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OFFICIAL COMMITTEEL ON EXTERNAL ECONOMIC
PROBLIEMS.

The shorter note on External Monetary and Economic

"Policy mentioned in paragraph 18 that a plan was under

consideration for an international organisation for

steadying the prices of primary products and the holding
of buffer stocks, and that when it was ready it was |
proposed to ask Ministers whether this s Lubgect should be

introduced into the preliminary discussions with the

- American representatives.

The attached draft has been prepared in the Treasury
after informal consulfations with other Departments;

It is intended to send a document to the Officiol
Committee on External Economic Problems, ‘but I am
first sending the attached draft for consideration
and criticism to the folloWing Departments, etc:

Board of Trade
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Ministry of Food

Dominions, Colonial and India Offlces ,
Economic Section

Sir’ Frederick Leith-Ross

oir William Palmer

Mr. Harrod
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THE INTERNATIONAL CONTROL OF
RAW MATLRIALS

1.

I.

The internationalisation of Vice-President Wallace's

“Bver-normal Granary," in preference to Restriction, is the basis

af these pProposals.

1. This problem has two aspects - Restriction and Stabilisatior.
Producers arc too easily interested in the former, perhaps because
it carries with it the suggestion of higher prices. Restriction
may be, somctimes, a necessary accompaniment of Stabilisation.

But chronic, as distinct from tecmporary, restriction can scarcely
be in the gencral interest and must be the symptom of a malady,
which should be cured rother than endurced, either local in the
shape of misdirected production, or general as a result of
deflationary pressure and depresscd demand. The proposals of this
paper, whilst not réjecting the expedient of restriction where it
seems unavoiduble, are, therefore, primarily directed to

Stabilisation, both particular and general. They amount to an

internationalisation of the "Ever-normal Granary" proposals of
Vvice-President Walloce, which seem to go to the root of the mattef
and are ‘'likely to promotc the general interest more completely

' than gan be claimed for any projects which arc primarily directed
to restriction.
2. The extent of the evil to be remedied can scuarcely be
exaggerated, though it is not ulwoys sppreciated. A study of the
violence of individusl price fluctuutions und the inability of an
unregulated competitive system to avoid them is given in an
appendix. It is there shown that for the four commodities - rubber,

. cotton, wheat and lead - which are fairly representctive of raw
meterials marketed in competitive conditions,, the average annual
price range over the decade before 1938 was 67 per cent. An
orderly programme of output, either of the paw muteriuls themselves

or of their manufuctured products, is not possible in such



2e

, { 2
conditions. \ } .
3, The whole world is nov conscious of the grave con-\\‘
sequences of this defect in the internutional competitive system.
Apé}t from the adverse cerfect on trade stubility of the truly
frightful price fluctuutions which we have learnt to accept as
normal, they also impose obstacles to the holding of an adequate
quantity of stocks, the e¢ventual effects of which arc not less
injurious. For clthough the difficulty of rapidly altering the
scale of output, espcecclally of agricultural crops, leads to what
appear'to be lurge stocks at the bottom or the market, nevertheless
when the turn of the tide comes, stocks turn out to be insufficient
for the reuson thuot it is Just as dirfficult ropidly to increase the
scale of deliveroed output us it had been to diminish it. Prices
rush up, uneconomic und excessive output is stimulated and the
seaeds uare sown of u subscquent collupse,

L. For many years the orthodoxy orf lalssez-faire has stood

in the way of effective aetion to 1"ill this outstanding gap in the
organisation ot production. Nuvertheless thore are to-day many
.8igns thuot the world is ripe for a change. Assuredly nothing chn
be mors inefficient than the present system by which the price is
always too high or too low. Is not centralised international
action capable of effecting a vast improvement of system, at any
rate in the case of the great staple raw materials, most @f which
can be readily stored without serious deterioration?

| 5 The details of any scheme must be governed by the special
problems and requirements of the individual commodities. The
extent to which sach commodity is homogeneous and the facility
with which it can be replaced by other commodities are factors
which affect its treatment. The nuaturul conditions of production
of difrerent comnoditics differ so widely, g@.g. between annual
crops, tree crops and mining undsrtakings, that no plan can

claim to be upplicuble to ull commodities. Moreover, the reaction

of producers to price variations dirfers very greatly and the
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existence of a burfer stuck scheme will itself create new’
conditions. Tor these recasons, as stated at the outset, schemgé
-for the regulation of production - whether national or inter-
national - may Ye required if a buffer stock scheme is to work
effectively. 'Any buffér stock plan must therefore be cafable of
adjustment to meet'different'reguiremehts. Nevertheless certain
general prihciﬁlus of operation can, it is suggested, be ﬁsefuliy_
‘prescfibed and gpresd. |

6. The essence of.thu plan should be that prices are
subject to gradual changes but are rixcd within e reasonable range
over short'periods; those producers who find the ruliﬁg'price
'aﬁtractive being allowed & gradual expansion at the expense of
~those¢ who find it unattractive. Thus wo should aim at combining

a short-period stabilisation of brices with a long-peried prioce
policy whidh balances suppiy and demand and allows a steady

rate of expanSion to the cheapsr-cost producers.



