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Files August 28 1968 

Irving S. Friedman 

Visit of ~. Vilhjalmur Thor 

During Mr. Thor's visit today he raised tvo things: 

1. The Swedes were going along 'fi th t!le idea ot sending Part I 
of the Commodity Study . 

2 . Concerned that at the October meeting of UNCTAD on Supplementary 
Finance that delay on th*' Commodity Study should not be used as an excuse 
for delaying supplementary finance . ---

I assured him we agreed with him and he could so inform the 
Swedish Government . 
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TO Mr . Mendels ;,;s:, August 19, 1968 

FROM H. L . Hebba:r-d 

SUEJS:CT Fund Ererd l~eetir.:. -r on T:r-a.ns:ni s s ::..:::r2 of ?:r-i'":'.e.:r:y P:r-od.ucts Stv.dy 

On F:::-::..ciay, _.r-_ugus·c. 16, 1968, ~::C.e ~-:ar_2.,;ins D::..:~ector as~ed Executive 
Directo~s to ccnside_ ~h:r-ee p:r-ocedural aspec~s of the :r-esponse to ~he Gove:::-nors: 
Res olution on Stabilization of ?rices of Pr · :::.ry P:r-oducts : 

l. \•mat pa:r-ts of the staff study, if any, s_ ould be transmitted 
to Gove :::-~1ors? 

2 . s_ould the~e be public~tion of the study? 

3 . \•!hat should be the fo::;n of t~e trans::.:.:t~al ~,er? 

l. Parts to be t~~s:nitted : P~~hough earlier-eX?~essed rcserv~t::..ons en both 
extremes were :r-epeated, a co!lser:sus 1-m. s easily reac:1e<i :·o_ sending ?art I 
only, 1-rith the Bank 2 s decision to do so being en irc.portant f ctor t.o 
several Directors . 

2. Publication of Part I: T'.c.is decision 1-n1s not "'o cle~:~-cut. Eeh::..r:C: "~~1e 

discussic~ :ay a desire: {a) o~ the par~ o~ r.~r:aec~cnt and s~ff not to 
have the c. c~Eent ope::1 for e::tensive further negotiated :r-cdl--ai'ti:c.,:;, and. 
{b) on t~e :9a!'"t of several D::.:r-ec;:;ors, to ::.void an ::.:p:y-a:::'ance eitr_e_ -r.nat 
they haC. ::;;--:.~ -c:teir star:1p of a:p:yroval 0::1 the docu:1e~1-c, or 1.rere i1::.1::.::..ng to 
cons::..de:r- it more than a 1vor:dng docum.e::-.1t of ~he Or:=;anizations, ra.ther tt.an 
a 11 ?-:.:blica~ion". All recog_-:lized, hmrever, t:-..3.t C..cc-....:.:::e.::.t of suc:1 -orcad 
interest, to 1-;:_ich Governors uould be add.rcssing tl:ere""c;lves in :public 
sessions, could not fail to come into the !:snds of journalists . 

The :Soard came out wi~h about this conclusion: T:1e doct:ne:n.t should. ::.oo:.: 
]..ike an i::...ternal -vror :i ng docu..'!lent, typeci ::::-<::.."~he:..· ~::an :p~-inted, c_ec..r:y 
labe:.ed as a staff study, a:1d per~:E..:ps 1-~i-.::1. a d.isc_a.::.:::cr -c.hat the :Be2.rd. 1:'-'-d 
not :p:1sscd. c_: it; it sl:ould not be 11 fo:~lly y'.lblished" bt.:.t -~::d to "::>e 
a\~i::.ab]..e o~ re~uest to anyone attending the ~:eetir..gs, ir..cludi:J.g jou~l::.sts . 

3. ?om of ·c:'"2::s:r:.ittal paper: Alt:toush so;!le :pro3ress to-;,~rd a cor..se::sc:.s -v:as 
reac::-.ed (e::._-oociied in the at~ached redreft), it 1-;~s a3:reed. to defer a fir..:::.l 
decisior: ~-~il the first weel{ after the recess. A key fa.ctor ir.. t:'lis 
agree::ner..~ t.o de:'er v.--as the infor.:r..c...t::.on tha.t it \-:as technically and 
n:echa:n.ic~~:::..y impossible to :prep:1re t.l1is lon; ?3.:pe:r- for ~iling to Gover:.::ors 
before a~out September 7; a de~e!"Xer.:c of a decisio::1 0::1 the na~ure of the 
tran::!:lit-c.....l :paper \v:ill therefo:..~e :::10t del::y !!:[:.ili:r:.:;. 

The a ttac:hed re :r-aft r eflects the foll.m~in.:; :::.2.jor vie .;s c.-:' Directc::-s : 

a) A :p~eference for a sing:e doc~e:r:t, as tne Ba~{ :proposed, ove~ 



,.... 
-.:::::-

the fu"ld propos~:.l :'or .2. re:po::.-:. of =-:xccutive Directors plus a 
covering note by ~~!:e r-:a11azir:.::: :Jirc~~o::.~. 

(b) A pref'ere:::1ce r'or a ?.esolutior_ "".Jy "'.:!:& Cc;Je:.~~1ors, r,:artly on the 
bas is tha. t they would \·:::nt a:::1-::. e~e-::-c, tc -~:.:::e SC::!!e :for:.-.:z.l act::.on 
on this r;;D.tter, ani p3.rtly be-=~~se ::..-c '>.'cu2..Ci t2 better to suonit a 
Reso::.ution tha~ to have Gove~.c.crs ~'.."":.(.;. C.2::i..ec;a-;;,es d:raf:c cr:.e during 
the bus-c;le of the I·.eetin.:;s. ': :r . I..::..'- ::'t::..::e:k: s ]reference for 
wi-c;h:·wldine; 2-:;?proval of the 3:::.:11-:: C.::~:::'t 1:-:1s ::.arc::;ely on the basis 
of thinl:.:in;; that it llould be G. ::n.is-c,:.:-:e: not to have a Reso.:...t:.t::..on . ) 

(c) _r:._ •.;iC.e dive:!.·;;::..ty of vie\·rs, and :::10 ~;;r-:::em.::nt, on the questior:. of 
a O.c:::dline for reporting back -co Governors. (Mr. PlescoffVs 
re.:...ue:tance to approve tr.e Bar~~ draft w~s based on a C.esire that 
the: C..eadline be the e!ld of 1968, and "the fact t!'J.c.t the :&:.::::-: :Soard 
r2d not disct:.ssed this facet of -che pro'blen in a neeting.) Sc~e 
pre:'erre the Bar.2r' s formula: 11as early as possible but r.ot later 
tha!l tl::e 1969 An:-~1.:2..1 Yieetings. 11 April 30, 1969, 1:c:;..s ne:rcioned . 
No d.cadli:.-.e at all \·laS s"J.ggested, based on t~e belief that the 
problem v~s so complex trzt no agreereent mi3ht be r eached before 
the end of 1969. 

(d) In some of its 1vord::.ng, the redraft ref::..ects vievrs recorded und.e:. 
11:publication" above . 

At t!:.e e:.:...ose of tr.e discussion the Managing Direct.or suggested: tr.c.t a 
redraft be p_·-.,;:_~ ... red taki:::lg account of the vieus expressed; that du:::-::.:c.g -;:.he 
recess t~e :=-:::.cis of the Organizations and their staf:'s consult or:. the possibil2.ty 
of achievir:._; c=..ose:::- parallelism in transmittal r.otes fro~ the two Organizat.::.ons; 
that the :m.s---ve:::- be brought back to the agenda fo:::- :!:'inal decisio!l in the week 
following t:C1e recess (for the Fund, this would mean Hednesd.ay, Sep-z,e;:::oer 4, or 
Friday, Septe~ber 6) . ~:ese suggestions were agreed. 



DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBUC USE 

August 16, 1968 - 68/129 

To: Members of the Executive Board 

From: The Secretary 

Subject: Stabilization of Prices of Primary Products 

There is attached a newly drafted text of a letter from the 
Chairman of the Executive Board to the Chairman of the Board of Governors 
incorporating a draft Resolution relating to the study of the problem of 
the stabilization of the prices of primary products reflecting the dis­
cussion at this morning's meeting. 

Att: (l) 



Dear Mr. Chairman: 

At its Twenty-Second Annual Meeting in Rio de Janeiro, the Board 

of Governors adopted the following Resolution: 

WHEREAS Governors of the Fund and the Bank for Cameroon, 
Central African Republic, Congo (Brazzaville), Ivory Coast, 
Dahomey, France, Gabon, Upper Volta, Madagascar, Mali, Mauri­
tania, Niger, Senegal, Chad and Togo have transmitted to the 
Managing Director of the International Monetary Fund the 
following request: 

CONSIDERING the decisive importance of the stabilization 
of prices of primary products at a remunerative level for 
the economic advancement of the developing countries and 
the improvement of the standard of living of their popula­
tions, the Governors meeting in Dakar request that in Rio 
study be made of the conditions in which IMF, IBRD, and IDA 
could p~rticipate in the elaboration of suitable mechanisms 
involving balanced commitments on the part both of the pro­
ducing and of the consuming countries, and devote the 
necessary resources thereto. 

AND WHEREAS the Board of Governors recognizes the importance 
of this subject in re'lation to the purposes of the Fund; 

NOW THEREFORE the Board of Governors resolves that the 
Managing Director is hereby invited to have the staff, in 
consultation with the Bank staff, prepare a study of the problem, 
its possible solutions, and their economic feasibility, in the 
light of the foregoing, to be submitted to the Executive Directors 
who are requested to transmit it with such comments or recommenda­
tions as they may have to the Board of Governors for consideration 
and appropriate decision by the Board, if possible at its next 
Annual Meeting. 

In response to this Resolution the staff of the Fund has undertaken, 

in consultation with the staff of the I nternational Bank for Recon-

struction and Development, a study of the problem of the stabilization 

of the prices of primary products. As a first stage, the staff has pre-

pared jointly with the staff of the Bank a general and analytical section 

of this study (Part I) which, at the request of the Executive Directors, 

I am transmitting herewith to the Board of Governors for their information 
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in connection with item No. 6 of the agenda of the 1968 Annual Meeting 

of the Board of Governors. This section contains a detailed examination 

of the nature and causes of instability and adverse trends in the prices 

of primary products and discusses the problems involved in the various 

efforts to find solutions. The staff of the Fund is continuing its 

examination of these and related analytical aspects. The Executive 

Directors have begun consideration of the general and analytical section 

of the study but have not been able to complete their comments. 

The staff of the Fund has also been considering the possible ways 

in which the Fund might make a contribution towards finding feasible 

solutions of the problem. It is felt that further work is needed to 

complete this section of its study (Part II), and the staff is actively 

engaged in pursuing this work. In preparing this section of its study, 

the staff will 'have the benefit of the views of the Executive Directors, 

who already have had a preliminary discussion of the problem. Upon 

completion, this section of the study will be transmitted to the Board 

of Governors together with any comments or recommendations that the 

Executive Directors may decide to make on the entire study. 

In the light of the foregoing the Executive Directors have re~uested 

me to convey their recommendation that the Beard of Governors adopt the 

following Resolution: 

WHEREAS Board of Governors Resolution No. 22-9 called 

upon the Executive Directors to transmit to the Board of Gover­

nors, if possible for consideration at the 1968 Annual Meeting, 

a study of the problem of the stabilization of prices of primary 
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products, its possible solutions, and their economic feasibility, 

together with such comments or recommendations as the Ex~cutive 

Directors might have; and 

WHEREAS the staff of the International Monetary Fund, jointly 

with the staff of the International Bank for Reconstruction and 

Development, has prepared a general and analytical section of 

its study on the problem of the stabilization of prices of primary 

products; and 

~S the Executive Directors of the Fund have transmitted 

this section to the Board of Governors for their information; 

NOW, THEREFORE, the Board of Governors notes the section of 

the study already prepared and hereby resolves that: 

(1) the Managing Director of the Fund is invited to have 

the staff complete its study as soon as possible , 

particularly by preparing a section which considers 

possible ways in which the Fund might make a contri­

bution toward finding feasible solutions to the problem; 

and 

(2) the Executive Directors are requested to transmit to the 

Board of Governors the section of the study referred to 

in (1) above as early as possible but not later than 

[date] [the 196-9 Annual Meeting], together 1-rith such 

comments or recommendations as they may have on the 

entire study. 



Dear Mr. Gov rnor: 

DRAFT 
August 13, 1968 

At the Conference ot the Board ot Governors in Rio de Janeiro in 

Sept mbor 1967, the tollovtng r\'tsolu'iton was a.dopted: 

RESOLUTION No.2~ 

STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

WHEREAS Gov r ors of the Ba.r..k e.nd the Fund ~or Cameroon, Central 
Atriee.n B P'iblio, Congo {Dra.u. ville), Ivory Coast, D OJt.ey, P'ranc~, Gabon. 
Upper Volta 1 ll.a.ds.Baacar, Mali, Hau.rite.nia~ Niger, Senegal, Chad and Togo 
have transmit ed o th Pi" s ident of the lnte:rnational Bank foz· 
Reconstruet.ton a.nd Development the follorlne: requ.eErt: 

COiiSIDER! fG the decisive !!l'I.JlOr"tanoe ot the stabil:ha.tion 
ot prices of pri r:r product t a r :u.n&rativ lev 1 tor the 
econooi~ advancement or the developing countrie a d the improve­
ment ot tb 1tandard of livi o~ their populations, he Governors 

eet1ns in DAKAR request tha.t in RIO study "be made of the conditions . 
in vhich n. • IBRD and IDA could participate in the laboration of' 
suitable meeha.nisms involving balanc<+' oomm.1troent on the part both 
ot 'th produ ... ing and of the cons'Ullling countries • and devote the 
necesaary r~sources thereto. 

A.."{D HH:i:m.EAS the noe.rd o:f' Governors reo gnizes tb.e it!iporta.nce of this 
subject in relation to th~ urpo ea ot ths Bank, 

NOW THEREFORE the Board ot Governors resolves that the President is 
hereby invived to have the staff, in con~ultation ~ith the Fund staff, pre are 
a study ot the pro 1 ,. ita po st'ble solutions, and their oonamic teuibilit,., 
in the light ot the foregoing, to be sub itted to the Exeeutive 'Directors vho 
e.r requested to transmit it with suoh comments or recommendations as they may 
have to the Board ot Governors for cona!deration and appropriate deeisicn t):r 
-the Board, if possible a.t its next Annual l>1eetins. 

In re ponse to this resolution~ as a tir t otep, the start or the Bank 

jointly vith th staff of the International Monetary Fund has prepared a 

preli~i~¥ analytical tudy. The Executive Directors ha~e begun consideration 

ot this preliminary tud7 and have decided to tranemi t it to the Governors !or 

th ir 1nto:rmation. The E:xecut1ve Direetors intend to eonti.tlue their deliberations 

on these matters, including possible lines of action by th Bank and IDA, 

immediately atter the c01lling etin of the Goven on in Washington this ear, 

and to report aQtions teken to the Board ot Governors at the 1969 Annual Meeting 
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or earlier it possible. I a inptrueting the etaff o proce•d vitb further 

vork on hia matter to tacilitate he deliberations and deeisionn to be taken 

by the Exea.utive Directors. 

Si1'll;!erely, 

Robert S. HcNmnare. 



.b>e. "'") //.c • ..--
~J'-')6 f; 

CO ODITY AGREElfl5~'1B, CO ENSATORY FINANCING :FACILITY , 

and SUP~ -· TARY FINAiiCE SCHI!ME 

Trade and Financial Approaches: 

l. The Compensatory Fine.nci Fa.cili ty ot the nd ,. the proposed 
Supplemen sry Finance Sclleme, and Int :r tional Comodi ty e ent • ar 
different way of influencing th foreign exch receipt of d 
countries. The t bilization or prices ot commoditie nd incr d access 
to the markets o£ industrial oountrie through c odity arrang e t r present 
the trade approach ; the e devices,. by reducin the amplitude of' price :fluctu­
ation and by seeking to deal with th slow erawth of' demand tor any of these 
commodities~ help to improve the level and trend of export earnings. At the 
same time, financial approaches that deal more directly with export earnings 
are also needed, and involve loan tin.ance . The Fund's Compensatory Financing 
Facility nd the proposed Supplementary Finance Scheme are two such financial 
a.rr em.ents. 

mes of Co odity Agr-ee ents, and their Aims : 

2 . For years the ne d for c odity agreements has b en recogni~eu ; 
their aims and essential fe tl.U"es h :ve been discussed exten ive.ly. Row ver~ 
it ha~ been possible to conclude only v ry f a ent • Aceese to markets 
has proved no lea ditfioult. 

3. Three nain elements of com:modi ty a.gre ent may be noted : 

(1) The multilateral contract feature under which importers and 
exporters gree to buy or a ell certain agr~d quanti ties; thi is 
the main feature ot th International Wbe t Agreement. 

{ii) The institution ot an inter.aational 'buffer tock~ th t seeks 
to stabilize prices by buying when the world price falls below a 
c rte.in minimum and by selling when he pric rises above a certain 
ma.x1 ; this is the main tea.ture of th Int rnational. Tin Agr ent. 

