodity Study. 



FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: FILES DATE: larch 21, 1968 

FROM: Andrew M. Kamarck A. ·M. Kamuck (signed) 

SUBJECT: Buffer Stock Financing by the Bank 

At lunch on March 20 with Mr. Avramovic we talked about the Rio 
Commodity Study. Mr. Avramovic said that he had not yet bee able to 
get a clear answer as to whether the Bank could undertake buffer stock 
financing and the und did not eem to be able to ke up its mind as 
to whether it wishes to undertake it. I suggest d to Mr. Avramovic 
that we might consider the following ide 

That the Bank sponsor a n fund or agency to do buffer tock 
fin ncing. This would be funded by a grant from the Bank's profits 
and contributions from developed countries on the model of the U.S. 
offer to the !CO for the Diversification Fund. 

It s ems to me that the Bank, lik other public or private corpora
tions, can use its profits, in lieu of paying dividends, in any way the 
shareholders gr e. Several years ago th Bank decided to ake a grant 
of around $10 million, if I remember the figure correctly, for educa
tional purpos s. This was never used b cause on second thou hts the Bank 
decided this would put u in the foundation bu iness and we w re not 
qualified to so operate. If we can make a grant for education, we can 
certainly ake a grant to finance a buffer stock inancing agency, 1£ 
our shareholders agree that this i to the benefit of the developing 
countrie • 

There ia at least one industri liz d country that regards this 
c odity field s important; and other countries could also be approached 
to make a pecial contribution for such purpose. It may be that the 
IMF would also be willing to make money available out of ita profits 
for this purpose. 

ec: Mr. riedman· 
Mr. Kalmanoff 

AMK:ner 



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

SENIOR STAFF MEETING 

STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

CONFIDENTIAL 

SSM/A/68-2 

March 1, 1968 

DEC'LASS F D 

AR I ?Q 3 
WB( (HIV , 

The attached draft outline of the study of the above problem which 

is being prepared by the Bank and Fund in response to the resolution 

adopted at the 1967 Annual Meetings is circulated for comments, which 

should be given to Mr. Avramovic as soon as possible. 

Distribution: 

Senior Staff, Bank and IFC 

C. H. Davies 
Secretary 



MATERIAL FOR OUTLINE TO BE PRESENTED TO BANK AND FUND BOARD 

STUDY ON PROBLEM OF STABILIZATION OF PRICES 
OF PRIMARY PIDDUCTS 

NOTE : The attached draft outline has been prepared by the joint Fund-BJ.!"lk 
1..rorking group as a basis for the organization of its work on this 
study. The outline is of course subj~ct to such revisions, as 
regards both addition and deletion, as may appear appropriate in the 
course of the work. 

PART I 

The General Setting (Chapter I) 

1. The problems of instability and of adverse trends in the exports 
of less-developed countries have been studied intensively over a long period 
of time from many points of view with limited progress towards a solution. 
However, there are some new elements in the present situation, which may 
lead to a more effective attack on the problem: 

(a) A general recognition that the solution of some of the problems 
of commodity trade is intimately connected ~th the· development 
efforts of the less-developed countries, concerning both the 
choice of development strategy and the ability to finance the 
chosen pattern of development. 

(b) An important consequence of recognizing policies relating to 
commodities as the means of promoting the economic developmc!lt 
of the poor countries is that in participating in internati<:mal 
commodity negotiations, e:xporting and importing countries ~~ ·;," 
be urged to take account of the major interests of development, 
and not only of the interests of the respective producers and 
consumers of individual connnodi ties. 

(c) Qlne important question, which needs careful investigation, is the 
possibility that certain international policy actions related 
directly to commodity trade may provide donor countries 1~th a 
more convenient vehicle for the transfer of development assistance 
to the less-developed countries, as indicated in some aspects of 
the proposals for an organization of markets. 

2. Foreign exchange receipts of developing countries derived from primary 
products have varied from year to year. Over the longer run, trends in export 
receipts of the LDC's, taken as a Whole, have show.n slow growth: slow relative 
to the growth of world trade and slow relative to the increase in imports re
quired to sustain a satisfactory rate of growth in these countries. For indi
vidual primary products and for individual countri~s, trends have ranged frorrJ a 
rapid increase to a slow decline. For many products, the demand rises slowly and 
in a fluctuating manner. 
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3. The commodity problem is a part of the general problem of development. 
Fluctuations and adverse trends reflect the excessive dependence of low-income 
countries on primary products and their limited flexibility of shifting resour •_: (:! G 
i.n more productive uses. The problem is conp01mded further by restrictions on 
market access, which throw the burden of adjustment on the low-income cmmtries 
1'~1ose resource mobility and therefore the capacity to adjust is severely lini.t .'":d, 

4. Not all external difficulties of developing countries result from weak 
commodity trends: a particular country or a group of countries may fail to pro
duce for the existing international demand, whether the latter increases slowly 
or rapidly, while increases in imports are frequently induced by inappropriate 
domestic policies. Foreign exchange difficulties which are caused by inadequate 
supplies of primary products in strong demand in external or domestic markets of 
the low-income countries or by bursts of their import demand cannot be attributed 
to the commodity problem. 

5. VQde price fluctuations and weak price trends are serious insofar as 
they cause instability and adverse trends in countries 1 export earnings and pur
chasing poHer and affect the competitive position of primary products. The 
ultimate solution for excessive dependence by less-developed countries on products 
<vith sluggish long- term growth in demand, or 'With 'Wide price fluctuations or 
wasteful cobweb-type supply responses, lies in the acceleration of economic 
growth and of diversification in the low-inccme countries. The question is 
whether intermediate solutions can be found: they should reduce fluctuations in 
earnings and prices, improve long-term earning capacity, and at the same time 
facilitate (and certainly not make more difficult) the resource shifts necessary 
to accelerate growth and diversification. The problem is whether and through 
what means these objectives can be made mutually consistent. Effective action 
on the earnings of primary producers may, acc.ording to differing conditions, 
demand a combination of approaches, in fields including price stabilization, 
international fiscal action, improved market access, etc. 

6, One of the major consequences of the commodity problem for the LDC's 
is the impact on their balance-of-payments position in the short run, as an 
adjunct to the pursuit of long run development policies. As such, it is u f :.:~.ci>ol · 
affecting the role of the IMF in relation to these countries. 

7. At the same time, the commodity problem is also a part of the genE:r~Jl 
problem of development. Here: it is a factor affecting the role of the IBRD in 
relation to these countries. 

Trends and Fluctuations in the Commodity Trade of the LDC 1 s (Chapter II) 

8 , Swmnary presentation (rates of growth and measures of instability) 
of prices, quanti ties and values of exports of major commodities and or· i.r.
dividual developing countries. Both short-term and periodic fluctuations should 
be discussed. 

9 . Analysis of results. Not all commodities suffer from the commodity 
problem: there are primary products -- e.g., petroleum, aluminum -- for vrl1ich 
demand rises rapidly, price fluctuations are limited, and supply is adjusted 
'With relative speed to demand trends aild demand fluctuations. There are aJ ;o 
commodities Whose price fluctuations are very wide, but the underlying dcmcnd 
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trend is strong (e.g., copper). In many cases, however, a relatively slow Grr-11rth 
in demand is combined with price variations; and in the case of agricul tur<1l 
products, cobweb-type supply reactions may cause a continuing sequence of oveJ
·trld under-production. 

r. ·me es of Adverse Trends and of Instability (Chapter III) 

1 0 . Relationships of price, volwne and value. Condition of demar1d and 
supply in -vrorld markets for primary commodities. Some illustrative statistica~ 
analysis of demand and supply functions for export. 

11. Demand factors underlying long-term trend. Supply factors underlying 
trend the long-term tendency of developing countries to over-cro~ the markets 
of primary products due to absence of alternative ~mployment opportuli ties. The 
role of synthetic substitutes and of limitations on the access to markets. 

12. Factors involved in cyclical and irregular fluctuations. Relationship 
of price fluctuations to fluctuations in export earnings and producers' incomes. 
Relative importance of demand-induced and supply-induced instability. 

13. Summary examination of factors behind major short-term declines in 
export earnings experienced in this period. 

Consequences of Adverse Trends and of Instability (Chapter IV) 

14. Effects of adverse trends on inport capacity, inco.me growth and 
possibly on production and investment patterns. Effects on ability to finance 
development. Experience of the Bank with member countries. 

15. Impact of instability on producers• decisions -- cobweb effects. 
Impact of instability on the demand for primary materials -- the conpetitive 
position of primary products vs. synthetics •. 

16. Impact of fluctuations in prices and export receipts on payments d.i f' .• 

ficulties and on the maintenance of internal equilibrium -- issues arising for 
national authorities in domestic financial policies and on balance-of-payment.~ 
adjustment with unstable commodity markets -- experience of the Fund with mc"'.ber 
countries. 

International Commodity Policies: Past Experience and Proposals (Chapter V) 

17. A brief review of general approaches to stabilization-- the Havana 
Charter -- the UNCTAD approach -- the organization of markets -- other approar.hes. 
The case for a commodity-by-commodity approach. 

18. Techniques of commodity stabilization -- application of these technique.., 
in the postwar period. Problems of negotiation and problems of effectiveness of 
the techniques themselves. 

Measures for Dealing with Fluctuations Around a Trend (Chapter VI) 

19. The concept, distinguished from price leverage. Various techniqw·s 
available -- buffer stocks -- and other or supplementary techniques to influence 
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prices, quantities, and earnings, including quotas, levies, buffer funds, multi
lateral and bilateral contracts and market access. Particular conditions of 
elasticities, pattern of flnctuations, commodity characteristics, favoring <Jl 
ternati ve techniques. Effects on e:xport earnings/availabilities, producer earn-
ings and on trend. 

20 . Buffer stocks: criteria for establishment of buffer stocks (physic~ 
:J.nd economic). The problems of management, price adjustment (moving average vs. 
steps), relationship to commercial stocks. Financial aspects of buffer stocks 
under various alternatives. 

Neasures for Irrvroving the Level and Trend of Earnings (Chapter VII) 

21. Different ways of i.11proving the level and trend of e:xport earnings: 
irrvrovement of access to markets, improvement of the corrpetitive position of 
prim:J.ry products in relation to synthetics, stimulation of e:xports of manu
factured goods from developing countries, management of supply of primary products. 

22 . The concept of remunerative prices, the concept of adverse trends 
defined in relation to the possibilities of improving the trends. 

23. Conditions under which supply management is feasible and appropriate. 
Techniques of supply management: e:xport restrictions with or without production 
controls; e:xport levies; diversification; import levies in developed consuming 
countries for transfer to developing producing countries. Link with buffer 
stocks. The efficiency problems. Suitability of particular 'commodities to supp J .
management and to different techniques of management, depending on the character
istics of commodities. Irrvlications among producing countries and consuming 
countries. 

24. Side effects of supply management -- problems relating to new producers _, 
tenns of competition, etc. 

25. Financial irrvlications of supply management for the exporting and irr..-
porting countries. 

The Problems and Prospects of Diversification (Chapter VIII) 

26. Diversification as part of over-all development policy. Different con-
cepts of diversification -- in the broad sense (development of new activities 
without displacing factors of production from the existing activities) and in 
the narrow sense (displacement of factors). E:xperience with diversification. 
The most acute cases. The localized cost (nationally) and the wide-
spread benefits (internationally) of diversification. Financial aspects of 
diversification in the nar~>W sense. Who should diversify? The need for inter
national decision-making in diversificatinn in order to avoid emergence of surpluses 
in alternate products. The link with internal price policy within the developing 
countries. 

Summary (Chapter IX) 

27. A swnmary review of the analytical report (Part I) with special re.fer-
ence to the differing financial implications of the various approaches discussed. 
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PART II - Bank 

Invlications for possible actions by the World Bank Group. 

PART II - Fund 

Invlications for possible actions by the International Monetary 
Fund. 

Joint Fund-Bank Working Group 
March, 1968 
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4. Dr. 

6. As I un tw i 81 
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AVR/ l 
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March 1, 1968 

DE:nr Dr , l'r e'b isch: 

I have r~ceiv10:d yotll· letter of Fcbrusr<J 7, 1968 t:r'o.ns~1ittin~ i.o 
t he I:e.r>.2t;: the co:iclusion of the u:·;cT.A.i) }.2(':)] orn.to'C'·-r lfc:cti:o r: on Runber of 
Decen1;er 19G7 t:1~1.t it voulr.1 r:elp to r eli;v:e th-:! . ~ro1)le.:s ~ :ffc..~iPZ, t!'le 
prodilCers of nc>.hu:e.l ru1:l:c:r if the I ntcrrntio:12.l P.e.n~ for Decons·tru~tion 
fui1 Dev2lo~ncn·t e.:1J. the Intcrns.tional lbu2t3.r.f Tl1~"J.cl "study :::.p::;1· opriat~ 
fi nencial , iE:8.stu·e:; >rhich mi::;ht be intro::luc8d. to co:c:;?<::n·:;atc n2.tur;u rub ocr 
prod·...:ccrs for ttcir los s of forei~n c;.o:c:10nz;e, :!_)O:::s5.bl:r id ti1in tl.e conte:{t 
of the rcsoln~io~. r~l:J.tin::; to th~ staoiliz.o.tion o:f.' cm-:-::·1o11ity p1·ic:::~;; 

aclo:r•tcd at th '~ joint r.1e:c:tin.:; of the I:oc.rJ ·~; of Go72l"nors of t;, .~ I:SI\.D cr:d. 
HD" helc1 v.t Rio de ,J., ne iro in 3cptc~··:oc!· 1967. •: 

'l'he study ,;·}1 ch vdll flo~; fro-1 tne: ~1io n.e:-.olutic:< is :p:o.·.:::;en~~ly u:1~le:r 

vay at the staff lc\rcl of the }}c:.n1
: emd its :fin~,.l i'OJ:'.'l E·:r·d cor.';.en-::. 1.TiJ.l 

not l)e clct~r::tinc:'d for so~"~e tir13. l7e P .. rr:, of C Ol1:ts~~) ~: c~.::~l:.,- c;;,-~:~~ o? ~T:e 
difficu~ties cr~~!.ted fo:r- t1~e rtl";:;·Ccr e:~~)o:rti~1.3 ~ o;.i.ntr1.es as c. r· e~,-:...1lt o; 
the sh:u-:p U.ecliDe i n p:dces since'! 1965. t''.oilc thcr.:; <,:·-.; }lT2.ct5.c::.l li::! l ts 
to th-2 dccJ:·ce to ,-l!ic}l our stud;:; c2.n e:-:-r,J.o:c2 soL\t.icns to JY!.'o~:;le ::,s of 
i ncl.ividu;1.l co:-•::w;l:! tics, I assure you th0.t \Te v:ill nev.::rt\clc:E;s ta.:e the 
Exp1o:Cc!.:,C,l"'J ?-:cetin_; • 3 co::.c l1l3ion it1to £.ccou . .rrt ir1 the co:1t2zt of o'l.J2~ y-ol·1::. 
on the stu:1y . 

'l'he !3tud.y l>y t~e Ic::.n}: staff entitled 11 ~.:upple:;-·~r:nt:ll"J Y.'innnd.al i:e aSl.J.res , 1: 

C .-<~~l,.J·el in 19(,5 to-'"'.._ ',~r n1· t'n .... t,,.,. "'"''1 l''-~O""l n..,..,..,.,--,.. -•.- -· ... lo~"':'l ~~ t'l-v~~;.' ....:v &...! ~ v, ·u"-=u:..:.t.. "' · \.1 .!._ .... c;,;...l...:..\..1. v~ •H .. .:..- 1."'·£-""-J..t.J U._*\ . .... .:_ .... · ...... ·\. - c.v 1.~ 

. UiTCT/,D neet:i..n_::;;s th[d; have COClsiC:.~r;:d the.t study, rt?.:.J a.lso b3 of inter2st to 
countries in c o:Jsid·~rin;~ poss i 'ule vc::.ys of dealin:; T.dth the prooJ.ens atlcl'l:'essetl 
by the :i2.pl orc.tory l!eetin; . 

DT . lhul Prebisci1 
Secr.:)t ar-;v-SenGr <:>.l 
Unitecl lfe.tions Confe:renc·= on 

Tr«.d.e 8'l~l Dc:vclor::.·2nt 
Pal~is de3 ilatlo~s 
Gen-::vB., s-:.; i t~~~·l:-t_:! \1 

.. ·.• t ' • 

An,:acone: GDT.·icoC.s: n':!r 
February 29, 1968 

Sincerely yours, 

jSigned ) George D. Woods 

'\Hess:rs . Frie±:nan , De::rr.J.th, Ka.ms.rck, Avra:1 ovic 
I 
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1
N A T I 0 tl S C 0 N F E R UJ C E GOIJFEI1UJCE DES NATIOiJS UfJIES 

SUn L.F. COfilL1Ef1CE ET LE OEVELOrP~r~:urr ON TRADE AND DEVELOPMENT 

OFFICE OF THE SECRETARY-GENERAL 
OF UNCTAD 

BUREAU DU SECRETAIRE-GENERAL 
DE L'U NCTAD 

Ut egrammes : UNATIONS. GENE'IE 

Tel ex : 2'2.212 ou 22.344 

Palais des Nat ions 

CH- 1211 6E NEYE 10 

Telephone: 3450 11 334000 332000 3J10GO 

REF. No.: 

7 February 19GS 

.An UNCTP...D Explorator.r !.~cctine on Th.1.bber wa.s held i n Geno-v-a 
in Doc<:w.ce:r 1967, to eY..-:'2inc the difficulties a1.·i.si.ng i n i nter-
n ational trade in ru.bbE:r. As you kno·:;, the price of nah~z.·sJ_ 
r~olbber hss d eclined shar:ply over ihe p2.!'}t yer~:::-.5 ar;.::l this h2,s h2d 
serious reperc-..:ssions on the expol~t e2.rnines of nc.:tu:ral rubber 
producing countries" 

The Exploratoyy J,reeting, h2..ving Y\)V:i.e:;-;rcd the \7orld r~<bbe:r 
si bJ.ation and co~1siderul a m.u:ber of prupo.:oa.ls for cwtion snb
mi tts-G. by the n2.t-t.u.~aJ. rubb:;r :producinc CCll.llt.ries, concl ud.e0.. that 
t he e..c1option of certain me2S1..n:es uoulcl heJ:p to relieve the p:co-
blcr.1S f e,cins the pl.'C-ducors of natur-c.l I"~J.bbcro Tnese m£:asm.·es 
are outlined in the concludir.g para,s-rDph of th e R-c;port of the 
Explo1atory !Eeetine on Rnbber ;;hich was i sm.:.8d a.s ffiTCT/J) doCi..i.!:'J~nt 

TDl39 dated 22 Dcc:::1be~ 1967. 

