World Market Instability
in Primary Commodities®

The world economy is still recling from the remarkable increases
in primary commodity prices in 1973-74 at rates and to levels that
surpassed the early Korean War period.! Even though many com-
modities have cxperienced price declines especially with the onset of
recession in the industrialized countries in 1974-75, the question
naturally arises as to what the future course of prices will be.

Some insights into this question can be obtained by examining
the historical trend and cyclical movements of the prices of various
commodities in the period since World War IL It is also interesting
to consider the causes and consequences of instability and the
economic policies that nations have designed to deal with instability
and other aspects of primary commodities. In this regard, we shall
take note especially of conflicts in commodity policies between com-
modity exporting and importing nations. In the course of our
analysis, we shall offer some suggestions on further research that
might enhance our understanding of the causes and consequences
of instability and ways in which commodity-policy conflicts can be
minimized.

Trend and Cyclical Movements in Primary Commodity Prices Since
World War I

In order to determine how primary commodity prices have
behaved in the period since World War 11, we compiled annual
price series for the major intcrnationa]ly traded commodities, based

* The data and technical notes on which this paper is based arc available upon
request from the author. Christopher F. Baum is to be thanked for his computational
assistance,

1 For a comparison of these periods, sce Marmn Raperzer, © Commodity Prices
during Two Booms 1950 and 1973 ”, Skandinaviska Enskilda Banken, Quarterly Review,

4/1974,
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upon data published by the World Bank and IMF, covering the
period, 1948-1 to 1975-1 or 1g975-I. All the data were converted to
indexes, with 1970=100. Altogether, 33 price series were compiled.

We first plotted the logarithmic values of the annual price
indexes against time. Logarithmic plottings have the advantage that
they can be interpreted directly in terms of percentage changes.
Inspection of these graphs (which are not reproduced here) clearly
reveals the remarkable increases in many commodity prices in 197374
and signs of weakening in the first half of 1975. We then fitted
logarithmic trend functions to the individual series. These are sum-
marized in Table 1. One purpose of fitting these trend functions
was to provide an indication of the rate of increase or decline in the
individual price series over the period. This information is given by
the regression coefficient on time and can be interpreted as the
percentage rate of increase for each series,

Thus, the largest annual percentage rates of increase for 194875
were recorded for petroleum (9.9%), cotton (9.0%), groundnut oil
(8.8%,), sugar (87%), and lumber (8.59,) while there were several
commadities, shown without asterisks in the table, for which there
was no discernible trend. It should be noted that, in view of the
especially large price increases in 197374, the estimated trend coef-
ficients may be exaggerated. If one were to engage in price extrapola-
tions beyond 1975, prudence would suggest therefore that the rates of
change for the period prior to 1973-74 might be safer to use on the
assumption that 197374 were rather special years.

The second purpose of fitting the trend functions to the data was
to isolate any systematic cyclical movements in the price series. Many
such movements are evident in the plottings of the absolute values
of the series themselves. These movements can be seen more clearly,
however, if we remove the trend influences and focus instead on the
patterns of the deviations from trend. Thus, in Figure 1, we have
plotted the differences between the actual values and the estimated
values based on the fitted trend functions. Patterns of cyclical price
movements are evident for several of the commodities depicted,
although it will be noted that the periodicities of the movements are
not constant and there are substantial differences in the amplitudes
over the period as a whole.

The deviations from trend plotted in Figure 1 establish that
annual price movements for a wide variety of primary commodities
are certainly not random cvents. If history is any guide, Figure 1
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suggests moreover, especially for commodities produced and traded
in competitive world markets, that the unusually high prices recorded
for 197374 were due to special circumstances that may not necessarily
repeat themselves in the future.

In order to obtain some idea of the price instability that
characterizes the various commodities, an instability index was
calculated for each commodity and recorded in Table 1, This index
was obtained by dividing the standard error of estimate of the trend
cquation fitted to the individual price series by the average (mean)
value of the series. Since each index is a pure number, comparisons
can be made for the different commodities Hsted. Tt can be scen that
sugar, linseed oil, sisal, zine, petroleurn, and cocoa displayed the
greatest instability for 194875, and bananas, aluminum, iron ore,
butter, lamb, tea, meat, and woodpulp displayed the least instability.
Note again that these rankings may not be completely stable because
they are influenced by the extreme price observations for 1973-74.