II

The Outline of a Plan.

T The broad out;ine‘of such a scheme is as follows., Let us
call our typical comnodity commnod.

(i) An international body would be set up called the Commod
Control on which the governﬁents of the ieading producing and
consuming countries would be represented. The management would
be independent and expert, and the interests of consumers equally
represented with those of producers. Its object would be to stabi-
lise the price of that part of world output which enters into
inte}national trade, and to msintain stocks adequate to cover
fluctuations of supprly and demand in the world market. It would
not be directly concerned with the domestic price and production
policy of commodities produced and consumed within the samé
country.

(ii) An initial basic price fixed c.i.f. at‘the principal
centres of éonsumption (in terms of bancor if the Inmternational
Clearing Union is in operation) for commod would be fixed by the
Commod Oontroi at a reasonable level on the basis of current con-
ditions, to be modified frowm tizc to time thcreaftef in the manner
Preécribed below by a process of trial and ¢rror based on tho
observed!fendency of stocks to increase or to decrcasc. This
does not mean & sSinglc price but = domplcx of prices according
to varicties of guality, of dates in rclation to the crop year
iﬁ £he case of agricdltural'commodities, and to position reclative-
ly to the cost of transport to'tﬁe ultimate consunmecr, ‘It should
not bs technically difficultlto Tix the complex of prices in
proper relation to the basic pfice, provided a proper discretion
is allowed to indcpendent expgrts, for.theso margins arc already
established by trade practice in the management’of futures markets.

(iii) Subject to special arrangoments in the initial period
suggested in (xv) below, the Comnod Control would be prepared
"at all times to buy commod; holding and storing it either in the

consuming or (scubject to the safeguardsin (vi) below) in the

/oroducing
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price (say) 10 per cent bclow the fixed basic prlce' and it would
veo- “ae1] commod at all times at a price (say) 10 per cent above the
fixed basic price. It might be that this price range could be
safely narrowed after experience of the working of the plan. It
should not be the same for every commodity, and exceptional pur-
chases or sales might sometimes be required by over-riding con-
ditions. A study of ‘the percentage deviations of crop yields
from trend lovel in pre-war years, suggests that, even in the case
of agricultural crops, « nrice ran-c of 20 per cent will normally
be sutficicnt to alliw o T-ir moasare of studilisation of producers'
incomes Tor the wo.ld as a wholoe., It wili not be sufficient to
« wmagffect this purposc within each suparzte country. But to do so
lies essentially outside the scope of an intcernational scheme,
since it cannot be brought about consistently with a uniform
international price, There lu, hOWCYCr, nothing to precvent in-
dividual Governmcents from opcrating Wlthln the international
schemc¢, 1f they wish to do so, with a view tc a further stabilisa-
tion of the inco.cs of their own producers.
(iv) rWithin those reasonably wide limits frec and competitive
. markets would hendle the trade as they would in the absence of
control. The safeguards against excessivs price fluctuations
provided by the Coutrol should allow merchants to hold stocks
and to opcrate with confidoncs within the determined range and
thus relicve the Control of a waltipliclty of detailed cperations
in day to any business. The oucrations of merchants within this
range misht effect,in »ractice, o still narrower range of normal
short-term Tluctuations except wacre an abnormal surplus or de-
ficicney of current supply was clearly in prospect. But the Contral
would have to be prepared, if nccessary, to carry a large part of
‘normal, as wcll ac abnormal, stocks. A consuming centre night bo
allowed +o attract stocks by offering to bear part of thc cost of
storage, provided it was not allowed, except by gencral agreement

of all consuncrs, to brinz within its jurisdiction an amount of

/total



total stocks out of proportion to its. importance as a gonsumer.
Generally speaking, the location of stecks should be as widely
distributed amongst consuming and producing centres as climatic
conditions for safe storage permit.(ll

(v) Apart from its contractual buying and selling obliga-
tions the Commod Control would itself deal in the market or arrange
with merchants so as to keep its stocks in motion where they might
otherwise deteriorate, replacing old stock by'new stock, without,
however, modifying its total stock except as the result of its
contractual sales and purchases. It would Be free to hold part of
its stocks in the shape of futures, appropriately related in
price to spot transactions, and to ease market difficulties by
changing the position of its stocks.