I am a.dclrussing t!:tis l etter to yo".l to dra':/ ycur atbntion to 
one of the rree.sures recocne:nded. by t he E:x.1Jlora.to~:r 1~;;eting, Yihlch 
specifically rafcrs to the International B-3..."1}~ for Reconstruction 
and Develop:1ento The r e l c-ve..nt p 3..rag.raph of t he report to ·.-;hich 
I refer ree.ds as follo·,;s : 

um;cTAD should invite the Inte:r·naticrill fu..rJ<: fo r Pecon.s tr-uctio::~ 
211d Devel opn:nt 2.11.d. the I ntcJ'.1lational 1:0nctar.r FLL.'1u to stuc1y 
appropriate financial me2.surez i7hich might be introCluc.:;c1 to 
compensate natural rubb~r producers for t heir loss of foi·eicn 
ex\change, po.::sibly ·within the conte::-:t of the resolution 
relatine to th8 stc.bilizction of co~odit~l prices 8doptod at 
the joint rr,':) etine of the :E::>acls of Go·:crnors of the I BRD <ll:d 
liP h eld at Rio do J 2.!10il:o in SGptE:.0.1:er 1967 0 II 

./ 0 Q. 

llro Gcor.:;-·3 De l'Tcods 
Pres_d,~:.t 

Interr:o~ iio•nl ?an.k for 
Reconstruction and 
Devalo::-·:c::~nt 

1818 H Street, N.Wo 
Wa.shincto:n, D,C. 20433 , 



UNCTAD Pag e 2 

I l7ould be g.r."c:~.te fu.l if you could adyise me at your earliest 
convenimc.:! whether the Internatj_cnal 13-::!.nk ciGht bo in a pos ition 
to un<.lertake suc"h stuc1yo I \7ould also welcome arly vic·.vs whlch 
you ~2y have on this s~bjecto 

,-:t "'·'-"''"""''-·'-',.-'c~- -<·-'-".~7 

_,·'<"; 

fulil PrebiccJ1 



TO: 
THRU: 

~J:r . Alex:1.acler St{:;venson 
Mr. Avra."llovic 
Louis H. Gor;;u..'i: 

Rio r esolution studz 

Dec8~ber 14, 1967 

FollmrinG your request, I have atee:.1pt d to su:.-... ::1arize the present 
state of the Hork in the B::mk. To facilib .. te a."l asses0.nent of the progress 
made , this r evic-..r is presentsd follo~Jlng the five hcad.inJS used in ny oral 
prcs'"mtation ii"l the DopQrt,;1ent meeting a.nd ny note to Hirsch of Hovem.ber 3. 
Follot-dng the mscting of Decc:..'".'lber 15th, a n2T:T note cou~d b8 urittsn. 

There i s an option bet~iecn attempting to present an e:':haustivc picture 
and illustrati.>1~ tln gcno:r.al problc=rs by ii8ll scJ.ect~·d e:;.:a.r.iples . F'or 
example, efforts could be gr;ared to t!le esti;::1.ation of the cost. of buff0r 
st.0ck operations for as Tllany co:-.nod.ities as possible or to !~he U:.1.Jers-G~'1.::;_i_ng 

of buffer st:Jck operations on fe:r e;c;,I;>les . In the case of, di-,rcrsifica.tion, 
one could study the p::coble:TJ. in as :r:JD.T"...Y COU!1tl'ics as p:>ssible or conce:;1trate 
efforts on a ff::>I cou.atrics a:1:l a fc:1 C:):T:JlO~~ities ll'i.t:1.in tllr> frJ.:,:;;uor·~c of 
ex; ~ting ~;orli projection studies . Svcn, if a figure on the total cost of 
the schcnes to be ulti:nat.cly pro;Jos-2d. 1•-ill n:1vc t~ bs produced, I ru.1 nJt 
sure t!J.at , uithin th.~ t.i:'le liuit r-;ivcn, tht~ first sc·lution uill l ead to a 
much b s t ter estimate th:"L'l tho scco_lJ. . 

LHGorem:/ts 

cc : Hr . Avra...::~::>vic 



OUTLINE . 

1. Review of price stabilization measures at the national 
and international level; past experience and proposals 
made. 

2. Diversification, scope and problem. 

3. Analysis of fluctuation. 

4. Review by commodities. 

5. Buffer stocks. 

6. Others 

ATTACHHENTS 

l. Note to Hirsch (November 3). 

2. Avramovic memo (December 4 and$). 

3. Statistical analysis (December 11). 

4. Buffer stock model (December 4 and 5). 



1. RevieH of price stabilization measures at the national and international 
level; past experience and proposals made 

As mentioned in my note to Hirsch of November 3, it was understood 
that the Fund will play the leading role in this field. Consequently, nothing 
has been done in the Bank apart from general reading. 

2. Diversification 

The Projects and Area Departments have been asked to express their vie1vs 
on past experience and prospects for diversifying from the production of surplus 
commodities to ether activities. Heetings 1-vere held >·ri th the Projects, i,vestern 
Hemisphere and Africa Departments. (See Avramovic's memo of December 4th and 
Sth; some idea about a diversification scheme are also outlined in my Princeton 
paper, pp. 17-20). A note has already been received from the Projects Depart
ment, brief notes by countries are to be delivered by the Area Departments by 
the first half of January. 

The issue of diversification should be stressed for hro reasons: First, 
short-term measures (buffer stock operations for example) have to be associated 
vdth long-term measures on production to correct basic disequilibrium in 
resource allocation. Second, the expertise of the World Bank Group is in the 
investment field and, therefore, in long-term rather than short-term operations. 
The practical problem is to decide what could be said about diversification ;~ 
the study. 

Presenting a blueprint of diversification for the LDCs is out of the 
question. This Ho~d.rer;J.uire the preparation of a world indicative pla~ ~or 
the entire economy!/1v.Lthln a couple of months. I feel that we should llmlt 
ourselves to the general description of hmv the scheme could work and to illus 
trations based on a few well selected case studies. I would, therefore, suggest 
to concentrate efforts on the general issue on the one hand, and on fevT selected 
countries on the other. 

3. Analysis of fluctuations 

The statistical analysis covers the period 1950-65; it includes a two-way 
stratification of exports by country and major cow~odities for a sample of 20 
countries and 37 commodities . Fluctuations are measured as deviations from the 
trend; their amplitude is characterized by two indices.~ EA~orts are expressed 
in terms of volume, terms of trade and import capacity of exports. To s~plify, 
they are referred to as quantity (Q), price (P) and value (V = PQ). 

The analysis by country and by co~~odity leads to the value of trends and 
fluctuations for quantity, price and value, and to relations bet1-1een the fluctua
tions of quantities and prices; the latter could be visualized as the elasticity 
of quantity in relation to price. This analysis indicates to which extent 

!/ A review of the preliminary findings of the FAO, DVP and the tripartite 
coffee study might be useful. 

~ Average percentage of the absolute deviation from the trend (the simplest 
concept). Standard deviation of the logarithm of the estimate over the mean. 
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fluctuations in exports earnings were due to f luctuations in volume or in 
prices, and to which extent fluctuations in prices offset or accentuated 
fluctuations in quantities. 

The commodity tables show for each of the 37 selected cownodities total 
LDC exports together with the exports of those of the 20 selected countries for 
which the commodity concerned is import~Dt (more than 5 percent of total exports 
earnings of the count~). Fluctuations in the average export unit value for the 
LDC 1 s are compare-d Hi th fluctuations in spot prices. 

The country tables shou, for each of the 20 selected countries,Ythe main 
export co~nodities (accounting for more than 5 percent of total exports earnings), 
total export earnings, GDP, GDP per caput, total imports and imports of equipment 
goods. They provide a basis for analyzing the relationships betwean trends and 
fluctuations in exports earnings--fluctuations in prices in particular--and gror~h 
of imports and GDP. They also provide a basis for assessing the impact on specific 
countries of stabilization measures which could be applied for selected commodities. 

This general statistical analysis will provide a quantitative frame for 
assessing the amplitude of export fluctuations and their impact on LDCis groinh. 
It ldll also provide the starting point for studies in depth for a few selected 
countries and for a fev1 selected commodities; such "case studies" could be used 
as illustrations for the interpretation of the overall statistical picture. 

The statistical analysis to be followed is outlined in a note attached. 
This note r,.1as discusse~on December 13 in Hr. Avramovic 1 s office with Hessrs. 
Kundu, Sundrum, Krishnamurty, Kuczynski(IHF) and I-uss 'Hhite. Data collection 
is almost completed, part of them are already punched. PrograF~ing for the 
computer is underHay. Results could be presented in the form of the country 

J 

and commodity tables described above approximately by the end of the year. The 
economic interpretation of the results and the study in depth could be initiated 
(IMF/Bank) at the beginning of Janua~. 

4. Revievl by commodities 

4.1 Supply and demand response to price changes 

The response of consumption, level of commercial stocks and production 
to price changes is being analysed for selected cownodities. The study consists 
of a review of existing studies and original research work to fill up the gaps. 
Attention is given to lagged response to prices, differentials bett·men response 
to increasing and decreasing prices, differentials between percentage price changes 
at the "1-TOrld market level, at the producer and at consumer level. Knovrledge of 
responses to price changes is needed for buffer stock simulation, diversification 
scheme and price raising. 

1/ The analysis ldthout commodity breakdo~~ will be extended to another 25 
countries. 

2/ A few amendments agreed upon during the discussion have not been reproduced 
- in the note attached. 
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Work is completed for cocoa regarding production, consumption and 
stocks and for coffee regarding U.S. consumption. Work is undenray for 
copper and jute. 

4.2 RevieH of past trends and future prospects 

During the course of the preparation of my paper for Princeton, I have 
reviewed the projections for 1975 from FAO, UNCTAD and IBRD (commodities 
division). These projections might be of some use to replace the measures 
proposed in the overall perspective of LDC's export earnings and as a broad 
frame for the diversification study. 

4.3 Initial review of feasible measures for selected comrnodi ties 

Brief notes, together with basic statistical background are unden-ray 
for selected commodities. Notes on bananas, tea, jute and copper should be 
available next ~~eek. A note on sugar is prepared by Miss Lovasy. 

The purpose of these notes is to provide at an early stage some guidance 
as to the most promising measures for "stabilizing prices at remunerative levels." 

Buffer stocks 

No assessment has yet been made regarding the cost of buffer stock opera
tions for any commodity, but some thinking vras made on possible ~~ays to tackle 
the problem. At this stage, hmv-ever, there is not onevieu but several. The 
follm·ling is the expressinnof my personal vim~ on the matter. 

In the past, buffer stocks have been very seldom used, if ever, as an 
isolated device ~~th the sole objectiVQ of ironing price fluctuations. In 
current discussions of commodity stabilization, buffer stock operations are 
usually considered as one tool among others to be integrated vlithin a commoiity 
agreement. The size of the buffer stock needed ~~11 therefore greatly depend 
on the other tools associated to it in the scheme and of the precise objectives 
of the scheme. 

The extent to which various tools could be used in the successive years 
might be visualized as activities. Theobjectives of the scheme might be expressed 
by optimizing a function subject to a number of constraints. Various functions 
could be optimized (for example, minimizing the cost of the buffer stock, or 
maximizing export earning minus cost of the buffer stocks). The constraints 
could be the floor and ceiling prices, the maximum level of the buffer stock, 
the maximum level of price fluctuation within the margin, etc. The problem might 
be analyzed with linear programming techniques. 

If the method proved manageable, it could be experimented for one or two 
co~modities, to reach a better understanding the mechanism and illustrate the 
orders of m~gnitude involved. In particular, one could show the impact of a 
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modification in the objectives (choice of the function to be minimized 
or maximized, levels of the constraints, etco), of the introduction of an 
additional tool (produc tion quota, diversion sales, etc.) and of a modifi
cation in the ¥alue of the parameters (price elasticity and lagged effects). 
After experirn.enting vli th one or hm cases, one might gain a sufficient under
standing to get rough orders of magnitude for other commodities with simpli
fying assumptions. 

The approach is described in two brief notes of December 4 and 5. Some 
members of the Economics Department have expressed their interest in following 
the study in case. this approach -.vould be followed. 

Regarding future uncertainty, the impact of weather on production of 
agricultural commodities might eventually be studied in a feH cases on the basis 
of long-term meteorological series. 

6. others 

Subjects other than those listed under the previous five headings may 
deserve special investigation, for exa~ple, possible ways of increasing the 
import demand and, in particular, of stimulating trade betrreen LDC. 

It may also be mentioned that contact was maintained vrith some international 
agencies such as ill~, UNCTAD and FAO. 

LGoreux/ts 
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.. DRAFI' 
LGoreux/gah 
December 11, 1967 

STATISTICAL ANALYSIS 

1 • Basic data 

1 • 1 Subscripts 

i refers to the country. The 20 countries selected are shown in 

annex 1. 

k refers to the commodity. The 38 commodities selected are shown 

in annex 2. 

t refers to the year. The period selected is 1950-1 965; shorter 

series were used when data were not available. 

1 .2 Variables 

Y4 GDP at constant prices 

nit population 

xit Total commodity export earning current value 

mit Total commodity import current value 

e 
mit 

X 
Pit 

m 
Pit 

P
me 
it 
m 

Pt 

Total commodity import of equipment goods current value 

Average export unit value 

Average import unit value 

Average import unit value for equipment goods 

Average import unit value for all LDC 

Value of export for commodity k from country i 

Volume of export for commodity from country i 

Value of export for commodity k from all LDC 

Volume of export for commodit;r from all LDC 
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1 .3 Coverage 

The value of exports from LDC to all destinations may be visualized 

as a three-dimensional matrix (country, commodity, year) with elements 

~kt• From the cells known, two dimensional sections of the matrix can 

be produced .in the form of country and commodity tables. 

20 country tables, by year and commodity. 

For country i, a commodity k was selected out of the list of 

38 commodities, if xk~o.o5 X in 1965. 

Pi commodities were selected for country i. All other commodities 

(either included in the list of the 38 but accounting for less than 

0. 05 X or outside this list) are grouped under one heading under sub-

script pi+l: 
r,. 

= xi t - ;::-xkt 
1 

Thus, each country table is composed of 16 columns (years) and pi+2 lines: 

pi commodities out of the list of 38, other commodities, and all commodity 

exports. (pi varies from 2 to 6). 

38 commodity tables, by year and country. 

For commodity k, will be included only those of the countries 

selected satisfying the condition xik~0.05 xi. If rk is the number 

of countries included, the exports of all other countries will be 

grouped under one single heading with subscript rk+l: 

(rk varies from 0 to ) 

·~~~------~--~-·~--~---------
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The same applies to volume of exports from LDC to all destinations. 

Since the lines pi+l and rk+l are derived by difference, all errors or 

inconsistencies bet ween the ~t or the xkt and the xikt collected are 

reflected in the. xi,pi+l,t and xk,rk+l,t which are calculated by difference. 

2. Analysis 

2 .1 Variables 

a - Exports (Q, P, V) 

In country i for all commodity exports 

X 
Xit Pit Xit 
=x- X ::m- ::m-
Pit Pit Pit 

xit 
Plt volume of all commodity exports 

X 

Pl·t Terms of trade of all commodity exports 

xit Import capacity of all commodity exports 
m 

Pit 

In country i, for con~odity k 

qikt Volume of export of commodity k 

1 x.kt 
X-l

m 
Pit qikt 

Terms of trade of export k 

xikt 
- m-- Import capacity of export of commodity k 
Pit 

For commodity k and all LDC. 

qkt Volume of LDC export for commodity k 

= Terms of terms of export k for all LDC. 

Import capacity of exports of commodity k 

- -~--~~. ·~-----~---~~---·---
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The corresponding values <-rill be computed for the residual xi p. + 1 t -
' ]. ' 

and xk r +l t· 
' k ' 

In short, exports will be expressed by: 

Q Volume of exports 

P Terms of trade 

V Import capacity of exports 

Q p v 

b - GDP (Q) 

Yit GDP at constant prices 

Yit GDP per caput at constant prices 
nit 

c - Imports ( Q) 

mit Volume of all commodity imports 
m-
Pit 

e 
mit Volume of imports of equipment goods 
lT!'e' 
Pit 

2.2 Trends and fluctuations 

For each of the variables listed under 2.1, a trend will be computed 

from a semi-log function and the fluctuations measured from this trend 

line. 

Taking yt for example -

a + bt 

a + bt 

(l + yt -

y~ 
log 

+ e 
t 

~ = 100 (-1 +antilog b) 

---~~--_,_ ...... 



- 5 -

Fluctuations will be measured in t wo ways: 

t=n 
~-

f 100 ~ Yt Yt 
n-1 t=l Yt 

Arithmetic average of the absolute deviations measured as percentages 

of the trend value from which the deviation is measured, this index can be 

easily understood by non-statisticians. Its value would, however, not be 

the same if the trend had been approximated by another function.~ 

c = 1oo cry 
y 

with ~standard error of the estimate 

The use of the standard deviation (c) gives a higher weight to peaks and 

bottoms than the average of the absolute values of the error terms (f). This 

would be reduced by using the standard deviation of the log instead of the 

standard deviation of the original variable. However, the latter might be 

used, despite or more lengthy computation for comparability between fluctuations 

measured from different trend lines. 

(1) log Qt est + bqt + eqt 

(2) log pt est + b t + e p pt 
log vt est + b t + e v vt 

bv b + b q p 

(3) evt eqt + e 
pt 

With: 

(4) log Qt est + c l og Pt + dt + et 

.!_! no direct r el ation behreen 
2 

There is 1-R and f since least squares 
<:: 2 t -~·~ I minimize .<:... et and no -jet 
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The relation between the error terms of equations (1) and (2) can be 

written: 

(5) eqt = c ept + et 

calling r2 the coefficient of correlation of equation (5) equal to the 

coefficient· of partial correlation of equation (4) (r2 
= R2qp.t) 

It follows that: 

or 2 av 

(l+c) 2 2. e2 + (1-r ) 2 Z e2 
t pt t.. qt 

(l+c) 2 o-~ + (l-2 2) CT~ 

cr; = (l+2c) ~ + G·~ 

n-2 = ()-2 + ,-,.2 + 2 
'-Jv p I..J r cov(eqt, ept) 

n-2 

The results could be presented in the form of count~ and commodity 

tables (see format attached) . 

If wanted, the computation could also be made from linear trends (I 

am not sure it is necessa~). 

2 .3 Relation between GDP and exports 

a - Intercount~ 

Relations between the count~ rates computed previously : 

hyi est + g hxi + h f . 
Xl 

b . 
Yl 

cs.t + g bxi 

b . 
Yl 

est + g f . 
Xl 

fxi cs.t + g bxi 

With: 
b . 
Yl 

a) rate of grOi·rth of GDP 
b) rate of grm·rth of GDP per caput 
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b . rate of growth of exports 
Xl 

f . index of fluctuations of exports 
Xl 

x exPressed in volume, value, terms of trade. 

b ~Within country 

Yt est + b :X:t 

Yt est + b xt + ct 

Yt = est + b Xt + c Yt-l 

With Yt GDP and GDP per caput 

~ being expressed in value, volume and terms of trade. 

For countries where terms of trade varied widely, graphs Y(t)' Yt and xt 
nt 

should be made initially. 

The results could be presented as in tables 17, 18 and 19 of the Princeton 

paper. 

c - By commodities for all LDC 

In the equation (4) section 2 . 2, the time variable could be replaced 

by developed countries GDP. 
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Country: ••• Period Share of GDP Tren_d.~ Fl_g_Q..tuations indice9_ 
2 

Q p v fq f f c c c c r 
p v q p v 

Commodity 1 (t ratio) 
(3 coefficient 

2 with t ratios 

----
p. 

l 

other p.+l 
l 

All Commodity exp. 

GDP 100 X X 

GDP/caput X X X 

All imports X X X X 
Imp. of equpt. X X X X 

~~ Import capacity of exports and volume of imports at the mean. 
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Commodity K Period Share 

Country 1 

2 

---

---rk 

Other countries rk+l 

All LDC 100 

7} Import capacity of exports at the mean. 

COMMODITY TABLE 

Trends 
Q ·p ---

{3 and t 
ratio 

I 

t I Fluctuations 2 r;:---·--· ---·-v fQ fv · c c c l c r 
p q v 

' 

I 
l 

i 

I I 
I (t)ratio 
I 

I 
I I 
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ANNEX l 

List of the 20 Countries Selected 

Latin .America ( 8) 

Argentina 
Brazil 
Ecuador 
Chile 
Colombia 
Jamaica 
Nicaragua 
Peru 

Africa (5) 

Ethiopia 
Ghana 
Ivory Coast 
Tanzania 
Uganda 

Middle East ( 1) 

U.A.R. 