The Causes of Primary Commodity Instability

We have looked thus far only at the instability of primary
commodity prices. A more complete analysis would consider the
instability of quantities produced, traded, and consumed together
with the instability of the total proceeds (price x quantirv) realized
from exports and required to pay for imports. In addition, since
most countries export and import a variety of commodities, we
could devise some method of weighting to obtain an overall index
of instability for individual nations. Assuming that all of these
various measures of instability were available, the question naturally
arises as to what the major causes of instability may be.

In seeking to answer this question, an especially useful framework
has been provided by Massell? Thus, imagine that we have a primary-
producing-exporting country that consurnes some part of its production
domestically. Export carnings will then depend on the shape and
position of the country’s supply schedule and on the schedules of
foreign demand and home demand. Changes in export earnings
from a given good will depend accordingly on the shifts of the

2 See Brwrow F. Masszir, “Expore Instability and Economic Structure ", American
Eeonemic Review, September 1970,
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various schedules and their elasticitics. This suggests therefore that
we can analyze the causes of instability in terms of fluctuations in
supply and fluctuations in demand.

Thus, for example, there are certain foodstuffs and agricultural
raw materials that are apparently subject to considerable short-run
supply instability due to such factors as variations in weather, infesta-
tions or plant disease, or over- or under-responses of production to
price changes. Countries that export goods subject to unstable supply
will therefore tend to experience relatively greater instability in their
export earnings, depending especially on the elasticity of foreign
demand. If the country’s export-market share is relatively small, it
will face a relatively highly elastic foreign demand schedule. Thus
supply instability will result in relatively greater fluctuations in
export proceeds when a country supplies a relatively small proportion
of the total world market. The opposite tendency would apply, the
greater a country’s export-market share.

For many other countries, shifts in foreign demand constitute
perhaps the major source of instability in prices and export earnings
for producing countries. The forcign demand schedule that an
individual country faces will depend on the total world demand and
supply schedules. Thus, 2 shift in one of the total world schedules
will affect the individual country’s foreign demand schedule. Short-
run shifts in total supply will result from the forces mentioned in
our discussion above. Short-run shifts in demand may result from
changes in the prices of related goods and from cyclical changes in
income and expenditures. These latter effects will vary depending
upon the responsiveness of quantities consumed to variations in
income or industrial activity. We might expect therefore that the
demand for foodstuffs would be relatively more stable than the
demand for industrial raw materials.

Finally, in countries where a substantial proportion of production
is consumed domestically, variations in export earnings will result
from shifts in the domestic demand schedule due to such factors as
changes in domestic monctary and fiscal policies.

As already mentioned, many countries produce and export a
variety of commodities so that total export earnings will depend
upon the interrelationships among commodities, Thus, a country
may have more stable export proceeds, the more diversified are its
exports. In addition, there will be greater stability, the more
diversification there is in the foreign market destinations of exports.
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The causes of export instability thus can be broken down into:
(1) the composition of exports; (2) how diversified cxports are by
commodity and geographic destination; (3) a country’s export-market
shares; and (4) the relative importance of the exporting country’s
home market. Besides these factors, instability may be influenced by
the stage of a country’s development as measured, say, by its per
capita income. The argument here is that a more advanced country
will tend to specialize on relatively finished products and will have
a greater Hexibility in its adaptation to change and the reallocation
of resources.

Several empirical studies have attempted to assess the importance
of these various influences. It is interesting in this regard that, as
might be expected, less developed countries (LDC’s) had a sub-
stantially higher export instability than did the advanced countries.
Thus, for example, MacBean found that the average export instability
for L.DC’s was 31 per cent higher than for the advanced countries
during the period, 1948-592 Erb and Schiavo-Campo found that
average LDC instability was 117 per cent above advanced ‘country
instability for 1954-66.* Finally, Massell found a 50 per cent greater
instability for LDC’s for 1950-66.> While these results vary depending
upon the measure of instability used and the time period, it is
nevertheless clear that LDC's are subject to much greater instability
in their export earnings than are advanced countries.