(iii) Export restriction whieb provide 
n d d, to maintain prices at a higher 
regulation of production. This ... the 
n tional. Coffee Agreement. 

for limiting exports • when 
level ; 1.ogica.l.ly, this require 

in feature of the Inter-

4. The emph is given to each o these elements difter in different 
greements. However, price stabili a.tion i a principal e.im o£ commodity 

e ents ; there is lso s ertort at ste.bili ing export volume . An 
international. buftar stock is useful device~ in some commodity agreements 
nd und. r :ppro;priate safeguards :. which can reinforce the :f'tectivenes of 

sale quotas. Ho ever~ no international buffer stock znanagement and finan­
cing can be contempl ted to sustain a continuing overproduction; ssentially 
it can only deal with temporary phases of xoess production or market short­
ages. Thua , as means to stabilization, bufter toek financing has e. short­
term f'ram work and involv e the r volving of fUnds. 
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Com~ensatorl Financing Facility and Supplementarz Finance Sch e - Purposes: 

5. The Compensatory Financing Facility of the Fund helps to even out 
the availability of exchange earnings from exports tor a country and thus 
assists a country in meeting temporary, reversible, balance of payments deficits, 
on the understanding that the drawinss would be repaid by the mltmber country 
w1 thin an outer limit of 3 - 5 years. The l)urden of adjustment is thrown on 
the country it elf, so as to be able to repurchase within a short period, like 
in other regular Fund drawings • 

6. The Supplementary Finance Scheme, on the other hand, is intended 
to assist a developing country to maintain its development program Which 
might otherwise be disrupted by a shortfall of export earnings from reasonable 
expectations on which the develop ent program was baaed. The propo al for 
Supplementary Finance has been made because countries cannot undertake economic 
development programs with a longer tezn perspective unl ss there is so e 
assurance that their export earnings will be kept up to reasonable expectations. 
Accordingly, the SFS assistance should be on long-term basi , corresponding to 
other vr~es of development assistance. In brief, 1t may be said th~t CFF h~s 
to do with instability, and SFS with uncertainty ot export earnings. 

CFF and SF'S - Method of calculating Ewrt Shortfalls: 

1. Thus, CF'F is a means to promoting stability, and SFS is a means 
to facilitating development. The different purposes of the two schemes are 
reflected in the methods ot calculatin export shortfalls. Under the Supple­
mentary Finance Scheme, export prospects are considered in the context or a 
development program and take account not only of various objective factors, 
do estic and external., but also the impact or nev policy measures. Attempt 
is made to stimate future export eventualities over a planning period of, 
sey, five years, on which a. developing country can r~ly in formula tine and 
tmplementin · its development program. Export projections become an essential 
feature of SFS. For purposes of SFS, the shortfall in export earnings is 
measur d from a prior export projection. 

8. Under the Compensatory Financing Facility, the Fund meets requests 
for drawings by mbers whose export proceed over the latest twelve-month 
period have fallen short of the estimated medium-term trend of export • 
Therefore, CFF does not need a prior export projection; instead, the short-
f'a.ll in export earnings is ured t'rom a norm represen ting the medium-term 
trend value. The value is esti ted by a statistical 'fo Ula as well. as a 
qualitative Judgment. The statistical formula itself atta.ches a. weight of 
• 50 to exports in the ahortfa.l.l year and • 25 to each of the two precedill8 
years. The qualitative estimates involve a direct forecast of exports for 
tvo years e.head. Formerly. the statistical and que..litative esti ates vere 
given about equal. veight in dete ining trend value of exports. Currently, 
a somewhat gr ter veight is given to qualitative estimates. It is precisely 
because the trend or norm is a moving average for five year centered on the 
current, shortfall, year as the t:dddle year that a rough balancing of short­
falls and surp~uses ot actual exports with respect to trend is expected over 
a relatively short period o:f time. 
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How Shortfalls D11'ter Under CFF and SFS: 

9. The question may then be asked: if actual exports in the past 
two years are he l!a.tne e.s pro.1ected exports. and if t;.1e estimat s for next 
two years e.re rejected on a que.lit tive baais, how does assistance under 
CFF hen a hortf'all oecure differ from that under S1S? r one thing, as 
alread)' noted, the current shortfall year is crucial in the calculation o~ 
trends for purposes of CFP'. A :formula which give leas weight to th hart­
fall year ould. tend to a. higher e timate ot trend value • and a larger 
shortfall. Again. "the average level of exports for the two years following 
the hortfall year will not be ass ed to exc ed by ore than 10 percent the 
average l vel experienced in the preceding two years .••• '' . 'lberefore, even 
if ctu.al exports in the past two year are the s as proj~ted exports, 

s 1stance in the shortfall year under C would be less than th assistance 
fro S 

Export Projection 
Actual,; 

100 
100 

1967 

100 
100 

100 
88 

100 

e hortfa.ll under o .1 in 1968 would be 12'" 
on the other hand, the shortfall under CFF tba.Sed on be qu.al.ita.tive est:Unate) 
would be 9.6. The position would be similar when exports a.r . projected to 
expand. or instance, assuming an export projection a.t 5 percent growth rate: 

Export Projection 
Actual a 

100 
100 

1967 

105 
105 

110 
88 

1969 

116 122 

For SFS the shortfall in exports in 1968 would be 22; tor CFF it would be ~8. 
With the 10 percent limitation for 1969 and 1910 projection referred to above~ 
under CFF • the shortfall would be only 16. 

10. n1~e, a art fr · the diff~rent purposes served, there would be 
differences in scale of assist ce and i terma thereof, in most instances. 
If there were no limitation r~ferred to above on the projection for the two 
years follo ring the shortfall year e.nd it this projection for CFF happens to 
be more optimistic than tne one tor SFS, then t e shortfall under CFF may prove 
to be laJ:-ger in a shortfall y ar than under SFS; or, again~ v'here there are 
overages from 'Previo yea:r against which a shortfall is oet off under SFS. 
Further, if a ta.ll in exports he.d be n e ected, no assistance would be avail­
able under SFS; under CFF, assi tance ould be available if the actual export 
is lower than tr~nd. 

odity Asreements and CFF: 

11. The CFF is primari concern d with th tability of total export 
receipts of individual countries~ "Wherea c dity agreements ar concerned 
primarily with the t :bility of pric 1. interr..a.tiouel trade ot individual 
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co odities. The e:t'tect of commodity agreement on the use of CFF depends 
on the extent to ~~ich the stabilization of pric leads to stabilization ot 
expo earnings. It th instability o:t' prices and export earnings were mainly 
due to _luctuations in th demand for the OOI!'llnOdity, then stabilization of' 
price b means of a buffer stock would lead to substantial de ree of stabili­
~e:tion or earnings fro tha.t comruodi ty e.nd hence to a s lall r drawing on CFF. 
On the other hand, it the instability of price e.nd export earnin were mostly 
due to supply :fluctuations, then stabilization o:t' price by i t$elf J!18.Y' n.ot 
stabili e earnin s trom that commodity. In the case of supply fluctuations, 
the effect or price stabilization on stability of earnings depends on the 
elasticity o demand. If the la.sticity of d nd is lo er t uan a critic 1 
value , then arnin s would be stabilized; otherwise, earnings would be de­
stabilized. The methods used in co odity agre ent usually involve some 
stabilization ot the quantities exported; to this extent, commodity agreenents 
would stabilize earnings e.nd thereby r duce recourse to CFI" . 

Commodi Y: Agree ents and SFS: 

12. As fo~ the relation ship between Commodity Agreements and Supple-
men~ inance, progress in lie otia.ting cornmodi ty gre ents 1s likely to 
enable countrie to have ere ccurate expectations of their export prices 

nd,. hence ) in rt, of their earnings, on the basis or which to formulate 
their development program • ~ben a developinp country dep nds on one or two 
co odity exports, and egree of price stability is secured, thio re~uces 

main tactor of uncertainty in export arnin Tbus, e!fecti ve commodity 
arrangements make for eetter export projections d reduce he cost of 

uppl entary finance ure • This eff ct would depend on the number of 
co~oditie ubject to agreements and the o erative features of such agreenent • 
especially in regard to export volume. Insofar co:mmodity agreements take 
considerable ti e to negotiate and conclu.:le, thia effect woulci be postponed. 
~n if a large number of commodity a e ents are successfully concluded 
over period, they are unlikely to cov r the total earnings of a country 
tram all its exportable oo~odities (including invisibles) so that there 
would still be need for the approach t hrou·h SFS. 

Broader Objectives o£ Commodity Arranseruent£!.: 

13. Finally, while co · ;.od.i ty a.rran ents have a certain irlpact 
described bove on CFF and SI"S , tiley also have other, importa:lt, objectives: 
viz. to improve the trend of the export earnings of countries, especially 
by regulating international tral~ in ;articular ~ommodities. 



To: 

From: 

Mr. Irving S. Friedman 

Isaiah Frank ~ 

August 8, 1968 

MEMORANDUM 

Subject: Part II-A of Commodity Study: Scope for Action by the Fund 

I understand this section will be coming up for discussion in the 
Board on August 13. 

The IMF proposal would accomodate the financing of buffer stocks 
within the framework of existing Fund operations and basically within 
the quantitative limits set for the compensatory financing facility. 
Although this is a minimum approach and may be viewed as somewhat grudging 
by the ldc's, I see no reason to object to the Fund's basic line for two 
reasons. First, international buffer stocks can only be administered as 
part of broader commodity agreements which include provision for limiting 
the supplies offered on the world market. But only a few commodities lend 
themselves to this type of arrangement. On the basis of its market charac­
teristics, cocoa is an ideal candidate but even in this case several years 
of negotiations have yet to produce an agreement. 

Second, as Prebisch has repeatedly pointed out in connection with 
the cocoa negotiations, the only international financing of buffer stocks 
he regards as necessary is pre-financing. What is needed are credits to 
enable the agreement to start functioning with a supply of cash and commod­
ities, but the credits would be paid off in a few years from the proceeds 
of an export tax on the commodity. Since the calls on the Fund in connection 
with buffer stocks are likely for both reasons to be quite limited, I see 
no reason to set up more elaborate facilities. 

One· thought that occurred to me in reading the last section of the 
report is that the Fund makes a persuasive case for Supplementary Finance 
without ever actually coming out and saying so. In the last three para­
graphs the paper refers to "ostensibly short- term problems" which turn 
out to be long-term and which "may put a country in a position where it 
would have to divert general resources from development." The final para­
graph is the clincher in that it practically endorses a facility outside 
the Fund to provide long-term concessional finance to deal with this 
problem. 

A lJ.G. 9 196EJ 
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Draft Statement by Mr. McNamara for August 6. 

1. We have scheduled for discussion today the subject of commodity 

price stabilization. The Bank and Fund staff, in accordance with a decision 

taken last year, have jointly prepared draft Part I of the study, which con­

tains the analytical background and the quantitative evidence. The Bank 

staff has prepared draft Part II of the study, outlining the possible scope 

of action by the Bank in solving the commodity problem. The Fund staff has 

also prepared its own Part II, indicating the areas where the Fund may be 

of assistance. 

2. At our last meeting, I have already indicated that this is an 

extremely complex subject. It has been under discussion in individual 

countries and in international meetings for a long time; and in the postwar 

period alone, it has occupied the attention of the international community 

at many sessions of the United Nations, of its bodies and of specialized 

agencies. The debate has culminated in the two sessions of the United 

Nations Conferences of Trade and Development, held in 1964 and 1968. The 

views on the subject frequently diverge violently, partly because of the 

inherent difficulties of the problem and partly because of the divergence 

of interests that are involved. 

3. In preparing the studies, the staff has decided to broaden the 

scope of the study by analyzing trends and measures to improve trends, in 

addition to analyzing fluctuations and the measures to cope with fluctua­

tions. In preparing the studies, each of the institutions has focussed on 

the areas which are of major interest to each: the Fund on the issue of 

short-run earnings stabilization and the Bank on the trends, the improvement 

of trends, on diversification and on the longer-run aspects of price 

stabilization. 
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4. There will be revisions in the papers before they are put in 

final form. This refers especially to Part II, but there will also be 

editorial work on Part I. 

s. I will now invite the comments of the Directors on the papers 

before them. With respect to future action, the decision is up to the 

Board. Three courses of action are possible: sending to the Board of 

Governors both Parts I and II, with appropriate comments by the Directors; 

sending only Part I, with a statement by the Directors that they have also 

had an exchange of views on a draft Part II of the study and that further 

work on this will continue}ior not sending anything and reserving time 

for further work. 

6. It is my understanding that the Fund Board, in their discussions 

on July 31 and August 2, refrained from any decision, and that the consensus 

was forming to adopt course of action. 

In our discussions we should take into account the Fund Board deliberations. 

7. I shall not take your time by trying to summarize the possible 

scope Nf for Bank action in this vital area. But, I should mention that it 

concerns widened and accelerated work of the Bank in diversification, improve-

ment of the competitive position of primary products, possible assistance to 

price stabilization and an expansion of research and advisory activities in 

handling the commddity problems. 

*I Alternatively for the second course of action: with a statement by the 
Directors that Part II, dealing with the scope for possible Bank action, 
was still under preparation by the staff; 



1 . Machado : (a) Part I 

NOTES : BOARD MEETING 
August 6 1968 

(Commodity Study) 

(b) Send documents ED's to countries. 

2 . Coleman : (a) Favors digest 
(b) Favors conclusions and recommendation to Governors . 

3 . Jaeckel : (a) If not enough time on Part II -- two parts 
(b) Either postpone Part II after recess Q- or preliminaty 

discussion with thorough discussion after recess -­
not transmit to Governors . 

4. Stone : (a) Not ready to state views on behalf of authorities. 
(b) Problem of DCs as well as LDCs. 

5. Fernandez:(a) Could use editing of Part I -- more work on Part 
(b) Get ideas of govts - - come back after Annual Meeting . 
(c) Explain problem of fluctuations and implications for financing 

development program. solutions are short- term -
need more long- term solutions to match long- term development 
problem and foreign debt. 

(d) World Bank has much and more to contribute - - many paths 
(l) diversification -- could do more -- (e . g. regional 
problems; (2) financing of storage facilities ; (3) guarantee 
of carrying out long- term development program -- wants to 
spell out of the "solutions" for the Bank. 

6. Camacho: (a) Convenient to send Part II as a "working paper". 

1. Chen : (a) Send Part I -- not Part II . 

8. Lynch : (a) Part I - favors editing and summary . 
? (b) Part II - doesn't indi cate priorities -- more profitable if 

related to IMF 
? (c) More on relation between fluctuations and development. 

(d) import -- very controversial . 
(e) On balance - - submit Part I and II to Governors as "starting 

point " -- accompanied by any reactions by President or Board 
appraisal afterwards. 

9. Kochman : (a) favors aending both before Governors' meeting 

10. Plescoff : (a) Need for some international organiz . -- need to relate to 
financial org . 

(b) Part I good 
(c) Part II not specific enough - - useful to test what is in 

mind of Directors -- woul d favor general statement that Bank 
prepared to help in implementation of commodity agreement and 

ex . give priority in investments as in storage 
long- term financing of buffer stocks -- diversification. 

Are we (EDs7 prepared to make comments or recommendations? 
Aspreliminary report subject to change. 

11. Jagannathan : Send no ED conclusion 



FoRM No. 58 INTERNAT IONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOC IATION RECONSTRUCTION AND DEVE LOPMENT 

INTERNAT IONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
T O : Mr. Irving S. Friedman DATE: August 2, 1968 

F ROM : 

SUBJ ECT: 

N. A. Sarma 

Commodity Agreements, Compensatory Financing Facility, and Supplementary 
Finance Scheme 

Attached hereto is a brief note you requested . 



COMMODITY AGREEMENTS, COMPENSATORY FINANCING FACILITY, 

and SUPPLEMENTARY FINANCE SCHEME 

Trade and Financial Approaches: 

l. The Compensatory Financing Facility of the Fund, the proposed 
Supplementary Finance Scheme, and International Commodity Agreements, are 
different ways of influencing the foreign exchange receipts of developing 
countries. The stabilization of prices of commodities and increased access 
to the markets of industrial countries through commodity arrangements represent 
the trade approach; these devices, by reducing the amplitude of price fluctu­
ations and by seeking to deal with the slow growth of demand for many of these 
commodities, help to improve the level and trend of export earnings. At the 
same time, financial approaches that deal more directly with export earnings 
are also needed, and involve loan finance. The Fund's Compensatory Financing 
Facility and the proposed Supplementary Finance Scheme are two such financial 
arrangements. 

TyPeS of Commodity Agreements, and their Aims: 

2. For years the need for commodity agreements has been recognized; 
their aims and essential features have been discussed extensively. However, 
it has been possible to conclude only very few agreements. Access to markets 
has proved no less difficult. 

3. Three main elements of commodity agreements may be noted: 

(i) The multilateral contract feature under which importers and 
exporters agree to buy or sell cert~agreed quantities; this is 
the main feature of the International Wheat Agreement. 

(ii) The institution of an international buffer stock, that seeks 
to stabilize prices by buying when the world price falls below a 
certain minimum and by selling when the price rises above a certain 
maximum; this is the main feature of the International Tin Agreement. 

(iii) Export restriction which provides for limiting exports, when 
needed, to maintain prices at a higher level; logically, this requires 
regulation of production. This is the main feature of the Inter­
national Coffee Agreement. 

4. The emphasis given to each of these elements differs in different 
agreements. However, price stabilization is a principal aim of commodity 
agreements; there is also some effort at stabilizing export volume. An 
international buffer stock is a useful device, in some commodity agreements 
and under appropriate safeguards, which can reinforce the effectiveness of 
sales quotas. However, no international buffer stock management and finan­
cing can be contemplated to sustain a continuing overproduction; essentially 
it can only deal with temporary phases of excess production or market short­
ages. Thus, as a means to stabilization, buffer stock financing has a short­
term framework and involves the revolving of funds. 
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Compensatory Financing Facility and Supplementary Finance Scheme - Purposes: 

5. The Compensatory Financing Facility of the Fund helps to even out 
the availability of exchange earnings from exports for a country and thus 
assists a country in meeting temporary, reversible, balance of payments deficits, 
on the understanding that the drawings would be repaid by the member country 
within an outer limit of 3- 5 years . The burden of adjustment is thrown on 
the country itself, so as to be able to repurchase within a short period, like 
in other regular Fund drawings . 