Asia (6) 

Ceylon 
India 
Malaysia 
Pakistan 
Philippines 
Thailand 



ANNEX 2 

List of 38 Commodities Selected 

1. Petroleum 20. Bauxite 

2. Coffee 21. Beef 

3. Rubber 22. Maize 

4. Sugar 23. Jute 

5. Cotton 24. Hides & Skins 

6. Copper 25. Wheat 

7. Tea 26. Phosphate Rock 

8. Timber 27. Manganese Ore 

9. Iron Ore 28. Sisal 

10. Cocoa 29. Palm Oil 

11 • Rice 30. Lead 

12. Jute Textiles 31. Groundnut Oil 

1 3. Bananas 32. Zinc 

14. Tin 33. Fishmeal 

15. Wool 34. Coconut Oil 

16. Tobacco 35. Linseed Oil 

17. Cotton Textiles 36. Abaca 

1 8. Copra 37. Linseed 

19. Groundnuts 38. Lamb 

- .......... ~--..--



BUFFER STOCK HODEL 

Past series 

Pt = price in year t 

Dt = production in year t 

ct = consumption in year 

St = level of commercial 

The formulae are linked by identity: 

Simulation 'of buffer stock operations 

t 

stocks 

DRI\Fr 
LGoreux 
December 4, 1967 

in year t 

We superimpose on the past time series the operation of buffer stock 

aiming at stabilizing prices. ·r.-re first introduce a ne-v; variable: 

Bt = level of stocks in the buffer stock in year t 

Simulating buffer stock operations (Bt-Bt-1 representing purchase or sale in 

year t) rdll lead to changes in the value of the four variables defined above. 

For convenience, we shall refer to the ch~nge in these variables defined as 

follm·rs : 

ll.Dt = D't Dt 

ACt"' C't- Ct 

ll.St = S't St 

The sign ' characterizes the new value of the variables in the simulated buffer 

stock operation. 

The five variables introduced in the system (Bt-Bt-1., l:IPt, LDt, f.'-Dc, 

~St) are linked by four relations: 

(1) Identity: 

Bt - Bt-l = .6.Dt -ACt - LSt 
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(2) 

and three behavioral equations: 

(3) ACt = -bo .D. P t -bl .6Pt-l - .. - bt-16Pl 

(4) 6St = -c0 . .\Pt +d L Ct 

or (4') . b.St = -(c0 +db0 ) 6 Pt - dbl _6.Pt-l - •• -dbt_1bP1 

It is ass~med that the buffer stock operation affect production, 

constwption and the level of commercial stocks only through prices. This 

response for consumption and production is expressed in the form of distri

buted time .lags. In the case of commercial stocks, it is assumed that the 

level of stocks in year t is negatively related to the price level in year 

t and positively related to the consumption in year t; the latter accounting 

for normal pipeline stocks. The value of all the parameters in equations 

(2), (3) and (4) ·Hill generally be positive. 

With five variables and four equations, one degree of freedom is 

left. If this degree of freedom is used to define the price objective (P't 

and corisequently6Pt), the level of the stocks in the buffer stock (Bt) can 

be calculated by solving the system 1, 2, 3 and 4'. 

Thus, if a vector of prices P't is taken as the objective, the vectors 

characterizing the operation of the buffer stock in each year (Bt-Bt_1) and 

the level of stock in the buffer stock (Bt) can be eA~ressed for each of their 

elements as follovlS : 
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rli th the notations : 

Ao = a0 + b0 (l+d) + c0 . 

A1 = a 0 + b0 (l+d) + c0 + a1 + b1 (l+d) 

..... . .. 
The level of stocks in year t is: 

Variation in the level of the buffer stock results from the combination 

of three elements:- the production effect (a),-the consumption effect (b), -the 

reduction of commercial st.ocks (c
0

+bd). 

If there is no lagged effect in production and consumption 

(aa = b2 = 0 for all 870) equations (5) and (6) can be >fritten in the simplified 

form (51) and (6•) 

(5t) Bt - Bt-l = AobPt 

(6t) Bt Ao(bPt + .t,.pt-1 + • •. + .t,.pl) 

If there is no production and consurnption response to price changes 

(a0=b
0

=0) equations (5 1) and (61) can be >vritten in (5• 1) and (611) 

(5 I I) 

(6 I I) 

Bt - Bt-l = -tSt 

Bt = c(6..Pt + ~pt-1 + • • + ~Pl) 

If the scheme is operating from year 1 to year n, the initial conditions 

can be writ ten : 

If the price objective is given in the form of a price vector P't' it 

can be implemented only if all Bt are positive and if enough capital is available 

to carry the meximum level of Bt which is called B. 

If we start from B0 =o, an a priori selected price objective vector will 

generally lead to some Bt negative, in which case it will not be possible to cut 
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the peaks. In practice, stabilization through buffer stock can be initiated 

only in a period of depressed prices. 

An infinity of vectors P't rdll generally satisfy the constraints 

Bt~o for t=1, ••• , n with B0 =0 and Bu~K, (K being the maximQm level of 

stock to be carried at the end of the simulation period). The determination 

of the system Hill therefore require, in addition to the constraints,the 

optimization of a function characterizing the objective of the scheme. Among 
, .. 

possible choices are: 

1 • Minimize price fluctuations 

2. Minimize export earnings fluctuations 

3. Minimize the operating cost of the buffer stock 

4. Minimize the capital needed for the scheme 

s. Maximize average export earnings 

The solution suggested is the optimization of a function combining 

S and 3. More specifically: 

To maximize export earnings minus the net operating cost of the 

scheme (or plus the net profit of the scheme). 

To take as major constraint the floor and ceiling prices 

·~ .,_ ~-

pt-e, Pht+f defined in relation to the expected price trend P t· 

To introduce as secondary constraints the maximQm level of 

fluctuations allm.;ed for prices and export earnings, the 

maximum level of stocks (Bt~B). 

There are good reasons for reducing the amplitude of price fluctuations 

since wide fluctuations do not serve any useful economic purpose. But it is 

not a priori obvious that to minimize price fluctuations is a desirable 

objective. Maximizing export earnings seems a more important objective. 
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The cost of the scheme might be covered by aid, but this aid may not be 

a net addition but an alternative to other forms of aid. This is the 

rational for maximizing the differenceYbetHeen the increase in export 

earnings and the cost of the scheme. 

In practice, a buffer stock 1-lill seldom be operated in isolation. 

It will generally be one tool integrated within a co~~odity agreement. 

Other devices will be available to control price movements, such as pro-

duction and export controls, diversion sales at lower prices (cocoa butter 

sold for margarine). In general, several tools Hill be available for 

checking the price decline; in the case of an inelastic import deman~goods 

already produced could be dumped in the sea as a last resort. But, apart 

from rationing, buffer stock may be the only device to check price increases 

if supply is inelastic in the short term. 

In case of assymet~, one may approach the problem by starting with 

the constraints uhich can be satisfied only Hith one instrument. Thus, in 

the simulation exercise, one may start by the minlllum level of stocks needed 

to check the price increase and proceed to those 1·1here a choice has to be 

made betHeen various instruments. The various instruments can be used at 

various degrees, the limits being given by the price constraints. The 

optimum solution could be found by the use of dyn&~ic linear programming. 

With simplified assumptions, a satisfacto~ solution could sometimes be 

found without too much difficulty by successive approximations. 

l/ The opportunity cost of the increased production could be taken into 
account. Hm-rever, since it Hould be difficult to measure and of 
minor importance, it could generally be neglected. 
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Going from simulation of the past to operations in the future vrill 

introduce uncertainty. In the simulation ·exercise, it was possible to 

optimize on the basis of a lmmm price sequence (Pt). If nothing is knovm 

about future sequences,~one could estimate the size of the security stock 

required on the .basis of sequences recorded in the past. Another important 

difference vnth the simulation exercise, the forecasted price trend P*t is 

uncertain. It vnll be necessary to specify hoH the price p* t ·vrill be set 

and for hoH many years in advance. 

To conclude, I feel that a simulation model vdll be useful mainly 

to illustrate the mechanism and clari~ conceptual problems. To give some 

idea of the magnitudes involved, a highly simplified example is sketched 

in the case of a co~~odity where tHo instruments are available: buffer 

stock and diversion sales. The description of price instability is 

illustrated in the case of jute. These hro examples suggest that the size 
other 

of the stocks 1-nll greatly depend on theLdevices ·which could be associated 

to the buffer stock. 

The purpose of these notes is not to provide any solution but to 

help us decide •·rhat He vrant to study in the section dealing with buffer 

stocks. 

!/ -~ analysis of impact of weather on production fluctuations 
could be useful. 



e., 
Naivo interpretation of the model 

DRAFT 
LGoreux/gah 
December 5, 1967 

We shall consider a commodity with a price inelastic import demand, 

such as cocoa, where diversion sales can be combined rTith buffer stock 

operations. 

Constraints 

Floor and ceiling prices: p*t-e, P*t+f. 

P*is the expected price trend. 

Objective 

Maximize exports earnings plus net profit (or minus net cost) of 

the buffer stock. 

Tools 

Alternative (l) - buffer stock only 

Alternative (2) buffer stock plus diversion to margarine. 

Diversion to margarine is authorized when two conditions are fulfilled: 

first, the buffer stock holds the full amount of security stocks (defined 

below); second, the market price has reached the floor level. 

To fulfill the price ceiling constraint, the buffer stock should hold 

a security stock sufficient to avoid price rising above the ceiling. The 

level of this security stock can be estimated from past series by the maximum 

sequence of prices which exceeded the simulated ceiling (see graph). A 

sequence being a series of consecutive years with high prices; if two high 

sequences were close to each other, those should be considered as a single one. 

Assuming no lagged price response, this maximum corresponds to the maximum of 

;E:P -(P~\+f) recorded for the high price sequence; it uill be called (7AP)H. 
t t 

With the previous notations (equation 5:), the amount X=A0 (~bP)M is required 
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as a security stock to face sequences of shortages not exceeding those re

corded in the past. The estimate of X will obviously depend on the length 

and the particular histor.f of the past series. To play safe, the value of 

X computed from the past could be blo1~ up by a given percentage. 

Similarly, the quantity of stock Y-which the agency should be ready 

to buy to avoid prices falling below the floor,--could be computed from the 

largest of the low price sequences, (sequences of prices below the simulated 

floor in the past). 

Alternative 1: No diversion to margarine. 

The agency should keep X as security stock. If a low sequence occurs, 

the agency should be ready to add Y to the security stock X. The agency 

therefore needs the capital and the storage facilities to carr.f a maximum 

of X+Y. If the low price sequence is followed by a sequence of prices falling 

between the floor and the ceiling, the agency could progressively sell the 

quantity Y so as to reach the cruising level X corresponding to the security 

stock. 

Alternative 2: Diversion to margarine associated to the buffer stock. 

The agency never needs to carr.f more than X. If from the c~uising 

level of stock X a low sequence occurs, the agency would divert to margarine 

instead of increasing the level of stocks above X. In view of the price 

inelasticity of the import demand, diverting to margarine the maximum a~ount 

of cocoa authorized by the rule would maximize export earnings plus net profit 

of the buffer stock, which is the objective given. ~fuen a high sequence 

occurs, the agency vnll sell. Immediately after the high price sequence, the 

agency ~~11 start replenishing its stocks to the security level X. This could 

be done during a sequence of prices between the floor and the ceiling or 

partly during a low price sequence. In the latter case, the agency will buy 
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up to the time when the level of stock X is reached and then will divert 

to margarine if the price tendency to fall below the floor persists. 

The level of the security stock X rdll be fixed by the margin f 

between the expected trend price and the ceiling. The quantity diverted 

to margarine wi~l increase when the margin e between the expected and the 

floor price is reduced. A relation could be established between f and the 

cost of the storage scheme. A similar relation between e and the cost of 

the diversion scheme to be covered by an import levy. The security stock 

would act as a protection for consumers, the diversion sales as price guarantee 

to producers. 

If f = e, X and Y will be of similar orders of magnitude. If f = 2e, 

X could be about half of Y. Thus, the second alternative would require a 

maximum level of stock of about half or one-third the first one. 
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FoR~ No. 57 INTERNATIONAL DEvf)MENT J INTERNATIONAL BANK FOR o, INTERNATIONAL FINANCE 
ASSOCIATION RECO~STRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Shigeharu Takahashi DATE: December 1, 1967 

FROM: Dragoslav Avramovic ·~ 

SUBJECT: Study on Agricultural Price Stabilization 

1. Thank you for the preliminary draft on agricultural price 
stabilization. I believe it represents a most useful general review 
of the problems of agricultural development and diversification. 
Particularly of interest is the appraisal of diversification possibilities 
under various climatic conditions. 

2. As we discussed yesterday the next step is to deepen and quantify 
the analysis. In this connection, I have a number of questions as 
listed below. 

3. What have been the anticipated (or actual) returns on agricultural 
projects we have financed, particularly on projects which may be class
ified as diversification in the broad sense? It would be useful to list 
the rates of return for different types of projects. What commodity 
prices have been used in project appraisal? 

4. What are the diversification possibilities in the areas under 
cocoa? If available, do you have specific examples of profitability of 
cocoa vs. alternate crops? 

5. What is the scope of alternate crops in the coffee producing 
areas? Are there any specific examples of relative profitability? 

6. A similar question arises with respect to tea. Are there 
alternatives in India and Ceylon? Which are the competing crops and 
how profitable are they? What are the alternatives in Africa, if any? 

7. Is there any evidence of a shift out of bananas? What are the 
alternatives in this case? Have any profitable alternatives been 
developed? 

8. Hard fibers, particularly sisal, are in surplus. What diversi-
fication possibilities exist in this area? 

9. What has been the experience with diversification away from 
rubber? Have the alternatives been profitable? Is Ceylon also engaged 
in replanting program with high-yielding treas? 

10. In your paper you mention the employment problems involved in 
diversification. Could this be quantified in terms of manpower require
ments in, for example, coffee, cocoa, tea, bananas vs. other crops and 
livestock? Is the employment problem general "ri.th respect to other 
crops or is it limited to livestock? 

11. The paper quotes the case of Taiwan as a successful example of 
diversification into food-processing for exports. What would be other 
successful cases? In what products? 
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12. The paper quotes the expansion of irrigation and flood control 
in East Pakistan (p. 17). Would it be· possible to elaborate on this, 
showing which crops are involved and how much of an increase is 
envisaged? What has been the experience of the Sudan in diversification? 

13. In view of the past experience, do you envisage that future 
diversification activities will be primarily in livestock or will they 
cover other-agricultural commodities as well and which ones? 

14. Would it be possible to provide unit capital cost estliaates of 
diversified activities (e.g., livestock, maize, rice, selected oilseeds) 
under typical specified conditions? 



• F r, ~-. No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONA L BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: . Mr. Gerald M. Alter DATE: December 4, 1967 

,1¥/ FROM: Dragoslav Avramovic ;l~" 

SUBJECT: Study of Stabilization of Commodity Prices 

1. As you know, at the Annual Meeting in Rio, the resolution was 
adopted requesting the Bank to prepare a study of stabilization of com
modity prices. The 1\'0rk on the study is under way. As presently envisaged, 
the study will contain a review of postwar fluctuations and trends in export 
prices, vol~es and earnings of developing countries; an analysis of the 
experience ~uth past attempts at commodity stabilization; an examination of 
various proposals to stabilize commodity prices; and an analysis of the 
structural problems connected with commodity trade. 

2. The key structural problem is that of diversification of produc-
tion and export structure: it is only through diversification and economic 
growth that the commodity problem will ultimately be solved. This is also 
the field in which the World Bank Group can make the most significant con
tribution. 

3. Diversification can, of course, be defined in a more narrow or in 
a broader sense. In the narrow sense, it includes activities which l ead 
directly to the actual withdrawal of factors of production from the produc
tion of commodities actually or potentially in surplus, or from the produc
tion of commodities on which a producing country is excessively dependent. 
In the broad sense, it includes activities which stinrulate production of 
non-traditional products even though they are not directly related to an 
actual withdravml of production factors from traditional export activities. 
Diversification in the narrow sense will be most urgently needed in com
modities which are presently in acute surplus (the case of coffee); diver
sification in the broad sense is almost universally needed, but most 
particularly in the case of commodities which are potentially in surplus 
(e.g., cocoa, bananas, rubber, sugar, tea, hard fibers). 

4. Several major questions arise in connection with diversification. 
1Vhat has been our operational experience with respect to stinrulating diver
sification either in the narrow or in the broad sense? 1Vhat knowledge have 
-we acquired, through our general economic mrk, of the problems of and 
prospects for diversification? 1Vhat has been our experience with production 
controls and with other measures to restrain production of commodities in 
surplus? How can the Wbrld Bank Group's assistance for diversification be 
increased ru1d accelerated? 

5. These general questions can be further specified: 

(a) In wnat countries has the growth of alternative activities 
actually ;or potentialJ.y influencing the production of commodities in sur
plus been fastest and what factors have brought this about? What alterna
tives are avaiJ.able? Have the returns on the alternatives been higher? 
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What government actions have been taken to identify and stimulate the 
alternatives? Has diversification been inco1~orated in the country's 
development program' On the other hand, to what extent has the develop
ment effort tended to increase the production of commodities in surplus? 

(b) What obstacles have been encountered in the development of 
the alternatives? Have these obstacles been primarily of a technical and 
administrative nature? Has the shortage of'funds played a major role? 

(c)- Have production controls on commodities in surplus been 
introduced in any of the countries? What form have the production controls 
taken, i.e., acreage restrictions, control of new plantings or limitations 
on the quantities purchased by government agencies? Have the controls been 
effective? If not, what have been the major defects? What other measures 
have been taken to limit production of commodities in surplus and how effec
tive have they been? 

(d) What has the World Bar~ Group done in the past to identify 
the alternatives, to encourage the governments to exploit them and to assist 
financially diversification? What can the World Bank Group do in the future 
to accelerate diversification? What measures should be taken? Would any 
changes be involved in our lending procedures? Is it possible to estimate 
the capital cost of feasible alternatives over the next five years? How 
large would the amounts of additional funds be that could be absorbed? 

6. I realize that these are complex questions, and to some of them 
tnere may not be a ready answer. However, I would be most grateful for 
information and ansv.rers to the questions raised in paragraphs 4 and 5, with 
whatever details that are available. Whenever feasible, I would also ask 
that you comment on the way in which you have seen the general development 
process affecting the situation of specific commodities in surplus and how 
(and whether) it may be made to affect it more meaningfully than in the 
past . 

7. I would appreciate receiving a note on each country in your area, 
even if some of them say only that you feel these questions are not rele
vant to that particular country. Wherever feasible, these notes should 
reach me before the end of the year. Where this timetable is not feasible, 
please let ma know when I may expect to receive the delayed country notes. 
I would hope that at the latest, all country notes could be prepared by 
mid-January. 
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• Abd.erabman Tui 

Thank ;you tor your of o r 16, the t·T.ae.Qecl 

letter !rca the Malaysian Hl.Di.atr.r Of P!nanc • The probl 
rubber 18 certainly one ot key c ty probl am 

~or ot robber pric is a tter ot d concern to oping 
countria • I can asSUN ;:vou t tha atat.f' world.ng on the study of 
cCIIDOdi ty pric will consid r . probl ot rub r to ether w1 th 
other critical prob in thia ,area. 
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FORM No. 58 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr-. Irving S. Frie~n 

FROM: Abderrahman T~zi OJ·· 

DATE: November 16, 1967 

SUBJECT: Stabilization of prices of Primary Products: Rubber -

folloHing our telephonic conversation of today and as understood, 
I am sending you, here1rith, cop:r of a letter derivin1~ from the l5..nistry of 
Fina.,.'1.ce of l~laysi.s. dealing with the ;.oove mentioned subject. 

Your assistance and :reply on this matter will be greatly apprecia-
ted. 

Attachment 

~. 



AIR HAIL 

l1r . Abderrahman Tazi, 
Executive Director, 

9th November, 1967 . 

International Bank for Reconstruction and Development, 
1818 H Street, N.H. , 
Washington, D. C. 20LJJ3, 
United States of America . 

Dear Yrr . Tazi, 

You may recall that at the last annual meetings 
of the Bank and Fund in Rio de Janeiro, resolutions were passed 
to the effect that these two institutions should look into the 
question of the stabilization of the prices of primary products 
at a remunerative level . 

I v.rould be grateful if you could use your best 
efforts to get both the Bank and Fund to put the question of 
rubber prices at the top of the list in vie1rJ of the fact that 
the price of rubber has reached its lowest point in eighteen 
years . I doubt if the price of any other commodity ~•hich is 
vital to the economy of a developing country has fallen to its 
lowest point in eighteen years . On this ground alone, we there
fore feel that rubber prices should be given top priority. 