Of the various influences noted, it appears, especially from
Massell’s research, that a substantial proportion of LDC export
instability is due to dependence on a relatively small number of
commodities for export, but that this is offset the greater the relative
importance of the exports of foodstuffs as compared to raw materials.
It would be especially interesting if we could draw inferences from
these findings about the relative importance of fluctuations in supply
and in foreign and domestic demand in explaining export instability.
Massell interpreted his results to suggest that foreign demand
influences were relatively the most important, but he did not specify
exactly the mechanism by which this occurred. Indeed, since he was

3 Sec Avaspam 1. MacBean, Export Instability and Economic Development (Harvard
University Press, 1966).

4 See Guy F. Ers and 8. Scmavo-Camro, “Export Instability, Level of Development,
and Economic Size of Less Developed Countrics , Bulletin, Oxford University Institute of
Economics and Statistics, November 1960.

3 MasseLL, op. cit.
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able to explain only around 4o per cent of the observed instability,
it is evident that there were other forces at work. If a complete
model could in fact be developed, it would have to encompass both
the supply and demand sides of the market. Unless we could isolate
these influences separately, it would be quite risky to draw conclusions
about the relative importance of supply and demand factors in
causing instability. -

We might nevertheless be able to categorize commodities _and
countries by the potential sources of instability, based upon the various
economic criteria mentioned above. This would be especially im-
portant in analyzing commodity-market conditions and atternpting
to determine how prices, export proceeds, and import payments may
behave in the short run.

The Consequences of Primary Commodity Instability

Because export instability has been substantial for primary
producing countries and more so for LDC’s as compared to advanced
countries, one might expect that instability would be detrimcntal. to
cconomic growth, particularly in the LDC’s. It was startling
therefore when MacBean could not find any evidence to sustain this
hypothesis based upon the experience of the 1950’5 It is noteworthy

that his findings were by no means a statistical artifact or subiect to -

special circurnstances since the same results were obtained by Kenen
and Voivodas for a more recent period, 1957-66. and for the longer
period, 1950-66.7 .

It is of course conceivable that the results may be sensitive to
the way in which the underlying model has been formulated,
Voivodas has actually attempted to show this to be the casc2 However,
his results are not convincing because he does not offer any exp¥ana—
tion of why instability may be harmful to growth. We may conclude,
therefore, that the case has certainly not been proven that export
instability is a serious deterrent to growth in most LDC’s.

In a related vein, it is interesting to take note of research by

6 MacBean, op. el ) §

7 Prrsr B, Kewes and C. S. Vorvopas, “ Export Instability and Economic Growth ”,
Kyklos, 4/1972. o .

8 C. 8. Voivopas, * The Effect of Foreign Bxchange Instability on Growth », Resiemw
of Ecenomics and Statistics, Aungust 1974.
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Mathieson and McKinnon on the effects of per capita income and
“ openness ” on instability.? They constructed measures of instability
for real gross domestic product (GDP), real gross investment, real
machinery and equipment expenditures, real exports, and real imporrs
for 28 LDC’s and advanced countries for the period, 195068, The
instability measures were substantially greater for the LDC’s for all
of their series except GDP, which they argued was unreliable because
of the way it was estimated.

In seeking to explain the instability of the various component
measures, Mathieson and McKinnon found that per capita income
was negatively related to instability and that openness, measured as
the ratio of exports to GNP, also had a negative influence on
instability. This latter finding is quite remarkable because it is the
opposite of what one might expect. The fact that openness may be
associated with greater stability in LDC’s means that relatively greater
LDC trade with the advanced countries has not exposed the LDC’s
to unfavorable transmission effects arising from fuctuations in
domestic economic activity in the advanced countries. The policy
implication to be drawn is that LDC movements towards autarky
may expose them to relatively greater instability, which is again
quite contrary to what many cbservers and policy makers have
thought.

As far as advanced country primary exporters are concerned,
they may be better able than LDC’s to cope with instability because
their exports are more diversified and because they can rely on
domestic monetary and fiscal policies for stabilization purposes.
However, difficultics may arise in cases where domestic consumption
of exported goods is relatively important and where there are dif-
ferences among income groups in the proportions of expenditure
devoted to foodstuffs and other categories of consumption. In a free
market, an increase in foreign demand will bid up the price for both
exports and home consumption. The authorities may thus face a
dilemma if the domestic price impact is felt differentially by various
income groups. From the standpoint of policy, it would be preferable
to deal with this problem by income transfers through the tax system
rather than by restricting exports. However, export restriction may

9 Donatn  Matmiesow  and  RoNawp MeKmwon,  “ Instability in  Underdeveloped
Countrics: The Impact of the International Economy ”, in M. Reder and P. David {eds.),
Essays in Honor of Moses Abramovitz: (Academic Press, 1g73).
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be politically more expedient, even though it is disruptive to inter-
national commercial and diplomatic relations.