6. The Supplementary Finance Scheme , on the other hand, is intended 
to assist a developing country to maintain its development program which 
might otherwise be disrupted by a shortfall of export earnings from reasonable 
expectations on which the devel opment program was based. The proposal for 
Supplementary Finance has been made because countries cannot undertake economic 
development programs with a longer term perspective unless there is some 
assurance that their export earnings will be kept up to reasonabl e expectations. 
Accordingly , the SFS assistance should be on long- term basis, corresponding to 
other types of devel opment assistance. In brief, it may be said that CFF has 
to do with instability, and SFS with uncertainty of export earnings . 

CFF and SFS - Method of calcul ating Export Shortfalls : 

7. Thus, CFF is a means to promoting stability, and SFS is a means 
to facilitating development . The different purposes of the two schemes are 
reflected in the methods of calculating export shortfalls. Under the Supple­
mentary Finance Scheme , export prospects are considered in the context of a 
development program and take account not onl y of various objective factors, 
domestic and external , but al so the impact of new policy measures. Attempt 
is made to estimate future export eventualities over a pl anning period of, 
say , five years, on which a developing country can rely in formulating and 
implementing its development program . Export projections become an essential 
feature of SFS . For purposes of SFS, the shortfall in export earnings is 
measured from a prior export projection . 

8. Under the Compensatory Financing Facility, the Fund meets requests 
for drawings by members whose export proceeds over the latest twelve- month 
period have fall en short of the estimated medium- term trend of exports . 
Therefore , CFF does not need a prior export projection ; instead, the short­
fall in export earnings is measured from a norm representing the medium- term 
trend value . The value is estimated by a statistical formula as well as a 
qual itative judgment . The statistical formula itself attaches a weight of 
. 50 to exports in the shortfall year and .25 to each of the two preceding 
years. The quali tative estimates involve a direct forecast of exports for 
two years ahead . Formerly , the statisti cal and qualitative estimates were 
given about equal weight in determining trend value of exports. Currently , 
a somewhat greater weight i s given to qualitat i ve estimates . It is precisely 
because the trend or norm is a moving average for five years centered on the 
current , shortfall , year as the middl e year that a rough bal ancing of short ­
fal ls and surpluses of actual exports with respect to trend is expected over 
a relatively short period of time . 
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How Shortfalls Differ Under CFF and SFS: 

9. The question may then be asked : if actual exports in the past 
two years are the same as projected exports, and if the estimates for next 
two years are projected on a qualitative basis, how does assistance under 
CFF when a shortfall occurs differ from that under SFS? For one thing, as 
already noted, the current shortfall year is crucial in the calculation of 
trends for purposes of CFF. A formula which gives less weight to the short­
fall year would tend to a higher estimate of trend value, and a larger 
shortfall. Again, "the average level of exports for the two years following 
the shortfall year will not be assumed to exceed by more than 10 percent the 
average level experienced in the preceding two years .... ". Therefore, even 
if actual exports in the past two years are the same as projected exports, 
assistance in the shortfall year under CFF would be less than the assistance 
from SFS. 

Example: 

Export Projection 
Actuals 

100 
100 

100 
100 

The shortfall under SFM in 1968 would be 12; 

100 
88 

100 100 

on the other hand, the shortfall under CFF (based on the qualitative estimate) 
would be 9.6. The position would be similar when exports are projected to 
expand. For instance, assuming an export projection at 5 percent growth rate: 

Export Projection 
Actuals 

100 
100 

105 
105 

110 
88 

1969 

116 122 

For SFS the shortfall in exports in 1968 would be 22; for CFF it would be 18. 
With the 10 percent limitation for 1969 and 1970 projection referred to above, 
under CFF, the shortfall would be only 16. 

10. Thus, apart from the different purposes served, there would be 
differences in scale of assistance and in terms thereof, in most instances. 
If there were no limitation referred to above on the projection for the two 
years following the shortfall year and if this projection for CFF happens to 
be more optimistic than the one for SFS, then the shortfall under CFF may prove 
to be larger in a shortfall year than under SFS; or, again, where there are 
overages from previous years against which a shortfall is set off under SFS . 
Further, if a fall in exports had been expected, no assistance would be avail­
able under SFS; under CFF, assistance would be available if the actual export 
is lower than trend. 

Commodity Agreements and CFF: 

11. The CFF is primarily concerned with the stability of total export 
receipts of individual countries, whereas commodity agreements are concerned 
primarily with the stability of price in international trade of individual 
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commodities. The effect of commodity agreements on the use of CFF depends 
on the extent to which the stabilization of price leads to stabilization of 
export earnings. If the instability of prices and export earnings were mainly 
due to fluctuations in the demand for the commodity, then stabilization of 
price by means of a buffer stock would lead to substantial degree of stabili­
zation of earnings from that commodity and hence to a smaller drawing on CFF. 
On the other hand, if the instability of price and export earnings were mostly 
due to supply fluctuations, then stabilization of price by itself may not 
stabilize earnings from that commodity. In the case of supply fluctuations, 
the effect of price stabilization on stability of earnings depends on the 
elasticity of demand. If the elasticity of demand is lower than a critical 
value, then earnings would be stabilized; otherwise, earnings would be de­
stabilized. The methods used in commodity agreements usually involve some 
stabilization of the quantities exported; to this extent, commodity agreements 
would stabilize earnings and thereby reduce recourse to CFF. 

Commodity Agreements and SFS: 

12. As for the relationship between Commodity Agreements and Supple-
mentary Finance, progress in negotiating commodity agreements is likely to 
enable countries to have more accurate expectations of their export prices 
and, hence, in part, of their earnings, on the basis of which to formulate 
their development programs. When a developing country depends on one or two 
commodity exports, and a degree of price stability is secured, this reduces 
a main factor of uncertainty in export earnings. Thus, effective commodity 
arrangements make for better export projections and reduce the cost of 
supplementary finance measures. This effect would depend on the number of 
commodities subject to agreements and the operative features of such agreements, 
especially in regard to export volume. Insofar as commodity agreements take 
considerable time to negotiate and conclude, this effect would be postponed. 
Even if a large number of commodity agreements are successfully concluded 
over a period, they are unlikely to cover the total earnings of a country 
from all its exportable commodities (including invisibles) so that there 
would still be need for the approach through SFS. 

Broader Objectives of Commodity Arrangements: 

13. Finally, while commodity arrangements have a certain impact 
described above on CFF and SFS, they also have other, important, objectives: 
viz. to improve the trend of the export earnings of countries, especially 
by regulating international trade in particular commodities. 



Draft Memorandum by the President for the ~euctive 
Directors attached to Part II 

SUBJECT: The Problem of Stabilization of Prices of Primary Products 

1. In response to the Resolution adopted at the Annual Meeting of 

the Board of Governors in Rio de Janeiro on September 29, 1967, the staff 

has prepared a study on the problem of stabilization of prices of primary 

products. Part I of the study, containing the analytical background and 

the quantitative evidence, was prepared jointly by the staff of the Bank 

and of the International Monetary Fund. The preliminary draft was distri-

buted to the ~ecutive Directors on July 5, 1968, and the revised draft 

on August , 1968. Part II of the study indicating the scope of action -----
by the Bank in solving the commodity problem, was prepared by the Bank staff. 

The preliminary draft was circulated to the ~ecutive Directo~s on July 30, 

1968; the revised draft is attached. 

2. The Bank has great interest in assisting the developing countries 

to reduce their dependence on a narrow range of primary products, to achieve 

greater stability in their export prices and to attain a higher level and 

better trend in their export earnings. Unless the external trade position 

of these countries is improved, investment and development efforts generally 

will not be fully and adequately reflected in the needed acceleration of 

their economic growth. Similarly, Bank assistance to these countries in 

financing capital formation cannot be made fully effective for as long as 

they suffer from violent fluctuations in their external accounts and from 

adverse price and quantity trends. 

3. The attached paper, after providing a brief introductory state-

ment of the issue, discusses the activities of the Bank in two major areas: 

research and advice, and finance. With respect to the first, it expresses 
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readiness of the Bank to expand its research and advfusory activities in 

response to growing national and international needs in handling the com­

modity problems. As new international arrangements are made to deal with 

price instability and adverse price trends of primary products, the Bank 

would be prepared to advise, in cooperation with the international agencies 

concerned, in finding the most appropriate solutions to the problem of over­

production, in suggesting ways and means of achieving export diversification 

and the allocation of country shares in international commodity agreements, 

and in advising on proper financial arrangements necessary for viable inter­

national commodity schemes. 

4. With respect to the provision of finance, the Bank assistance may 

be made available to countries in measures to deal with diversification, 

improvement of competitive position of primary products and price stabiliza­

tion. For diversification the Bank has already been financing developmental 

projects which may be considered as diversification in the broad sense. It 

would now be prepared to consider projects for the withdrawal of factors of 

production from production of surplus commodities and their conversion to 

other uses. Furthermore, the Bank's lending for the development of new 

lines of production can be made particuaarly effective in promoting diversi­

fication if it is undertaken in the context of countries' over-all development 

programs, which have as one of their major purposes diversification of pro ­

duction and exports. The Bank will be prepared to assist countries in drawing 

up such programs and to extend financial help for their execution. In 

appropriate cases this requires willingness of the countries concerned to 

restrain growth of production of commodities in actual or potential surplus 
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and the readiness of the Bank to extend assistance for a series of diver­

sification projects in one or more sectors, with adequate provision for 

local cost financing, if appropriate. 

s. The Bank would be prepared to assist financially countries in 

measures to improve the competitive position of their primary products for 

exports. The issue is particularly acute in the case of commodities exposed 

to actual or potential pressure of substitution of synthetic materials. An 

important line of assistance would be in measures to reduce production costs 

of the natural products and in making investments for this purpose. Also, 

the Bank would be prepared to consider financial assistance for research 

programs for production improvement and development of new uses for primary 

products. 

~. With respect to assistance for price stabilization through stocking 

operations, it is felt that in appropriate cases price stabilization schemes 

should be able to raise finance from the normal commercial channels or from 

the international agencies. It is assumed that the International Monetary 

Fund is prepared to consider short-term finance for buffer stock schemes. 

There may, however, be the need for Bank action in this field, such as the 

financing of reserve stocks in the case of some commodities to prevent 

temporary supply shortages leading to high prices and excessive expansion 

of production, the financing of stocks similEr to buffer stocks in the case 

of other commodities to maintain prices above short-term market levels to 

enable longer-term adjustments of production and supply to be completed, 

and to help countries to meet their obligations to buffer stock arnangements 

in those special cases where they are unable to use their own resources or 

their access to Fund assistance because of their over -all debt position and 

borrowing needs. 
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7. The commodity problem is a complex and difficult problem; in 

essence, it is the problem of economic development. Only as development 

accelerates and the dependence of the low-income countries on a narrow 

range of primary products is reduced, will these countries cease to be 

so badly affected by violent short- run fluctuations, by recurrent commodity 
export 

cycles and by protracted periods of low prices and depressed ~ earnings. 

The Bank alone cannot solve the problem; but it can probably make a signi-

ficant contribution. 

Robert S. McNamara 



1. 

THE PROBLEM OF STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

Part II 

B. Scope for Action by the World Bank!/ 

Prepared by the Staff of the 
World Bank 

Chapter I 

Introduction 

Price instability, adverse price trends and slow demand growth 

for primary commodities in international trade represent a major obstacle 

to the development efforts ~f the low income countries and t his tend to 

reduce the effectivness of World Bank assistance to these countries. 

Fluctuations in the price of a commodity which contributes a considerable 

part of the output and exports of a country affects the country's overall 

economic stability by inducing fluctuations in the investment in that 

commodity and, under certain conditions described in Part I, by causing 

fluctuations in the country's export earnings. Further, price fluctuations 

and the associated instability in other aspects of the economy of the less-

developed countries lead to great uncertainty about the future prospects 

of production, exports and export earnings and thus adversely affect the abil-

ity of these countries to formulate and implement development programs. At 

the same time, price instability may interfere with the growth of consumption 

of primary products, especially those which are exposed to the threat of 

substitution by synthetic materials, and thus acts as a constraint on the 

efforts of some less-developed countries to achieve a more rapid increase 

of their export earnings. Similarly, adverse price trends, have been a major 

factor responsible for the declining share of the developing countries in 

y In the paper, reference to the "World Bank" includes the I.D.A. 
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the post-war expansion of world trade, for slow growth in their exports and 

for the associated difficulties in their balances of payments. As a conse­

quence of export fluctuations and adverse trends, developing countries have 

been hampered in achieving higher rates of economic growth on the basis of 

their own export earnings, and have had to depend to an increasing extent 

on the inflow of external capital for that purpose, while at the same time 

their ability x to assume external debt has been adversely affected by the 

difficulties in increasing export earnings. 

2. Remedial measures to deal with the commodity problem affecting the 

developing countries will have to cover many fields if lasting benefits 

are to be obtained. Important among these are the actions of the developing 

countries themselves to promote their economic development by a structural 

transformation of their economies, which would create new opportunities 

for employment and investment, reduce their dependence on the export of 

a limited number of primary commodities, and increase their ability to adjust m 

more speedily and flexibly to changing external economic conditions. At the 

same time, the policies of developed countries must be adQpted to assure 

greater stability in international trade and to remove the impediments to 

the imports of primary products from the developing countries. 

3. In addition to actions which individual countries might take in 

the field of domestic policies to alleviate the problems of primary commodity 

trade, there is significant scope for international cooperation to improve 

the general conditions in which international trade in primary commodities 

takes place. In recent years, commodity agreements have received increased 

attention as an instrument of such international economic cooperation. In 
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addition to agreements now in force for wheat, tin, and coffee, there 

have been attempts to arrive at agreements in the case of other commodities, 

and further attempts have been proposed, especially under the auspices of 

the United Nations Conference on Trade and Development. Not all commodi-

ties are suitable for commodity agreements. In cases where they are, such 

agreements may influence the market situation of particular commodities by 

reducing price instability and by improving price trends through regulation 

of the flow of supplies on the market and assuring a larger and more certain 

market for commodities in importing countries. 

4. The problem of the instability and uncertainty of the export 

earnings of less-developed countries may also be approached through financial 

arrangements. The Compensatory Financing facility of the International 

Monetary Fund is one such arrangement, dealing with financial assistance to 

meet deviations of export earnings from their medium-term trend. A proposal 

has been made and is under consideration for supplementary financial measures 

to help prevent the disruption of development programs, arising from short-

falls of export earnings from reasonable expectations. At the request of 

the United Nations Conference on Tnade and Development in 1964, the Bank 

staff have made a study of the feasibility of such measures.!/ The relation-

ship between commodity arrangements for stabilizing prices of primary 

commodities and the schemes for compensatory financing and for supplementary 

financial measures may be noted. Neither approach is a substitute for the 

other. Financial measures cannot eliminate the adverse effects of price 

fluctuations on production planning and on consumption: such effects can 

be removed only by price stabilization. On the other hand, price stabilization 

thDuugh commodity agreements cannot fully stabilize external earnings, since 

l/ "Supplementary Financial Measures", World Bank, 1965. 



- 4 -

they depend on volume changes as well as on price changes and since commodity 

agreements are unlikely to cover the whole spectrum of exports. On the other 

hand, progress in negotiating commodity agreements is likely to enable countries 

to have more accurate expectations of their export prices, and hence, to 

some extent, of their export earnings, on the basis of which to formulate 

their development programs, and will reduce the cost of supplementary 

financial measures. This effect would depend on the number of commodities 

subject to agreements and the operative features of such agreements. 

5. In the discharge of its primary responsitility to promote the 

economic and social development of the low-income countries, the World Bank 

is deeply interested in commodity problems as they affect its member 

countries. This follows naturally from the large share of primary production 

in the present economic activities of the developing countries and the great 

extent to which these countries depend on their export earnings from primary 

products to meet the foreign exchange requirements of their development 

efforts including the service on their external debt. The trade situation 

of commodities affects countries producing them on a large scale both in 

the ways in which they allocate their investment resources and in the ways 

in which they seek to increase their export earnings, amthe World Bank has 

tried to assist its developing member countries in both these areas. There 

are two principal ways in which such assistance has been provided; the first 

consists of a variety of consultative and advisory activities, and the second 

of the provision of long-term financial assistance for developmental activi­

ties. The Bank's activities in the past and the scope for possible further 

action in the fUture under these two headings are discussed in the following 

two chapters. 
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6. Chapter II describes the research and advosory activities of the 

Bank in connection with its country work, its project analyses, trade and 

other international relations and special studies. In the field of com­

modities, the Bank has undertaken systematic work on commddity projections 

which have served as a basis for judging export prospects and evaluating 

investment plans and development progrmms. In the future, as indivndual 

countries increase their efforts to deal with the commodity problems, the 

Bank's research and advisory activities would be expanded to assist these 

national efforts. Furthermore, as new international arrangements are made 

to deal with price instability and adverse price trends of primary com­

modities, the Bank would be prepared to advise, in cooperation with the 

international agencies concerned, in finding the most appropriate solutions 

to the problem of over-production, ways and means of achieving export diver­

sification, the allocation of country shares and the financial arrangements 

necessary for viable international commodity schemes. 

7. Chapter III discusses ways in which Bank financial assistance may be 

made available to countries in measures to deal with the commodity problem, 

under three headings: (a) diversification; (b) improvement of competitive 

position of primary products; and (c) price stabilization. For diversifi­

cation, the Bank has already been financing developmental projects, which may 

be considered as diversification in the broad sense; in addition, it is pre-

ppred to consider financing projects for the withdrawal of factors of production 

from production of surplus commodities and their conversion to other uses. 

In addition to such efforts to withdraw productive factors from surplus commod­

ities, the investment of new resources in commodity production would have to 
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be considered from the point of view of their effects on other developing 

countries and their compatibility with international agreements on such 

commodities. In addition to these activities in primary production, the 

Bank will continue to assist developing countries to expand their production 

and export of manufactures. Finally, in the field of diversification, the 

Bank would be prepared to help in managing or advising diversification 

funds under commodity agreements and in coordination of national diversi­

fication programs. 

