APPENDIX T,

The violence of individual price fluctuations and dhe insbility
Af an unregulated compstitive system to avoid them.,

Wide fluctuations in the prices of raw materials between

general bgom and depression and between years of excéptipnal
abundance and scarcity for particular commodities are well understood.
But superimposed on those broad swings there are disturbing short-
term fluctuations on a surprising scale, which are apt to be
concealed from those who only wutch the movements of index numbers
and ds not study individual ccmmedities; since index numbers,

partly by averaging and partly by including many commodities which
are not marketed in fully competitive conditigns, mask the short-
period price rluctuations of the sensitivs commodities.

The results of an cnquiry made in 1938 inte the price
fluctuations of rubber, wheat, lsad and cottpn will provide an
illustration. This enquiry examined by what percentage the\highest
price 1in each of the last ten years exéeeded the lowest priée in

tgat yeap:-

Rubber. There wae only one year in the decads before 1938 in

which the high price of the year exceeded the low by less than
70 per cent. The average exceés of the ycar's high over the
year's low was 96 poer cent. In other words, there was on the
average some date in every year in which the price of rubber
was approximately double its price at some other date in that
year.
Cotton. Since rubber may be regarded as a notoriously fluctu-
ating dommodity, in spite of its having been subject to
an organised restriction scheme, let us consider cotton.
Only twice in those ten years did the high price of the
year exceed the low by less than 33 per cent., and the
average excess Of the year's high over the yeér’s low was
42 per cent.
Wheat, however, was nearly as fluctuating in price as rubber, which

may be a surprise. If we take the Liverpool contract as eur
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standard, there was only one year in the decade when the
highest price of the year exceeded the lowest by less than
L7 per cent.; and the average excess of the year's high over
the year's low was no less than 70 per cent.

Liead 18 mainly marketed by a small number of powerful prpducers
acting with some measure of consultation. Yet, even.so, the
annual range of price fluctuations was on much the same scale
a8 with the commodities already examined. Only twice in
the ten yeurs was the price range from lowest tm highest less

4than 35 per cent., and the annual average was 61 per cent.

| Thus for these four commodities - rubber, cotton,

wheat and lead - which are fairly representative of raw materials

marketed in competitive conditions, the average annual price range
over the decade befors 1938 was 67 per cent. An orderly programme
of output, cither of the praw materials themselves or of their manu-—
factured products, is scarcely pessible in such conditions.

». There is a good theorstical explanation of this unfortunate

state of affairs. It is an cutstanding fault of the competitive

system thgt there is no sufficient incentive to the individual'
enterprise to store surplus stgcks of materials beyond the normal
reserves required to maintain continuity of putput. The compet-
itive system abhors the existonce of buffer_stocks which might
average periods of high and low demand, with as sfrong a reflex as
nature abhors a vacuum, becsuse such stocks yield a negative return
in terms of themselves. It is ready without rcmorse to tear the
structure of output to pieces rather than admit them, and in the
effort to rid itself of them; which should be no matter for surprise
because the competitive system is in its 1desal form the perfect
mechanism for ensuring the quickest, but at the same time the most
ruthless, adjustment of supply or demund to any change in conditions,
however transitory. It is inherently opposed to security and
stability, though, for the same preason, it has the great virtue

of being also opposed to stability in the sense of stagnation. If

demand fluctuates, a divergence immediately ensucs betwegn the -
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reduced and consumption would expand. .Unless the reduction of
subsidies was considerable this would not directly help the
economic producers, as they would still be unable to compete
with the subsidised home industry, but indirectly it would do

so as the additional outlet on the home market would tend to
decrease subsidised exports and thus increase outlets for
economic production on the world market. Without some such
increase of home consumption in the beet sugar countries or some
reduction of their subsidised production, the outlet on the
world market for economic producers shrinks continmally and the
dumping of subsidised sugar depresses world prices to levels
which are unprofitable, even to economic producers. None of the
subsidising countries is likely to accept the simple abandon-
ment of their subsidised production. The best that can be hoped
for is that they will limit it to some agreed production quota -
on condition that total supplies are kept in.reasonable relation
to effective demand. The situation would be still further
improved if general agreement  -could be reached that any
subsidies given to domestic producers éhould be financed by the
bﬁdget and not passed on to consumers by means of import tariffs
or controls, as in that case the consumer would gét the benefit

of world prices and consumption would expand.
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In the case of many agricultural commodities uneconomic
production has been stimulated by Government action, supported
by subsidies and protection; the result of this is