(vi) Some provision would be necessary to prevent the Con-
trol from being saddled with responsibility for holding purely
domestic stocks. Thus delive?ies at producing centres should be
accepted only at the Control's discretion; sales should not be
made, unlesz the Control chooses, except oa c.i,f. terms approprie
ate to some consuming centre; and the Control should not be under
an obligation to accept sales from a producing country in any year
}axceeding its average annual.oprrt by more than (say) 25 per cent.
These restrictions might be modified in the light of exwnerience,
But 1t would bc prudent to limit the possible burden on the Control
in the first instance. A -

(vii) At annual or, in the event of sudden changes in the
situation, at shorter intcrvals the Commod Control would re—cone
sider its stock position, IF its stock was increasing beyond a
stipulated figure, or at mofe than a stipulated rate, thus in-
dicating that the pricc was unduly attractive to producers, or

unduly discouraging to consumers, the¢ basic price would be reduced.

(l) In the case of "key" commodities the Comnrodity Controls might
be required to take tho instructions of the Supcr-national
Policing Authority for the preservation of World Pgace (if
such a body is set up) as to the places of storage and the
guantities to bc held.

’ /8imilarly



Similarly it would bc raised if stocks were falling below a con-
venient level or at too fast a ratc. A wider latitude would, of
course, bc nceessary for commodities of which the yield was subject
to the fluctuaticns of the scasons than in other cases. The Con-
trol would aim at making price changes small and gradual, and

dovnward revidions sihculd not normally excced 5 per cent within a

year. But it should be fres to alter its Dbasic price at any tiq?.
and, in excepntional circumstance, by more than 5 per cent.

(viii) If, for unforeseen reasons, contraction of output
became necessary at a faster rate than that to which the producers
could reasonsbly be expected to adjust themselves, or if in fact
production deces not contract in responsc to the reduction of pricse,
producers would be allotted export quotas proportionate to their
average sales for export over the procvious three ycars; and, if
necessary, an international rcgulation scheme would have to be
negotiated. But such schemes should contain provisions ensuring

(1) that any reduction in the permitted scale of produc-

tion was accompanied by an appropriate reduction in
price;

(2) that the quotas assigned to countriés subsidising

their domestic production werc gradually reduced in
favour of countrics which did not give such subsidies,

(ix) The Control would publish at freguent intervals full
statistics of output, consumption and stocks and all other informa-
tion valuable to produccrs and consumers.

(x) Subject to (viii} above, individual governments would
be free to sgbsidisc their owvm producers and to make any other
arrangements for their benefit, But they would be expectced to
" maintain a stable and consi;tent policy without frequent or
violent changes and to act, so far as possible, with the full
knowledge of the Control and in conzultation with it.

(xi) The profits arising out of the difference between the
Controlts buying and selling prices might be sufficient to pay for
the costo of stordge and managemcnt. I, however, they were inf
adequatc for this purpose, a suitable levy should be imposed on all

Jexports
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exports to mcet the expense. This might not be necessary unless
the Control werc so successful that it was seldom called upon
either to buy or sell at its contractual prices. Any net profits
earned by the Control could be employed in the general interests
of the industry, or to narrow the range of buying and selling
prices, or to provide part of the fund for financing the stocks.

(xii) The financé of thc storage and holding, for which
large sums might be required if the system was extended to a number
of commoditics, would bé provided through the International Clear-
ing Union, with which the Controls would kecp their accounts; or
possibly, failing this, bj an arrangement between Central Banks,

It might be provided either by overdraft facilities; or, if the
amount required altogether was greater than could he conveniently
provided in this way, some part might be found from permanént or
semi~-permanent loans issued to the publiee of tho creditor coun-
tries, sccured on the stock of the Control and guaranteed by the
Clearing Union. For the purpose of such loans the requirements
of a number of Commodity Controls might be amalgamated.

(x4ii) S8ince the difficulty of accurately adjusting supply
and demand may make it very convenient that the potential produc-
tive capacity should be in excess of normal requirements, it may

be advisable to offer some inducement to maintain such extira
capacity in existence., It would, therefore, be the duty of an
efficient Commodity Control to find ways of conserving and sultably
rewarding a prudent margin of excess potential capacity, charging
the costs of this to the industry as a whole. (

(xiv) A General Council for Commodity Oontrolslghould be
established, to which each particular scheme would bs referred
for examination before it was brought into operation, in order

to ensure that its provisions were in conformity with the general

(1) If the Economic Committee, suggosted in ancther connection,
is set up, it would be natural for the General Council for
Commodity Controls to be closely associated with it.

/rrinciples



principlcs formulated above., It would also be the function of

the General Council to roview the condition of each of the Commod-
ity Controls, and to issue¢ annual reports upon thelr operation,
and to make recommendations askto the policy which they should
foliow. Such recommendations Would have as their objcct the
protection of the gencral intcrest and especially the maintenance
of a stable level of prices and the control of the trade cycle.
The General Gouncil should further be empowered to authorise,and
posseibly to rzguire, modifications in the basic prices and the
stipulated figurs of stocks in particular control schemes. This
would permit an adjustment of the prices of a particular commodity
to a change in the general level of raw material prices or of
other prices.