8. Chapter III also discusses the ways in which the Bank may assist 

developing countries in measures to improve the competitive position of 

their primary products for export. An important line of assistance would 

be in measures to reduce production costs of the natural products and in 

making investments for this purpose with due regard to the time ho~zon 

over which expanded production at lower costs would be justifiable. Also, 

the Bank would be prepared to consider financial assistance for research 

programs for production improvement and development of new uses for primary 

products. 

9. Finally, Chapter III discusses Bank's interest in measures at price 

stabilization. The Bank feels that in appropriate cases price stabilization 

schemes should be able to raise finance from the normal commercial channels 

or from the international agencies. It assumes that the IMF is prepared to 

consider providing short-term finance for buffer stock schemes. There may, 

however, be the scope for Bank action in this field, such as the financing 

of reserve stocks in the case of some commodities to prevent temporary short­

ages leading to high prices and excessive expansion of production, the 
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financing of stocks similar to buffer stocks in the case of other commod­

ities to maintain prices abovex short-term market levels to enable longer 

term adjustments of production and supply to be completed, and to help 

countries to meet their obligations to buffer stock arrangements in those 

special cases where they are unable to use their own resources or their 

access to Fund assistance because of their over-all debt position and 

borrowing needs. 



Chapter II 

Research and Advisory Activities of the Bank 

10. Starting from the early years of the Bank and increasingly in 

recent years, the Bank has been devoting more and more of its attention 

to the study of the probfuems facing the developing countries, not only to 

serve its own operational needs, but also in order to advise these countries 

on the best ways to meet their problems, especially those connected with the 

formulation and implementation of their development programs. These activi-

ties of the Bank may be described under the following four categories: 

(a) Country economic work; 

(b} The collection and analysis of international economic 
intelligence; 

(c) The analysis of the economic factors in project appraisal; 
am 

(d) Special studies. 

11. The Bank's country economic work is built around Bank missions 

which periodically visit developing member countries. These field missions 

concentrate on the developmental programs, economic problems and future out -

look of these countries, and present the results of their field investiga-

tions and their juggments about economic policy performance in the Bank's 

country economic reports. The latter range from studies in depth of the 

basic economic structure and problems of a country and studies of current 

economic problems and prospects to briefer updating reports and special 

investigations or consultations. The judgments on performance of a particular 

country are a major consideration in decisions about lending operations to 

that country. These judgments are also becoming increasingly useful to the 

Bank in its role in the coordination of aid from other sources, as its 
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evaluations based on such country economic work are sought by other creditor 

or donor countries to assist them in their own bilateral aid activities. 

On the basis of policy recommendations derived from such field investigations, 

the Bank missions consult with the respective governments about their future 

policies relating to developmental matters. 



The Bank has also been engaged in direct investigation in the field 
of a variety of factors relevant to the appraisal of individual projects, 
concerned not only with the financial returns from a project, but also with 
the economic benefits and costs of the project as it affects the entire 
national economy. In the course of this work, studies of key sectors provide 
data and guidance for appraising national investment plans and economic per­
formance. 

) In addition to these activities, the Bank has also been engaged in 
a number of special studies touching on international financial problems for 
its own needs and also at the request of member countries and other inter­
national agencies. Bank staff have been made available to member countries 
to assist in the formulation of comprehensive development programs or invest­
ment plans; they have prepared special studies, such as the reports on 
Supplementary Financial Measures ~~d Suppliers Credits in response to requests 
from the United Nations Conference on Trade and Development. They have 
cooperated with agencies such as the United Nations Development Program in 
carrying out feasibility studies for particular development projects. 

In the course of these activities the Bank has had to give special 
emphasis to the study of the market conditions of primary commodities and 
their effects on the policies and prospects of the developing countries. A 
number of economists specializing in the field of commodity trade are con­
tinuously engaged in keeping abreast of and analyzing significant develop­
ments and trends in the economic, technological and institutional aspects of 
both major and lesser primary and intermediate commodities exported by the 
developing countries. The main responsibility of these economists is to 
make short- and medium-term projections of the likely trend of prices and 
volumes of these commodities in world trade. A particular objective of the 
projection is to anticipate the long-run prospective state of the world 
market and its significance for individual countries and for them as a 
whole. Information and views developed by trade and industry sources and 
by the existing intergoirernmental commodity bodies, WhQ'Q meetings flEE 
-~,.e~ula~rJ.¥ attended e' ol3eervers frmn the Bank, are carefully considered and 
taken into account in developing the projections. Information developed by 
Bank missions to member countries is also used and the projections are revised 
in light of new information as it is collected and evaluated. 

These commodity analyses are integrated into the Bank's work at the 
global country and project level. They are used in formulating reasonable 
expectations of a country's export earnings as part of the medium and long­
term balance of payments projections. Projections of export earnings made 
in this way are then used to evaluate the feasibility and appropriateness 
of development programs and investment plans ; they are also used to help in 
determining the aid requirements of individual countries and their credit­
worthiness and ability to service external debts in the future. 
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16. The r esults of commodity research and projections are alsowed 

to advise countries on the feasibility of export targets and the possi ­

bilities of developing alternate lines of production as part of their economic 

development planning and policies. Through such advisory activities the 

Bank helps countries to formulate programs based on a more realistic appraisal 

of the world trade outlook than might otherwise be possible for national 

agencies working in relative isolation. In these ways, and in cooperation 

with the International Monetary Fund, the Bank has tried to help countries 

follow policies which would lead to higher export earnings, so that these 

countries do not have to resort to restrictive trade practices or ill-advised 

policies of import substitution. These advisory services are also intended 

to help reduce wasteful investment and to avoid possible mis -allocation of 

scarce financial resources. 

17. The World Bank will continue to assist individual countries in 

these ways, and in any new activities undertaken by them to deal with the 

problems of primary commodities, such as advice on diversification programs 

and measures to improve the competitive position of primary products. In 

addition to such assistance to national agencies, however, there has also 

been scope for the World Bank to provide technical assistance tn the field 

of international commodity arrangements. In 1964 it carried out largely at its 

own expense a study of the supply-demand prospects for extra-lang staple 

cotton for the International Cotton Advisory Council, including an extensive 

international survey of mill use and preference criteria between the natural 

products and synthetic substitutes. During the past two years it has 

financed half the cost and made contributions in the form of special research 
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papers to the joint ICO-IBRD-FAO Coffee Study. The Study, first of its kind, 

includes projection of world demand and supply capacity and will contain 

analyses of some major elements of the cost of production in various countries 

and of diversification possibilities. The study is to be used inter alia to 

help countries formulate their production goals under the new International 

Coffee Agreement of 1968 and will thus help in devising policies to achieve 

long-term equilibrium in the world coffee economy. Coffee, the second 

largest commodity in international trade, has suffered from recurring cycles 

of over-production and associated protracted periods of low prices during 

the last half-a-century; and the solution of the coffee problem, of crucial 

significance for a large number of countries in the tropical belt of Latin 

America and Africa, would represent a major international achievement. 

18. The Bank has also increasingly made its country economic studies 

available to commodity oriented bodies such as FAO and the ICO. These 

reports are used by the receiving institutions to give proper weight to 

the general state and progress of economic development in member countries 

in formulating commodity policies. The Bank is prepared to make the re­

levant country economic reports available to all commodity councils adminis­

tering intergovernmental commodity agreements and also to other commodity 

study groups when these are considering policy questions that might affect 

economic development in the Bank's member countries. 

19. The Bank would also be prepared to cooperate with international 

commodity councils in other ways. One of the problems facing such councils 

is the allocation of export quotas on the basis of relative opportunity 
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costs in the various producing countries. As a result of its regular 

consultation with member countries regarding their investment programs, 

the Bank staff would be in a position to make recommendations to the 

commodity councils on such questions. For instance, if the Bank staff on 

the basis of an economic survey of a country believes that the country 

has a clear comparative advantage in increasing its production of a 

commodity, the Bank could convey this judgment to the Commodity Council, 

which might then wish to consider an increase in the country's quota. 

In the past, the Bank has, on several occasions, contributed the services 

of its staff to special missions of the International Coffee Organization 

to investigate requests by member countries of the International Coffee 

Organization for quota adjustments or for waivers of annual quota restric­

tions under the International Coffee Agreement of 1962. 



Chapter III 

The 1·Jorld Bank's Financi«J. Assistance 

,-. The \forld Bank has been assisting the developing countries by 
providing assistance to finance a large array of development projects. 
Many of these projects have been for the basic infrastructure of the 
economy, thus helping the required changes in the structure of commodity 
production to take place. Some of these projects have been for developing 
new industries, thus reducing the dependence of these countries on primary 
commodity production. Other projects have been concerned with promoting 
new export activities, and thus diversifying the export structure of the 
developing countries,~by :~ucing their vulnerability to vicissitudes 
in their external SGQ~s. By providing such financial assistance 
for their development activities, the World Bank has thus helped them in 
attempting a long-term solution to the commodity problem as it affects them. 

In addition to the attempts being made for a long-term solution 
by accelerated development, there are also various other measures that may 
be taken at the national and international levels to deal with the problems 
of price instability and adverse price trends of primary commodities ex­
ported by the developing countries. The various aspects of these problems 
are interrelated and the policy issues to which they give rise cannot be 
regarded in isolation from each other. Nonetheless, it may be convenient 
to group such policy issues, as they affect the international financing 
agencies into three broad areas: (a) assistance to diversification of 
production and exports of developing countries; (b) assistance for the 
improvement of the competitive position of primary products; and (c) assis­
tance in stabilization of commodity prices. 

Diversification 

~;2 Significant progress in diversification of production has been 
achieved during the postwar period, as reflected in relatively rapid indus­
trial growth and changing economic structure in a number of developing 
countries. However, there has continued to be a high degree of concentra­
tion in the exports of less developed countries. Such concentration is not 
necessarily unfavorable to a country's growth if its exports consist of 
commodities with a satisfactory market outlook. But commodity concentration 
creates special difficulties for the large number of countries which are 
heavily dependent on products where the tendency toward overproduction has 
been frequent and persistent. Unless systematic diversification policies 
are pursued, it will be difficult to avoid over-crovrding the markets in 
particular products; such over-crowding leads to a weakening of the foreign 
exchange position and aggravation of the development problem of a number of 
developing countries simultaneously. 



The development measures, consisting of the establishment of new 
lines of production as part of an overall economic strategy, may be consi­
dered diversification in the broad sense. Assistance to such projects has 
long been a familiar feature of Bank lending. As a further extension of its 
activities focusing on the export problem, the Bank Group would be prepared 
to participate in financing projects v.Jhose purpose is also to assist diver­
sification in the narrow sense -- i.e., the withdrawal of factors of pro­
duction from a product now in surplus or likely to be in surplus and their 
conversion into alternative uses. The issue may be relevant, for example, 
in the case of coffee, if the Joint ICO-FAO-IBRD Coffee Study shows that 
surplus capacity still exists and that some of it should be withdrawn, with 
a consequent need for reemployment of the labor and land formerly engaged 
in coffee. Surplus supply conditions may also exist in the case of hard 
fibres, particularly sisal; sugar, tea, wine and bananas may also be 
involved, but to a smaller extent (for the case of rubber, see below). The 
removal of surplus capacity would be of substantial benefit to all producers 
remaining in production, since it would help either raise the price, (or 
prevent its fall) or it would permit the more efficient producers to expand 
production. However, in order to be of lasting benefit, the adjustment of 
surplus capacity in particular countries would have to be regulated by some 
sort of international arrangement, so that the objective is not defeated by 
overexpansion in supply capacity in other countries . Where, in the course 
of its regular work, the Bank sees such proble~) likely to arise in the 
future, it will analyze them and sugges ~"practical solutions. 

~ w l>t'<~~o--1 
The individual countries where withdrawal took place would need 

external assistance for reemployment of the displaced factors of produc ­
tion; such external assistance should be provided on appropriate develop­
mental terms. A special factor which should be taken into account in 
appraising programs aimed at conversion of productive factors into new 
uses is that the conversion may create serious employment problems: surplus 
commodities normally are relatively labor intensive and the obvious alter­
native uses of land and capital may employ very limited amounts of labor. 
Hence, there may be need on a considerable scale for the resettlement of 
labor and/or absorption into industry after further training. In both 
1ases, the capital/labor ratio will shift upward, at least temporarily. 
There may also be need for a wide range of labor-intensive activities where 
sectoral approach to lending may be more suitable than the individual pro­
ject approach. The local currency cost of the conversion is likely to be 
substantial.!/ 

~ Bank participation in "conversion" projects does not necessar-
ily mean that it would have to finance the "liquidation component" of these 
projects (e.g., eradication of trees); this could be financed by the 
country itself and the Bank 1 s assistance could be limited to new investment.. 

!/ In agriculture, where :much of the diversification will have to take 
place, local currency cost averages two-thirds of total project cost. 
(Based on Bank-IDA financed agricultural projects, 1959-1967). 
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However, the Bank could finance such eradication activities if the country 

cannot finance them. What would be important would be Bank's willingness 

not only to engage in these types of activity, but also to give them 

priority consideration, in view of the internationalization of benefits 

they would confer (i.e., the flow of benefits to all producers ) , and 

especially in cases where such investments are part of coordinated and 

internationally agreed efforts. 

26. The above category of cases is important, but in a sense special; 

the need for a large scale withdrawal of capacity and for conversion of 

production factors will occur where excessive investment has already taken 

place or where external demand trends are particularly adverse. A more 

general case will be the need to restrain the entry of new factors of pro­

duction into products with relatively weak demand prospects in the future, 

i.e., the need to prevent over-crowding the markets in primary products, 

especially those of agricultural origin. It is highly unlikely that such 

a restraint on entry can be accomplished by individual producing countries 

acting on their own account. Any restraint that may be needed may be 

induced more readily if domestic development policies are focused on 

fostering the alternatives and if external finance is available for the 

alternatives. 

27. The World Bank's lending for the development of new lines of 

production can be made particularly effective in promoting diversification 

if it is undertaken in the context of countries' overall development pro­

grams, which have as one of their major purposes diversification of produc­

tion and exports. The Bank is prepared to assist countries in drawing up 

such diversification programs and is also prepared to extend financial help 
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for their execution. In appropriate cases this requires willingness of the 

countries concerned to restrain growth of production of commodities in 

actual or potential surplus, and the readiness of the Bank to extend assist­

ance for a series of diversification projects in one or more sectors, with 

adequate provisions for local cost financing, if appropriate. The emphasis 

in the appraisal of such long- term diversification programs would have to 

be on their overall purpose, content and machinery for execution. 

28. [The question of the circumstances when individual developing 

countries should or should not make new investments in commodity produc­

tion is a complex one. In its own lending and advisory operations, the 

Bank would have to consider assistance for such new investments, not only 

on the basis of the di rect return to the country making the investment, 

but also on the basis of the effects on other less-developed countries 

and on less -developed countries as a group. This would be particularly 

appropriate for the Bank as an international development agency. The Bank 

could evaluate such international effects because of its intensive contacts 

with the member countries. The effects on the less-developed countries as 

a group would depend on whether the group was a net exporter or a net 

importer of the commodity. As a net exporter, new investments may lead 

to adverse effects by reducing prices without offsetting increases in demand, 

whereas as a net importer, the benefits to consuming countries may outweigh 

the disadvantages to producing countries. In some cases, new investments 

in some countries would still be appropriate if the relative opportunity 

cost of production in these countries was lower than in other producing 

countries; in these cases, technical and financial assistance could be pro­

Vided to the other countries adversely affected by such new investments~7 
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29. In devising an appropriate strategy of diversification and growth, 

an acceleration of the recent trend in exports of manufactures from develop­

ing countries could be a significant factor in the solution of the overall 

problem of export growth of developing countries. Such an expansion will 

initially provide a direct alleviation of the problem for a limited number 

of developing countries -- those which are industrially more advanced. 

However, indirect effects on other developing countries could also be 

significant: to the extent that an accelerated expaasion of exports of 

manufactures from the more advanced developing countries reduces the pres­

sure on them to expand their own exports of traditional primary products, 

the room for expansion of primary products of the less advanced developing 

countries would be widened, resulting in a higher rate of growth in earnings 

from these exports. The World Bank intends to continue giving consideration 

in its lending operations to the development of manufacturing industries 

which may become competitive in the international market. 

30. The World Bank would be prepared to extend technical assistance 

and cooperation to the proposed Diversification Fund of the International 

Coffee Agreement. The Bank has already participated in the preparatory 

work and it would cooperate with the Diversification Fund after its estab­

lishment. Such cooperation may take the form of joint financing of parti­

cular projects. Alternatively, if requested to do so, the Bank might 

exercise certain management functions on behalf of the Fund, according to 

mutually agreed guidelines. If other diversification funds are established 

in the context of international commodity agreements and their purposes 
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and principles of operation are consistent with Bank's objectices and 

operational methods, the World Bank would be prepared to cooperate with 

them in a similar manner. 

31. If requested to do so, the World Bank would also be prepared to 

advise or manage any funds that may be generated for development purposes 

as a result of possible introduction in developed countries of refundable 

import levies on selected primary products. Similarly, it would be pre­

pared to advise or manage any funds resulting from a possible decision 

of developed countries to transfer for development purposes a part of the 

existing fiscal charges on primary products. Such funds might be used 

primarily for financing diversification. 
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..., 
There will have to be some degree of coordination of national 

diversification programs in order to avoid emergence of surpluses int~ 
Which diversification takes place. ll.e MeiX'bioned hi bhe laa'6 esgp+A.l:., fthe 
World Bank would be prepared, if requested, to advise governments on the 
basis of the information collected by its staff and by other international 
agencies, such as FAO, GATT and UNCT.AD on the content and scope of various 
national programs. 