(i) to develop a chronic surplus capacity inh the world

| as a whole;

(11) fo meintain high prices in many of the consuming

markets and consequently to restrict consumption;

(iii) to restrict the volume of international trade and

to depress the open market prices.
For example, as regards wheat, in 195b the world market price
¢.i.f. Liverpool was about 5/- per cwt.; the import duties in
force were, in France 10/1d. per cwt.; in Italy 12/Ld.; in
Germény 18/11d.; even in countries like Czechoslovakia and
Austria, the duty was over 5/- per cwt.; - énd the internal price
in France was 15/6d. per cwt., and in Italy and Germany about
14/~-. or about three times the world market price. The
maintenance of this high internal price tended to restrict
consumption but stimulated production until these countries were
self-supporting and, in the case of France, developed an export
trade in wheat. The world mgrket was correspondingly contracted
and the open market price fell to levels unremunerative to any
. producer.

The case of sugar is even more striking. The open market
price c.i.f. United Kingdom, ex duty, averaged L4/84. per cwt,
durihg the three years 1934/361 Java, Peru and other economic
producers, dependent iargely'on the world market, could just
afford tp maintain production at this price but théir production
had to be severely restricted and the markets open to them were
constantly declining t1i1l they supplied less than 20 per cent of
the world consumption. Sugar was grown in other countries under
every variety of protection and preference at all sorts of

higher prices. The United States grew a quota of beet sugar at

home



i1

home and gave a protected market to the Philippines and a
preferential market for a quota of Cuban sugar. The Uni;ed
Kingdom grew a quota of beet sugar at home and gave a preferential
market to Empire sugar at much ebove the world price.® Australia
sold her came sugar pioduction at home at 23 to 2k shillings a
cwt. and exported a substantial quantity to the United Kingdom

at the Empire price. But it was the subsidised production of
beet sugar, above all, which ﬂisorgaﬁised the market. Out of a
total world production of about 28 million tons, over 10 million
tons represented the amount of beetl sugar, produéed in .almost
every case on the basis of a subsidised price much above the

opeh market price, Moreover, the European beet sugar industries
produced not only sufficient for home requirements, but also
considédrable quantities for export. The retail price in most
European countries was determined, not by'the open market price,
but by the cost of subsidised productidn,.on.tOP of which was
often added'heavy taxation for revenue purposes; and total
consumption in the different countries varied inversely with

the retall price, e€.g.,

Consumption per head

per annum Retail price
_ (in kilos)
Denmark 55.9 L.6d,
Sweden L8.8 L.54.
Great Britain 7.8 - 5d.
Finland 29.7 6.94d.
Norway 31.9 7.04.
France - 25.1 7.64.
Germany 23.4 15.04.
" Hungary ©10.55 11.44.
Italy 7.9 15.94.

If subsidies and taxes were limited retail prices could be

reduced

¥In 1937/8, the United Kingdom suger supplies were obtained as
follows: :

' tons Price per cwt.
Foreign , 509,000 5/5
Other Empire g2k, 000 9/2
Colonial certified 357,000 10/2
- Home-grown beet 418,000 18/10 (excluding

assistance given to beet sugar
factories which represented in
1936/37 5/3d. a cwt.)
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general interest in the hedding of st?cks and the course of action
which is most advantageous for each competitive producer acting
independently. ;

| There are several rcasons for fhis._ The cost of storage
and interest is fairly high, especially in the case of surplus
stocks which strain the capacity of the normal accammudation.
Reckeoned gd valorem there is a wide range of storage costs betwssn
different types of cgmmoditics, from (say) 5 te 25 per cent. per
annum. In the case of many cgmmoditiss, however, the charges ars
prebably in the neighbourhood @f 10 per cent. per annum;(l) whilst
the length of time for which holding will be necessary and the
ultimate normal price are both matters of great uncartainty. The
costs of centralised stoyage schemes, especially if interest charges
can be kept at a minimum, should be very much lower.