Instability may of course also have consequences for importing
countries, particularly if there are unanticipated and substantial
increases in import payments required for primary commodities, as
has recently been the case. Countries will differ substantially in
terms of their ability to cope with this kind of situation. Increases
in import prices will create incentives for consumers to reduce the
consumption of imported goods and to shift towards relatively
cheaper substitutes. In the short run, however, the availability of
substitutes may be limited and, in view of the demand inelasticities
involved, total import payments may risc substantially.

If a payments imbalance is created, the tendency will be for
countries to reduce their international reserves or to borrow to finance
the imbalance at the existing exchange rate. To the extent that
short-term financing is incomplete, there will be downward pressure
on the exchange rate. Unless the domestic monetary effects of the
reserve loss can be sterilized by offsetting central bank action, there
will be a contractionary effect domestically. The resulting reduction
in domestic expenditures and possible exchange-rate depreciation
should then give rise to movements that will serve to correct the
imbalance by encouraging the expansion of exports and discouraging
imports.

Countries may also respond to payments imbalances by imposing
import restrictions. The imbalances may thus be mitigated tem-
porarily, although the impact will then be shifted to the domestic
sector as expenditures are diverted from imports to domestic goods.
The forces that created the imbalance to begin with will most likely
remain and may reassert themselves unless counterbalancing structural
changes take place.

In the short run therefore, importing countries may not be able
to counteract effectively rapid and unanticipated changes in the prices
of imported commodities. As a consequence, the level of domestic
prices may rise, and this increase may be reinforced by whatever
exchange-rate depreciation occurs that in turn increases the foreign
demand for the country’s exports and home demand for import
substitutes. These increases in the price level are not in themselves
necessarily inflationary. However, it is conceivable that the increases
can affect wage and price relationships and olter the rate of change
in the price level, which then would be indicative of greater inflation.
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Advanced Country Commodity Policies

Having reviewed the evidence on the trends and instability of
primary commodity prices since World War II and the causes and
consequences of instability, it is of interest to examine the commodity
policies that different countries have adopted. Advanced country
policies shall be considered in this section and L.DC policies in the
following one.

Commodity policies should not be analyzed with reference only
to the question of instability, but rather, as both Johnson and Pincus
have shown, in a much broader context.® For example, temperate
zone agricultural products (food and feed grains, sugar, dairy
products, and meat) have been subject to quantitative restrictions on
imports or equivalent price-raising charges in advanced country
import markets, Similarly, until recently, there have been restrictions
on agricultural output especially in the U.S. as an adjunct of the
domestic price support program. This in turn engendered an elaborate
system of export subsidies whereby substantial amounts of food and
fecd‘ grains in particular were sold on concessional terms to LDC’s
or given away outright. Changes in U.S. legislation and the upsurge
in world market prices have changed this situation remarkably.

Besides temperate-zone agricultural products, the U.S. and other
advanced countries have adopted protective measures on a number
of other imported products that compete with domestic production.
Examples here include state monopolies, quantitative controls, and
bilateral agreements involving international trade in tobacco. In the
case of the U.S,, certain vegetable oil sceds and oils, such as peanuts
and flaxseed, are subject to heavy import duties. The U.S. also has
imposed tariffs and/or quotas for ostensibly protective purposes on
such commodities as cotton, wool, nonferrous metals, and petroleum.

Advanced country commodity policies have been restrictive,
furthermore, with respect to certain imported tropical agricultural
products even when there have been no closely related domestic
substitutes involved. Thus, in Western Europe especially, substantial
excise taxes have been imposed on the consumption of coffee, cocoa,
and bananas. Also, the Common Market preferential system has

.10 Sec I‘I‘ARRY G. Jounson, Eronomic Policies Toward Less Developed Countries (The
Brookings Institution, 1967) and Jomn Prveus, Trade, Aid and Development (McGraw-
Hill, 1g6%).
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favored the Associated Overseas Territories (mainly African countries)
with respect to tropical products, with possible trade diverting effects
on other supplying countries. ‘

Advanced country commodity policies have also had a marked
influence on the composition of trade because of the substantial
effective protection that their escalated tariff structures have afforded
to the domestic processing of primary commodities.” That is, while
imports of primary commodities in unprocessed form are subject to
zero or relatively low tariffs in advanced country markets, tariffs are
escalated depending on the stage of processing of the materials. This
effective protection on processing tends especially to bias LDC com-
modity exports towards unprocessed form. '

Finally, we may note that the U.S. in particular has accumulated
stockpiles of various commodities, especially nonferrous metals and
natural rubber, during the postwar period for strategic reasons. On
occasion, when the stockpiles have grown too large relative to
potential needs, the U.S. has released supplies to the commercial
market, thereby encountering complaints from exporting countries.
There have been other instances in which the U.S. authorities have
indicated an intention or actually used stockpile releases for stabiliza-
tion purposes, again to the displeasure of competing suppliers.