Improvement of Competitive Position 
of Primary Products 

c 

Recent industrial development in the developed countries has re­
sulted in rapid growth of substitute materials for natural products. The 
commodities most severely affected by competition from synthetic materials 
are rubber, cotton and wool, jute and hard fibers, hides and skins. Fur­
ther, oils and fats in certain uses are being replaced by synthetics, while 
the development of plastic materials exercises adverse impact on the con­
sumption of a wide range of natural products, including metals and lumber. 
Many factors have brought about the rapid growth of synthetics and the con­
comitant displacement of natural products. Certain synthetic materials have 
superior technical characteristics in some uses; unless the technical 
characteristics of the natural products can be improved, the process of 
substitution will continue. Frequently synthetic materials have been 
cheaper than primary products: in these cases, the improvement in the 
competitive position of the latter will require a reduction in production 
costs. (For instability of prices of natural products see further below.) 

; The major issue facing the developing countries-producers of 
materials exposed to the threat of substitution is to decide on specific 
cases where the undertaking of special measures designed to reduce produc­
tion costs represents the best use of available resources. This issue is 
not difficult to decide in cases in which cost reduction is achieved pri­
marily through better labor utilization. Also, in the case of current 
inputs -- fertilizer, insecticides -- the issue of resource allocation 
should not ~ too difficult to resolve: the time horizon over which the 
effects of higher current inputs will be felt is relatively short and 
therefore the profitability of these inputs can be relatively easily mea­
sured. It is in the case of investment expenditures, particularly in pro­
ducts with long gestation periods, such as tree crops and animal products, 
that the issue of resource allocation is most intricate. A view· must be 
taken regarding the size of the export market for the natural product over 
the long-run and about the probable future level of costs and prices, also 
over the long-run. And the latter, in turn, requires that a view be taken 
regarding the future competitive pressure of synthetic materials, i.e., 
regarding the future long-run trend in their costs and prices. 

The 1-Torld Bank is prepared to examine with the producing countries 
the financial requirements involved in reducing production costs of primary 
products facing the threat of substitutes and the likely profitability of 
such investments in the light of alternatives that might be available. 
While the problem is fairly general, the issue is most critical at the 
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present time in the case of natural rubber. The price of synthetic rubber 
has been on the average below the price of the natural product. However, 
cost reductions in natural rubber, which can be achieved as a result of 
replanting with high-yielding varieties, are substantial: and it is argued 
that they w·ould result in a price which would be substantially below the 
present level and which would improve its competitive position in relation 
to synthetic rubber. Replanting on a considerable scale has already taken 
place in some producing countries, while others have lagged behind. Major 
uncertainties still exist as to the rate at which replanting can take place 
in some producing countries in view of administrative constraints and with 
respect to the future costs of production of synthetic rubber. The lvorld 
Bank would analyze the programs for replanting or for the development of 
alternatives and consider the appropriateness of financial assistance 
in specific cases. The problem of employment in the rubber-producing 
regions will have to be a special factor to be taken into consideration in 
the appraisal of the programs. 

One key advantage which the industries producing synthetic materials 
have compared to the primary producers in developing countries is their abil­
ity to finance research and development expenditures on a large scale. Re­
search has also been under way in natural products for some time; but while 
the amounts spent are not precisely known, there is no doubt that they have 
been modest and greatly inferior to those spent on research in synthetics. 

The "lrlorld Bank would be prepared to consider financial support to 
vrell-conceived research programs in the improvement of technical character­
istics, reduction of production costs and development of new uses of natural 
products, if these programs are not being financed or cannot be financed 
from other sources such as UNDP. 

Price Stabilization 

The developing countries could benefit in two ways from measures 
for stabilizing the prices of primary commodities in international trade. 
One type of benefit would occur if price stabilization led to a reduction 
in the short-period instability of export earnings. This is a problem to 
which the International Monetary Fund has given great attention and for 
which it is prepared to assist member countries in various ways, especially 
through the Compensatory Financing facility. The Fund staff have also indi­
cated in Section A of this Part of the Study the scope for Fund assistance 
in financingj stabilization operations. 

l'"\.2.. 
~ The other way in which price stabilization might assist developing 
countries is by helping them to program their development activities more 
effectively. · ~ra stable prices of commodities exported by a country means 
that the co try has greater certainty about the external economic environ­
ment on the asis of which it can make more accurate estimates of its future 
export earn· gs and also improve its own long-term investment plans and 
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Various techniques are available for stabilizing the prices of 
commodities in international trade, as described in Part I of the Study. 
Financing for such operations, ~vhere required, may be available through 
private financial channels or through international financial agencies. 
In their discussion of the scope for action by the International Honetary 
Fund, the Fund staff have noted that the Fund could provide the needed 
finance for approved buffer stocks by lending on its usual temporary basis, 
directly to members for this purpose, on certain conditions depending on 
the management and operations of the buffer stock and the policies of the 
members in connection to the buffer stock in question. In addition to 
such financial requirements of buffer stocks as may be met by the use of 
the Fund's resources or otherwise, Bank financing may also have a role to 
play in connection with commodity stock operations. 

In the first place, the operation of a buffer stock would be 
strengthened if Banlc financing could be available in special situations 
in which the Fund and the Banlc had concluded that a desirable temporary 
operation involved for certain members sums in excess of what they could 
finance from their own reserves or through access to the Fund. If in such 
cases the Bank extended finance to members in support of buffer stock con­
tributions, such assistance would, of course, need to be considered in the 
light of these countries' overall debt positions and borrowing needs. 

Secondly, longer term finance would be needed i.f a stock operation 
1-Jere deemed appropriate and were undertaken, not in order to even out fluc­
tuations around a medium term trend, but to maintain the price for a more 
prolonged period at a level in excess of the short-term equilibrium price, 
until such time as the longer term adjustments of production and supply 
appropriate to the higher price had been completed. 

A long-term financial requirement would also arise, when the 
appropriate stabilization technique is that of a reserve stock, whose 
primary purpose is to prevent price increases beyond a ceiling, so as to 
avoid the stimulus .for overproduction. The case for maintaining a reserve 
stock would be strongest for commodities which are produced or have close 
substitutes in developed importing countries. The ability of a reserve 
stock to keep prices below a particular level would depend on its holding 

1/ "Supplementary Financial l"Ieasures", Horld Bank, 1965. 
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a sufficient stock of the commodity, to be speedily replenished after any 
reduction; it follows therefore that the capital originally invested in 
building up the reserve would be a long-tern. investment. 

In cases in which the recourse to Bank resources may be involved, 
such financial requirements may be met by lending or guarantee operations 
of the Bank. The appropriateness and feasibility of supporting particular 
commodity schemes under this general policy would have to be studied on a 
case-by-case basis. 
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OFFICE MEMORANDUM 
TO: Mr. Irving S. Friedman DATE: August 2, 1968 

FROM : Dragoslav Avramovic 

SUBJECT: Fund Board Discussion of the Commodity Study 
(Morning August 2) 

1. The Fund Board resumed their discussion of the commodity study the 
morning of August 2. Only Mr. Stone (Australia) spoke on substance~ he 
underlined the need for improved market access in the developed countries 
for the primary products exported by developing countries. The Fund staff 
replied to the comments on the study made by the Directors at the earlier 
meetings. 

2. On the issue of procedure, the Deputy Managing Director, Mr. 
Southard, suggested two possible approaches (see the attached): sending 
to the Board of Governors both Parts I and II, with comments from the 
Executive Directors; or sending only Part I, with a statement by the 
Executive Directors that P'art II, containing policy proposals, was under 
preparation. 

3. Mr. Stone suggested that there was also a third course of action -
namely, not sending any documents to the Board of Governors for their session 
of 1968. If this course of action was adopted, the documents -- Parts I and 
II -- would presumably be submitted to the Governors in the course of the 
year 1969. In presenting his proposal, Mr. Stone referred to Mr. McNamara's 
statement at the Bank Board of August 1 saying that Mr. McNamara was unhappy 
with the hurry with which the subject was being discussed and that Mr. 

I McNamara considered the studies below the standards usual for the Bank. Mr. 
Biron (Belgium) requested the Deputy Managing Director to circulate to the 
Fund the minutes of the Bank Board meeting at which Mr. McNamara's state­
ment was made. 

4. Mr. Plescoff (France) proposed that both Parts I and II be sent to 
the Board of Governors 1968, with comments by the Executive Directors. He 
stated that the Board of Governors would be deeply disappointed if such a 
course of action was not followed. 

5. Mr. Crispi (Italy) suggested that only Part I be sent to the Board 
of Governors, accompanied by a covering letter by the Executive Directors 
indicating that they have requested the staff to prepare policy proposals. 
Mr. Friis (Scandinavian countries) agreed with Mr. Crispi 1 s proposal. 

6. The Fund Board discussion on the procedure will be resumed on 
Monday August 5. 

Attachment. 

cc: Mr. McNamara 



August 1, 1968 

Further Consideration of the Procedure for the Handling of the Commodity Study 

Statement by the Chairman 

I think it would now be desirable to return to the question of pro­

cedure. I gave some preliminary indications on this subject at the start of 

Wednesday's meeting and the staff and I have been considering this further in 

the light of the statements by Directors during that meeting. 

The way this question appears to me now is that there is basically a 

choice between two procedures. The first procedure would be for Directors to 

send the whole of the study (Parts I and II ) to Governors. I doubt whether 

this could be done unless Directors were willing, in their comments or recom­

mendations when transmitting the Study to the Governors, to take approximately 

the line mentioned by the Managing Director last month, namely that Directors 

felt that the approach of Part II constituted a suitable starting point for 

the consideration of Fund policies in the commodity field. 

The other possibility would be to limit transmission at this stage 

to Part I of the Study, and this would then be accompanied by more general 

comments by the ~ecutive Directors which would say primarily that Part II, 

dealing with the scope for possible Fund action, was still in course of pre­

paration by the Staff, and that the Directors would transmit it later with 

their comments and recommendations. 

In our view both approaches would be compatible with the Rio Resolu­

tion. If the second approach were taken the Preface to the Study would have 

to say that the staff had completed the analytical part of the requested study 

but felt that it would want to give further consideration to policy aspects 

before submitting the second part of its study. As a practical matter, the 
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consequence of this approach would be that Part II would not be completed 

until the Board was ready to come to a conclusion on its recommendations 

for Fund action, some time after the Annual Meeting. 

I continue to believe that we should publish and release shortly 

before the Annual Meeting, whatever staff study is formally transmitted to 

Governors. 

We shall, of course, also have to bear in mind that the procedures 

in the Fund and the Bank should be coordinated and therefore it may not be 

possible to come to a definite choice on this matter before the Bank Board 

has had an opportunity to discuss it. 
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OFFICE MEMORANDUM 
TO: Mr. Irving S . Friedman DATE: August 1, 1968 

Guy H. Orcutt ""~ J(() 
' f 

FROM : 

SUBJECT: Supplementary Financing and Compensatory Financing 

The major differences that I see between Compensatory 
Finance and Supplementary Finance have to do with: 

1) the method of predicting whpt export 
earnings would be in the absence of 
shortfalls; 

2) the time horizon and the length of 
fluctuations to be stabilized; 

3) the objectives other than those of 
stabilizing export earnings. 

In the Compensatory Financing program, exports are projected 
by c anbining well defined "statistical" projections based on export 
earnings for the current and two preceeding years with essentially 
undefined "qualitative" projections . The weighting of the two pro­
jections is not stated but it does appear that the "qualitative" 
projections are derived by projecting earnings for key commodities. 

How projections are to be made in the Supplementary Finance 
program isn't spelled out but apparently these are to be derived 
from models of the LDC's in which the impact of policy actions and 
development plans on net export earnings is to be calculated and 
taken into account. 

The Compensatory Finance Scheme attempts to do something about 
unforeseen deficiencies of export earnings wt.ach do not last much 
longer than one year . The Supplementary Finance Scheme attempts 
to do something about unforeseen deficiencies of export earnings which 
may last as long as five years. 

Under the Supplementary Finance Scheme, leverage is expected 
to be used to promote sensible development planning and activity 
on the part of LDC's. This objective does not seem to be part of 
the Compensatory Finance Scheme. 
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OFFICE MEMORANDUM 
TO: Mr. Irving S. Friedman DATE: August l, 1968 

FROM : Dragoslav Avramovic 

SUBJECT: Fund Board Discussions of the Commodity Study 
(afternoon July 31, 1968) 

1. The Fund Board discussion of the commodity study was resumed on 
the afternoon of July 31. A division of view, already noticeable in the 
morning session, became more pronounced. It concerned both the substance 
of the Fund proposal, and the procedure to be followed. 

2. The representatives of the African countries (Messrs. Nikoi and 
Williams), India (Mr. Madan) and Central American countries (Mr. Gonzalez 
del Valle) considered the Fund proposals concerning the use of the com­
pensatory financing facility for buffer stock financing as a possible 
starting point for discussions, but emphasized that it was too narrow and 
that a bolder approach will be necessary. 

3. Mr. Huntrods (U.K.) was satisfied with the Fund proposals, although 
he stressed the need for further detailed work. Mr. Lieftinck had a number 
of substantive questions concerning the proposals (whether the buffer stock 
financing by the Fund was workable in the absence of universal membership, 
whether the Fund could provide permanent capital to buffer stock schemes, 
whether the Fund should engage in financing national stocks ) , but expressed 
his agreement in principle with the idea that the Fund should focus on buffer 
stock financing. Mr. Biron (Belgium) was sceptical regarding the feasibility 
of any commodity intervention, but seemed to agree that compensatory financ­
ing facility may be used for buffer stock financing, provided the present 
ceilings for countries' borrowings were rigidly maintained. Mr. Friis 
(Scandinavian countries} stated that the difficulties of handling the com­
modity problems were immense, but that a useful start can and should be 
made, provided ample time is given to deliberations concerning the directions 
in which to move. Mr. Crispi (Italy) considered the proposals as a useful 
starting point for further work, but doubted whether consensus of the EKecu­
tive Directors could be reached quickly; in any case, he was against amendment 
of the Articles of Agreement since this would change the monetary character 
of the Fund. Mr. Reid (Canada) stated that the study had shown that the 
problem existed, that it should be viewed in the development context, that 
long-term measures were essential, and that buffer stocks should be considered 
as an adjunct to long-term solutions. However, his authorities were question­
ing whether the Fund was the suitable agency for buffer stock financing and 
therefore more time would be needed for the study of the institutional 
aspects. 

4. Mr. Plescoff made a plea for accelerated consideration of the problem 
and for the need to consider a wide spectrum of solutions. He was envisaging 
financing both of international buffer stocks and of coordinated national 
stocks, e.g., at the regional level. He was opposed to setting a ceiling on 
countries' drawing on the compensatory financing facility for buffer stock 
financing. 



Mr . Friedman - 2 - August 1, 1968 

). Virtually all speakers emphasized the need for long-term solutions 
and expressed their satisfaction with the fact that the study has covered 
the fields of diversification and of improvement of competitive position 
of primary products. 

Procedure 

6. There was complete disagreement concerning the procedure to be 
followed. Mr. Plescoff urged that both Parts I and II be sent to the 
Board of Governors and that an attempt is also made to prepare a report 
of the Ex:ecutive Directors as well. Mr. Ungerer (Germany) argued that 
the Board was under no commitment to send anything to the Board of Governors. 
Other Directors were taking different intermediate positions -- of sending 
to the Board of Governors Parts I and II without substantive comments by 
the Executive Directors or of sending only Part I. This issue will be 
discussed at the next meeting of the Fund Executive Board. 

7. The Fund Board discussion of the commodity problem will be resumed 
on Firday, August 2. 

cc: Mr. McNamara 



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

OFFICE MEMORANDUM 
TO: Mr. Irving S. Friedman DATE: July 31, 1968 

FROM: D. Avramovic 

SUBJECT: Fund Board Discussions of the Commodity Study 

1. The Fund Board started their discussion of the Commodity Study 
today. In the morning session the speakers included the representatives 
of Malagassy Republic, Australia, Germany, Brazil and the United States. 
The representative of France had circulated a written statement: it will 
presumably be followed by his oral presentation. Both Parts I and the 
Fund Part II were discussed. 

2. In his opening statement, Mr. Southard, Deputy Managing Director 
proposed a procedure that might be followed. He suggested that following 
the Board discussions and subject to agreement with the Bank, Parts I and 
II be sent to the Governors in a mimeographed form, and then published. 
~ecutive Directors were expected to submit their own report, in accordance 
with the Rio Resolution. 

3. Mr. Stone (Australia), supported by Mr. Unger (Germany), questioned 
the suggested procedure. He stated that his authorities had not yet been 
able to examine the documents and therefore would find it impossible to 
formulate views on the Fund proposals. He deplored the hurry with which 
the proposals on such an important matter seemed to be pressed on the Fund 
Board and suggested that the procedure indicated by the Deputy Managing 
Director be re-examined in the course of the discussion. This is likely 
to happen either tomorrow or Friday. Mr. Plescoff is underlining the 
urgency of the matter. 

4. On the substance of the issue, the division of views was already 
emerging. The representatives of Malagassy Republic and Brazil, while 
pleased with the constructive spirit of the approach, found the Fundts 
proposed financi11g of buffer stocks through the compensatory financing 
facility too narrowly based and therefore unsatisfactory. The French 
statement emphasizes the need to consider, in a spectrum of solutions, 
more ambitious forms of action including direct financing of new organ­
izations in the commodity field if necessary by amentment of Articles 
of Agreement, and considers the Fund proposals unduly restrictive. In 
contrast, the representative of Germany expressed very strong reserva­
tions regarding any Fund involvement in commodity stock financing. The 
representative of the United States said that his government's views have 
not yet been formulated, but that he was sympathetic to the forward 
looking approach in the study. 

5. All speakers emphasized the need for close cooperation between 
the Bank and the Fund in handling the commodity problems. 

cc: Mr. McNamara -11--
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Statement of the Chairman 

Executive Board Meetins 

July 30, 1968 

DRAFT 

The Executive Directors have :trom time to time queried th~ status of 

our COI:Illlodi ty Study resulting trom the Fio Con1'erence. The Part I of this 

Study. which was prepared jointly by the Bank and Fund ste.ffs, waa circulated 

on July 5. Part II of the Study which vas · prepared by the Bank staff was 

circulated this morning. An effort has been made to make it possible for the 

Board to consider the entire Commodity Study before the recess. 