, 
Yours sincer ely, 

(Tan Siew Sin) 



~l!~o~ No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I INTERNATIONAL FINANCE 

CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Andrew M. Karnarck 

FROM: A.G. Nowicki A'
''1'. 

DATE: October 4, 1967 

SUBJECT: ~cerpt from Report - Organization of Intern~tional Commodity Markets 

In conformity l-Tith your today 1s request please find attached an 
excerpt from my report, concerning the organization of international 
commodity markets. 

I received the information contained therein in a rather indirect 
way. The management of our Paris Office assured me that, as far as 
contacts with }unistries and public a~~inistration are concerned, they 
have it firmly in hand. 

I confined therefore my relations to the academic and consulting 
organizations, and the attached note is composed from information received 
from these bodies. 

Attachment 

• 



Organization of International Commodity Markets 

1. No official contacts with public authorities have been undert~{en, 

for reasons mentioned in the main report. I decided, instead, following my 

terms of reference, to contact some University Professors and Senior Research

ers active in this field to collect their opinions and ideas. It is note

worthy that opinions of such groups do often contribute, much more than one 

would expect, to lay foundations under mors specific administrative decisions. 

2. In general, commodities supplied by under-developed countries are 

usually subdivided, within the French concept of organization of international 

commodity market into the following groups: 

(i) Commodities, against which there is no serious competition 

in industrialized countries (such as tea, coffee, cocoa, 

bananas, etc.) 

(ii) Commodities, against which there exists a particular com

petition of synthetics 

(iii) Commodities, mostly agricultural products and raw materials, 

which are produced both by developing and developed countries. 

These are, in their turn, subdivided into: 

a) Commodities, exported mostly by developing countries 

b) Commodities, where the weight of developed countries 

in exports is as large as that of developing countries. 

This system of grouping of commodities is helpful in adjusting a particular 

solution to each of these groups. 

3. On the whole, following solutions are being proposed (the order used 

in classification, as in paragraph 2 above, is maintained): 

(i) In a short-term: stabilization of commodity prices. 

In a longer term, stabilization policy is to be tied 

up with a policy of transfers of new surpluses of income, 
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obtained due to commodity price increases. 

(ii) In a short-term: stabilization to eliminate price fluctuations. 

In a longer term, compression of costs of production and improve

ments in productivity. The idea here is that synthetics have 

gained the increasing 'market share largely because of research and 

development expenditures, and if same is applied to production of 

raw materials, the latter may recuperate a part of the market. 

(iii) a - Same solution as in case (i) but more cautiously applied; 

b Organize a better access to markets in developed countries, 

where, simultaneously, some improvaments in productivity 

of agriculture are to take place. 

4. After having proposed main lines of solutions attached to each group 

of products, French economists delve deeper into various techniques which could 

be applied to make these solutions workable. These techniques can be presented 

as follows: 

i) In any case it is considered necessary to conclude agreements 

on market org~~zations between the principal importers and 

exporters; in order to stabilize prices at a certain moving 

average level, corresponding to the general long-term trend. 

Here a principal working instrument of these agreements will 

be an export control through a system of quotas, and hence a 

control of production, which is considered desirable, may be

come possible. 

ii) Another technique may consist in fixing import quotas for pur

chasing countries, and, fran then on, an establishme...'"lt of trans

fer system, based on minimum fixed prices and levying of a 

difference between market prices and guaranteed minimum prices. 

These levels would be returned to exporting countries, propor-

• 
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tionately to their exports. 

iii} Formation and financing of buffer stocks of commodities. The 

system of creation of stocks is simple -- they grow during the 

period of falling prices and, when they become excessive, a sur-

plus is spoiled or used for secondary transformation. A more 

difficult problem is how to finance these stocks. For this a 

small surcharge over the usual custom duties could be used. This 

.system cannot obviously be set into motion without a certain pre-

financing, assured by private banks and warranted by the Governments, 

whiCh are also expected to reimburse a part of interest rate charged 

to pre-financing lo~~s. 

Here some tie-ups between movements of stocks of various 

commodities are proposed, so that a surplus of ones could be 

used as pre-financing funds for the others. 

iv) Diversification of production. To impose a principle of diver-

sification, participating countries should avoid situations, where 

additional incomes or transfers due to a price stabilization are 
they 

entirely returned to producers, in which case/ may be considered 

as a premiu.rn :t-ewarding the existing pattern of crops, and not, as 

an inducement to change· it. 

5. Some critiques were voiced with respect to compensatory financing, as 

opposed to organized commodity markets. It is considered that compensatory financing 

is an auxiliary to a free market access and that its importance is merely a transi-

tory one, until principal problems of organization are agreed upon and introduced. 

6. Consumption tax. It is considered, by some French economists, that 

consumption tax, levied on such products as tea, coffee and cocoa, could be pre-

sented as a mean by which developing countries contribute to the increase of 

budgetary receipts in developed countries (this is particularly true for Italy 

J 

. ! 
f 

I 
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and Germany, as I have been told here}. Given the inelasticity of demand 

for these products, no reasonable increases of imports could be expected 

from abolishing consumption taxes. A better solution would be to start 

reimbursing consumption taxes to exporting countries., by starting out at 

a low level and increasing gradually the coefficient of reimbursement. 

1. Considerable importance is attributed to clearing systems based on 

differentiated prices. Thus, for instance, a system of double prices 

for cereals -- higher prices of cereals destined for developed countries 

and lower prices for developing countries -- is being currently discussed. 

In any case an organized market cannot detach itself fr~~ the economic 

situation in each particular country, so as to avoid the possibility of 

depressing, for instance, the local cultivation of rice because of cheap 

deliveries of wheat. 

8. It is also considered in France that the solution of the commodity 

~rkets problem is not really fundamental for future development of back-

ward areas. Here one observes a recurrent thought that, gi van that over-

all growth of developing countries exceeded the rates of growth of their 

exports, development of local industries could be C<ml:sidered more as an 

increasing factor of economic development than anythdlng else. 

9. Another problem brought forward by French ecommmists is whether 

economic aid should exert a stabilizing or de-stabil.:iizing effect. This 

idea is in relation with a question, asked in para~ph 4(iv) above, namely 

how to avoid that a crop and raw material productiam ~attern settles once 
1/ 

and for all, because of a system of stabilizing prices.-

1/ Here, e.~. some French economists propose inde~tion of commodity 
prices, by tying them up to prices of imported equipment goods. 

. 

. I 
• 
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If commodity prices are stabilized, we would base ourselves on the ~ 

system of scarcities of the past, instead of considering the scarcity 

of the present or, better,scarcities of the future. 

10. There is a wide understanding of a necessity of financial aid • 

needed to arrive at a certain workable organization of markets .and help-

ing it to function. It is seen as an aid indispensable: 

i) To finance external exchanges between developing countries; 

ii) To finance supplies of food and agricultural products; 

iii) To pre-finance stocks of commodities; 

iv) To finance transportation of products (early stages of an 

indus tri aliz at ion); 

v) To assure supplementary or complementary financing; 

vi) To raise a low loan ceilL~g of developing countries in 

one way or another (the Horowitz proposal has been 

favorably mentioned at this juncture.) 

• 

t 
1 
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Mr. President and Members of the Council: 

This year for the first time I am reporting to the Economic and. Social 
Council less than two months after the Annual Meeting of the World Bank Board 
of Governors. 

At that meeting I spoke of tl-.e environment in which the World Bank Group 
and other institutions engaged in ec onomic development are operating. I pointed 
to the significant economic progress being made in ntany of the developing coun
tries, but I also emphasized that real and serious obstacles are causing that 
progress to be slower than we would like. 

Rather than repeat today what I said then, I have arranged that my address 
to the Governors be sent to each member of the Council. Today, I propose to talk 
chiefly about the World Bank Group: to report on some of the highlights of the 
past year, and to discuss the major preoccupations, trends and activities within 
our institutions. 

During the fiscal year ended last June 30, the financing activities of the 
Bank, the International Development Association, and the International Finance 
Corporation continued at a high level. 

The Bank and IDA committed over $1.2 billion for economic development pro
jects in 40 countries - - about $100 million more than the year before. Disburse
ments reached an all-time high, exceeding $1 billion. 

For IFC, last year was the most active in its history. Investments totaler! 
almost $50 million, and were both larger in amount and directed to a broader 
range of enterprises than in the past. 
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So far in this fiscal year, the pace has continued. Between July and 
November the Bank and IDA have committed about $450 million and IFC has made 
investments totaling $27 million. 

* * * 
Although infrastructure projects -- particularly power and transportation -

continue to absorb the bulk of our financing, three other prio~ity areas in 
development -- agriculture, industr y and education -- are more and more becoming 
central concerns within the Bank Group. I want to speak briefly about our fi
nancing in each of these areas. 

Agricultm:e is not only a central conce..-n but a long-standing one. '.Je have 
p~ovided in total more tban $1 billion for the agricultural sector, and in the 
Iast few years, the pace of our activity has quickened. At the end of 1963, ~ve 
were ~vorking on 26 agricultural projects in various stages of preparation. Today 
the figure is over 80. So far in calendar year 1967 we have already committed 
about $200 million for agricultural projects -- much more than in any previous 
comparable period. 

In the Bank's early days, most of its di~ect assistance to agriculture took 
the form of loans for large irrigation and flood control works. But scch pro
jects are often too costly or too complex for many of our members, particularly 
the newer ones. 

Two years ago, I reported to the Council that 1;-;re had begun to "dig our 
fingers into the soil," making a deliberate effort to finance more projects 
which would have a direct and immediate impact on the farmer and the land. The 
kind of assistance we are trying to provide demands imagination and flexibility. 
There are enormous differences among our members -- in soil and climate, custom 
and tradition, and willingness and ability to use new technologies. An approach 
Auitable for one member is likely to be inappropriate for another. And so we 
have tried to acco1mnodate our assistance to the varied circumstances of our 
prospective borrowers. 

Let me illustrate. In Uganda, as elsewhere, almost all tea has until 
recently been grown on large estates. There we are helping to finance a program 
to expand tea production in smallholder areas. About 5,500 African subsistence 
farmers will be helped to grow a cash export crop under the project. They will 
be provided with technical assistance in cultivation, with collection and pro
cessing facilities, and with credit. In Cameroon, in contrast, we are assisting 
the expansion of an already large-scale plantation program, primarily for anothc;: 
export crop, oil palm. There the work of planting and cultivation will be per
formed not by independent farmers but by employees of the public corporation 
which operates the plantations. In Tunisia and Iran, ~ve are helping to implemee [ 
land reform programs. In Tunisia, subsistence smallholdings are being merged 
with large blocs of government-owned land to form large-scale production co
operative units. There our financing will help a program to expand cooperative 
farming and will meet the foreign exchange cost of managerial and technical 
assistance. In Iran, on the other hand, our assistance is taking the more cus
tomary form of support for the first stage of a long-term project to develop 
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water resources and agriculture wi t h in a c!e fined region. But although the pro
ject includes irrigation works, there are no massive dams or canal systems. 
Moreover, a very sizable component of our financing will be used to meet the 
~ost of agricultural advisory, supply and marketing services, tra i ning of IraniaP 
personnel and other technical assistance. 

We have been devoting special attention to providing farm credit, particu
larly for medium and small farms. Sometimes we have helped to start an agricul
tural bank or a credit corporation, sometimes to strengthen an existing one. 
Increasingly of late we are seeking to mobilize local capital, designing a 
project so that not only the Bank Group and the government but also the ultima t~? 
beneficiaries contribute to it. And where it is feasible, \ ·le are seeking to dra\li 
in private banking systems. 

We are continuing and intens i f y ing our assistance to governments in project 
~dentification and pr epar ation. In this we are greatly assisted by the coopera
Live relationship established wi th FAO in 1964 -- a relationship which has becom~ 
~och closer and broader in scope. As one aspect of this coo peration , we have 
jointly selected those UNDP studies being carried out by FAO which l ook mos t 
likely to lead directly to promising i nvestment opportunities . Ove r 40 studies 
~ o far fall into this cat egory. ~e have arranged with FAO to follow these 
studies closely with a view to as suring that they produce the i nformation which 
i.. s essential for prompt investment decisions. 

Better seeds, better equipment, improved farming methods, efficient organiz;..
tion and adequate credit facilities are all prerequisites to greater production. 
··~ut the availability of fertilizer to the farmer, for application to his soil at 
an economic cost, makes possibie a particularly rapid gain in output. Its 
~ffective use, with increased water supplies, offers the best hope for the break
through in food production which will be necessary i f world requirements are to 
be satisfied. 

IFC, the institution within the Bank Group which evaluates all industrial 
projects, has been giving particular attention to the possibilities of expanding 
chemical fertilizer production within t he developing countries themselves . Last 
year, fertilizer projects occupied more of IFC ' s attention, and received more of 
its money, than any other business. Financing arrangements were completed for 
i:hree ne\v plants, in Brazil, Senegal and I ndia, and there are seven major project:; 
ln the pipeline, all of which will call for Bank Group financing to supplement 
substantial capital from other external sources. 

To give you same idea of the possible results from increasing fertilizer 
~apacity, let me use India as an illustration. Over the last few years the 
average annual grain production in India has been about 80 million tons. To fee·:i 
India's estimated population ten years from now, at nutritionally acceptable 
levels, would require doubling this production. Such a doubling from the same 
cropping area would in turn call for increasing present fertil i zer nutrient con
sumption over the decade by 8 million tons of nitrogen, 4 million tons of phospha l- ~ 
.and 2 million tons of potash. The capital investment in production facilities 
required to manufacture, within India, finished fertilizer containing these amou.nt _; 
of nutrients would be of the order of $2 to $3 billion -- at least half in forei ~-~· 
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exchange -- depending upon ~:he amount of semi-processed materials used as inputr;. 
On the benefit side, the resulting iL1cl:ease in grain tonnage would have a value 
0f approximately $5 billion a year, while the total value of the additional graix, 
produced over the ten years, allowing for the build-up period, would be about 
~30 billion. These figures speak for themselves. 

In some countries, there is intense political debate as to whether fertiliz\'t' 
plants should be in the public or private domain. In my view, such debate is 
sterile. Publicly owned fertilizer plants can certainly play an important role. 
t.fuere we are convinced that they are soundly conceived and will be v7ell managed 
enterprises, we will consider lending to them -- as we did last year for a pot.? .':'i ' 
project in the Congo (Brazzaville). But in view of the ma8l1itude of t:he capital 
'~quirements, as well as the nee"<i for c..ccess to modern technology, it is unlike::}~ 
f nat the developing countries can approach the production targets they have set 
'"0r themselves unless they succeed in attrac~ing the major international oil, 
~hemical and fertilizer companies to join in partnership with them in creating 
the new production capacity and in training personnel necessary for its operatic~~. 
~~e stakes are too high for the issue to be decided on other than strictly pra~ · 
tical considerations. 

* * * 
Fertilizer production is by no means the only industry to receive financin;'. 

from the World Bank Group. During tne past year, we committed over $400 millio: 
' ·)r a broad range of industrial projects and for development finance companies. 
Tn addition, the Bank opened a $100 million line of credit to IFC, the first 
~ince charter amendments permitting such loans. Already its effects are evident . 
Last year, IFC raised the size of its investments to an average of $4.5 million 
~s against a $1.4 million average in its first decade. TI1ree of its corrmitments 
in Brazil> India and the Philippines -- were for $10 million or more, compared 
•·rith a previous high of about $6 million. As in years past, IFC brought in 
~artners from the developed countries for many of its projects. 

Our assistance to private development finance companies deserves special 
mention. Up to now, we have committed about $650 million to these companies 
which are designed to finance both medium~sized and large industries. But fi 
nancial support is only part of the story. We have also helped to expand and 
ceorganize some finance companies, to start others, to bring in foreign investor·:. 
and to fine experienced management . v!e work closely lvith the newer companies iP 
their investment operations. As they gain experience, our advisory role dimin
ishes. 

Essentially we are institution building -- trying to help create organiza
tions that will become generators of economic progress in their countries. 
Development finance companies provide medium and long-term loans and equity 
capital, underwrite securities issues, promote new enterprises, and help entre
preneurs in preparing investment proposal s . They are also channels for associa
ting foreign capital and technology with local investors. By helping to mobiU H 

and direct domestic savings into productive activities, they can become an 
~mportant element in a country's capital market. As local sources of industria~ 
financing on a non-political basis, they can have a long-term impact, much greP 1" '· 
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than is sugg~sted by the amount of the Bank Group's investment. 

* * * 
Basic to improved productivity in both agriculture and industry is the 

education of men and women who are qualified to run the farms, man the machines, 
and manage the affairs of societies in transition. That is why I attach so much 
unportance to our efforts in lending for education. 

Our investment in education is growing, thanks in no small measure to the 
cooperation we have received from Unesco, but it is still modest in relation to 
the totality of Bank financing. It is even more modest in relation to the man
power needs of developing countries. It will grow, but since it will always be 
only a small part of the total expenditure on education, we are attempting to 
apply our assistance where it will have the greatest multiplier effect. 

Our criteria for financing education have not changed greatly since we 
began in this field in 1963. We are looking for projects that will make a 
relatively direct impact on the economic development of a country. This leads 
us to concentrate on the middle levels of education -- mainly projects for 
modernizing and expanding secondary education, for technical training in industry, 
commerce and agriculture, and for primary and secondary school teacher training. 

One of the problems we encounter most often relates to curriculum structure-
co what is to be taught in the schools we finance. In many countries school 
nystems have been slow to slough off their colonial heritage. Frequently these 
systems have but one aim: preparation for university entrance; and this does not 
change even when the secondary school output has overtaken the university input. 
In such cases, we try to persuade the country to adopt a diversified and modern
ized curriculum which, along with university entrance, also prepares students for 
~ntry into polytechnics, and provides terminal courses leading directly into jobs. 

Education -- which is normally one of the largest employers in any country -
~ernains one of the few industries which has not undergone a technological revolu
ti.,m; despite the insistent demands of modernizing societies, schooling in most 
c.:ountries is still provided on a handicraft basis. This surely will not do. 
Tod.:1y educational expenditures in many countries are increasing at about 10 per 
cent annually while gross national product grows at no more than 3 to 4 per cent. 
Uhere this is the case, education is likely to reach the limit of its allowable 
share of domestic resources long before it has begun to meet legitimate national 
nP.eds and aspirations. 

We need greater productivity in educational systems -- a better relationship 
between input and output. And this I believe can be had by bringing what is 
taught and learned into line with what is needed; and by recogn1z1ng the poten
tials of new technology -- particularly television. This will require training 
teachers so that, \vhether in the studio or the classroom, they are effective 
parts of this new technology; it will also require better planning and modern 
management; and, not least, it will require courageous political decisions which 
insure that, at any given stage of development, a country is educating the right 
nt~hers, at the right levels, and in the appropriate skills. 
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It is impossible to overemphasize the necessity of more and better pJ.annit.;; 
and execution in the vast field of education. Results -- a generation hence -
i.n new developing countries which toclay give education a high priorHy as agains l ' 
;,;J.litary or certain other non productive expenditures will be striking and im
;:•ortant. 

* * * 
Now let me turn to some of our more important non-financial activities. 

When the Bank was established, technical assistance \-las not foreseen as Oi"'. t~ 

of its principal functions. But we are now devoting a substantial amount of tirr.e , 
•: ::fort and funds to that activity. Our techaical assistance always has an ope:.:a·· 
·r ; anal orientation -- that is, we undertake it only where it may be expected to 
r .::tcilitate ne'" capital investment in high pr5.ority projects. This includes the 
<;trengthening of institutions upon which member countries must rely for preparir,; 
:::md carrying out projects. I think we are succeeding in these objectives. 