As mentioned above, the U.S. accumulated sizable carryovers of
food and feed grains as a consequence of its agricultural price-support
program. A substantial proportion of these carryovers was disposed
- of through concessionary sales and outright gifts under P.L.. 480 to
several LDC’s. Recent market changes have virtually depleted U.S.
government-held stocks, and pressures arc being exerted to restore
the level of these stocks, if necessary even at the expense of com-
mercial sales, in order to mitigate inflationary influences domestically
within the U.S. and to assist LDC’s that are experiencing shortfalls
in their total food availability for domestic consumption.

It should be evident from our discussion that advanced country
commodity policies have a variety of meotives, which involve the
protection of domestic producers of similar and related products,
sumptuary taxation, the protection of domestic processing industries,
and the accumulation and release of U.S. government-owned stock-
piles to achieve objectives of national strategy, assistance to poor
countries, and domestic price stabilization. The policies involving
protection clearly tend to restrict the export volumes and lower the
prices received by foreign suppliers. Moreover, to the extent that
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protective policies are adopted to avoid or ease the burden of adjust-
ment of domestic producers to changing conditions, the result will
be to increase market instability for other primary commodity
producers. The effective protection on processing reduces the potential
export earnings of primary producers, and it may also aggravate
market instability to the extent that processing might provide more
flexibility and opportunities for diversification. Stokpile changes and
surplus disposal may have adverse effects on comnpeting suppliers even
though some countries may benefit from receipt of the commodities.
But these latter benefits are not clear if reliance on concessional or
outright assistance has created disincentives to the expansion of output
and improvement of agricultural efficiency in the recipient countries,

LDC Commodity Policies

Just as in the case of the advanced countries, the commodity
policies of the LDC’s have been designed for several different
objectives. Since foreign trade is so important in many LDC’s and
can be subjected to closer scrutiny and control than many domestic
economic activities, it has been common to concentrate government
fiscal measures on the export sector. This has been accomplished by
such means as export taxes, multiple exchange rates, and marketing
boards that purchased the commodities domestically and sold them in
world markets. In cases where a single country or group of countries
have supplied a substantial proportion of the world market, the
fiscal measures have been designed with a monopolistic intent.

Since it has appeared administratively more convenient to
generate government revenucs via the foreign sector than by domestic
fiscal measures, LDC authorities have often been in a position to use
the revenues involved for expenditure purposes elsewhere in the
cconomy. Thus, in many instances, LDC governments have followed
policies of import substitution at the expense of the export sector.
That is, the encouragement of import substitution worked by creating
disincentives to the further expansion of production for export. In
some countrics like India and Pakistan, import substitution was
financed in part by surplus commodity aid and other concessional
assistance. Improvements in agricultural cfficiency were not accorded
primary importance under these circumstances. The point to: be
made then is that commodity policies in LDC’s cannot be considered




186 Banca Nazicnale del Lavoro

independently of other policies. To the extent that LDC policies
have constrained the primary producing sectors, these sectors may
have become relatively more vulnerable to short-term supply and
demand variations.

We have mentioned that individual countries and groups of
countries have attempted to exercise monopoly power in instances
where they control a substantial proportion of world output and
exports. ‘The OPEC countries have provided the most striking
example of success in this regard. There have been movements
~among producers of other commeodities, such as bauxite, copper, and
bananas, that are designed to emulate the success of OPEC. The
question npaturally arises as to the conditions that will foster
monopolization as an objective of commuodity policy.