In viev ot the importance and aomplexi ty of this subj eat, I vould 

suggeat that ve devote part of tvo Board meetings to 1 t, namely on August 6 

and August 13, if thia meets your convenience. I do not intend to ask the 

Executive Directors to take responsibility tor all that is contained in the 

joint Part I of the Study or even in the Bank's Part II. L-Ind.eed, it is my 

intention, if time permits. to request our start to revise Part II.J 

However, in accordance w1 th. the Rio Resolution, ve may e..i.m at so~ 

statement of comments or recommendations for transmittal to the Board ot 

Governors after we have tinished our discussions. 
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Mr. F. Hirsch, IMF 

!Duis M. Goreu:x 

&;port fiuctuations in l4 industrialized co1mtries 

July .30' 1968 

As requested, the attached analysis is based on the data which you 

sent e on J~ 26 . 

Attachment: 



L. Goreux 
Ju.1¥ 30, 1968 

EXPORT FLUCTUATIONS IN 14 INDUSTRIALIZED COUN'lR!ES 

1. In Chapter III, pan I ot the uc odity StudJ"l 1 .fluctuations oL export 

eamingsY had been analy'zed for 38 developing countries. Following a request 

ot the IMF Board, a similar a.naly's1s has been carried out. for lh industri· 

alized countries. The reeults are shown in a comparable to 1n the following 

tables: 

38 develop~ countries 
Chapter- Ill 

Table III-6 page m lO 

" rn-3 

" III-8 

It III 7 

• nr 27 

14 industri Uzed countries 
Attached note 

Table l.J. 

" 3 

" 4 

2. As shown 1n table l.B below, ~rt fluctuations were milder ~or the .. 1.4 

industria.U.z~ eountxz s!!fle thap for the 38 develop!;pg countrz ff!!Ple. The 

difference is particularly strild.ng in the case of average export unit-values 

over the period 1953...65. Thus, 1n that case, the average index ot f'~uctuations 

was more than three times higher tor the .38 developing: than tor the lh industr1-

alised countries, and the dispersion of the countries indices around the average 

vas awst five times larger • 

.). The relationships between the 'Various indices or fluctuations by count17 

were similar. As was th ease for the 38 developing eountrie , there is a 

closer a socia tion between nuctuations ot earnings and quantum ot exports than 

}/ Values expressed in current US$. 



( e t4 1 2). 

'~K~t-"...,.·~& .tlu t tion 18 b7 ' 
le than 8 perc :t 1a exp..I.D.LIMOIU in fluctuatio of 

export ani t-T&l • • 

4. rt earnings increa d u ... ll,u..Jo<lo .. .&.' 14 

co tries ( 3)- vbil nur"""""--.1. 1n onq 29 out or 3 

coun r1 (table ni- 3). A ~ ..... sten111cantq 

~ ... 1.04Q .L......., ............ ~ d eountr:tea1 

the 38 elo ing co 19$0 1965. 

this occurred in balt ~ 

~'lol-.... , in t thre 

1ndustr1&11 d countries, t grovth in ~ rt s c d ble.Y 

a: growth of rta r GD not clos q related. to rt 

et tiona; also t e tor .38 countries. 



Price 

Valuea 

l.lh -

Pric 

l.Aa Sample of 14 develo c1 countrie -
.&.ve of 

n ctuation 1nd1c a 

1950-65 1953-65 19)0-65 19:53-65 
.......... pereen ot price trend ••••••••• 

3.7 2.1 1.1 .6 

5.6 4.5 2.7 3.3 

6.2 4.2 2.1 1.6 

V. lues tor l4 de-nlo co tri l (table 1.!) 
expressed as rc of the correapond:i.ng n.luea tor 

38 d.ev lo countri e ( ble m-6, .III 10) 

:ve e ot 
f'l.uct.uat1on indic a 

3 .4 

55.8 

Dispersion around 
the avery 

,30.1 

21.8 

12.9 

2).7 



Tab~e 2 2 CORRELATION MATRIX BETWEEN PAIRS OF FLUCTUATION INDICES 
RELATING TO 14 DEVELO D COUNTRIES 

t)o 

fy 50 1. 00 0.82 0.54 0.8) 0.64 0.26 

fq 50 1.00 0.43 0.70 0.83 0.46 

tp 50 1.00 o.u 0.35 0.69 

fv 53 1.00 0.76 0.26 

fq 53 1.00 0.42 

.f'p 53 1.00 

Table corresponding to table lOB of working paper (Goreux) March 26, 1968 



Pric 

195o=t>S 

'l'o 

t trend 6 8 14 l4 l4 
(3) ~5) (14) {14) ~14) ( ) 
(3) 3) ( 0) ( 0) 0) ( 0) 

8 6 ( ) ( 0) ( 0) ( 0) 

Total lh lh l4 lh 14 



Table 4• TO'! L EXPORTS OF lh INDUSTRIALIZ!ID COUNTRIES; FLUCTUA'l'ION INDICFS AND TRElfDS FOR PRICFS , 
QUANTITIES AND EA.RNINO-S 

Indio ot Fluet 

Country Prices. 
19~o:65 BS3=r>~ 

Austria 4.7 2.4 7.$ 
1 .. -r.ux. $.1 2. 3 $. 0 

Canada 3.6 2. 2 s.o 
k 2.6 1. 7 1.9 

4.0 2.9 6.1 
) . 2 1.4 1. 9 
3.7 2. $ 8.0 

J 4.7 2. ) 5.9 
etherl 3.2 1.6 2.6 
o:rwq 4.9 ) . 0 u .s 

Swe 5.2 2.0 4.3 
Svit erland J.l 2 .. 6 2. 7 
U.K. 2.4 1. 2 3. 0 
U •• A. • 9 1. 1 6. 0 

T ble c rraspondi to Table III-8, p. III.27 

* significantly positive 
** significantly negative 

) .9 
4.7 
h.8 
1.4 
4.6 
$.3 
).2 

6.4 
2.5 

l4.h 
1.7 
2.0 

2.1 

5.6 

(P rcent) 

tion Annual TNnd. Rate ot Growth 

Rarn1ng8 Prices otities Ear~s x~so:6s · 1~s1::os 195o:65 195):165 1950-M 1§5)006~ l950-659>l::O> 

7.6 5.5 -1.0* -o.6• 10. 9* 9.2* 10.3* 9. 0lt 

8.4 5.9 -o.1 -o.J 7.9* 8.4• 7.4* 8.)* 
6.1 4.6 o.6 0.1 4.S. '·"* 5.2* 5.1* 
J.O 2.4 o.J 0.2 7.1* 7.3 7.8 8. 0* 
5.7 4.~ 0.1 .1 7.4• 8. 2* 7.4• .1* 
9.0 4.8 1.5* 1. 2• 12. 10.6• l3.7 u .a* 
7.0 ) . 2 -1.S* -1.3* 1.3.5• 15.3* 12. 3 13.6• 
7.4 6. 2 -1.4 - 1.1* 16.2* 16. 2* l$. 0* 15.1• 
3. 8 2.4 0.4 0.7• 8. 7* . )* 9.2 9. 0tt 
6. 7 6.4 0 • .3 0.1 5.9* 5.4• 6.~ 7.4* 
6.S 2.8 0. 2 0.1 6.~ 1.~ 7.4* 8. 3* 
3.2 2.1 0.4 0 .. 9* 7.3• 7.3* 1.5* 7.9• 
3.0 2..4 1.6* 1.4• 2 .~ 3.0* 4.6* 4.7* 
7.4 6.0 1.1* 1.0* 4.6* $.1* S.7 6.1* 

Country 

A tr 

1.-Lux. 
Canada 

nmar 
ane 

Ge 
I aly 

Jap 

th rlan 
Norway 
S\,-den 

Switzerl.a d 
U. K. 

u.s.A • 



Table 5· t DEVELOPED COUNTRIES COMMODITY EXPORTS. INDICES OF FLUCTUATIONS AND RATES OF GROWTH: 
VALUE IN CURRENT DOLLARS (V), QUAflTUM (Q ~# AVE GE F..KPORT UNIT•VAtUF. (p). 1950..6$ 

.IndeX o.f nuctuations Export earnings v Quantum of exports Q Export un1 t - v: lu 

rv fq 

.Austria 7.60 7.51 

Bel.-tnx. 8. )7 5.02 
Canada 6.os 4. 95 
De k 3. 03 1. 90 
Frame 5.70 6.12 
G 01' 9. 03 7. 91 
Italy 6. 95 1.99 
Jpan 7. 35 5. 87 
Netherlands ).8) 2.61 

orwa;y 8.66 11. 83 
Swe 11 6.49 
Switzerland 3.19 
U. K. .). 01 
u.s.A. 7. 39 

s~sa~cance level at 5% 

d Durbin-Watson and ~ growth rate. 

* sign1ficant)Jr positive 
** eigniticantl.y negative 

4.27 
2.69 
2.97 
6.00 

tp 

4 .. 70 
$. o6 
3. 56 
2.58 
3.95 
3.~6 

3. 71 
4.74 
) .1$ 
h.88 
$. 20 
3.13 
2.37 
1.89 

growth poowtb growth 
rte ra rate 
~v (t ratio) ~ ~ (t l" tio) ~ ~p (t ratio) 

~ r yr. ~ p;J yr. "per yr. 

10. 33 (16.02)* 0.83* 10. 86 (18.22)* o.fi6* -1.00 (2 .U)H 

7.4) (12.10)* l.$1 7.9h (22.73)* 1.00* -o.6? (1.61) 
5. 20 (11.60)* 1. 08* 4. 79 (13.82)* o •. n * 0. '57 (1. 95) 
7. 80 (32.5(})* 1.49** 7.14 (44.16)* 2. 2'5** 0.28 (1.37) 
7.40 (17.91)* 1.83** 7.35 (16.19)* 1.34 O. l.h (O. h$) 

13. 73 (17.15)* 0.81*· 12. 0) (20.92)* o.h1* 1.45 {4. 84)* 
12. 28 (22. 02)* 1. 21 13.47 (22.53)* o.63*' -1.49 {$ • .36)** 

15. 00 (26.29)* 1.91** 16.15 (.35.hl)* l . Ob.tf -1.39 (3.31)** 
9.19 (28.43)* 1.56** 6.70 (ltJ.05)* 1.00~ o.u (1.64) 
6. 83 {11.$4)* 1.7)~ $.91 ( 5.h2}* 2.01*'!- 0. 29 (0. 74) 
7.44 (13.11)* 1. 89 6.62 (20.7)}* o.96* o.2J (0.44) 
1.50 (J0.4l.)* 1.13 7. 28 (35.62)* 2.51H- 0. 4) (2 . 07) 
4.64 (21.46)* 1.69H- 2.64 (12.44)* o.96* 1.57 (7.13)* 
5.72 (ll.04)* 1.76H- 4.59 (10.69)* 1.6DH l . ll (7.14)* 

Table corresponding to table 3 of working paper (Goreux) March 26, 1 968 

p 

·~ 

1. 56** 
1.67~ 

0.87~ 

1. 21 
1.-12 
1.27 
1.6$-~H~-

2 • .32** 

1.58**. 
1.618 
1.68** 
o.40Jt 
1.33 
1.61M-



Table 6 : DEVELOPED COlJNTRIES C ~ODITY TS . INDIC S OF FLUCTUATI • D TES OF G OWTH' 
VALliE IN CURRENT D:)LI.ARS (V), QUANTU (Q), VERAGE XPORT UITT-V LU, (p). 19.53-65 

Index of fluctuatio Export v of Exports Q ort unit-v lu p 

growth grow 
rate rat 

fv fq tp ~v (t ratio) ~ (t ratio) d ~ (t r tio) D~ % P r yr . D- D- % p ~ yr . 

Au tria 5.46 3. 90 2. 36 9. 02 (14.53)* o. 0* 9.18 (18 • .59)* 0. 97* -0.60 (2.81)** 1..59** 
1.-Lux. 5. 90 4.67 2. 33 8.28 (15. 01)* 0. 96* 8.35 (18.03)* 0.73* -0.31 (1. 24) 1.31 

Can da 4.58 4.83 2.19 s .o5 (1 .86)• 0. 92* .5. 26 (11..54)* 0. 74* o.o6 (Oo31) 0.75* 
D nmark 2.37 1.37 1.6.5 7. 97 (32 . 01)* o. 76• 7. 31 (49.3.5)* 1.89** 0.18 (1.03) 0. 98 

Fr nee 4. 09 4. 58 2. 8.5 8.07 (18. 89)* 1.81** 8.21 (16. 88)* 1.53** ... Q.13 (0 • .51) 1.12 
Ge ny 4. 83 .5 . 33 1.42 11.84 (23. 99)* o.62* 10 • .5.5 (20.12)* o.S3* 1.18 (8. 79)* 1.3.5** 
It y 3.11 3.1.7 2 • .52 13. 79 (40.13 )* 1.72** 1.5.30 (46.41)* 1.56** -1.31 (.5 . 06)** 1.27 
Japan 6.19 6.40 2. 33 1.5.07 (24. 08)* 0. 97* .17 (23.69)* o.85• -1.11 (4.82)** 1.79** 

ther1an 2.38 2.4.5 1 • .57 8. 98 (39.)3)* 1. 2) 8. 2.5 (34.03)* 1 • .52** o.66 (4. 39) 1.16 
Norway 6.44 14.39 2. 99 7.35 (12 .11)* 0.96* , .5 . 35 ( 3.24)• 2.07** 0.14 (0.46) 0.73• 
Sw den 2. 84 1. 74 1.97 .31 (27.79)* 1.3) 7.57 (39. 23 )* 1.64** 0.10 (0 • .53) 1.2.5 
Svitser1and 2. 71 2. 02 2 • .58 7. 8.5 (26.36)• 0.90*· 7. 25 (3.5 . 23)* 1. 94** o.B1 (3.57)* 0.43* 
U. K. 2. 41 2. o6 1.17 4.73 (19.19)* 1.o5 2. 99 (14.72)* 1.13 1.39 (10.71)* 1.22 

u.s .A. 5. 95 .5.59 1.10 6.ll ( 9. 72)* 1.41 S.o6 ( 8.80)* 1.39** 0.98 (9. 26)• 1. 09 

Significanc level at 5~ Table corresponding to table 4 of working paper (Goreux) March 26, 1968 

d Durbin-wat on nd ~ growth rate. 

* 1gnificant1y po it 1v 
** ignificantly negativ 
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St4tem nt ot the Ch&lrMSD 

EXecutive Board Meeti 

Th\\ E!tec:u:r.i ve TJireotora have t'ra.u time to time 4ueried the ~tatus 

of our Colm.!JOdi ty Stuey resu.l,.ilm :r"'rom the IU.o Coru""•renoe. Tb Part I 

of' this S'bud,y, which vu T'.illi'\lp!U"~d jointly ·ey the Euk t:W.d. F\l.nd staffs • 

lras circu.lnted oP July 5. Pn-rt II of t'he Stu<1y vhieh vas prepared by 

the :B.a.nlt staff vas eironle.ted la~Jt nir,ht. i-J.l extort has been :nade to 

nal';e it 'POSSible for t!ie F.oa.rr.. to consider the f,rttire Colli.l:loc.Uty Study 

before the recess. 

The dwu l:!xecuti,;-e Directors will have l.l.een in.i'ormed already by 

the lia.nQP.;inp; Dil"fictor ('\f the Fund of his views on hov ""e could most 

effeetl-v~ly deal vi th tl\J.s question in ;preparatio:r. for tne Annual Lfeeting. 

'lhe Rio Ilei>Ol'lrtlon o.t.ks the ~cuti vz Directors to tre.nsmi t t!la staff Study , 

r1 th BU.ci.1 co~n~a or r~vO.i<tm~.l.o(iations as they ~- have , to tho :Board of 

Governors for ecmnidet>Ation sa a;,.pro rinte deeision 11 if possible at the 

tortheomin~ J.nnu&l .etJt.!m~;. The Fund he.~ indie(~t.ec\ th~t it vould -probably 

not be rea.listi~ for the Fund to aim a.t submitting to this l.'llCotinl ot the 

Board of Governors a :r:t-ecia.e set ot recor.rmendcs.tions. He a.ined as a formation 

of a ge.ne~e.l viev on Whether they would. be ·wH1.1 n~ to sup-port the &"Pt~roach 

contained in the Fund.' s Part Il, wlliC.:'1 :9:p:pro~ch is couci1ed i.n rather broad 

terms . If the Ft.-..nd Direetc-rs felt thPt +.h~ ~t,proccb con3titutee. a eu.ita.bla 

sta.rtin,:; l~d.r.t for t~~~ ct:'r..eideratiot\ of Fund ttoliciea in the commodity field, 

it would be yoss1ble to con lf tnio view in n brief rPPOrt to the Bv rd of 

r.overnors . This report eould then eonel•.ade vith the suggestion to tb.te 

Governors that they adopt a Resolution re~nt!!s"M.n~ the Elteeut:t ve Diroetors to 

vork out, as soon e.e possible atter the f\nnue.l M-e-etinih prec!a.e !)Olicy 

deehiojjJJ .in til!£. field . 