We recently analyzed all the completed sector and feasib i lity studies or
ganized by the Bank. There have been some 37 of tnese, t-Jhich we have either 
tinanced ourselves or carr ied out as Executing Ageucy for the UNDP. \ole found 
t hat these studies, for which w·e and the UNDP together had contributed some $15 
:.:illion, have already led to more than $450 million of investments by the Bank 
Group. Moreover, some of the f inancing attributable to the sector studies is 
·. lly the first step; additional investments are likely to follow. These studies 
b~ve also been useful in pointing ~Jt that certain investments should not be made 
Lecause a contemplated project would be technically unsound, uneconomic or pre
mature. 

Pre-investment studies are extremely complex. In normal lending operations 
we are simply required to pass judgment on the merits of a proposal already 
P>:"epared. Pre-investment work, on the other hand, requires the kind of creative 
technical competence which can conceive and formulate such projects. In additic..r , 
it takes a vigorous and constant effort to assure that not only the investment 
but also the institution-building potentialities of these studies are realized. 
As an example of how importan t these i nstitution-building potentialities can be, 
let me cite the transportation study we started in Brazil two years ago. Initia~~ y 
~he study involved the entire railway system of the country, three of its major 
ports, coastal shipping, and h ighway development in four states. To work along 
l1lith the foreign consultants selected by the Bank, the Brazilian Government formr.J 
· L counterpart organization 't1lhich is staffed 'tvith engineers and economists from c; 

variety of local transportation agencies. The first phase of the study is now 
completed and phase two, which involves highway studies in fourteen states, was 
begun last January. The counterpart group formed during phase one has remained 
intact, is making a significant contribution to phase two, the current effort, 
and, we hope, will continue to work for a long time to come. Certainly pre
investment activities of this type are far more valuable when what is left behil.ci 
is not only a study but a local institution with staff trained to carry out sirr,; I· .r 
.Jrojects in the future. 

* * * 
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v~en I spoke here last December, I reported the establishment of the Inter
national Centre for Settlement of Investment Disputes. In February, its inaugural 
meeting was held in Washington. All 28 of the then contracting States were re
presented. As of today, 55 States have signed the Convention and 36 have deposited 
instruments of ratification. The wide interest shown by investors, as well as by 
governments, testifies to the potential effectiveness of the Convention and the 
Centre. 

Another potentially important stimulus to development finance is a system of 
multilateral investment insurance, to provide essentially the same protection to 
private foreign investors against non-commercial risks that is presently offered 
under several national programs. A possible scheme is now under discussion by 
the Bank's Executive Directors. 

Still a different type of non-financial activity which has occupied much of 
our attention over the past few years is aid coordination. As I have previously 
reported to the Council, the Bank has organized aid coordinating groups for nine 
developing countries, in addition to the India and Pakistan consortia. Nineteen 
c~pital-exporting countries are associated with one or more of these groups, and 
we have also had the benefit of UNDP participation in their meetings. It has 
proved to be a delicate and sometimes difficult business to harmonize the concerns 
of the principal participants, but, nevertheless, all are benefiting. Industri
alized country members of these bodies are, I think, gaining a greater appreciation 
of t:he problems and obstacles to change which exist in particular developing 
nat:!.onc . And on the recipient side, it seems to me that there is a new awareness 
th;!t. the quality of performance will largely determine -- country by country --
not only how effectively domestic resources are mobilized and invested, bu t also 
the level of assistance likely to be forthcoming from abroad. For the present, 
v.•e :i.ntend to concentrate on improving the quality of existing coordinating groups. 
Hov:'e\·er, we are exploring a few possibilities for additional groups; one new one 
i s likely to be created soon, and, over time, there will probably be others. 

* * * 
Another activity, also related to the building and strengthening of institu

tions, i s the Economic Development Institute, now in its twelfth year of providing 
trai~ing for senior officials of our member governments. There are more than 700 
graduates of the EDI who are moving into increasingly responsible positions all 
over the world, as Ministers, Vice Ministers, Governors of Central nanks, Pres
i dents and Chairmen and Managing Directors of development financing institutions 
and public authorities. At our recent Annual Meeting I was pleased to note that 
13 fellows of the EDI were present as Governors or Alternate Governors of the 
Bank or the Fund. Five fellows are now serving as Alternate Executive Directors 
of these two organizations. 

One other non-financial activity which I want to mention is an important I study we are just beginning. At the recent Annual Meeting, the Board of Governors 
r er1ues ted the Bank and the International Monetary Fund to analyze the problem of 

I the stabilization of prices of primary products, and the possible role each in
s ti tution might play in the solution of that problem. We have completed the 
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~rganization of a task force to work cooperatively ''"ith the Fund. On our side 
it will be headed by the &.ink's Director of Special Studies, one of our senior 
.;.fficers. 

* * * 
J.l1r. President, these are a few highlights of the Horld Bank Group. Over 

time we have built up a staff of experienced professionals whose knowledge about 
'the problems and potentials of developing countries is, I believe, unique, and 
ro1hose services enable the Bank Group to contribute with dedication and with in
c r-easing effectiveness to the economic grow·th of its members. 

Yet what we can accomp l ish depends to a large extent on the environment L1 
-.. .''•:i.ch we operat e -- and, as this Council knows full well, the present environ
··'.:·n t, in both developed and developing countries, is in many respects unfavorabJ, . . 

Political instability is a basic cause of trouble. The last few years hav~. 
::; ·._en political and military conflicts, internal and external, in numerous, \Jid:- · 
~-. t.parated parts of the developing world. The adverse effects are manifo l d: the 
attention of the govern.ments of ti<e pcorer countries is diverted from construc
· ive approaches to the prob: ~Ills of growth; pr i vate inve stors, both domestic and 
.".-•reign, are frightened off; and the taxpayers and legislators of the industri-
·. tized countries question the 'li1isdom and utility of p-::- ov iding finance for cievel A 

q"lent, \vith consequent delays and reductions in fm1ding. 

A further unfavorable factor is the continuing slow increase in the export 
~ ·•rnings of the developing countries. T-.cade is and must remain the chief source 
~f foreign exchange for economic development -- but we are yet to see the kind 
' f effective action, on either side of the develop!nent equation, which is nec
essary to give a real push to the e xports o f the developing nations. Let me 
~m?hasize that this is not just a matter of the developed countries opening 
•- 1<cir markets more liberally to imports from the less developed ones, important 
·~ ·· that is. It is also a matter of the developing countries adopting economic 
policies favoring the development of expor t indus tries, and then of painstaking]'\· 
hnilding up those indus t ries to t he poin t where t:1ey can assure buyers abroad of 
~·:ontinuous supply of goods of unifon aly high quality. The development of export 
~arkets is no easy task, but ~vhere it has occurred, the results are impressive. 

·' 1 , ~y justify, fully, the long sustained efforts which are required. 

Finally, of course, there is the basic problem of the inadequacy of public 
·'.evelopment finance from abroad. On this subject, my vietvs are too well known 
tc need repetition. I do want to urge the members of the Council, however, to 
give careful thought to the suggestion I advanced in Stockholm two weeks ago -
that to dispel the mistrust, the frustration, the misunderstandings which plague 
;..he cause of development assistance today, the leading experts in the world 
should meet together, study the consequences of 20 years of aid to development, 
assess the results, identify the errors and propose policies and procedures whi~r 
>tight be more effective for the future. As I said in Stockholm, the Bank is 
.:. eady to help governments to organize and also to provide finance for such an 
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~ffort, to make available its store of information, and, if requested, to seco •. ~. 
f.taff to the group . Such a "grand assize" would, I am convinced, furnish us a 
~uch firmer foundation than we now have for moving ahead in the 1970s. 

Meanwhile for the Bank Group the immediate problem of obtaining adequate 
funds for the operations of our institutions continues -- and with increasing 
3eriousness. 

On the World Bank side, our bond issues enjoy a good reception from inve~
tors. However, we can offer bonds only with the consent of the governments in 
~t:hose markets they are to be sold. In our last fiscal year we encountered 
~ i.fficulty in gaining access to those markets. Of the $390 million of ne~v mon<"y 
~·aised through the sale of long-term bonds, only $32 million was raised outsid.:; 
~-. '·• e United States. Fortunately, hmvever, here the clouds may be beginning to 
::·;:,r. t. Last month we had a successful first public offering of bonds in S>veden 
;:u'T.ounting to the equivalent of $14.5 million, and later this week we will renew 
3. $5 million issue 111ith the Austrian National Bank. During the coming winter 
~nd spring, I hope that we will be offering bond issues in several capital 
markets outside the United States. In the United States market, 1:o1e had a $150 
m'i.llion issue in August, and if our efforts in Europe are successful I would 
hope to obtain pzrmission to sell another large issue in the United States 
before the end of our present fiscal year. 

As to IDA, we still await the collective decision of the contributing natic('~; 

· ~' garding the replenishment of IDA's resources. The negotiations are disappoim
:':.i1gly slow, but a series of meetings 'I.-lith officials of the donor countries is n c .. ~.
;mder 1vay which I trust will be fruitful. I am grateful for the helpful resolu· 
tions of support for IDA that have been forthcoming from ECOSOC, from the UNCTA;, 
'trade and Development Board, and most recently from the Second Committee of the 
General Assembly. 

The delay in the replenishment of IDA is beginning to be felt in a lack of 
f-inance for many \-70rthwhile projects. IDA has a full pipeline of promising pro-
?Osals from poor countries in the usual balance of payments difficulties. Thes ,o 
·:· ountries have been learning to mobilize their resources effectively and can 
invest productively substantial amounts of external capital if extended on appro
priately concessionary terms. It is for these countries that the size and speed 
vi IDA's replenishment are matters of urgency. 

I trust that an agreement to replenish IDA -- and at a much higher level 
than in the past -- will soon be reached. In a very real sense, the measure of. 
support given to IDA will be a test of the dedication of the industrialized 
nations to the cause of development. Provision of significant new resources 
for the IDA operation will be evidence of a will, a detennination, that the 
momentum of progress shall be maintained and that opportunities for sound deve~
opment shall not be lost for want of appropriate finance. 



From Addr~ by Mr. Schweitzer befcre the Economic and Social Council of the UN 
November 14, 19~ 

In its day-to-day operations, whether or not these have involved 
consideration of requests for compensatory finance, the Fund has re
peatedly to deal with problems caused in part by fluctuations in 
members' earnings from exports of primary products. We are, therefore, 
always interested in constructive international action designed to 
mitigate such fluctuations. At the meeting in May 1967 of the UNCTAD 
Committee on Commodities, when the operation and financing of buffer 
stocks were discussed, the Fund representative reminded participants 
of this interest on' our part. At our recent Annual Meeting, the Board 
of Governors adopted a Resolution asking the Fund staff to study, in 
consul tat ion ~ori th the IBRD staff, the problem of stabilization of 
prices for primary products, its possible solutions, and their economic 
feasibility. We have already begun work on this study and we shall 
press it forward. It is a large task and past experience does not 
suggest easy solutions. Needless to say, in addition to our close 
collaboration with the Bank, we shall draw on work already done in 
this field by other specialized agencies and organizations, including 
the Food and Agriculture Organization; and we expect to benefit from 
the discussions on commodity problems at the forthcoming UNCTAD session. 

It is disturbing to observe the increased difficulties which many 
developing countries have encountered in recent years in seeking to 
achieve a sustained and apprec-iable gro-vrth in their per capita real 
produ.ct. I cannot stress too much ho-vr vital it is that the industrial 
countries improve the access to their markets for the developing 
countries' exports and achieve an adequate flo-vr of development 
assistance, tru<ing into accotmt the grovTing level of debt servicing. 
At the same time the potential for the developing countries to in
crease the sales of their products--their industrial as well as their 
primary products--in the expartding markets of the developing world 
itself should not be neglected. In addition to general development 
efforts, regional cooperation has proved fruitful in the expansion of 
these export opportunities--particularly in conditions where financial 
and exchange rate stability has encouraged close and enduring economic 
relationships. The Fund is prepared to vrork with its members on any 
constructive initiative that promises to promote the expansion of their 
trade and economic well-being. 



LAST PARAGRAPH OF: 

CONSEIL ECONO}ITQ1~ ET SOCIAL -4Jeme SESSION 

RAPPORT DU FONDS MONETAIRE INTERNATIONAL INTERVENTION PRONONCEE PAR M. F.D.GREGH 
le 14 NOVEMBRE 1967 

Il ne saurait ~tre question de d:velopper et de commenter ici meme les 

/ . t "t f . ' t. d t 1 d / diverses reponses qu1 peuven e re ourn1es a une ques 1on on es onnees 

apparaissent aujourd'hui clairement aux yeux de tous. S'agissant du Fonds 

/ . / . / 
Monetaire International, 11 semble que les reserves qu'1l a accumulees au 

/ . cours des annees devra1ent lui perm.ettre d'agir, notamment en vue du finance-

/ • 1\ 
ment de stocks regulateurs dans le cadre d'accords de produ1ts, meme si une 

' \ telle action exigeait des modifications a ses statuts et des changements a sa 

jurisprudence. Il vade soi que la Banque Internationale et l'Association 

/ / A ' Internationale de developpement auront egalement un role a jouer dans la mise 

sur pied et le fonctionnement de tels accords. Mais ce n'est sans doute que par 

la conjonction de leurs efforts en vue de dtgager une solution commune, que les 
, / 

deux institutions reussiront, en collaboration avec la conference des Nations 

Unies pour le Commerce et le d~veloppement, ~ faire franchir ~ la Communautt 

internatLonale le pas dtcisif qui s'impose aujourd'hui. 

RDUG1f~TSLAffON: French statement last paragraph 

It is out of question to provide here the ansvrers to a question nov1 clearly 
stated. Regarding the IMF, it seems that the reserves accumulated over the years 
could allovT the Fund to take action, interalia by financing buffer stocks v-Tithin 
the fr~~ework of commodity agreements, even if such an action requires a modifica
tion of the Fund status. Obviously, IBRD and IDA will also have to play a role 
for setting up and implementing these agreements. Only through joint effort 
towards a conu11on solution the Fund and the Bank, in collaboration -..Tith UNCTAD, 1vill 
succeed in showL~g the way through which the International Community could make 
the decisive step. 



• Gotteux 1s not to Mr. Hirsch, ov. 3, 1967 

Following our telephone convers tion, I tt pted t.o 
points raised in our discussion in ;rour office. 

I . Research work to be undertaken as backirounu tor Part I 

arize the in 

The work program is presented b low under .fi e main headings . For the 
first two, a fair~ clear alloc tion of responsibilities between the Fund and 
the Bank was proposer\ . For the other three it di not appear possible to draw 
a clear cut line, and it was felt that the ost .t:ticient wq ot ca.rr;ying out 
the work, for the next few onths at least, 110uld be through an integrated 
Fund/Bank team sitting and working together. 

1 . Review of price stabilization measures t the national and international 
level; past experience and proposal ade. e d would play the leading role, 
dr wing heavily on the knowledge of the area sp cialists and of the econ ists 
following developments in UNCT • The work would include a review of the system 
applied by France in the Franc zone . The Fund would also organi~e central 
documentation files . The review of the international c odity agreement 'Will 
be done in consultation with Bank co odity economists. 

2 . Diversification, sco;ze and problems. e Bank will pla:y th I ding 
role and dra heavily on the exp ri nee ot its project and area depar ents. To 
the extent fea ible, the results o! the Joint Coffee Study will also be used. 

3 . ~'nal.ysis of fiutttuations in prices, inco e and ~ort mings fro 
prim.a:z co odities of the LDC . Vol e, spot prices, export unit values and 
export earn.1.ngs . The in contribution of the Bank would be the organization 
of a computation prog for assessing fluctuations fro the trend by' co odities 
and b,y countries . Thi vould provide the stati tical background for the ana.lysi 
of the link between price, i! co e and export earnings stabilization. The develop• 
ent of the research progr would requi an integrat d Fund/Bank te • Full 

uee should e m de of IMF ta.tistics, but data from other ou:rces would also have 
to be used; an important consideration will be the :vailabilit;r of ta in a 
form appropriate for c putation. 

4. Reviev & co odities . 

... Supply and d and response to price change ; 

.. eview of p st 17rend and future prospect ; 
- Initial review of tea ible easures !or selected co odi~ies . 

The Bank ha. started work in th s three directions . 

5. Buffer stocks . Fo~ select d co odities, assessment of size or stock , 
financial requir ents, impact of a buffer stoek sch e on inco e and export 
earnings . The rk on this shoul be started as soon s possible . 

II. Outline of art I 

I understand that the writing o! Part One will probably not be started uch 
before Chris s and that he outline will be reviewed, in the light of the 
preliminary findings erging fro the work indicated under I . We have drai'ted 
a revised outline which, together with your outline, might be discussed before your 
d parture . 

Goreux/lv 



ffice Memorandum 

TO Mr. Irving S. Friedman DATE: October 31, 1967 

F=ROM Frank A. Southard, Jr. 

SUBJECT : Stabilization of Comrnodi ty Prices 

With reference to your memorandum of October 25, I wish 
: i 

to inform you that Mr. J. J. Polak will be chairman of the I 

Fund's int~rdepartmental committee on the above subject. I 

have spoken to Mr. Polak and he will be in touch with Mr. 

Avramovic. 

' · 

cc: Mr. Polak 



FILES October 27, 1967 

Andrew M. ltamar ck 

esolution -

Mr. Polak of the lund eall a a.y. He nid that be llad th draft 
of a stat ent to Board ~ t t he ha difficulties with the 
propos d changes that 1 had au eated in th stat nt. What I had 
added to th etat t vu m additiou to the •tudy eoverin the 
probl of fluctuation - that it coveT also the l 1 of prices. 
Thia wu con•istent with the or inal Dakar eaolution. 

1 gav th agr 
are to et to ether 

AMK.:ner 

cc : Messrs. f!l edman 
Avramovic 

t~a way to handl the tter 
to fluctuations and to level. 

on the stat ent. 

owler. e and Kr. bbard 
r enti it to the Board. 



Mr . M .M. Mendels October 24 1967 

Irving s. Friedman 

Instead of sending a se arate t virtually identical 

memorandum, is it ;>ossible for us to have a joint morandum 

to the Executive Directors through our two Secretari es? 

Fund proposed draft on Study on Prbblem of Stabilizati on of 
Prices of Primary Products (from G. Nicoletopoulos ) o 
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INTERNATIO NAL RANK FOR RECONSTRUCTION AND DEl'ELOP.\IEIVT 

SecM67-

FROM: The Deputy ~ecretary October ) 1967 

STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

There is attached a statement on the procedure to oe followed oy 

the staffs of the Bank and the Fund in the preparat ion of a st'.ldy on 

the problem of stabilization of prices of primary products . 

A statement , substantially similar to that attached, is being 

dis tributed by the Fund today to its Executive Board . 

Distribution 

Executive Directors and Alternates 
President 
President ' s Counc i l 
Executive Vice President , IFC 
Vice President: IFC 
Department Heads , Bank and IFC 



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPJfENT 

STUDY ON PROBLEM OF STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

The Board of Governors of the Bank under Resolution No . 239 a.ciopted at 
the Annual Meeting in Rio de Janeiro, has called on the President to have 
the staff, in consultation with the Fund , prepare a study of the problem 
of stabilization of prices of primary products at a remunerative level. 
This study is to be transmitted by the Executive Directors, with such com
ments and recommendations as they may wish to ma..'k.e to the Board of Governors, 
if possible at its next Annual Meeting, for consideration and appropriate 
decision. A parallel resolution calling on the Managing Director of the 
International Monetary Fund to have the staff of the Fund, in consultation 
with the Bank, prepare a study on the same proolem was adopted by the Board 
of Governors of the Fund at the meeting in Rio de Janeiro. 

Staff members of the Bank and Fund have exchanged vie·ws regarding tLe 
procedure to be followed in the preparation of the parallel studies by the 
respective staffs of the two institutions. They concluded that the studies 
could conveniently be divided into two parts, the first covering introductory 
and general aspects of the problem (including a discussion and an evaluation 
of the various possible solutions leading to the stabilization of co~Tiodity 
prices at a remlulerative level which have been suggested so far), and the 
second, disr:!ussing the role, if arry, that the Bank or the Fund could play 
in the solution of the problem. They agreed that the most expeditious way 
to proceed with the task would be for the staffs of the two institv."cion~:: to 
prepare jointly the first (i.e., general) part of these studies. For obvious 
reasons, the second part , which would contain a discussion of the possible 
role that each of the t-Yro institutions could play in this field, would be 
prepared separately by the staff of each of the two institutions) but in 
close consultation with each other . 