There are, hoﬁever, two qther still more dominating factorse.
Experiénce teaches those who are able and willing to run the specu-
letive risk that, when the market starts to move downward, it is
safer and more profitsble to await a further decline. The primary
producer is, as a rule, unable or unwilling to hold, so that, if the
speculative purchaser halds back, he will get the cgmmodity still
cheeper, Thus, even if it would pay him to buy at the existing
price on long-pefiod considerations, it will aften pay him better
to wait for a still lower prices The other factor arises out of the
lack of incentive to the retailer or the manufacturing consumer to
purchase in advance. By purchasing in excess of his immediate needs

he may make a spaculative profit or loss Just like any outside

(1) Mr. Benjemin Graham in his book on Storage and stabil (p.108)
estimates the average commercial cost te dealers in the commodity
exchanges of storing 23 standard raw materials at 13% per cent. of
their value per anngm, exclusive gf interest, whilst he considers
that arganised government storage could be provided at a quarter of
this cost. Hils estimate of the commercial cost 1is considerably high-
er than the above, which is intended to include interest, but his
average is considerably affected by the exceptionally high ad valorem
cost of storing maize, oats and petroleum.
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speculator, but a8 a trader or a manufactursr his position will be
competitively satisfactogy when the time comes to use the materials,
provided he is paying the current price. Thus a cautious user would
rather pay the cgrrent price for his raw materials on which his own
selling prices are based than run a speculative risk; and this
attitude is reinforced by the fact that his interests are'already
bound up with activity in the demand for the commodity in questlion,
80 that he is multiplying unnecessarily the‘same kind of risk if he
buys his material in advance of his nceds. On the other hand, the
long~term holding powsr of the outside speculator is limited -~ most
participants in the market being more interested in a rapid turn~
over - and can only be called into action on & sufficient scale by
a drastic fall in priges which will curtail current output substan-
1ally and appears to bg & long way below any probable normal cost

- of future production. This adjustment of prices has to be all the
more violent because, for a variety of technical and social reasons,
both the consumption and the production of primary products have
become increasingly insensitdye to chunges in their prices; and it
is all the more disastrous because the tendency of international
trade 1is to make many gountries increasingly dependent on individual
crops, for which they are specislly suited, so that the social con-
‘sequences of lérge movements in the prices of these specialised

products ere severe and the dangers of instability are enhanced.



AFFRITDIX I3T.
World Trade Valued, ]
o~
: . Value of | Ve of
_ Aver, | Pricé'per! 1935/38 | Price w%t 1935438
Camnodity 1935 1936 1937: 1938 1935/38 | long ton! Aver. at | long tome IVer, at
| : ‘ in 1942 1942 | in August i 1939
Prige : 1939 . Price
ﬁ«OH-HQ. Z.Q.W SOH-.WM \ H.-. OO.UI bg . H.. OO..UC £ MMNe
« o o 1000 metric tons . . .
Wheat 14750 14500 15300 15000 14900 £8.2 120 £7.1 104
Maize 9000 10000 13000 9000 10250 £3.2 32 2.8 | 48
Sugar 9650 10000 10500 10500 10200 £12.4 12 £9,5 5
Caffee 1610 1630 1550 1800 1650 £70.3 114 £28,5 46
Gotton 2650 2900 3000 25,0 2770 (Zat £100| 252 £50 BV
(% at £70 !
Wool 950 940 880 40 930 (%} at £1681 136 (3 at £168.
. (% at £130 | (z at £130:
World Absorption : . 718 . 576
> o @ -OOO H.QHHm .ﬂgm L] L] [ 3 OCU:.H.O
Rubber 936 1038 1095 934 1000 £12 115 £7543 79
. World Consumption
o s o 000 long tons « o e Celefs :
Tin 150 160 199 160 167 | £275 ¥ | £225 . 38
Totals of above values u T30 : . B33

* Ministry .oH. Food and wﬁbu..mg of mﬁ@@wus f,0.ba wu.omwm.ﬁsm prices munommé»a.dd.mm% and tin Por whioh
approximate U,K. ¢.i.f. prices.
cf total net exports and total net imports as shown in &mm&doow of Hbdgmauoumw
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