I bel~ ve th t ~ Aicdler appr ch the Ex uti ve Dir oto1· 

would be desir le. 1: .. thi,:; •.:q the eutive Directors vould not b 

t1$ked. t() t 7te nsponail•.:..l:. ty tor n:::..l th~t 1n containe< in the joint 

Part I o~ - tu<t; c1 the I.a.nk' s fart II . Ir..de d., it is .y int ntic; • 

if ti ~ per.n~t~. t~ rc~~est th ·t rr to revise th e Par a in the lisht 

~ble "to c e to a 

II 1e a au! table 

~U;; pollcie 1n th e.it.y 

'F' d r ~.rt, eo d be 



DRAFT 

Statement of the Chairman 

Executive Board Meeting 

July 30, 1968 

The Executive Directors have from time to time queried the status 

of our Commodity Study resulting from the Rio Conference. The Part I 

of this Study, which was prepared jointly by the Bank and Fund staffs, 

circulated on July 5. Part II of the Stu9Y which was prepared by 

Bank staff was circulate a(:_im · n'Bf•:t]l~~rhli:~:;gf...t'en made to 

make it possible for the Board to consider the entire Commodity Study 

was 

the 

before the recess. 

"' e dual Executive Directors will have been informe~'already by 
" 

the of the Fund of his views on ~/we could most 

this question in preparati¢6 for the Annual Meeting . 
/ 

asks the Executive Direct~ to transmit the staff Study, 

. th h d t . t;}i/ . Wl sue or recommen a lOns as } -ey may have, to the Board of 

Governors and appropr.·~te decision, if possible at the 

.. / 
forthcoming Annual The F~d has indicated that it would probably 

not be realistic for Fund to pm at submitting to this. meeting of the 

Board of Governors. a ise s?' of recommendations.. ~f->O~ion 

I 
ftey-~li'-be-wft.tl'rrg--to-suppo:!''t: •::oehe 4!!:W:ro-a"O-ft-

I 
starting point for ;tJhe considerat·on of Fund policies in the commodity field, 

/ 
it would be possible to a brief report to the Board of 

with_ the suggestion to the 
rJ 

re uesting th~ 'EXecutive Directors to 

Governors. ~ report could then 

Governors ~at they adopt a Resolution 

after the Ann~ting, precise work out, as. soon as possible 

decisions in this fieldo 

policy 
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~~ay the Executive Directors wo~a &St-he 

) 

;wo'tlla b~--.ilesi rabJ e .. 

. ~d to take responsibi l ity for all that is contained in the joint 
,( .... ' r-_ 

{ Part I of the Study o~ the Bank ' s Part II . ~deed , it is my intention, 

~ if t i me permits, to re:~-t-~taff to revise t .';[';rt; fl . *b 'j e"" 

, ~8~f~B~a!'eae!±ooeet~a~l~s~e~al.'!!s~&.l'"iior:) Ho\[Axer, ~ t m2ul§.-~ .. ~~ J?.<?.~,i?..~~,.,~~ome to some ,, ..... __ .. _....,......___.., 

agreement that the approach contained in the Bank ts P~rt~~;i.J;i l;i.....:a,ui table 
.... •t , ... , .... • ~)''' '· ~ •lJ4~-v-•1u,-~ .::tJ,..~~--' ~;·· .... n<.V.'I:~~o..,;.t. ,-._'fi'i-1>'- -~ut .. •.,tc' \. •il;r.rt. '·1'1. " 

prepa::red ,f~ the Boal'd 61! · ~evE¥~-ors • . . ,_ ~ ' 
.• 

In view of the importance and compl exity of this subject I would 
J/ 

suggest that w.e devote part of two Board meetings to ~l:d:~ sabJ'=ct, namely 

) 



Office Memorandum 

TO 
Mr. Friedman 

DATE: 
July 29, 1968 

FROM 

SUBJECT : Commodit 

Aside from the attached draft on buffer stocks for which you asked me, 
a few minor points are as follows. 

Paragraph 31, line 4: "Diversification Fund, " rather than simply "Fund" 
would avoid a possible ambiguity. 

Paragraph 32, line 3: I would suggest insertion of "refundable" before 
import levies. 

Paragraph 41: I found the second half of the second sentence somewhat 
elusive, and wonder whether the sentence is needed. 

A minor stylistic point which first occurs on page 3 and at a number of 
subsequent points is that we do not ourselves capitalize "facility" in referring 
to the Compensatory Financing facility. 

N r, S ~ ,.L-..._j 1'1, 



f, "t -"'ll 

MEMORAIDUU 

TO: Mr . Friedman July 29 , 1968 

FROM: J . J . Polak 

SUBJECT : Commodity Study 

I attach the request ed r edraft of paragraph 42 . I should perhaps 
point out one or two points in connection with it . 

The suggestion that buffer stocks with the limited objective of 
stabilizing arouuJ the trend might obtain long- term finance fro the Bank 
mi ht raise fears that this would readily enable such buffer stocks both 
to escape from the Fund's insistence on their medi te stabilizing 
objective and indeed to become uneconomic lon - term accumulators of com-
odities . 

The new draft of paragraph 43 tries to make it clear , therefore , 
that the Fund and the Bank would have to make a joint judgment before the 
Bank put additional financing at the dis osal of the buffer stock. Such 
financing by the Bank might still be short- term financing . For that reason 
the general introductory clause at the end of paragraph 42 speaks of"Bank 
financing" in general, leaving it open what the proper term for such 
financing might be . Paragraphs 44 nd 45 refer explicitly to long- term 
finance . 

cc : Mr . Avramovic 
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42 . I th i.T disc of the co for action by th Int ti 1 

Monetary Fund, (S ction A of P rt staff :ve 

t t he could prov1 a th eed f ce for ff r stoc 

by lending o its 1 t orary Ot:' t 8 p 

accordin to olicy whic ould i to a co 

r tiona of the u fer stock olic:l of t e in co cti 

to t buff r atoc o izatio in. t on. In ddition t such 

.financi requir of buff r etoc a y be t y tb usa f the run 'a 

r s rc 
( 

y also ha role to 1 y in c. c.tio vith 

c dity etoc o ratio • 1 

43. I t fir o erati b 

tren t ned if financi coul be av il 1 v ich 

the Fund or o eratio 

f r cou d f nee f 

t res rv or t rou h e •• to tho • If in such cas s the ank 

siatance , of co rs , d to be co aid r d 1 the light f t ee 

countri •' ov r - all debt sition l1! d • 

44. S ondly, lon r te finance w ul be need d if a buff r stock er t i on 

ere rt ·e , not in ord r to even out fl dium t --.. 
tren~but to price for a ore rolon d p rio at 

excess f the hort- tera ilibri pric , until such ti 8 t lon er 

rad.u ti au ly 

c pl t • 

5. (old para. 3} 



TO 
July 29, 1968 

FROM 

SU:!JGCT 

Lsice from t~e attached draft o~ buffer stoc~s for which you asked me, 
a few minor ?Oi~ts are as ~ollows. 

Paragraph 31, line 4: "Diversification Fund, 11 rather than simply "Fund 11 

would a.void a possible ambiguity. 

Paragra·J~ 32, lir..e 3: I would suggest insertion of "refundable" before 
import levi.:::s. 

Par.:c ·2:ra-:1h L:-1: I found the second :;u.lf of the secane'; sentence sor;:e'ivhat 
elusive, and 'ivonder whether the sentence is ~eeded. 

A r;:inor stylistic point which first occurs on page 3 a~d at a number of 
subsec.·~.::·.; ·.: po:::..~-.::s is that vle do not ourselves capitalize "facility" in referring 
to t~e ~ompensatory Financi~g facility. 
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INTERNATIONAL MONETARY FUND 
WASHINGTON , D. C . 20431 

MEMORANDUM 

TO: Mr. Friedman 

FROM: J. J. Polak 

SUBJECT: 

July 29, 1968 

CABLE ADDRESS 

INTERFUNO 

I attach the requested redraft of paragraph 42. I should perhaps 
point out one or two points in connection with it. 

The suggestion that buffer stocks with the limited objective of 
stabilizing around the trend might obtain long-term finance from the Bank 
might raise fears that this would readily enable such buffer stocks both 
to escape from the Fund's insistence on their medium-term stabilizing 
objective and indeed to become uneconomic long-term accumulators of com­
modities. 

The new draft of paragraph 43 tries to make it clear, therefore, 
that the Fund and the Bank would have to make a joint judgment before the 
Bank put additional financing at the disposal of the buffer stock. Such 
financing by the Bank might still be short-term financing. For that reason 
the general introductory clause at the end of paragraph 42 speaks of"Bank 
financing" in general, leaving it open what the proper term for such 
financing might be. Paragraphs 44 and 45 refer explicitly to long-term 
financeo 

cc: Mr. Avramovic 



July 25 1968 

Dear Burke , 

Here is a eopy ot the Comxnodity report . 

f41". McNamara bas asked the other members 
ot the President's Council to diseuss it 
Mondey morning, hopefully to distribute it 
Tuesday. 

Re would like to have the Board discuss 
it August 13, in viev ot the Fund having 
their discussion next Fr!d~. 

I would appreciate ver,y much your 
telephoning me your comments. 

Mr. J . Burke Knapp 
Carolinian Hotel 
Nag's Head 
North Ce.rolina 

Yours sincerely , 

Irving S. Friedman 



INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE 
ASSOCIATION CORPORATION 

Mr. Friedman 

Re: "Commodity Studies" 

l. Please see attached copy of Memo from IMF 
Secretary regarding reciprocal attendance of 
observers at the Bank and Fund Meetings which will 
be discussing the Commodity Studies; and also the 
proposal that Bank and Fund exchange (at Executive 
Directors' level) their respective Part II's. 

2. I would be grateful for your advice and 
suggest that we plan either to have the Chairman 
to make an oral statement at the Executive Directors' 
Meeting on July 30, or, if more time is needed, 
circulate a Memorandum to them recommending that we 
follow the Fund proposals. 

M. M. Mendels, 
July 25, 1968 



iles Julv 23 1q68 

Andrew anarck 

Mr. Rice called me on July 22 4ying that h had been asked by 
some of is neople as to llhen the B~tnk' PRrt II o! thP- Co odit Study 
t;rould be available. I told lti that thi w-a be:.tn handled b Mr. 
A~rramovic and that _r. rt dan a in cha ~e. Mr. ice said that he 
knew that, but he didn't ant to call Mr. Friedman a it ight seem 
he was trying to put res ur on 1m. 

! told r. Ri e that a draft was in preparation which e expected 
would be ready by the 29th of July when Mr. Avramovic returned fro ho e 
leave. Mr. .cNamara had to consider the general policy appro ch and 
st ff consider tion would also have to take lace. I aid that perhaps 
around the middle of August the paper could be ent to the Director . but 
this was obviously subject to slippa e. r. Rice said tha this as 
suff cient for his purposes. 

cc: Messrs. Friedman \ 
Avr covic 
Kalmanoff 
Sundrum 

AMK/vhw 
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-~)I . I '\·I Distr. 
RBSTRICTED 

TD/II/C.l/1.4 
2rj Febr-uary 1S;68 

United Nations Conference on Trade and Development ENGLISH 
Original~ 1-:'R.El'.CCH 

I·· iAirr EL}~:t.ENTS OF COI1!T· ODITY POLICY IHCLUDi i:JG Il:ri.1 ERt ,;_~~IO~ AL COklv. ODITY 
AGREEt~:::8N'JlS JU :D OT:t.IER TECHr'I! UES OF· C01 ,~':.0DlrY L :..~tKET srrA.Bil~IZATION 

STABILIZATION OF COI·n~_o:n.TY ·::HICES . 

Dr_?.f't_..!:._~l3..2Jl-~i.ion_s~J2r£t.i tted_]?_y _ _j_b.§_ d.§~l~~~~i-g_n_ .of_ .~~".§flC~ 

ReaJJjr!I)ing the i mportance and urgency of so plann inG commodity traQ.e as to make 

available to the developing countries the external resources of Vihich they . stand -in 

serious need; 

R~_a11_ing the Reco:-rn1endation B.dopted at its 1964 sessinn concern ing 11 int ernational 

COlTIJD')dity arrangements, removal of obstacles and expansion of traden ( Jl.Ji.nex. A. II .l of 

the Final Act of the First C0nference), 

Q_f.:.§-Yely concerned by the ina3.eq_uacy of t h e practica.l st eps taken to improve 

internat~Lonal co.nmiodity trq..de conditions, and particu l arly by the fact that since 

UNCTAD Is firs"t session no new agreeiM~irlt has been C'lncluded on. commodities of . interes t 

to the O:'eveloping c ourrt~rie s ; 

. ~0ting the Resol ution on commod i ty price stabilization 8.dopted by t he Board cf 

Governors of the IBRD and 0f the L'-:F at its Rio d.e Janeiro session i n September 1967; 

Having t ru(en cognizance of the pr'~visions of the Charter of Algiers (TD/38) 

concern ing "corrnnodity policy", 

A 

( 1) Calls the attention of I BRD ancl 1£-,J F to the importance it attaches to the 

study reques ted of them in the 2bove-menticned resolutionj j ~ 

• i • ' ' , ' -· · I . 
. ).:.·\/ 1' ('•(' '" .. . t ~ - ' '-- l.l. i '-':. \ •t• \ 

( 2) Expsesses t_b._~_jwpe _th~t th~se ager.cies will be able to! R1a~- ~- active part 
~ •' ... I I- '<- . . ' . - . I . -: /' ' • -I • - 1 . '· > '· I -' ' i • f 

· -i -n- introducing·. su.3_ t ab-le machinery C'ilD.priEing cnElllli t ment S . b a l anced ' as bet~1e en i)r0dUC er 

and consume r countrie s a nd .to ·alloc2.t e the nec e ss2r~i f1~nd~ · theret()? 

( 3) :&nphasizec the ir;1port an~.e 0f assista.nce frcn: them, especially in helping to 

solve certain financing prnbJ.ems, such 2s buf'fer stocks~ c..D.d provi.ding long-term 

backine fo:L' the diversification efforts deerr1eJ.. necessa ry; 



' ~ .. 

- 2 -

(4) Reouests IBRJ) f!Y1d II.~F to transmit the stucly to UlWTAD, the body .. ' 

responsible for the fr~~ing and implementation of an international policy on 

commodities . 

E 

( l ) Invites the Secretary-General of UNCTAD to make representations to the 

Governments members of the 1'967 United Nations Cocoa Conference with a viev; to the 

solution of outstaru ing problems,. and. requests the Chairman of the .l<}l.:ecutive 

Committee of that Conference to convene it as soon as possible, and at all events 

before the end of May 1968; 

( 2) Nntes the convening by the Secretary-General of UNCTi\ll of a conference 

on sugar; 

· (3) Invites the Secretary-General of UNCTAD to initiate vrithout delay, in . 

collaboration with the competent international agencies and org8..'1izations, the 

consultations required for the framing of the international agreements on 

· [commodities to be decided upon after discussion in the Committee, bearing in mind 

those mentioned in the Charter of AlgieriJ and to report to the Trade and Develop­

ment Board on the subject at jts September 1968 session; 

(4) Invites the Secretary-General of UNCTAD also to report? similarly and at 

t he same meeting of the .Board, on the measures which might be envisaged for the 

follo wing c ommodities of interest to the developing countries; LCommodities to be 

decided upon after discussion in the Committee , bearing ·in mind t1,ose ment ionec 

in the Charter of Algiers, and also phosphates a.Tld tropj_c a l timber.§.!. 



Mr. Georse D. Woods ebruary 23 1968 

Irving S. J'riedmrul 

Co'Jimodity StabUia.tion: St:u4z: 

1. Please find attached the materiel for the draft outline of be 
COWJWdity Stabil.ization Study, Which, Mr. Avramovic informs me. has 
been agreed vi th the 'F'I.IDd vorltins party. There will be s inor 
drafting ehtmgea in the fin l dOC'Wllent. vi thout affecting the 
substance. We 1:3&1' wish to shorten the text to-r su.bmi&sion to the 
Board it this proves neeessar:r. 

2. The Plan of the st~ is an:.bitious and., as indicated in the 
headnote, may have to be shortened in the course ot vork. 

3. The attached dra.f't outline has e.lso b en ent to 
t:or possible use on Mondq. 

Attachment 

• Schweitzer 
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Mr. George D. Wood$ 

lrv1n-s 8. Fr:te 

Cottaodi!l; Sta'bili :tien Stu!\y 

1. Pl ase tin4 att. e<l the t rtel tor th tr n o.utltne ot th 
c ait7 St bilisatio St.u«y. which. Mr. vru30Tid 1at'on!ll m • ha 
been qJ' . y~;th the run wor.ld!la p&rt)r. 'l!ber rill. b . -aoae minor 
tb'aftin ch g a in th finAl docum at, without tt · ettns the 
au'bstuc • We •1 wtall to shorten the t d · tQr subais 1011. to the 
Bo · d if' · hla prove nee -a &ry. 

2. Th Plan t th u4y ie 1tious and., u 1 M·e t i u tbe 
lluta4note. b n to b eao~eaed ta tb.e ov e ~of vorlt. 

]. i'he attach 4 dJ:a.tt outl.1n ha . wo tea sent to .. • Sehve1taer 
tor poaa1 l WJ oc Moaday. 
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C o~·cltJt.~0 I c:~ :,?lc:~ed. t . ..,d~-7 -(,!:s t:~-t:cl::~h~ ;_ t)l1 of t-!13 f('lJ .. cttr5_rl: 
~L.t~:t:G of i t,:; c~cr .. tlr~ 

( L!. ) :!Jr::;ic ~) ;,.-· J .. r1ci;-.:~ c:; ;-.J.J.·:l ;.:u:1.(, ... '1in~~ -to:·· lX~.:'5.J .. ~i.::-.~-; 1 ~li;:.:r dc;i~ .. n:~C. t~ 
acjT:tc~~ro t .lm lr!J:·J-~c-sL p0rsi.1)1.c l'cc::-Jr,t~:: f~-~,,.:1 e~--::)v~·:.:. 01~ r.~.:...!.:~:.::·:;,.- C )~:r:--~:ii'i.."tic;J o 

(b ) 
clioc·~EJB1a:A on rl.)rG p.L~oci ~;-J ~cs~t -C~ ·~j1o :_:; ::. ;tc.::'.l..-:Lt, l:::tl p:~o~,ru~e:c. il l ir:;·G 
Of f O'LU' q !.G:J c~iO ~ l::J ; -

( i) 

( i~) 

(iii ) 

( i v ) 

C~~ J~)'"'~ (;~-:rit. t;::; C1:~-~J:.'VC <''.t fHl :'-~.:..~,_. ... :l l:~ f;~~ ;f 
r -?C~ific <':"r·:;~;. - -:. t~~(.. tJ £"'/'-"" \ :J .. !"·l1 (..~~.:-.. ~~; ./;(_~. {·~/ G C~ :~l:tJ.~=t­
·i;,io~J f. j,; ot.hi:l' C:.!F£C:.I!£:C:..:Crf:.::; t::p')t:J .. d. l.':'": ·l~ .. l~~~_::::1t.J .. :; ~=: 

C ·:~:i.2~~ .. C.'I.0Y\ .. cl? 

c "'ns-J.lt' .. tie::J.-t3 : .. :,_,. irl·~c~·· .. s·t...;. ... : ~;J""~~:..~"" 
t~l"!0 111~ ...... ~~ ~..i.r: a1)iJ .. :i .. ~t~y o:~ c~uch r:.~.~'t~-= ... 1 :~,. 
incll.;")_rb~.-~1 \~t;; ~-:~d.i tio:> c:-~~1{. :::"'.:~c(i? 