In the course of the preparation of the studies, the staffs of the b;o 
organizations intend to maintain contact '"i th other interested internatlons.l 
organizations, in particular UNCTAD and FAO. 

While it is too early to indicate the time which the study ,,rill require, 
the staff has been instructed to p:::-oceed on the 1-rorking assumption that it 
would be highly desi-rable to finish the report at an early enough date to 
permit consideration by the Governors at the 1968 Annual Meeting . 

The Economic Adviser to the Pre3ident 
October 26, 1967 



INTERNATIONAL BANK FOR Rf<~CONSTRUCTION AND DEVELONv!ENT 

SecM67-

FROM: The Deputy ~ecretary October ' 1967 

STABILIZATION OF PRICES OF PRIMJ\.RY PRODUCTS 

There is attached a statement on the procedure to be follo~.ored by 

the staffs of the Bank and the Fund in the preparation of a study on 

the problem of stabilization of prices of primary products. 

A statement, substantially similar to that attached , is be i ng 

distributed by the Fund today t ') i -'::.s Execut ive Board. 

Distribution 

Executive Directors and Alternates 
President 
President 's Council 
Executive Vice President , IFC 
Vice President, IFC 
Department Heads, Bank and I FC 



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

STUDY ON PROBLEM OF STABILIZATION OF PRICES OF PRI~~y PRODUCTS 

Tne Board of Governors of the Bank 1mder Resolution No. 239 adopted at 
the Annual Meeting in Rio de Janeiro, has called on the President to have 
the staff, in consultation with the Fund, prepare a study of the problem 
of stabilization of prices of primary products at a remunerative level. 
This study is to be transmitted by the Executive Directors, with such com
ments and recommendations as they may wish to make to the Board of Governors, 
if possible at its next Annual Meeting~ for consideration and appropriate 
dec1s1on. A parallel resolution calling on the Managing Director of the 
International Monetary Fund to have the staff of the Fund, in consultation 
with the Bank, prepare a study on the same problem was adopted by the Board 
of Governors of the Fund at the meeting in Rio de Janeiro. 

Staff members of the Bank and Fund have exchanged vievrs regarding the 
procedure to be followed in the preparation of the parallel studies by the 
respective staffs of the two institutions. They conc luded that the studies 
could conveniently be eli vided into hro parts, the first covering introd.ucto1y 
and general aspects of the problem (including a discussion and an evaluation 
of the various possible solutions leading to the stabilization of commodity 
prices at a remunerative level which have been suggested so far), and the 
second, discussing the role, if any, that the Bank or the Fund could play 
in the solution of the problem. They agreed that the most expeditious ~•ay 
to proceed with the task would be for the staffs of the two institutions to 
prepare jointly the first (i.e., general) part of these studies. For obvious 
reasons, the second part, which would contain a discussion of the possible 
role that each of the two institutions could play in this field, w-ould "be 
prepared separately by the staff of each of the two ins t itutions , but in 
close consultation with each other. 

In the course of the preparation of the studies, the sta"ffs of the tim 
organizations intend to maintain contact with other interested international 
organizations, in particular uNCTAD and FAO. 

While it is too early to indicate the time which the study will requiTe, 
the staff bas been instructed to proceed on the working asst~ption that it 
would be highly desirable to finish the report at an early enough date to 
permit consideration by the Governors at the 1968 Annual Meeting. 

The Economic Adviser to the President 
October 26, 1967 



FORM No. 58 INTE~~ATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Nr o M.M. Hendels DATE: October 24 1967 -

FROM: 

SUBJECT: 

Irvi ng So Friedman ~ F 
f.~~ .. & . 
2, . A-_;_~-"" ~ 

Instead of our sendi ng a separ ate but vi rtually identical " r'- 1 t _ ~f-
lo 0.1(, ~ fMO 

memorandum, is it possi ble for us to have a joint memorandum ~ ~ 

to the Executi ve Di rectors throu gh ou r two Sec r e taries? 'f4t "'i«·4 ...,cH e:/c, 
~ . 

'50- '·kif,~ ~uf 
1tzt~1~ 
~ ~s. Af/it~Jl. 
~ ~~"ftA • 

... ~~~: 

::~~~~"'"' 



INTERNATIONAL MONETARY FUND 

WASHINGTON. D. C . 204 31 

. . MEMORANDUM 

TO: 

FROM: 

Mr. Friedman J J / 

J. Jo PolW(I 

October 17, 1967 

SUBJECT: Stabilization ·of Prices ·of Primary Commodities 

Following the discussion in Mr. Southard's office yesterday, 
I can inform you that the Fund team that would be entrusted, together 
with their colleagues in the Bank, to prepare a common Part I of the 
study envisaged, would be composed as follows: 

Mr.Fred Hirsch (Research) 
Mro Robert J. Familton (ETR) 
Mro Duncan Ridler (Research) 

C AB LE A D DRESS 

INT E R FU N D 

I would suggest that as soon as a decision has been taken on 
a similar team from the Bank side, that the two teams get together and 
start to work as soon as possible. 

I believe it was our understanding 
work as an integrated group, with the right 
members of the Fund and Bank as necessary. 
team would, of course, keep in contact with 
and through them with the Managemen~ in its 

cc: Deputy Managing Director 
Mro Gold 
Mro Sture 
Mr. Hirsch 
Mr. Familton 
Mr. Ridler 

yesterday that they would 
to call on other staff 
At the same time, each 
appropriate staff members, 
own organizationo 



- 4- Banlc Document No. 10 

DRAFT RESOLUTION 

STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

Attachment 
BANK 

WrillREAS Governors of the Bank and the Fund for Cameroon, Central 
African Republic, Congo (Brazzaville), Ivory Coast, Dahomey, France, Gabon, 
Upper Volta, Hadagascar, Hali, Mauritania, Niger, Senegal, Chad a11d Togo 
have transmitted to the President of the International Bank for Reconstruc
tion and Development the follov!ing request: 

CONSIDERING the decisive importance of the stabilization 
of prices of primary products at a remunerative level for the 
economic advancement of the developing countries and the improve
ment of the standard of living of their populations, the Governors 
meeting in DA..I(AR request that in RIO study be made of the con
ditions in which IMF, IBRD and IDA could participate in the 
elaboration of suitable mechanisms involving balanced commitments 
on the part both of the producing and of the consuming countries, 
and devote the necessary resources thereto. 

AND iVHEREAS the Board of Governors recognizes the importance of this 
subject in relation to the purposes of the Bank, 

NOl-l THEREFORE the Board of Governors resolves that the President 
i s hereby invited to have thz staff, in consultation with the Fund staff, 
prepare a study of the problem, i ts possible solutions, and their economic 
feasibility, in the light of the foregoing, to be submitted to the Executive 
Directors who are requested to transmit it with such comments or recon~enda
tions as they may have to the Board of Governors for consideration and afpro
priate decision by the Board, if possible at its next Annual Neeting. 

,/ 
/ 



FoRM No. 57 

TO: 

FROM : 

SUBJECT: 

INTERNATI ONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL F INANCE 
ASS OCIAT I ON RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. I. s. Friedman DATE: October 13, 1967 

Bela Balassa 

Suggestions ior a Stu~y of Price Stabilization Schemes 

In the following, I provide a short summary of the remarks 
I made at today's meeting concerning a study of price stabilization 
schemes pursuant to the Rio resolution. 

1. Statistical Investigation 

(a) Extent of price fluctuations for the major primary 
co~~odities in the postwar period. 

(b) Relative importance of price fluctuations for 
instability in the foreign exchange receipts of developing 
countries. 

(c) Approximate magnitude of demand and supply 
elasticities lor individual commodities. 

(d) Relative importance of LDC 1 s in the markets for 
primary products. 

(e) Substitution possibilities for LDC commodities. 

2. Objectives of a Scheme 

(a) Stabilization of prices 

(b) Stabilization of export earnings 

(c) Transfer of funds through raising prices 

3. Implementation 

(a) Choice of commodities. Feasibility. 

(b) Choice among possible schemes: buffer fund, buffer stock, 
quotas, purchase contracts. 

(c) Distribution of benefits among LDC's 

(d) Effects of alternative schemes on export earnings, 
production, incentives, resource allocation, government revenue. 

(e) Cost oi' alternative schemes: administration, stockpiling, 
raising prices. 

(f) Cost-benefit analysis of alternative schemes. 
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4. Effects on Bank-Fund Qperations 

(a) Implications for the acceptance of the Supplementary 
Financing Schemes 

(b) Limitations on the availability of funds 

(c) Implications of the automaticity of the scheme for the 
Bank's influence on policy~ing in developing countries. 

Dictated but not read. 

BBalassa:pam 

cc: Messrs. Kamarck, stevenson, de Vries, Avramovic, Isaiah Frank, 
Goreux, Sund.rwn, Ma.cone 



FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr . Dragoslav Avram.ovic DATE: January 2, 1967 

FROM : Irving S. Jlri d1tan 

SUBJECT: ot Pr ry Products 0.239 

With l'iespeet to the ques .... ion o~ oard d1 euasion o't the Stud;, on 

St ~ilizetion ot Pric • of Pr Products • r. oods has sent the 

8 eated mem.orand to Dr. nner. Would you pleue undertake o ake 

certain that we do discuss this tter vit the ecutive Directors before 

conclusions have been forculated. 

cc: • K ck 



excerpted from BIS Press Review No. 244, Dec. 19, 1966 

Tariff Pact between India, the U.A.R. and Yugoslavia FIN.TIMES, 15/12, 
New Delhi. 

India, Yugoslavia and the United Arab Republic on 14/12 agreed to 
grant each other tariff preferences to increase the flow of mutual trade. 
A communique issued at the end of a conference in New Delhi of Ministers 
of Economic Affairs of the 3 countries announced that the exchange of 
mutual preferences would be extendable to other developing countries. 
The new agreement is the first in which developing countries have made 
preference arrangements among themselves. The aim of the agreement is 
to make all 3 countries buy more traditional and manufactured goods 
from each other and less from industrialized countries. 



FOrtM No. 57 

TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELO~m~NT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Miss Gertrude Lovasy DATE: December 6, 1966 

Bela Balassa 

Comments on 11Effect of Reducing Barriers to Trade in Primary 
Products on Developing Countries' Exports" 

1. This is an interesting paper that provides an antidote 

to the prevailing overoptimism a.s regards the possible effects of 

l~rering trade ·barriers on the exports of primary products from 

developing countries. It appears, hovrever, that the position t:aken 

in the paper errs in the opposite· direction and underrates the 

prospects for the expansion of these exports that would follow 

reductions in trade barriers. I will comment on several issues here: 

the extent of tariff protection on primary products; the impact of 

subsidies on trade in temperate zone foods; cotton subsidies in the 

United States; the protection of fuels; and estimates on the effects 

of the removal of trade barriers on imports of primary goods. 

Tariff Protection of Primary Products in Industrial Countries 

2. The paper reaches the conclusion that "with some minor 

exceptions ••• duties and charges collected on primary products (other 

than tobacco and petroleum) appear to have been moderate compared to 

import values." (p. 7). But is this the relevant comparison? It is 

easy to see that the ratio of tariff receipts to Lmport values is 

equal to an arithmetical average of tariffs ~eighted by the imports 

of the country concerned. This weighting procedure is subject to a 



Miss Levasy - 2- December 6, 1966 

do~mward bias, however, since it gives large weight to imports that 

are admitted duty free or bear low duties while commodities whose 

imports are restricted by tariffs have small weight and goods subject 

to prohibitive duties do not figure in the calculation at all. Accord-

ingly, alternative weighting procedures should be used to reduce or 
1 

eliminate this bias. 

). A related question is that the data cited in the paper do 

not provide sufficient disaggregation. Thus, in Table 2 on tariff 

proceeds in relation to import values, all primary goods other than 

sugar, coffee, wine, tobacco, and petroleum are lumped together. And 

while Annex Table 1 gives information on tariffs for t1·renty-three 

commodity categories, the wide range of tariffs applying to many of 
2 

these product groups makes it difficult to evaluate the results. 

Finally, in distinguishing bet~oreen primary goods according to whether 

they are subject to "light" or "heavy" protection (Table 4), coillJ!lodities 

at different levels of transformation are often grouped together. This 

is the case for textile fibers (raw and processed), tropical wood (round

wood and sawnwood), meat and fish (fresh and processed), fruits and 

vegetables (fresh and processed), cocoa (cocoa beans and products), as 

1 
On this point, see my "Tariff Protection in the Industrial Countries: 

An Evaluation", Journal of Political Economy, December, 1966 

2 
At the same time, the statement that "the heavy U.S. tariff on soy-

beans and oil as well as on groundnuts have little practical significance. 11 

(p. 5 ) is correct as far as soybeans are concerned but not for 
groundnuts. In fact, the high tariff on groundnuts and groundnut oil 
practically excludes imports of these commodities into the United States 
and thereby protects the domestic output of soft vegetable oils. 



Miss Lovasy - 3 -

1 
as well as for oilseeds and oils. 

December 6, 1966 

4. The inclusion of co~~odities at different levels of fabrica-

tion in the primary products category leads me to the question of 

effective tariffs. Throughout the paper, nominal tariffs (statutory 

rates) are shovm. But while these can be taken as an -approximation 

for the effective rate of protection in the case of raw foods and 

materials, different considerations apply to processed goods. In the 

latter case, effective tariffs -- expressing the extent of protection 

of value added in processing -- generally exceed nominal duties because 

the products in question bear higher tariffs than their inputs. At 

the same time, one should not conclude from trade data that processed 

goods are of little importance for developing countries since the 

exports of these commodities have been obstructed by the high degree 
2 

of protection in the industrial nations. 

Other Forms of Agricultural Protection in the Industrial Countries 

5. . The use of subsidies as barriers to trade in foodstuffs is 

a further consideration. Aside from a footnote on p. 23 in the section 

1 Table 4 considers agricultural commodities only. At the same time, · 
fruits (other than bananas and citrus fruits), vegetables, fish, and 
some further agricultural products, aceolinting for one-fifth of exports, 
are lumped together in the "other" category. 

2 It is a different question that an increase in the exports of pro
cessed goods follm·ring reductions in tariffs would be partly offset by 
a decrease in the exports of raw foods and materials. On this and 
related issues, see my "The Structure of Protection in Industrial Co~~tries 
and its Effects on the EXports of Processed Goods from Developing Nations." 
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on sugar, subsidies are not mentioned in the paper. This omission 

accounts for the statement that "trade barriers against the imports 

of primary products among the principal importing areas are the 

lightest in the United Kingdom." (p. 6). Different conclusions apply, 

how-rever, if we consider that the system of agricultural protection 

in Britain is based on subsidies (deficiency p~ents) rather than 

tariffs. At the same time, one may question the staterrent that in 

the United Kingdom, the "shifting the burden to consumers Lthe sub

stitution of tariffs for subsidie~ has been under consideration for 

some time." (p.23n). Britain refused to change her system of agricul-

tural protection in the course of the Brussels negotiations on entry 

into the COT'll."'l.On Market in 1963, and neither has she given indication 

of her willingness to undertake such a change in recent declarations 

on the desirability of participating in the EEC. The reason is simple: 

the application of variable levies in effect in the Common YBrket 

would raise food prices to a considerable extent, and thereby contribute 

to increases in wages and industrial costs in Britain. 

6. In turn, a complicated system of price supports and quotas 

is applied in the United states, while the Common }furket levies 

variable duties on the principal temperate zone foods and subsidizes 

the domestic production of rapeseed and olive oil. A further preble~ 

is that the measures of protection used in regard to a particular 
1 

commodity often differ from country to country. Correspondingly, in 

1 
In the case of sugar, for example, the Common Market levies an 80 

percent tariff while the United Kingdom uses subsidies and the United 
States quotas to protect domestic production. 
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the case of most temperate zone foodstuffs, the tariff figures shown 

in Table 2 and Appendix Table 1 do not give an appropriate indication 

of the extent of protection and would have to be replaced by informa-

tion on "implicit" tariffs, calculated as the percentage difference 
1 

between the domestic and the import price. 

Cotton Subsidies in the United States 

1. In a discussion of agricultural subsidies, special attention 

should be given to cotton. Until recently, the United States was a 

residual s11pplier of cotton in the world market in the sense that she 

supplied the difference between world consumption and the output of 

other nations. As developing countries increased their output, this 

policy has come to be revised, ho-vrever. For one thing, the U.S . export 

price -- and hence the world market price -- has been reduced to 

improve the competitiveness of American producers; for another, the 

new U.S. export target for cotton has been set at a level exceedll1g 

average exports in the last four seasons. by one-half~ At the same 

time, the United States provides an export subsidy of 5.75 cents, 

amounting to approximately one-fourth of the export price of cotton. 

1 
Such calculations have been made by Political and Economic Plannin~ 

as well as by the EEC Commission who proposed the study of the 11montant 
de soutien" of domestic agriculture in the ma.jor industrial countries. 

2 
Cf. B. Varon, "Recent Developments affecting Cotton," IBRD Commodity 

Note No. 55. 
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It can be assumed that without this subsidy the world market price 

would be higher and U.S. exports smaller. In this connection, it 

may be noted that the decline in the world price of cotton (c.i.f. 

Liverpool) from 27.8 cents per pound 1959/60- 61/62 to 26.3 cents in 

1965/66 reduced the value of exports of cotton producers in developing 

countries by about $75 million. Should these countries replace U.S. 

exports of cotton in the world market, their export earnings would rise 

by a further $350 million. And, inasmuch as the higher price would 

provide incentives to foreign producers to expand output, in the 

absence of domestic subsidies in the United States they might eventually 
1 

encroach on the U.S. market for cotton, too. 

The Protection of Fuels 

B. It is argued in the paper that on account of the very inelastic 

demand, the high extent of protection on petroleum 11has not prevented a 

steady ••• and a rapid increase in consumption and imports. 11 (p. 7). 

But the relevant question is whether and to what extent the imports of 

petroleum and petroleum products into the industrial countries would 

be larger :LTJ. the absence of barriers to trade. The answer to this 

question will depend on the height of trade barriers, the substitution 

possibilities be~Neen petroleum and other sources of energy, and the 

elasticity of domestic supply. This question is of especial interest 

1 
Gale Johnson's statement to the contrary does not seem to take account 

of the possibilities for expanding cotton production in the developing 
countries. It should be noted in this regard that aside from the present 
lorr prices the threat of the dumping of U.S. surpluses providre a dis
incentive for .the expansion of production in these countries. 
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in the United States where quotas restrict imports to about 12 per-

cent of domes tic consumption~. 

9. In an article published in the October, 1964 issue of the 

Southern Economic Journal, M. A. Adelman has estimated the welfare 

cost of the protection of petroleum in the United States. Adelman 

notes that the price of import licences can be taken to express 

the excess cost of domestic oil over imports. Since the c.i.f. price 

of crude oil imported from the Middle East is $2.00 per barrel and 

licences sell for $1.00, the "implicit" tariff on crude oil is 50 

percent. In view of the small share of imports in consumption, even 

relatively modest domestic supply elasticities would entail large 

proportional increases in imports in the event that trade barriers were 

eliminated. While I do not wish to hazard a guess as to the magnitude 

of possible changes, it may be of interest to note that an increase 

in quotas, equivalent to 1 percent of oil consumption in the United 

States, would lead to an increase of the exports of developing countries 
1 

by about $100 million. 