The conditions that appear most favorable to monopolization
are: (a) a relatively inclastic demand over the price range being
sought by restriction; (b) prices that can be supported individually
rather than requiring joint control over several commodities or
grades of commodities; and (c) existence of effective national and
international marketing and control systems. Petroleum appears to
meet these conditions, perhaps all too well. It is by no means clear,
however, that there are many other likely candidates, LDC’s that
embark upon individual or joint efforts to enhance their monopoly
power in particular commodities may thus be disappointed in the
outcome. At the same time, it is difficult to fault them for trying to
exercise monopoly power in view especially of the restrictive com-
modity policies that many advanced countries have followed.

international Commodity Agreements

Having looked at national policies, it seems fitting that we
consider the policies that have become embodied in international
commodity agreements (ICA’s). ICA’s have a long history, going
back to the 1920, and they have been given much attention especially
during periods of falling prices as a possible means of stabilizing
prices. Yet, it is noteworthy that, since World War II, ICA’s were
concluded for only five commodities: wheat, sugar, coffee, tin, and
olive oil.

The olive oil agreement has been mainly advisory and was
designed to help coordinate national policies rather than to influence
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world prices and trade. The sugar agreement was always limited
in coverage because of preferential arrangements, and it became
Inoperattve at times when member countries could not establish
mutually satisfactory quotas. The wheat agreement Jacked an
cﬁccti‘v? mechanism to obligate consuming countries to buy specified
quantities at a guaranteed minimum, and, in any event, the agreement
was und-crmin'cd by the price-maintenance policies of the U.S. and
Canada in conjunction with the operation of the U.S. surplus disposal
programs. The tin agreement, which was operated by means of a
l_auﬁer stock and cxport controls, was unable to function smoothly
in periods of sharp price declines and increases. The same has been
true of the coffee agreement, which was based upon a system of
variable export quotas. :

Gi.ven these experiences, it is difficult to summon up great
enthusiasm for_ ICA’s. To begin with, ICA’s are difficult to negotiate
bccausc countries view them with 3 multiplicity of objectives, includ-
ing market stabilization, increased export earnings, mitigation of
the impact of secular change or to increase protection in importing
countries, and the organization of markets on a comprehensive
worldwide scale. Given this multiplicity of objectives, there will be
inevitab.le divergence of interests among and between i)roducing and
consurning countries, which will make agreements practically im-
posglblc to negotiate unless the consuming countries deliberately act
against their own economic interests.

Second, each of the main types of ICA’s involves weaknesses
Fhat may make them difficult or perhaps impossible to negotiate or
implement. ‘Thus, for example, multilateral contracts, as in the
wheat agreement, and buffer stocks, as in the tin agrecment, require
accurate fprecasting of price trends. It is quite conceivable, as
happened in the tin agreement, that the buffer-stock financing could
be _c_xhausted by a protracted price decline that was not fully
anticipated. Export-restriction schemes, as in the coffee agrecment
assume that countries can control production or operate stockpile;
eﬁcc‘tively. These schemes also run the risk of being undermined by
outside competitors unless the importing countries agree to police
the restrictions.

Third, the technical and cconomic characteristics of primary
commodities may make an agreement unworkable, It is apparent
that a buffer-stock arrangement could be operated successfully only
if commodities are homogeneous and can be stored relatively cheaply.




188 Banca Nazionale del Lavore

One might think that commodities like coffee, wh_cat, or tea wcl)luld
be likely candidates for agreement. But t}'xc fact is tl}at even t ;sc
ostensibly homogeneous commodities come in several dlﬁchnF grades
and varieties, and their price relationships may be altcrcc! s:gmﬁ.cand%
in response to changes in taste or tcchnfﬂfogy, A. good 111ustrat101-1 0
this can be found in the shift from Brazilian arabica c?ffee to African
robustas and the shift from ground to inst.a'nt preparations. Morcpvclr,
many ostensibly heterogeneous C(')mmOdI'tICS may in fac.t be cllngh(y1
substitutable as inputs in production, as in ic case of 011_ seeds an
animal fat and fish oil used to produce cgh_ble oils and in the case
of nonferrous metals. Also, many commodities face close competition
i tic substitutes, . '

Wlthl*“si{;tllll; we should note the complexity of trade relationships.
There are commodities produced and traded primarily among
advanced countries, commodities produced §nd traded Prlmanlg
among LDC’s, and commodities that move mz}uﬂy bctwcen_ad\tanccl
countries and LDC's. This suggests that parties may find it dlf?xcui
to find 2 common ground for negotiating purposes, and that natmr;el
interests might be better served by bilateral negotiations or by
dealings in an unencumbered Wf)rld .markct. ’