(xv) Special provisions would be reguired during the initial
period when most materials are likcly to be in short supply, which
the Controls must not aggravate by endeavouring to build up work-
'ing stocks. Morcover, it would be undesirable that they should
fix basic prices under the influence of temporary conditions which
might be considersbly too high in normal circumstances. On the
other hand, the transitional period after the war, when supplics
of raw matcrials will inevitably remain under official control
for the time being, will offer a specially good opportunity for
getting the Controls organised., The conclusion is that durilng
this initial period the Controls should do no more than underpin
the market and gilve confidcnce to producers by fixing a reasonable
basic price on thé basies of which thoy would buy, whilst post-

" poning their 1idbility to sell on this basis until sufficient
stocks had accumulated in the ordinary coursc of events., In any
case, however, in which surplus oxport stocks alrcady cxisted in
the hands of governments, a Control should be preparcd to take

them over at an agrecd price, thus solving the problem of how to
prevent the liguidation of such stocks from interfering with normal

currcnt output,

/ I1II.
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III.

Commodity Controls as a Contributory Measure to the pre-

vent;on of the Trade Cyvcle.

8. Superimposed on the meaningless short-period price swings
affecting particular commodities and particular groups of producers
there is the fundamental malady of the Tfade Cycle. Fortunately
the same technigque of Buffer Stocks, which has to be called into
being to deal with the former, is also capable of making a large
contribution to the cure of the Trade Cycle itselZf.

9. At present a falling off in effective demand in the industrial
consuming centrss causes & price collapse which means a corres-—
ponding break in the levsl ol incomes and or ¢ffective demand in
the raw material producing centroes, with a further adverse re-
action, by repercussion, on erfective demand in the industrial
centrcs; and so, in the familiar way, the slump procecds from bad
to worsc. And when the recovery comes, the rchound to exccssive
demand through the stimulus of inflated prices promotes, in the
same evil manner, the excesses of the boom.

10. But if the Commodity Conﬁrols are in a position to take
up at stuble prices the slack caused by the initial falling off

in consuming demend and thus to preserve some measurc of stability
of incomes in the producing centres, the vicious cycle may be
inhibited at the starty and, ugein, by releasing stocks when con-
sumption recovers, the Commodity Controls cun prevent the

inflation of raw material prices which carries the secds of an
incipient'boom.

11, The very fact that in the aggregate large sums of money

~ may be involved in such stofuge schemes} though it aggravates the
technical and financial problems, is of positive assistance when we
coms to thé handling of the Trade Cycle. -IFor we huave at our
disposal a weapon cuapuble of.producing large efrects by rapid

asction, snd of operating in the negative as well as in the positive

A}
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direction, so thut it can function as a stabilising factor both
ways. By taking up or by releasing stocks, the complex of Commodity
Controls can operate in both directions en a scale and with an
immediacy which is quite impossible for projects of public works.
Organised public works, at home and abroad, may be the right cure
for a chronic tendency to a deficiency of effective demand. BRut
they are not capable of sufiiciently rapid organisation (and above
all they cannot be roversed or undone at a lauter date), to be the
most serviceabls instrument for thc provention of fhe Trade Cycle.
Buffer Stock Controls to deal with the epidemic of intermittent
effective demund are thercfore the perfect complement of Development
Organisatione (or Intcrnational T.V.A.) to offset a deficiency of

effective demand whieh sBocms to be endemic.



1v.

Some Difficulties Reviewed,

12, The personnel and the powers of the Controls, and espécially
the initial negotiations laying dovm the general principles and
regulations governing a particular Control, present obvious
difficulties, What is the proper balance of authority between
consumers and prcducers? How closely must each individual scheme
conform to a general model? Is the practical management to be
mainly commercial or official? How are dead-locks, arising from
a conflict of interest, to be ultimately resoived?

These guestions are not easily answered. But it 1s fair to
point out that most of them apply equally to any schemes for
introducing order into international tradc., We may throw our
hands in at the start on the ground that it is too difficult to

improve this awkward world. But if we reject such defeatism -
at any rate to'begin with and beforsc we are compelled to acknows
lcdge defeat - then the qucstions to be asked at so early a stage
of our work nced only be whether this particular machinery for
introducing international order is exposed to more difficulty on .
the abovc heads than alternative proposals directed to the same
general purpose.