10. The substitution of petroleum for other sources of energy 

following a fall in crude oil prices, too, would increase L~ports into 

the United States. This substitution would be of importance also in 

Western Europe where tariffs are often high and dorestic coal production 

1 Incidentally, I do not see why "it is difficult to envisage hou Q.R. 1s 
could be manipulated in such a w;zy- as to cause a certain additional share 
of consumption to be covered by imports." (p. 13) At least in the case 
of sugar and petroleum, quotas are determined in proportion to domestic 
consu..rnption. 
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is increasingly subsidized. Petroleum imports into Europe would 

:iricrease further if the high taxes on gasoline were reduced since 

the elasticity of demand for gasoline is higher than it is commonly 

presumed. 

Estimates on the Effects of the Removal of Trade 
Barriers on rmports of Primary Goods 

11. I come now to the estimates on the possible effects of 

the elimination of trade barriers on the exports of the primary 

products from developing countries. I am in broad agree~~nt with the 

criticisms levied against the estimates of the UN Secretariat and 

D. Gale JolL~son. There is little doubt that one cannot provide 

reliable results without appropriate disaggregation. At the sa~e 

time, for reasons indicated in the previous paragraphs, I would 

expect that, in the event of the removal of trade barriers, the 

agricultural exports of the developing countries would increase by 

considerably more than the $750-800 million suggested in the paper. 
1 

(p. 17). Further increases would take place in petroleum and in some 

metals. 

12. As regards tropical products, I do not find Maizels' con-

elusions surprising; they necessarily follow- from the assumption of 

inelastic demand for these products. let me add here that my o;m cal

culation shows an increase of $77 million in the estimated 1970 f.o.b 

1 At the sa.rr.e time, I would question that statement that the view 
expressed in the paper is 11 confirmad" by J.M. Richter's rather weak 
analysis. 
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value of coffee exports following the elimination of tariffs and excise 
1 

taxes in the major European countries. The corresponding extimate of 

the FAO is $81 million while Tinbergen's figure for the year 1959 is 

$54 million.
2 

13. Lastly, I come to the criticism of Harry G. Johnson's February 

1966 article in Economica on the possible expansion of sugar exports 

follmving the elimination of protective and revenue measures in the 

industrial countries. Two of the assumptions made by Johnson have 

been subjected to criticism in the paper: the replacement of the pre-

ferential margin paid by the United States and the United Kingdom to 

foreign suppliers by deficiency payments, and the complete disappearance 

of domestic sugar production in the industrial countries under con-

ditions of free trade. 

14. I tend to agree with the first objection. For reasons of 

internal politics, it is unlikely that the industrial countries v10uld 

replace preferential margins by deficiency payments to foreign suppliers 

although this may happen in some instances because of external political 

considerations. But, if we look for political feasibility, Johnson's 

entire paper may be rejected for lack of realism. One may suggest, 

therefore, that Johnson had the "right11 to make the assumption referred 

to above but he should have indicated the implications of the removal 

of this assumption. 

1 Bela Balassa, Trade Prospects for Developing Countries, Homewood, Ill., 
Richard D. Irwin, 1964, p. 112 

2 Jan Tinbergen, Shaping the World Economy, New York, Twentieth Century 
Fund, 1961, p. 300. Incidentally, the assui11ptions underlying the FAO 
estimates are available in mimeographed form. 
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15. In turn, while it is not realistic to assume that the 

domestic production of sugar would entirely disappear in the industrial 

countries if the c.i.f. import price was 5 cents a pound, neither 

would I expect that a substantial part of production would continue. 

In this connection, it should be recalled that in such an event sugar 

prices would fall by 33.2 percent in the United States wr~ch accounts 

for 35 percent of the sugar production of the major industrial countries, 

while prices would decline by 44.4 percent if the 80 percent tariff 

was eliminated in the EEC which accounts for another 54 percent of 

output. If one considers existing profit margins in US and EEC agricul

ture, it may be assumed that not more than a small fraction of sugar 

producers would survive the transition to free trade. This would be 

hardly surprising since, due chiefly to high labor costs, U.S. and 

European producers are at a comparative disadvantage in producing sugar. 

BBalassa/pam 
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INTERNATIO:"JAL ORGA:"JIZATION OF CO:VL\IODITY TRADE 

The concept of international organization of com
modity trade wa> first brougt under international 
discussion by a series of statements made by French 
representatives at intergovernmental meetings in the . 
years 1961-64.' At the United Nations Conference 
on Trade and Development, held in Geneva in 1964, 
a group of African countries took the initiative of 
sponsoring a recommendation on the possibilities 
of proceeding toward an organization of world com
modity markets at remunerative prices. The Confer
ence, in Annex A.II.8. of its Final Act, recommended 
" the establishment . . . of an ad hoc working 
party of government experts .responsible for studying 
the proposals and preparing a program of action 
for the intern:tti:lml orgmization of commodity 
trade which will ensure that the devebping countries 
will at all times be able to market their export 
products in increasing quantities and at remunerative 
prices, the ' purchasing power ' of which should not 
decline in relation to the prices of the essential goods 
imported by those countries, devoting their attention 
during the first stage to the commodities of greatest 
imrortance to the international trade of the develop
ing coumries. " 

The ad hoc working party on the International 
Organization of Commodity Trade was acco;dingly 
established and held its first meeting in Geneva in 
July 1965. It concluded its opening examination of 
the subject by agreeing "to recommend to the Com
mittee on Commodities that the Secretary-G ;neral 
of UNCTAD, in close collaboration with FAO and 
other rdevant inte· governmental organs, with the 
assistance of gove: nments, as appropriate, should 
furni .;h to the working p.uty the following studies 
in the light of reco;nmend.1tion A.II.8 as wdl as 
A. I I.l of the first session of UNCTAD: 

• See. for C'lamnle. tho<c of Novernher 1961 by Mr. E . Pis~ni. 
Mini<te r of Agriculture. at the eleventh <c<sion of the FAO Confer
ence. and Mr. W. Baumgartner. M ini<tcr of Finance and Eco
non1 ic Alrtir<. at the GATT Mini<tcrinl Me~tin>t. and th'lt by 
Mr. H . J:lnton at the 130th meetin g of the United N•.tions Commi~
sion on [ntcrn,.t ior.al Commodity Trade in M:ty 1962. Th<! t•:xts 
or the<c and oth~ ' <tatcmcnts MC rcoroduced in Unitnd Narirms 
Confnrcncl! orr Trade and Devc/opmenr. Volume III. Commodity 
Trade. p. 486-494. 

"(a) comprehensive and practical studies on three 
illustrative primary products, one drawn from 
e·ach of the three categories indicated in para
graph 12.• It was agreed that the studies should 
relate to cocoa, rubber an::! selected fats and 
oils. By examining the particular problems 
of a sample commodity from each of these 
categories, a broad range of the problems 
facing the international organization of com
modity trade would be revealed. " 

General terms of reference for the three studies 
then foll owed. 

At the same time, the ad hoc working party also 
requested a "study of the terms of trade and the .

1 
import purchasing pawer of the exports of the ' 
deve!Jping countries. •• anj "an examin:1tion and 
definitiJn of criteria fo;r sel<!ctiJn of a list of com
modities of int! rest to the devebping· countries ·in 
regard to the recommendation A. I £.8. " FAO has 
primary responsibility for the preparation . of the ' 
studies on cocoa and o n selected fats and oi.ls. All 
the above-mentioned studies are to be examined by 
the second session of the ad hoc working party, 
currently scheduled for 31 March- 14 April 1966 in 
Geneva. 

The following text,. ~vith minor modifications only, 
con:.titutes· a paper O'J>ntributed by FAO to UNCTAD 

and considered by tl:re: ad hoc working party at its 
first session.> 

The purpose of tms paper was to present some 
preliminary notes om major questions which will 
come up for considernJtio n in any a ttempt to translate 
the concept of an intem:1tiom.l org:mization of com
modity trade from a broad statement of principle 
into an operating palhicy. The paper is mainly con
cerned with agricult:mral commodities exported by 

'Th•:<e thrc'! c :tt~o:ories .were listed a< •• (a\ trooic:,.l nroducts 
without c!o<~ su'l<t itute<; l'bl raw m~tcri~l< with svnthet ic sub
stitute<: and (cl com'llod::t: ies produced both in d ·~vclopcd and 
dev•loninc cou'1tr ie<." 

• Th~ F-\O <tudy wa< nre:r:qred by the Commorlitv Pol icy Bra.,ch 
in C0'1<ult:tt ion with the Econo.,., ic An~ l v<i< Divi<ion. The rull 
text i< contained in dOCllm>ent TD/B/3 /Add.l of the first session 
Of USCTAD. 
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developing countries. Thus, not all the arguments 
used apply to nonagricultural commodities, nor are 
the agricultural products of the temperate zone spe
cifically dealt with. More detailed discussion of 
major agricultural commodity problems, present and 
prospective, as well as analyses of measures to deal 
with them can be found in the FAO publications listed 
at the enu of this paper and in the papers submitted 
by FAO to the United Nations Conference on Trade 
and Development. 

In the light of the relatively slow progress in the 
past toward generally acceptable measures to pro
mote the steady expansion of world trade in the 
interests of overall development, many of the issues 
that underlie the recommendation may appear in
tractable. Nevertheless, in the new world climate of 
opinion ushered in by the 1964 session of the United 
Nations Conference on Trade and Development, 
measures to deal with world trade problems of de
veloping countries can no longer be considered as 
inherently impracticable on the grounds that they 
are politically or technically difficult. It is a time 
for bold new initiatives and experiments and for the 
constructive negotiation of the conflicts that will 
inevitably arise. This is the spirit and the hope in 
which FAO has presented its views and has been 
actively participating in UNCTAD's work on the inter
national organization of commodity trade. 

Aspects of international organization of commodity 
trade 

As implied by the UNCTAD recommendation, "or
ganized trade" appears to a great extent analogous 
with " managed marketing" as it has been applied 
to domestic agricultural markets. The implemen
tation of managed marketing requires the adoption 
of measures harnessing the forces of supply or de
mand, or both, to attain certain objectives, usually 
specific levels of prices, sales, and earnings or in
comes. 

Similar but more modest objectives have for some 
time been pursued in international markets under 
commodity agreements limited to individual products. 
However, the UNCTAD recommendation embodies 
several new features. One is that the objective 
relates to a selected group of countries, namely devel
oping countries, implying that the broad aim is 
economic development. A second feature is the organ
ization of commodity markets in general rather than, 
as in the past, of individual products meeting with 
special difficulties. A third feature is the emphasis 
on the aim of developing countries to export products 
in increasing quantities. Further, the price goals 
are defined as " remunerative " prices in real terms, 
that is, relative to the prices of essential imports 
of developing countries. 

While the immediate objectives are stated in terms 
of assured prices and increasing quantities of exports, 

the ultimate goal is to increase the foreign exchange 
earnings of the developing countries in order to 
promote an adequate rate of economic development. 
The recommendation thus constitutes a part of the 
overall system of world trade envisaged in the 
Final Act of UNCTAD. This is the context in which 
it should be considered. 

Taking this view, and noting that the export com
modities of developing countries differ greatly with 
regard to physical characteristics, organization of 
production and trade, and the national policies affect
ing them, one may readily sec that there cannot be 
any single definition of the concept of international 
organization of commodity trade applicable to all 
products. Rather, it will be necessary to search for 
a variety of measures, distinct but co-ordinated, that 
may be implemented in an attempt to arrive at the 
goals specified in the UNCTAD recommendation. In 
fact, the concept can hardly be defined realistically . 
except in relation to feasible methods of implemen- · 
tation, which may be worked out in progressive in- · 
ternational consultations. 

Since many of these measures will require simul
taneous and co-ordinated action by importing and 
exporting countries, and hence a multilateral under
taking of commitments, use will presumably have to 
be made of some kinds of international commodity 
agreements. These, h~wever, will have to be more 
comprehensive in both their aims and their methods 
than were those envisaged under the Havana Charter, 
which hitherto has been the guideline for negotiation 
of commodity agreements. In particular, they cannot 
be limited to temporary treatment of commodities 
affected by " special difficulties " to be identified 
case by case. 

It should also be recognized that; although the 
UNCTAD recommendation speaks o' marketing at 
" remunerative prices, " other types of measures can 
also contribute to the achievement of the goals. They 
may include traditional measures to improve access 
to markets, promotion of demand, etc., as well as 
systems by which developing countries are aided 
throl,Igh direct financial transfers, either in place of 
measures to raise prices above market levels or in 
the event of shortfalls in export earnings generally 
or for given products. 

Some of the objectives of the recommendation 
may require clarification and interpretation in further 
consultations. Thus the assumption that all indi
vidual commodities can "at all times" be marketed 
in increasing quantities may have to be reviewed. 
A sustained attempt to ensure such expansion inde
pendently of the growth of consumption could defeat 
the basic purpose of the recommendation. Rather, 
the appropriate aim is to ensure a predictable and 
adequate expansion in foreign exchange earnings of 
the developing countries from the export not only 
of traditional but also of new products. 

f 

I 



Moreover, the objective of attaining remunerative 
pr1ccs (the concept of which is discussed in the next 
scc~ ion) has implications for economic development 
going beyond the earning of foreign exchange. These 
implications affect, inter alia, the incomes of pro
ducers and the prices paid for various commodities 
by consumers. The problem of long-term adjust
ments in production of commodities with definitely 
unfavorab·.-e demand prospects must also be faced. 
Some conflicts may arise in taking account of these 
aspects. 

The international oq;anization of commodity trade 
implies a redistribution of income between developed 
and developing countries and among the countries 
in these two groups. This is also one effect of in
ternational economic aid. Hence, in the formula
tion and implementation of the international organ
ization of commodity trade, the broad background 
of trade-aid relationships will have to be taken into 
account 

The cJnccpt of " remunerative prices " 

The concept of remunerative prices for developing 
countries can be interpreted in different ways depend
ing on whether producers' incomes, the government 
revenue, or the foreign exchange earnings of the 

.Juntry are under consideration. 
The price may be regarded as remunerative from 

the producer's point of view if it is sufficient to keep 
him in the production of the export commodity at 
accepted levels of income. From the viewpoint of 
public revenue in a developing country, a remunera
tive export price is one which not only meets the 
income requirements of the producer, but also leaves 
a margin for taxation, e.g., by means of export levies 
or through the operation of statutory marketing 
boards. 

From the viewpoint of foreign exchange earnings 
a developing country may not consider its export 
prices generally remunerative unless its exports, 
together with the inflow of external financial and 
other assistance, on commercial or aid terms, yieid 
sufficient external resources to make possible a satis
factory rate of economic ·development. It is on this 
aspect that the UNCTAD recommendation concen
trates attention, although it defines remunerative 
prices in terms of maintaining a minimum ratio to 
the prices of essential imports, rather than referring 
to any particular magnitude of export earnings. 

It is evident that there can be no definite rules or 
principles for establishing a priori what the remuner
ative price should be for any particular commodity 
or for exports as a whole, whether from an individual 
country or a group of countries. This fundamental 
element for an international organization of commod
ity trade thus cannot be objectively determined, but 
will have to be the result of negotiation. This is 

:I 

SO whether the• I~ ·:;o ti :tli on<; arc concerned with agree
ing to a sp:..:cific !) :·icc or with the search for a formula 
on which to ba ' c price adj·ustments, or even with 
deciding the specific machin::ry, criteria and principles 
to guide price dctcnnin:ttion. 

FoiJowing up the UNCTAo recommendation's d~fi
nition of a remunerative price as one that preserves 
a minimum relationship with the prices of essential 
imports of developing cou.ntries, one may now con
sider the possible operational approaches. It wiiJ be 
immediately obvious that most of the problems en
countered will require solutions of a largely political 
nature and are technical only nt a scconc.lnry level. 
The question thus will be one of reaching broad 
agreement at world policy level with regard to the 
approximate goals that it is desired to reach, and 
subsequently to work out. through further negotia
tions and consultations of a more technical nature, 
the appropriate tools. 

One of the first policy decisions would have to re
late to the export commodities to be covered by the 
system. The UNCTAD recommendation stressed that 
early attention should be _given to the commodities 
of greatest importance to the developing countries. 
This should be the starting point. The impact of 
managed prices on the different commodity situations, 
as discussed later in this paper, would also have to 
be taken into account in the selection of commodi
ties. The basis for determining which commodities 
were of major importance and therefore eligible for 
price adjustment, and which were minor and thus 
liable to exclusion, would have to be defined. Other 
questions would include how to treat agricultural 
commodities in processed form and exports of man
ufactures from developimg countries. 

The basic level of real 'Price for the selected export 
commodities, individuali.lY or by groups, would have 
to be defined. This wol!llld be the minimum purchas
ing power of the export prices, in terms of the prices 
of essential imports af developing countries below 
which, in accordance with the recommendation, 
future export prices sh:ould not be allowed to fall. 
In one approach, this decision could turn on the 
selection of the base p ·eriod, within which the rela
tionship between expolrtt and import prices could be 
rt>gardcd as " normal.,' or minimum for purposes 
of price adjustment. 

Policy should also dro.termine the timing and meth
ods of adjusting the - normal" or minimum price. 
It might be thought :sufficient, for instance, in the 
negotiation or rcnew«BJ~ of commodity trade, to give 
general consideration tno the changes which had taken 
place (or were likely o take place) in the prices of 
the essential goods illDjported by developing countries. 
At another extreme,. -provision might be made to 
link the minimum re:all export price for the particular 
commodity with an iindex of the prices of essential 
imports, through am arithmetic formula working 



automatically. An intermediate method mig:lt be 
to adjust the commodity price ii1 line with the inJ i
cations of a formul:l, but not necessarily applying it 
automatically. 

If it were decided to adjust the normal or minimum 
price by means of a formula, the need would arise 
for an index or indices of the prices of essential im
ports of developing co untries . Most measurements 
of the terms of trJ.de between agricultural commodi
ties and prices of manufactured goods (or between 
exports .from and imports into developing countries) 
arc currently based on price indices computed by 
the United Nations and FAO. These are the United 
Natio;rs Expo;! Unit Value Index of Manufactured 
Goods, the U11ited NatioiiS Price Index of Warfel 
Trade, with its subindices of import and export prices 
and their regional subgroups, and the FAD l11dex 
of Average Export U11it Values of Agricultural Prod
ucts, with its subiajicc5 for commodity groups and 
for different regions. 

These indices were not designed to serve as basic 
indicators for calcula ting the purchasing pow<:r of 
commodity prices in developing countries. The 
Export Unit Value of Manufactured Goods reflects 
the prices of manufactures exported from 12 industrial 
countries : Belgium, Canada, France, Federal Re
public of Germany, Italy, Japan, Lcuembourg, Neth
erlands, Sweden, Switz::rl.lnj, Unite:l Kingbm, 
United States. Some 70 p::rcent of the ma:1Ufact•.tred 
exports of these 12 coun tries flow to oth::r devebp·::d 
countries, incl uding countries with centrally-planned 
economies. The compe>sition of the 30 percent which 
is importd by developing countries as a group 
probably d<!pa rts considerably from t iv~ weightings 
used in constructing the index. Moreover, manu
factured goods export·::d by countries with centrally
planned economies arc not included. The subindex 
of import prices of the· United Nations Price Index 
of World Trade includes in its definition total im
ports, rather than esse11tial imports as defined in the 
UNCTAD recommcndati e> n . 

The question of constructing new indices for the 
purpose of implementing the remunerative price 
recommendation wouH therefore arise, leading to 
the need for a clear d(!finition of essential imports . 
There would be no problem about including manu
factured imports needed and purchased for specific 
development plans and projects, although the com
position of the basket would vary widely from country 
to country. Difficulties ·.vould arise about imports 
of consumer goods and cspecial\y foe>dstuffs. The 
treatment of both capital and consumer goods , espe
cially food, imported as aid in kind would have to 
be discussed. The adjustment could conceivably be 
approached on the basis of a glob::ll list of im;Jorts 
consiJcrd a5 essential for developing countries as a 
whole. 0:-t the other hand, -it might be necessary 
to cont.:mpbte the prcp::uation of such lists by groups 

of coctntrics ~.:\ port i ng the sa me comnwJity to a 
cert :~in miil i111: '111 cxtt.:nt, e.g., the ca fT.::: or co .;o ~ or 
b<tn~\11 3. e ,;por,i 'lg cou ntri.:s, giving a di!Tcrent fo rmula 
fe>r each comine>dity. 