The upshot of our discussion 1s‘that ICA’s pose to;)l many
problems for negotiations and‘ “operation to offcr_ much I:}pc' in
dealing with problems of instability in a comprehensive wag.‘ a&mi;::
may find their interests better scr}fcd if they concentrate their ¢ or ;
on the expansion and diversification of foodstuffs and raw n;?tctr}a
output and processing and on the dcvcloprpcnt of more effec ive
domestic policies to improve resource allocation and macroeconomic

stability.

implications for Research and Policy

More work certainly needs to be done on the mea.surc_mcnlt) .?nd
analysis of the causes and conscquences of. commodlty insta f11ty.
Our approach of trend fitting and inspection of dev1?1t1ci;15,}l rom
trend can be readily extended to otl.ler aspects of f:omrnochty e 1avwrE
particularly with respect to variations in quantity and the va ue o
production and trade. The analysis of commodities should be mc}cl)r-
porated into a country framework as well b'ccause we know that
instability may be influenced importantly by intercountry variations
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in the composition and geographical distribution of exports and the
degree of openness in terms of the overall dependence on foreign
trade.

With additional research, we could then calculate more com-
prehensive and up-to-date instability indexes and seek to determine
by multivariate analysis how the various factors mentioned in our
discussion have influenced instability. In this same connection, it
would be interesting to pursue further analytical models of the
impact of instability particularly in LDC’s and to conduct empirical
investigations with reference especially to how these countries have
assimilated the impact of the recent upsurge in commodity Pprices on
both the export and import sides.

While the drawing of policy implications from our analysis is to
some extent a matter of judgment, the evidence presented on com-
modity-price trend and cyclical movements suggests that the price
levels reached in 197374 for many commodities were due to the
combination of rather unusual circumstances on both the demand
and supply sides. Indeed, there has been a marked reversal for many
commodities already in response especially to the weakening of
demand conditions in the advanced countries, Under present condi-
tions, short-term policies designed to deal specifically with com-
modities may therefore be ill advised. It would be preferable in
both producing and consuming countries to rely upon a combination
of macroeconomic stabilization policies, international borrowing, and
exchange-rate adjustment in order to mitigate the cffects of inflation
and unemployment domestically, and to use domestic fiscal policies
to deal with the adverse distributional effects that commodity-price
changes may have on different income groups.

The situation is less clearcut, however, for commodities that are
subjected to monopoly pricing. We may observe parenthetically that
one should not be overly critical of L.DC efforts of this kind without
being cognizant of the restrictive policies that advanced countries
have followed with respect to temperate-zone foodstuffs and raw
materials that compete directly or indirectly with products produced
and exported by LDC’s. By the same token, it is doubtful whether
there are in fact very many commodities that lend themselves readily
to monopolization because they may be relatively price elastic and
because it may be difficult to enforce joint policies with respect to
prices and output. The apparent success of OPEC may then be an
exception rather than the rule, and, even with petroleum, it may

7
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only be a matter of time before the price structure begins to weaken
perceptibly due to conflicting interests among the producing countrics
and the market adjustments in the consuming countries.

Petroleum aside, the view just expressed is based upon the
apparent difficulties that have been encountered in trying to negotiate
and to implement international commodity agreements in the past
twenty-five years. One can count the number of actual agreements
on one hand. And to point to conspicuous examples of success in the
operation of any of these agreements would indeed be stretching
matters. Under the circumstances, it is difficult to be very enthusiastic
for international agreements on commodities unless producing and
consuming countries are prcpared at times to act contrary to their
sclf interests. Past experience suggests that these occasions are rare.

A more promising approach would be to consider commodity

roblems in the context of the commercial policy relationships among
and between the advanced countries and LDC’s. Thus, for example,
there are cvident conflicts in policies among the advanced countries
with regard to temperate-zone foodstuffs that could be addressed if
the European Community were willing. Furthermore, advanced
country policies have frequently been adverse to the interests of LDC’s,
especially on matters of restricting market access and the effective
protection of processing. It would appear that the Multilateral Trade
Negotiations still underway under GATT auspices in Geneva provide
a unique opportunity for effecting changes in tariffs and other aspects
of commercial policy because these negotiations could furnish the
guid pro quo that has been so clusive when pursued especially in
more limited discussions of international commodity arrangements.

Ann Arbor
Roserr M. StERN
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Ficure 1 -
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Frouns 1 (Continued) F1euse 1 (Continued)
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