Now in certain rcspects the above proposals offer much less
practical difficulty than schemos which depend on organised re- o
striction. They avoid the difficult and invidious task of fixingi
gquotas which arc fair and of providing means of subscquent ad—"'
justment which are acceptable. They require no policing., A
minority of prOdﬁcers who profor to stay‘outside the scheme pre-
scnt no special problem. They lose their righfs to“barticipate~w'
in the management of the scheme; they ﬁil;,not be helped in their
- local storage problems; and it is not obvioué whafvthey gain,
13, None the less, it is possible, though 1n "expansionist"
international conditions by no mcans cortain, that for some
commodities schemes for regulating production Would also be YO  '*:

quired. Under conditlons of a 1argo cxcoss.of ppoduotivo_oapacity

"Zhvor‘
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over that required to mecct the effceetive demand, prices might
be lowercd continuously until they were insufficient to provide

a reasonablc standard of life for the majority of the producers
concerned. In a sense the essential principle of the present
pProposal is that the long-torm économic price is the price that
.should be aimed at. But this must not be interpreted in such a
way that a minority of producers with low standards of life
might depress pricos to a level inadequate to all. It should
be regarded as the pricce which would yield to producers a standard
of living which is in recasonable rolation to the general standarda\ »
of the countrics in which the mejority of them live. It is in |
the ihtercst of all producers alike that the price of a commodity
should not be depressed below this level, and consumers are not
entitled tb expect that it should, The desire to maintain more
adegquate standards of living for primary producers has been the
mainspring of the mowement “towards commodity regulation schemes
in recent ycars, and thoy may still remain necessary for this
purpose. None the less thoy should be regarded in such a case

as a last rcsort, since>wc are faced with a persisting or quasi-
pormanent situation. The problem is, in fact, one aspect of the
general problem how to deal with low-standard producers if thero
is to be compléte'frccdom of trade and non-discerimination; and is

a further rcason for tho conclusion that some "protective measurcs

\

[must
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must be held in recscrve as a proper defence of standards of life
for othcr producers (this has an application to manufactured as
well as primary products).

Whatever success may attend on efforts to raise nutritional
and other standards to a decent level in all producing countries,
there must necessarily remain, at loast for a long time ahead, a
wide difference between this "decent! level and the level attain-
able in the wealthier countrics. It is nccessary, therefore, that
buffer stock gchemes should be framed on lines which leave cach
country frec to give subsidics to their own produccrs, in order
to maintain their‘standard of living at whatever level they con=-
sider suitablc., Nonc thc lcss it must be recogniscd that a real
difficulty arises if such subsidies arc given on a substantial
scale by the wealthicr countries. For the effoct of the subsidies
is likely to be to maintain a larger volume of production in the
countries glving them, and thus to check any tendency thch‘might
otherwisc exist towards a rcdistribution of world production in
favour of countries with morc restricted economic opportunities.
The resultant situation would thus be exposcd in a considerable
degrec éo one of the main objcdtions to commodity restriction
schemes, namely their tendgncy to stereotype the distribution of
world output on the basis of past performance. In view of the
probability that a consicderable readjustment of the shares of

different countries in world production may be an essential cone-

_dition of restoring equilibrium to the international balance of

payments, this must be regarded as a serious objection. It would
seem to be important, therefore, to try to secure a general under-
standing that subsidies given by particular governments to their
own producers of commodities which are the subject of buffer stock
schemes should be confined within moderate limits., It might
as suggested above

furthermore be desirablo/to proviée_expressly that where buffer
stock schemes arc combined with commodity regulation schemes the

gquotas of countrics giving subsidies should be recduced by a small

‘percentagce each year.

Tt should be added that the successful opcration of buffer
' /stock
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stock schemwss on the lines here proposed must depend in the long
- run on’thc wonuino acceptance df the principlé that thce long-
term GCOHOhLC pTlCL (in thc above sensc) should be the aim of
internft10n11 pollcy. Suriouu dangers Would arisc if a plan were
to boe adopted which bore a gencral rusomblance to the foregoing,
but which did nut contain gruvisions ensuring é progressive re-
| duction of pricc if stockﬁ continued to accuﬁulate beyond‘a cer-
tain level.  Upoan this basis it might well happch that the‘attempt
would be mads to ostablish a world price at a level which could
doubtless be dofonded as not oxéessivo from the standpoint of the
standard of living which it afforded to primary producers, but
' which might none the less rosult in the cventual dilscrodit and
breakdown of thu‘plan ﬁhrough‘tho cxcessive accumulation of stocks.
1. ﬁow comprchcnéivc mﬁst the Controls be at the outset? Can
proorass be piece—ﬁoal? \ ‘

There is no obvious objection, and indeed much advantage,
in piecce-meil handling by Whichvwe staft off with thosc commod i~
tics which aro most'important or most in trouble if left unregu-
lated of present luast practical difficultics at tho,outéet.
Evidently soﬁo of the advantages claimed above would oniy ﬁaferial—
isc when the Cantrols had bocone somcwhat comprehensive in their
ficld of Opuratlon. But this docs not mean that the system has
to be born fully matured in a day if 1t is to come 1nto cffectlve
oppratlon. |
15, Increasingly before the war governments werc fiﬁdiné;them;
selves forced to.support their produccrs against the cffect of
other countrics! restrictions}on their markets, and the network
of governmentailconﬁrola cstablished in'ihis way and responéive
to no cconomic stimulus was in some cascs oné of the main reasons
for the accumulation of surpluses. The effcctivencss of any
buffer stock schemé mus ¢ bqrtiy depend on the possibility of
ellmlnatln° pro—uar PGStPlCtiOHo and sccurlng gcneral cooperation

on the pirt of 211 govcrnmunt 1n policies directed to the ex-

pan81on of consumptlon.