Policy i.::piications of price management 

This section attempts to set out some of the major 
policy im;:>lic.!tions for vari:>us commodities which 
would requir~ close attention in any arrang~:n:!nt 

substituting managed for fr<!e market prices. While 
the section is brief, it is hoped that some of the eco
nomic interrelations which would be affected by an 
org:mil:l.tion of tr::~.de ar.: touched on sufficiently to 
indicate the complexity of the matters to be handled 
aad the dire-::tio:1s in which solution> might be sought. 
A basic requirem(!nt for the success of price man
agement arrangements is that demand be relatively 
price inelastic. This is the case with most agricultural 
commodities taken in:iividual\y. However, should 
prir;e m:magement affect the price of a very large 
number of commodities simultaneously, this assump
tion requires reconsideration. 

DEMAND AND SUPPLY REACTIONS 

In develop~d countries 

In most of the developed importing countries do
mestic prices of m ajor temperate zone foodstuffs are 
imulated from int::rnational prices. In such cases, 
imports are residua ls between the domestic demand 
(at interaal prices) and domestically produced sup
plies. Where imports are subj:!ct to variable import 
levies or quantitative restrictions, the raising of 
world prices to the le•;e\ of domestic support prices 
would not affect the quantities demandd or imported. 
Where specific or ad valorem import duties are applied 
the domestic price and, hence, the quantity dem:ln:ied 
would be affected, but since the pri"ce elasticity of 
deman:i is normal\y considerably smaller than unity, 
the effect is unlikely to be very great. 

Foodstuffs of tro pical origin are also normally 
faced by a relatively inelastic demand.' Changes 
in interm.tional ma rket prices are normally reflected 
at retail level, although in some cases marketing 
margins, internal taxes and fiscal import duties weak
en the li:-tk between the two. Consequently, if the 
prices of these commodities (which are . exported 
solely by developing countries) were raised, larger 
export returns would result. 

For commodities expe>rted in competition with 
produce of the developed countrie:;, the possi~ility 
of increasing the developing countries' export earn
ings through higher prices will depend on the relative 

• See Tabl~s St and S2 on p ages 190-191 of Trade in a~rriculturnl 
commodities in the United Na1ions Development Decade, Volume II, 

. part IV. PAO, Rome, 1964. 
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elasticities of supply for the product in qucstio 11 l!t 
the two groups of countri.::s. If these rcspoascs ;c r.: 
such as to endan~cr the share of the dcvelopin;; 
countries in the total market, special measures might 
have to be contemplated to reserve them a portion 
of the market growth. 

In the specific case of raw materials of agricultural 
origin, however, higher prices for the natur..tl product 
might di\Fert demand to synthetic or other substitutes, 
and encourage the development of new substitutes. 
A policy aiming at raising prices for these commodi- · 
ties m:ty therefor<: be sdf-Jcfcating, unbs3 m::asures 
are adopted to limit the scope for substitution, or 
to compensate for its effects. 

In developing countries 

Should the prices of the commodities importeQ 
by developing countries be raised, the quantity im
ported might be reduced, because of the limited 
availability of foreign exchange. The larger the 
share of exports which is taken by developing coun
tries, the greater the danger of a fall in the total 
quantity of trade. The most evident case is rice, 
of which 70 percent of wor!j exinrts are directed 
to developing countries. but similar if lesser danger 
exists for other commoditi::s (e.g., sug:u, fats and oils, 
tea, cotton, jute, etc.). This diffi:ulty could, however. 
be overcome through the adoption of discrimina.tory 
price policies, by which im;J::>rting developed coun
tries would pay a higher price than developing coua
tries. Such policies might succeed, since the price 
elasticities of demand for most primary commodities 
are lower in developed t:un in developing countries, 
so that the imports of the former group might not 
fall much on account of the higher prices. 

Long-term elasticity of supply 

Within a crop year, agricultural production cannot 
be appreciably varied in response to prices, since it 
is determined by decisions made in e::tr!ier years. 
The lag between the point of time when these de
cisions are made, in p:trt in response to price changes, 
and t!1:1t when they infbea:e production varies accord
ing to the commodity. Iasofar as hig:1cr prices r~ach 
the producer, they will n::>rmJ.lly injuce largi! r pro,
duction. 

Higher prices for commodities exported by develop
ing countries in competition with the developed ones 
may not affect producers' plans in develop::d coun
tries if the international price remains below domes tic 
support prices in importing countries, but not all 
commodities are subject to such domestic pol icies, 
and an international organization of trade might then 
tend to lead to greater self-sufficiency in importing 
countries. The implementation of remunerative prices 

for suc!I pr.lu l . .,; ts 'I."!.' ;:)U!:l t':·;r.::fore r.:q::i n.; <:!so mca
sur..;s to c:1~~1 r..: to d;-.'dJ :1i ,1·; C D U!ltri~ ,; ::tn. aJe cp1a te 
shar.:: of Li1 ~ nn r:.:;.~ :;ro ·.vt:l. 

Supply prcssar:::; ;11i2;:1t als :) ari se: lor commodities 
of W11ich Jc vclo11 jn~ COUiltr i.::s ar~ t!1~ SOle exporters. 
Even if the ri!man:.!r..l.ti•;c c:< ;> :) rt pri:.::s wer:: not per
mittel to rcacit the proJ:.~cer:> in t:tc countries already 
in the market, they mig:1t encour.1;'! new countries 
to enter the m:trkct. Thus, the maintcnance of an 
orderly e:<pansion of produ:.:tion for these commodi
ties will have to be a policy objecti ve for all coun
tries co-operating in. implci'!lcnting tiv: remun::rativc 
prices, and an cfTccti·•e production policy will require 
close consultations or perhaps agreed co-ordina.tion 
of national policies in all the producing countries. 

EQUITY IN THE INCOME REDISTRII3UTION EFFECTS OF 

PRICES 

The implem~ntation of remunerative prices for 
exports of the developiag countries im;:>lies the trans
fer of a portion of tae import~rs' national income to 
the exporters. In tite case of comm odities exported 
principally from developing to deveb~1ed countries, 
for example tropical 'beverages and fruit, such an 
income transfer is simtlar to that taking place unde r 
aid programs. 

Developed cvuntri::s have larger shares of world 
exports than developling countries for many prim ary 
commodities, except !for tropical foodstuffs, beverages, 
rubber, some other· raw materials of agricultural 
origin, and a few o!.ther products. For these excep
tions, adequate meas.mres would b~ required to ensure 
th:1t the developing <crDu ntries' shares in world exports 
will not diminis\ a rc:sul t wilic:1 would iwt correspond 
to the objecti ves aff' the recommen::!ation. 

EFFICIENCY IN COM~t@DITY PROD UCTION 

Steadily rising effi:-:Jien-::y in commodity production 
is a requirement fmr world economic development. 
Special measur::s wmuld therefore have to be wor!ced 
out to counter any: tendency for the interm.tionetl 
organization of com!modity trade to l.::ad to a restric
tion in the sk;,res ojf the world market held by effi
cient producers. Li~~;:ew ise, consideration mig ~1 t !lave 
to be given to in-::ctn:tive measures to encourage less 
efficient producers tro move into other lines of pro
duction. 

However, the divrersification of prvduction in de
veloping countries tro other lines which earn or save 
foreign exchange is ~ rar from easy, and usually in
volves a foreign exdhange cost which can hardly be 
borne. The operatii.~n of remunerative prices might 
provide in some caS!es a breathing spell to facilitate 
a move toward a be1rter utilization of resources. But 
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not many developing countries could embark on such 
programs without the assurance of a c·onsiderable 
amount of financial and technical assistance, tailored 
to specific commodity situations. 

[n cases where export quota arrangements were 
used to implement the chosen price levels, such aid 
might tum out to be a necessary adjunct. In this 
event, it might be feasible to promote a better uti
lization of resources among countries through the 
allocation or reallocation of the quotas, and through 
reserving an unallocated share of the market for new 
producers .... 

RECONCILIATION OF CONFLICTS OF INTERESTS 

Most of the necessary measures of price manage
ment would require specific undertakings or commit
ments by countries, and some of them on matters for 
which there is little or no previous experience in 
international co-operation. The final instrument for 
each commodity would have to be flexible enough to 
permit adjustment to such changing situations in 
the market as may be required during the arrange
ment. As in other forms of agreements, conflicts _ 
of interest between exporters and importers, and 
within each group, would arise, and ways and means 
to reconcile or overcome them would have to be 
provided. 

A particular case of conflicts of interests is that 
arising between those countries co-operating in an 
agreement and those not participating. While meas
ures to minimize the burden that the independent 
policies of nonce-operating countries may place on 
co-operating ones can be devised, it should be 
recognized that most of them would imply some 
discrimination. Much would depend on the impor
tance of the nonce-operating countries for the partic
ular commodity. 

Measures, policies and machinery for implementation 

Experience with measures for the implementation 
of commodity policies has been gained mainly in 
national programs of price support, and in a few 
preferential trading areas (e.g. , the French franc area, 
the Commonwealth Sugar Agreement).• Some such 
measures have been incorporated, though with more 
limited objectives, in several international commodity 
agreements. There has been some experience with 
the implementation of price policies in international 
markets, usually under specific conditions, and this 
experience can be a base for moving toward the new 
types of arrangements that will be needed. 

• The success of arrangements for limited sectors of world trade 
has partly depended upon the existence of a •• free " market for 
the di,posal of supplies exceedi ng demand at the support price. 
and for o btaining addit iona l supplies in the opposite situation. 
Comprehensive world arrangements would not have these possi
bilities. 

There are fundamen tal differences between action 
in domestic and in international mar!~ets. The most 
important is that intecnational programs can be for
mulated and implemented only through contractual 
undertaking between n ational governments.• Inter
national policy measures must therefore not only 
be technically feasible, but also aim at generally 
approved objectives and operate through politically 
acceptable means. 

In addition to these: problems of a political nature, 
there would be many technical difficulties, varying 
from commodity to commodity. These problems 
would not be insoluble, given that negotiated agree
ments could be reached about the broad aims of 
the policies. Some possible types of action for the 
implementation of minimum real export prices under 
the international organization of commodity trade 
are briefly discussed below.' All these approaches 
would no doubt need to be adapted and combined, 
in the search for acceptable and workable measures 
for different commodity sit_uations. 

MINIMUM PRICES AND EXPORT QUOTAS 

A minimum export price arrangement consists in 
a commitment undectak:en by substantially all export
ing countries to permit no export of a particular 
commodity at prices below an agreed minimum. An 
alternative means of achieving a price objective is a 
maximum export quota arrangement whereby export
ing countries commit .themselves to export no more 
than agreed quantities, which may be altered as 
market prices change.. Some exports may be exclud
ed from quota or price limitations, e.g., exports 
to developing countries or to other rap:d ·y expand
ing m:1rkets. While nwre difficult to enforce than 
quota agreements, minimum price agreements are 
easier to negotiate and more flexible since they 
maintain some aspects ldf competition in international 
markets. Both ar~ments presupp(?se a great 
deal of government CO!rlUrol over exports and market
ing, including controll. (~f foreign exchange returns. 
The latter aspect is; mot, however, an obstacle to 
their adoption, since the exports of developing 
countries are already :largely under government 
control. Aside from. ffib.e enforcement of the agree
ments, the main pr.tilfulems arise with respect to 
nonce-operating coun:tnries, with maintaining pro
duction in line with e::-:~po rt possibilities and, under 
quota arrangements, -.with the necessary periodic 
reallocations of quotmb among exporters. 

• An interesting new aom-..oa.ch for jute has been proposed by 
the Working Party on Stalnllizat ion set up by the FAO Study 
Group on Jute. Kcnaf anui Allied F ibers. Considering t hat a 
formal agreement wa' p remaaure, t he \Vorking Party recommended 
ar approach to stabilizatiLOn th ro ugh nattonal decisions. co
ordinated voluntaril y thranu:h regular informal consultations 
among government . t rade ami:! industry representatives of interested 
producing a nd importing cm.u nt ries. 

' See page 8 for a list of.' •papers on these measures, and par· 
ticularly i terns I. 2, 3 andl 11 to 17. 
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MULTILATERAL CONTRACTS 

Objectives similar to those of export quota and 
mmtmum price arrangements may be achieved by 
means of multilateral contracts. These consist of 
an exchange of commitments between the exporting 
and the importing countries on prices and quantities 
traded. An example is the International Wheat 
Agreement of 1949. Under it the exporters undertook 
to make available for sale to the importers, on re
quest, specified quantities of the commodity at no 
more th<!;!l a maximum price. In turn, importers 
und..:rtook to purchase, on exporters' request, the 
same quantities at no less than a minimum price.' 

Multilateral contracts are subject to most of the 
conditions and limitations of the minimum price and 
export quota arrangements. Their effects on export
ers' earnings will depend, aside from the negotiated 
price range, on the share of the market they cover.' 
A_s. under quotas and minimum price systems, pro
VISion could be made to permit developing countries 
to purchase supplies at prices lower than those estab
lished under the general contract arrangement. 

INTERNATIONAL BUFFER STOCKS 

An international buffer stock arrangement operates 
through a body empowerd to purchase supplies of
fered to it at a minimum price (in the present context 
the pri~e agreed upon as remunerative for developing 
countnes) and to offer for sale the commodities it 
has in stock at a maximum price. Given sufficient 
resources - in money and in kind - and a loncr
term balance between supply and demand, the buff;r 
stock may be able to stabilize the price within the 
agreed range. 

It is difficult, however, to see how buffer stock 
operations could be used to increase exporters' real 
earnings without requiring repeated injections of 
fresh working capital. Nor is it easy to envisage 
how they could be combined with the implementa
tion of a two-price system which, as was pointed 
out above, may be required in certain circumstances. 

SOME FISCAL TECHNIQUES OF IMPLEMENTATION 

Fiscal techniques that implement price and income 
guarantees through direct income transfers, leaving 
market prices unaffected except indirectly, have been 
applied in some domestic agricultural price support 
programs (e.g., the United Kingdom's system of 

'The I nternationai Wheat Agreement was amended in 1959. 
The g;1arantced quant1t1es an: no longe r stated in terms of absolute 
quant1t1cs. but as shares, of commercial importers' requirements. 
Moreo_vcr. the 1mportcrs commitment has been modified so that 
there IS no lonser an absolute minimum price guarantee. This 
new .formulat•on. makes th!s type of arranJ:ement less suitable for 
the 1mplementat1on of pnce guarantees for an organizat ion of 
commoditY trade. 

' It should be noted. however. that for the purpose of raising 
the. exuorters' ea~n1ngs through a price objective. the exporters' 
obhgat1on to prov1de a m1mmum supply to importers at a maximum 
pnee IS ne1ther necessary nor relevant in all cases. 

deficiency pa;:1 ents). Some limite,! in tcrnation:1l 
applicati 0n h;: · also been nude, as for instance in 
the cotton pr:L...: support programln the French 
franc area.'" ... 

Of the many rossible ways in which such arrange
men~s c~n be used intemationally, one is a form 
m~~mg It an equivalent of a successfully implemented 
mmunum export price or quota scheme. For such 
a p~rpose it is _ required that: (a) all developed im
portmg c~untnes participate in the arrangement; 
(b) a van able levy 1s charged; (c) its revenue is 

· distributed t? exporters pro rata tvith their exports; 
and (d) the Import and consumers' demand are rela
tively price inelastic. The import levy would be 
varied so that it equals the difference between an 
agreed minimum price (i.e., the price objective in an 
organization of commodity trade) and the market 
pr!ce. Since the demand for the commodity is rel
atively price inelastic, the consumers' expenditure 
would be increased, while the quantity demand 
would decrease proportionately less than the consum
~rs' price increase. Part of the consumers' expend
Iture w:>Uld be the revenue from the levy. If this 
revenue were transferred to the exporting countries 
pro rata with export>, their export earnings would 
increase exactly as under a successfully implemented 
export price or quota arrangement. 11 

How much the exporting countries would receive 
as direct payment for their exports, and how much 
as a deficiency payment, would depend on their 
selling policies. Should they jointly decide to abstain 
from price competition and charge the guaranteed 
minimum price, the revenue of the levy would be 
zero. On the other hand, the existence of a levy sys
tem might be an inducement to price competition. 
This would increase the size of the deficiency payment, 
but in no case would the unit return from exports, 
together with the levy, fall below the minimum price 
level. As developing importing countries would 
probably be exempted from paying the levy, the 
lower market price would benefit them. 

These techniques are thus highly flexible in their 
workings, relative to the schemes directly affecting 
the price. Moreover, use can be made of them for 
related purposes even if all of the conditions spelled 
out above are not fulfilled. Thus, it is not absolutely 
necessary that all industrialized countries join the 
arrangement, as long as the demand in the partici
pating importing countries is sufficiently large to give 
a tangible benefit to exporters. The nonco-operat-

•• A textile fund was partially financed with part of the revenue 
from a tax on all textiles traded in France . Each year suarantccd 
f.o.b_. pnces for cotton were fixed by qual ity and countries of origin 
W1thm the French franc area .. When the market prices fell short 
of ~;~uaranteed pnces, a defic1ency tlayment was made from the 
textile fund. 

. "The distribution of benefits among exporters mi~;ht. however, 
d1ffer between an 1mport levy scheme and a minimum price SYS· 
tern <?n the one hand. and a quota arran~;emcnt on the other. 
Th1s IS because the first two. in contrast with a quota arrange
ment. allow competition amon1: exporters on grounds other than 
the pnce. 
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ing importing countries would bcndit from the lower 
prices, unless the exporting countries were to apply 
a minimum e\port price policy toward them. If, 
on the other hand, the arrangement is adhered to 
by most developed importing countries, no exporting 
~euntry stands to gain by abstaining from joining 
it (as is the case with, for example, quota and mini
mum price arrangements). No country can hope 
to gain a larger share of the market by means of 
price competition, as the lowering of selling prices 
simply int;;rcascs the levy, while nonparticipants arc 
not entitled to share in the levy revenu. 

The effects of a specific or ad valorem levy would 
be different from those of a variable levy. As a 
means of guaranteeing a remunerative price, they 
would have to be supplemented by an export quota 
or a mmtmum export price arrangement. Otherwise 
the market price could fall to a point where the price 
received in the market plus the levy would be less 
than the guaranteed price (and even equal to the 
price received without any arrangement). 

Distribution of the revenue from the levy pro rata 
with the participating countries' exports is only one 
possibility. S(!veral other criteria, to be applied 
singly or jointly, might also be envisaged. Thus, 
the revenue could be distributed on the basis of ne
gotiated quotas. It might also be used to accumulate 
a fund for economic development and diversification, 
for the benefit of either the participating exporting 

countries o r of (1-..: vcloping co unt ries in gt:neral. 
Factors whi:.:h W llU!J have to be t:lkcn into ac;count, 
when dt:ciJing on the manne r in whicllthc revenue 
is distributed, woul d incl ude the p;-,ss ible effects on 
production in the .::xporting countries, including the 
extent to which national producti on policies might 
be co-ordinated under the arr::~n:;;ement. 

An added element of flexibility is the freedom of 
choice in importing countries with regard to the 
manner and extent in which the import levy is passed 
on to the consumer, and the level of the guaranteed 
minimum unit return each importing country may 
wish to ensure to exporting countries. 

The discussion so far has been in terms of import 
levies and of commodities whose demand is relatively 
inelastic at the consumer and import stage. Thus, 
it would apply most directly to, say, tropical food
stuffs and beverages. There are commodities, such 
as some agricultural raw materials, for which the 
consumers' demand is relatively inelastic, while the 
import demand is elastic, because an increase in the 
import price would lead to a substitution of domestic 
for the imported commodities. An import levy would, 
in the case of such products, defeat its purposes. 
This could, however, be avoided by using, instead 
of import levies, domestic taxes on the commodity 
and its substitutes, or on the finished products in 
which they are used, and returning the proceeds to 
the exporting countries. 
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