£16,
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16.

16, Can the Controls function sutisfactorily without degenerat—
ing more often than not into restricticn schemes? Only experience
can show. Resatriction schemes, when they ere unavaldable to supple~
ment the Buffer Stock arrangements, should be regarded as a means of
temporary rélief - not a normal or a persisting expedient. For they
tend to crystallise the price and the distribut.ign of putput between
different countries as they exist at the date of the scheme's
inception, or - WOrée st111 - aB they existed over a perigd of years
prior to its inception. In this way the signal advantages of free
international competition, namely its adaptibility to changing
conditions, both of demand and supply, and the proper advantage it
gives to the cheapest producers, arc naedlessly thrown away. ,
watabilisation" must not rest on the sbsurd assumption that conditionsg
of demand and of supply are fixed, or that the chief purpose is té J
protect the increasingly uneconomic producer from the natural /
effects of world compatition. Our object should dbe to combine tpe
long-period advantages of free competition with the shprt—perioé
advantages of ensuring that the necessary changes in the scalé and
distribution of output should take place gteadily and slowly in
respones to the steady and slow evolution.cf the underlying trends.,
17. | How are we to define what we mean by & commodity for this
purposs, having regard to the varisty of types and grades and to the
pessibilities of substitution between one article and another? Who
is to decide the extent of diversity, as for e;gmple the range of
price between highest and lowest, the Bize of meximum end minioum
stocks, and the criterim for altering the basie price, to be allowed
" to one Commodity Control compared with others?

The first set of gquestions are practical and technical and
cannot be either solved or dismissed in & general discussion.

Thess again. it may be pointed out, are diff;onlties common
to g;;vinternational’schames for introducing better‘erdér inta the
supplyvof raw matariéie; But both sets of gquestions point to the
practical importance of the proposed General Council for Cqmmodity
Caontrols, which would have to undertake the init;él task of
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organising particular Controls and opproving their rules and

reguls tlons and of securing even—handed justice in all dlrections, as
well as keeping a watchful eye on their subsequent operations. ITf
the objection ie made that the Gensral Council will have large
powers, the answer must be made that international economic controls,
if theyvare to be effecfiVe, ﬁust have large powers. To oﬁject to
such powersvmay be not huch more than & polite way of objecting to
the Controls themeelves.= | |
.18. | .How mach money will these schemes regquire? W1ill the amount
' be in reasonible relution to the means of supplying it®

»Iﬁ is difvicult to irame an estimatevbefore deciding how

wide a range oi the eteple‘raw_materials of international trade the
schemes‘will endeavour to cover, or without entering in detail in
eaoh particular-case into the number of months' stock it weuld be
advisable to hold, or in advance of experience of the proportion of
Atotel stocks whieh the Controls would; in practice, be required to
carry. One cen only sayithat, potentially at least, the total
amounts required, when allvthe possible cbntrole are fully fledged,
are large. An attempt has, however, been made to compile figures
_A(highly approximate) 80 as 1o indicate the order of the magnitude
involved, far eight prlncipal commodities - wheat, maize, sugar,
coffee, cotton, wool, rubber and tin - which are given in Appendix
IT. These figures show that the total value of a year's international
trade in these commOdiEies, taking the everege volume over the years
1935/38. was about £700 millions at the prices.bf 1939 and £950
millions at the prices of 1942. A ysar's stocks on thie basis in
the hands of the Control would be much too high three months' would
probably be too low - at any rate the Controls mist be prepared to
hold more than this' und some flgure intermedlate between thess
extremes might be appropriate. It must be pointed out that by no
means the whole of the neceesary Iinance ie additional to what would
be required otherwise.: Normal stocks must be held and must some-
times accumulate to abnormal emounte, even in the absence of Controls,

and the finqnce for carrylng such stocka hab to be found from somevwhere.

HI
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For example, it is estimated that the stocks of the sbove eight
commodities (very unequally distributed betWeep them) including the
domestic surpluses, likely to be held at the end of 1942, outside
Russia and the enemy and enemyéoccupied bountries, are likely to be
worth about £900 millions at present prices, the finance for which is
being found already.

The exlstence of a Clearing Union, which could take the main
responsibllity for the provision of the finance, would so greatly
facilitate a system‘of Commodity Controls which is essentially based
on their having the financial capacity to carry an “"ever-normal
granary," that some might hold this project to be, in effect, condit~
ional on the adoption of the former. This might, neverthcless, be_an
overstatement, if we remember that the scope of the proposed Commodity
Controls could, if necessary, be limited to those cases where the
Governments and Central Banks of the countries chiefly concerned felt
strong enough to arrange the necessary finance by agreement amongst
themselves., The introduction of the Clearing Union into the picture
means that the burden is pooled and is carried, iﬁ effect, by those
Banks, namely those with credit balances, whichhappen at the moment to
be in a position to carry it without effort; whereas ot present the
burden falls on the Central Bank of the producing country precisely
at the moment when it is least able to support it, because the falling
off of demand for its product is simultaneously unbalancing its
international position.

Closcly associated with this advantage is another one of
scarcely less importance, namely that the raw material stocks of a
producing country are rendered by this means always ligquid. A
producing country is always paid ror its output at or above a resson-
able minimum price, whether or not the whole of this output psasgses

immediately into consumption,'and paid for it in liguid cash which it

can employ on maintaining its normal volume of imports and its normal

standard of life, thus retaining its own -8tability and being no longer
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the occasion, by repercussion, of instability in others.' There can
~be no question thuat the scheme proposed would be of the very greatest
vélue to raw muterial countries, especiully to those which are
financially weak, with overscas debt und lacking in reserves or are
highly Specialised_in their produce.

It might well be, if the scheme came eventually to cover a
wide rangs orl comnoditics, thut there would be created an excess
liéuidity for the world as a whole, if the finance were to be provided
entirely by Clearing Union crcdit. In this case an appropriate part
should be funded by o long=-term internutional lozn issued under the
auspices of the Cleuring Union and secured on the stocks of all the
Controls, sufificient to cover ansppropriate proportion of the stable,
as distinet from the fluctuating, proportion of the pooled financial
requirements of the Commodity Controls as a whole.

19, In conclusion, it is worth mentjoning that this scheme is a
means, and perhaps the only means, of implementing the often-
repeated undertaking of Iree and. equal access for all countries alike

to the sources of supply or raw materials.

J.M.K.

44042,



AIFENDIX I,

The violence of individual price fluctuations and the inability
of an unresulated compctitive system to avoid them.

Wide fluctuations in the prices of réw materials between
general boom and depression and between years of exceptional
abundance and scarcity for particulaf commodities are well understood.
But superimposed on these broad swings there afe disturbing short-
term fluctuations on u surprising scale, which are apt to be
concealud from thosc who only wutch the movements of index numbers
and do not study individuul commeditics; since index numbers,
partly by averaging and partly by including many commodities which
‘are not markcted in fully competitive econditions, mask the short-—
reriod price rluctuations of the ssnsitive commodities.

Ths results of an enquiry made in 1938 inte the price
fluctuations of rubbdber, ﬁheat, lesad and cotton will provide an
illustration. This enquiry examined by what percentage the highest
price in cach of the last ten ycars exceedod the lowest price in
that Jeap:—

Rubber.. There was only onc year in the decade before 1938 in
“ which the high ﬁrice of the ycar exceeded the low by less than
70 per cont. Thae wverags excess of the year's high over the
year's low wus 96 por cent; In othcer words, there was on the
averege some date in every year in whiéh the price of rubber
wasvapproximataly double its price'af éome other date in that
yoar. |
Ccotton. Sincé rubber may be rsparded as a notoriously fluctu-
ating commodity, in spitec of its having bocn subject to
an orgonised restriction scheme, let us consider cotton.
>On1y twice in those ten years did fhe high‘brice of the
year exceed the low by less than 33 per cent., and the
averays eXcess.of‘thé year's'high over the year's low was
42 per cent.i |
Wheat, however, was nearly as8 fluctuating in‘pricé as rubber, which

muy be & surprisc. If we tuke thg'Livérpool contract as our
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standard, there was only one year in the decade when thﬁ '
highest price of the year exceeded the lowest by less than
47 per cent.; and the average €xcess of the year's high over
the year's low was no less than 70 per cent.

Lead is mainly marketed by a small nnmbef of powerful producers
acting with some measure of consultation. Yeﬁ, even 8o, the
annual range of price fluctuations w#s on much the same scale
a5 with the commodities already examined. Only twice in
the ten years‘was the price range from lowest to highest less
than 35 per cent., and the annual average was 61 per cente

Thus Tor these four commoditics - rubber, cotton,
wheat and lead - which arc fairly representative ol raw materials
marketed in competitive coﬁditions, the average annual price range
over the decade before 1938 was 67 por cent. An orderly programme
of output, cither of the raw materials themsclves or of their manu;
factured products, is scarcely possible in such conditions.

Thoere i8 & good theoretieal explanation of this unfortunate
stute of affairs. It is an outstunding fault of the competitive
system thut there is no gufficient incentive to the.individual
enterprise to store surplus stocks of materials béyond the normal
reserves required to maintain continuity of output. The compet-
itive system abhors the existence of buffer stocks which might
average periods of high and low demand, with as strong o reflex as
nature sbhors a vacuum, because such stocks yield u negutive return
in terms of thumselves., It is roady without recmorse to tear the
structure of output to pluces rather than admit them, and in the
offort to rid itself of them; which should be no matter for surprise
becouse the compotitive system is in its 1ideal form the perfect
mechanism for ensuring the quickest, but at the same time the most
ruthless, adjustment of supply or demand to any change in conditions,
however trensitory. It is inherently opposcd to sccurity and
stability, though, for the same reason, it has the great virtuse
of being also opposed o stability in the sense of stagnation. If

demand fluctuates, a dlvergence immediately ensucs between the
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general interest in the hglding of stocks and the course of action
which is most advantageous for each competitive producer acting
independently.

| ' Phare are several reagsons foﬁ this. The cost of storage
and interest is fairly high, especially in the case of surplus
stocks whiah_strain:the capacity of the normal accoummodation.
Reckoned ad valorem there is a wide range of storage costs between
different types of commodities, from (say) 5 to 25 per cent. per
annum,’ In the case of many commodities, however, the charges are
probvebly in the neighbourhood of 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 gfegt uncertainty. The
costs of centralised storage schemes, especially if interest charges
can be kept at a minimum, should be very much lowers |

Therse are, howevér, two gther still more domingting factors.

Experience teaches those who are able and willing to run the specu~
lative risk that, when the market starts to move downward, it is
safer and more profitable to awailt a further decline.  The primary
producer is, as a rule, unable or unwilling to hold, so that, if the
speculatiye purchassr holds back, he will get the commodity still
cheaper. Thus, even if it would pay him to buy at the_ex;sting
price on long-period considerations, it will often pay_hiﬁ better
to wait for a still lgwer 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 meke s speculative profit or loss just like any outsids

(1) Mr. Benjamin Graham in his book on §tgrg§e and Stability (p.108)
estimates the averages commercial cost t¢ dealers in the commodity
exchanges of storing 23 standard raw materials at 13% per cent. of
their value per annum, exclusive of interest, whilst he considers
that organised government atorage could be provided at a quarter of
this costs His estimate of the commercial cost is consideradly high-
er than the above, which is intended to include interest, but his
average 1s considerably affected by the exceptionally high ad walorem
cost of storing maize, oats and petroleum.
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speculator, but as a trader or a manufacturer his position will ﬂe;
competitively gutisfactory when the time comes to use the materials,
‘provided he is paying the current price, Thus a cautious user would
rathsr pay the current 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 ars already
bound up with activity in the demand for the commodity in question,
so that he is multiplying unnecessarily the same kind of risk if hq
buys his material in advence of his needs. On the other hand, the
long-term holding power 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 & gufficient scale by
a. dpastic fall in priccs which will curtail current output substan-
.1ally and appeuors to be a long way below uny probeble 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 insensitive to changes in their prices; and it
_is all the more disastrous because the tendenecy of 1nternétional
trade is to meke many countries increasingly dependent on individual
crops, for which they are specially suited, 80 that the social con-
sequehces of large movemehts in the prices of these specialised

products are sevefe and the dangers of jnstability are enhanced.



AFPPENDIX II.

Wo:ld T_ra.de Valued,

B P N : Valus of T Value of
. | Aver, . Price"per: 1935/38 | Price per @ 1935/38
Camodity 1935 - 1936 19374 1938 1935/38 | long ton: Aver. at : long ton ! Aver. at
' i oin 1942 1942 | in August ! 1939
_ Price : 1939 !  Price
YWorld Net Exports # f.0.b. £mn f.0ubs | £ mn.
e o o 000 metric tons . . . :
fheat 14750 14500 15300 15000 14900 £8.2 120 £7.1 1 1on
foi ze 9000 10000 13000 9000 10250 £.2 | 3 S8 18
Sugar 9650 16000 10500 10500 10200 a2, 12 £9.5 95
Sof Poe 1610 1630 1550 1800 1650 £70.3 112, £28.5 | 16
otton 2550 2900 3000 25,0 2770 (Zat £l00! 252 250 17
: (% at £70 : :
ool 950 940 - 860 940 930 (Lat £1681 136 (L at £168
Gatsmso: 0 (a0 16
World Absorption P i 778 : © 576
+ « » 000 long tons e o o ;i cl.i.f.
nbber 936 1038 1095 93 1000 | g112 115 £75.3 79
World Consumption : |
o @ o t000 long tons - - P : Coi.fo : :
in 150 160 199 160 167 | €275 . . 46 i£225 38
Totals of above values 5 i T : . 893

* Ministry of Food and Ministry of Supply f.o.b. programné prices excépt Tubber and tin for ﬁhioh
approximate U.X., c.i.f. prices.

 Average of total
te of Agri

Insti

.gg‘]b_ exports and total net imports as shown in Yearbook of Intermational