I f ~ bt~i:lt st~ck c:1.~1cal'::: t,J be '->: :-:ix\.~, ~J .. o ~o :;;)l' G 
0:L =~!l i::-':.(:~l"'-;_~··;(,:~.-"):1,::') .. C 0:·.~~')(a{·.~>{ (';,:,:!,~2..:-:~~ ~:.:~rt_,_, .L .. >:.:, 
p2'-)trl ::>lcr1~ r.::1~:,~d l.~ c~ r.~uiu .fo!,. i·ta p:r.·;,; .. ..:fj_ll:.:').C:i··"·~ · 

1 'ould it be dc~lr2.ble for a r e:z:i.Ll...a.!' 170 \ri r;;u t o be 
:ma G.c , f o1• e:r...::~-:-.:r)le on nn wm.uul b r:.3is , of p_o:~r.;:; c3 
i n t ,.t; field cf co::::Jo...i ty .stab:illz.ation or ot~ler 
arra..."l).c~~:?Zn·ts ? 

f ·::Jlloui..11.$ are t J-JS :r:1njnr poin-::, s ar i sl :1c f ror.'l the discus:;icn 
of t hese t 'picc :-

Tha c:i scu~z:;ion of p 1.,..lcia.-:; p : lic-J ccTter>.:d on tl;o p ::.."ov.t sioa s of 
t.he C.1a.rccr of /J.r;_::tcrs ; rL~.::; a r..1.rt.hors C 0n;..:J.c:-r-:~J it nccc&c:ny t 

(a) 

( b ) 

'l'o el i n:inute e.A::cc::;si ve price fLnctu:-~tior1::;; 

To o~.JJ~<.J...'1 -"~1!~ ;~~-C:1Dct:, !:!r:>r,-s:i.bl .. ~ cc.:~-JbJ~ :; .f:r~::·:~1 

e~·::)o!'" .. t:: or 1'~:1:: ".l~J I~:'""J(J .. ~ .. c ~-~; 

( cont:bt~cd • • • 2) 



' 

( c) 

( c.) 

-t 2 :-

~o r.:rl,..:lYLn..in i:ha ~;urc!lt.?..!Ji;~~ p~:-~er of tho pro~.l' .. c·ts 
~:yo:"t·: '-l 'by (t£;.val,-·.,L"lJ! c'1·t.Lutl,:7.oes ; 

7o ~::.s~.l.~;~ t.! '1-~ t!:o c:~Y.:.:-: o:'~l~ CJl~~J~r~c:s 1-:~cld 
tt.r.r:~c:'"t.:.~.,-:-~ t·:> C:J;J~,;b i11 t..:clUc·~-..1.:1:"; ;J .... Jl~ st['~)lO £'ji.d 

hlrl: :.~-r I~ric~G fc•~·" c:;:·.:. ... ·l )CC: ;...1 ·~~:. ~.1'2/.! pr·oc\~c0ccl 
C'~::=~:::di -~~ .. ivc f:i.~c-·"l {:t:~-~lcpi~G c .... :·t.·J"rL.li.ca; 

All t~:c~J·~..-_;;~ 1~2..;-~J~i.. 1 r~~t--0~1 0:1 t.h~) f~r:;t, pnl:1t, th~y ~lr.;~ 
t~G:-~3:'~-Ql.i' r..-~-::_):;~rt.r,t\ t;l~s [:CCCl' d. o~1r:, l.i~.~h t~;.:..; r.::t'":!l ··r.~t,:iJ)rl i·.;-~~t i·~ 6i.d 
not lE::c:.::":::.r]_ly c:-··.11 fn .. tl :·::. ~Lr.;r•r·::rt po;: ... ;i.iJ).c p:;."icc:..~: 1;:-.y <::rti.::'.'ir.~ . ;-.lJ~t 
1 ... ~.lni~1:; t1~.-~ I'!~.L-:~ IJf c. c~:: .. ~: )~:it-J-1", i·t~ c~::l::-~:;J·!..~i· ... ,;1 r ~:;1tt be C .. i~­
c ~ul·c.:~::~d. G.!1d i~i..:J J~·: ~:].--.-~c ~~ :~ :1i:, 1;y s.:: .. ,..;~rtil i~·,t. , ... ~1 e:1ctYJl'L"" ·-; ~. .. d. 1i1l>·3 
dcvc·ln:;_,_:-:~;: C":l'"l"l.t~·l.r z [J.l .;::: ~~·..:d~ 1•'>1·.:/'/f.;;:, .C':I:..""' ~t n,:c:: :'..'~· .. .-T.:::.tiv.J" p:rlcc 
fiJJ": t!'~ t:;Cr"l·:· .:J-:]_1_ \ .. ic:-; tl:oy ])~ .. _. ~-~~~ c.-.(: r;l~~~::.:; .~t e;:l t.: ;.:\:0 ;.f. ~ tLr::l.r.:-.. 1... ... 1 p:"'1Ct:2 
be f~~·.\)-1 \~}tLCll 't~J~l.: .. d. f~ ... ~~~~--":'ltc.e £.. Y ... "tt···r' .. rU.~1 ~:::-... ;~· .. c .tti·:) tl!O y:'C;~:1CC;!' ... 1 . lll 

t!1is cr.~r~-::~.2~:;t. lc~~1 s t.~-~~ C~1..J . :. .. .:'.l 1~:~1c: .. ~"1 l~~!Y;.:G.Jll~c, Dt!:"I'Pc,;. t,·:)d. b~r a rt~' .:.JC!' 
of f..i'.:r1c::-.n I-:,;..l.o::tJ:L.ir):1~ r~r.cl b:i ·(.~:~ II-1l;.r fc-", 2t11-\:~:~ ... "'!C1""C:ed a (:.J~i't 
ro::, .. Jlution c::ll~~.J!G i:':Jl~ 'h '.Ar-. -: .. "c~ G~:.~t1~r ·~ o p~l_ .. ~;\,..J.c.:1 ~~r;.o 1; ~~ · .. L:.1 clr::·:.:·::·rts 
on a l''~.t,:i/)~:~1 b:-~ ~j5 .. ~ roi~ i·i-~~:1~: t;c t).::'1:.. ~.!'?." 1 ~"':~::-:l r .. :.1:1.~-~~,: r~z:r·i ct..:..l ~c~.t~ .. .J..J .. 
1·1.a:;e~t • 1'i't~1 !·.:;;J;_)C'~i:: to t:~:.; t~:.J..:.'~~ l~O~~L. ~-~ '(,::; c1~;;-~·:_o: .: '..>t~ C"Y'-..:l~·~lG~· 

st:r:- ~.;:~r~:::d t, .. J Gj .. ff.1 .. c·~l t37 o.f 15sl2::1;.}:; t.J. .. :-:; :11~ll: -· ~ n'.E r):.:':;: 11?.;- c·:.~:-.:·.~')::::J ... ·tie:s 
tc til..,~~ of iil•.l't i:i t~l~ . .!...:Q prnd.:J.C Ls. f"t ... .t 1..1!~ ~Coi:r1t1l 1::o:!.:·l·ij, t:· a 
g~~}?.? .. ;~~--~~:(1 t:n~:~:; cl t~1:a I1DC 1r..; ·~:?.o·:r~:;;;, c..::\: '1·,_~--, .. ~~~; ~ 0..1ltlll;:..·.!.r;~~~:l.:_: I)~~J.4 cy 
1~:1c:Gr ~ ·-r~j~b. t~ IJ3..':"lc, r:t~_;sd or s-::11.-p~· .. )·~cs .. :: d. c0:··~.~( ... t~:t ;-:"a1<.: ""l"::; i.:'?l'.::. 
Ol1 t,:· .. j i:ltc:::-ilo:i.:,i') .. ~l :.s-.::.'!,:(.-:r nt J-'!:r.lco:j :~ .lr.cc;·.,&.!.s-G:l:t 1'itl1. 1: ... ~2! p:.."~ico::; 

of t~J1o p!"~j_:· .. :uJ"' Cl)~~:·~..,~:.t · ica . 

Tilu &.:-:.""clcy:lr1.:; co·2..~·::,:r·:i.~ ::~ ~ t.s l"~r ·~--:o P ... -~..':;5- ·?1'"3 C~1·~l·tnr, c:r~;::..:·.~~i.~:-:d. 
"!.=tllc ttso of 1Y"'~·.?c1.,. st.~r:.:.:!:s c.::; v.. st:J.~·;l,i.~~~~·~ion toci·r:.~l.c~u.o , :. :-"!lla ~~c ·:J6• 

nizlnz th::tt it \;as (ccigncd c:wly for- sho:rt-"i:.er1l! st2.bili7.c·C.ion. and that 
other tecr.t11iqa~o such ns e..""'C_?ort qu.:~t~,a, bilatcra.l c~:ru.tr2.cts .:md 
rcse::rve ::;t-ocl:a f:J.lOuld ulso bo con~c:~r0d . ~·he d6veloped co-..mtrico 
did not ch..-'"l.:rc t.l:c lDG 1 s c:lt:.'!l.wi.:-.. c:n f.'ll9 lnufnr c ·v,.:-~,:z. J:'1;ey Giil'C::-~c:l 
tl.t.at b:u·for stnc::z ~~:ore only one p'3ssiblo -._Gcl"miq'.lc of ct2biliz.ation, 
t.hat the nw})cr of procl2ctc su.:i.trible fo:t• buf:lcr B~"'"c:: ar:::·c.:.~e::-~ts 
·'Hn.o lir>.J.. ted, and t,:lrt t t.l:s uce of b:..U'i"e1' a"tDc~-:n "'h:;,.ll<.l be avo::l.de:d in 
tho!::o cn:::cs hJ~!-c r, di3(;c~n5 .. lib)_¥iu.:. 1-ctve~""l pr-:xl:.::.ct.i0:1. ~'"1!1 ccnC1L~rtion 
l iflS ~-...'idc:ri:.. 'Iho ~.-~cialin·i:i c:n.mt,:des co;:'l::.~iael·c-d. b-~ui'cr stocks l ess 
ii!J!Ol"t2"l. t th~.n bi1~.teral ccx·c,?.:·l,:;;n ts and l ong- "WriJ. c :m r2.ckt. A 
short co!1tr'J"\"'3r::>y C:.l'"';:;o bBtuc:cm thG IJ::C ' s ~.nd <"k::velo;1~d cou.n'-r.J.cs, 
end cl.s~ c:.r~~'-:5 the 1~.ttor O'.Jt;.? , on tha po::rd'blc t~r:'"lS of :rcfcrc~ce 
f ol .. buffer st.<:'c..~ :r.-'-""l.rl-::[E'.:::c.!lu . 'fho LDG 1 s aud F1·-:-.-..'1ce a~:~s-d i.r..c..t b1.!f.fe.r 
stocks be illaliOd. to i.n ... cr-v0...'"1Q on the f01•nuxl co~.!()d.ity :r~r::o-;s . 
Ger~~'l!.~~r) on t.Z 1.e O~.J·tcl-- r::-ndj> t1J.")l:C)1t~ t. :.::t b:!~fCl"' :::r~ .. l)C1·: ir!tn:..~.;~ltio.:.l :J 
s!:ou.J_c. bo confi.!::..::d t.o the ::1~ _,.!:, l..!r~·:ct . 

( contd.111rod •• 

: 

~' ... J 



C "~?Y - 3 :-

3) FI:~.!-...::crt~(l o:~ ~·"!!·\1-::-: ,::.'!""/~::s: 
_..._. ____ ......._. __ 

'th.:: J,I:G ' s ~}:..0od by tl1.) 1.1 c::.;:.rs C:l·o:ctc:;. .. 1~lrlc}1 C.:'llc; f···t- tbo 
pro-fir.~~:rlc1JlS c~~ l)'"c...f.tc:.' c~ ~ .~:(s t-;y il1C.c:·n~t~:t~·rt:\l .f.il!s:..v:~.J~l ir! :t.:ttu­
t iorln £".:'l·i c~o-",....~-1-,~~~ l c0~ .... -.tt-l"~".~·]~ . !n ·i.t}·J .. ~"! ·-.·vr·:)e~t , .. t~-;t~ c.,:J ... ::;::.:it-c 
f .t"J::;'l t!-;.8 I~-.,,7~:- Cr-..·--.7~ J·A.:..~ ~- .. i ... r:·~l:-:·1 :!~.1 hio ~iG2.t· \..2."·:~!~i "i.J~: .. t, ;t~;.Y~,:J tJ_JLir.ds..:I .. -- -~- -...... ...__ 
~-!US c·r.:.:r:~~:~tt-t.)- b.:;::.~::; i\::;l·L ~:\Jo:.~_:_. 1)'") -~8ibl(-+ cll.:.".:l[;!::;~ i.:""l t!1:: \;~rlcl ~[.;.n:c 
110li c:,rtt ~ / .. ; .. ~Cl" -~:::: ~:.;~~~4.r;._~ }:;_:;; j_·pJlc;::'.:su.·J · ·~!l:J..'t t.j:i.D 1"":2.-:"'C:t1l"Ctl ~c,., 

c o.:;.~v-~r~~·t:.i(i:l!J t.l~.:'.t ll::-;(l ·f .. :t~<c!.~ r;-1: .c:~ en t,;l-i.s t~ofd .. c b·~~G~7-~~.:-.'=1 tbC! .. ~e.-:~ ' B 

r::!.n:..co~ . .Jl~ .::.:;1.ri Dr. l:::r.--("J::..~_:!, :1:1'1 t,~ :..·}1'J c:4·.rJ. .. ::::A~ B .. u:·:-?t~d ~t.u:::y • 
., _. -::j C'1 "---,··-·-·r ""' ,• ... , , !. . ·1 1·.i1.::-i,, 1.)Y._·.i."'·.~:i~u CI)~Y(:(·:1 0!~ -!';..:;;d:'1 b.-, r-:_(ll!J."<"I"'.c! . 1- 1-..;;.-'-~ J.:..,; ~ v ·.._, J '1-iV ...... 4.•'-'1.,...,_r._ _... .. \> - - ............... ~ ..,., ...,.. ~ _ _,......, 

1 rJ..t.}; 1·c~::~r·C. to t ~~0 :e~;f;lQ..;;·. l., fli.:~,~~1C5 ·<;~ <;f: :··y~..~Z .. i\;:r f.i·~~ ;:;:~3 : i:.,.lB 
J..,}}~ ' s t:~<·~~"t.i tl~.::(, "t.!::;: c-.:. G bn c::!::'~rl ( t._ ~.lit .. :t:.;l: )..:~i., :.:.;::. :J !)l"':~r.:~~--Cb.'!::: ti~1C1.. 
C0P..zt!.. .... I.tn: C0t'..!.l.t~~tCi3 • i~·j.;.~:-llJ .. :r, ~·::·~ :0 l.:· v t 3 1.''\~:7:)~ ... 1"'0.:1 t!'t~ Cj.."C:.tiUD. o f 

a Ccnt.r-~1 1=\ulc-. J~t)l'"' CJ:~~·:::)tl.t.t.j· .. ;_:t !1;illr!.2.ti.or!. . 

Th~ 
COl'n ..,!'.:i..C ., 

(7!PJC1C(~ ·3 tl C0w~.li,:hri(;·::; C' ~.::r.ttt--·~d ~ -'i-;.::; l:S~..r~tJ e;i!A',:~:t.iO:l o f C~n!:ftll.!.LllG 
~X!1.l i~l.,\~c l"':.1rJ. ti~·v:t1~ ... l :i.i2~:(.5_l::.lii:. "")!!:-; in ·~h:" p:'.-:· £'.U1·::.:r~~j l!..j of.~ 

bltf''lcr~ s ;:~'-'G~:-~...,, b-~1_-(, t.';~.8J~ ::~·~:c~~l~· .. ·.1 ·c:.;.~r~ ~(:lc; pr::,~lDJ.l:t~L:.r oi' 1 .. ~/.J.~.~.:\r..in~~ 
;'1"17·,..:-: ,n f l:~.~.-. i~· .-~J . l,',. ~.-: r':..~~.~; l..,:~·:-:1 ~~· il·:~ :.. c·· -.."!~ """ ..... ,.~ .~ ............ -., . .,. r:-~·;1ti0 ... -~r~d !/ _ y :,_ ._ :..... ~ l,.. ~ --- - - - ..... ..J,.. -- _.:._·~-- • ...::..; (...-.,;, •• - ::.1' .. :. ·-... .;:,.. 
~Jc.c:tfie:~.:.ll:r o:·:intJ.l1~ l.T.!.t·:::r~~r:t:~r;::: .. l 1~:t ·-~ .... !~-~~l1C t~ .·1ci~n .:t~ t.l~.:) c ~;C·"):-l~:~. 

r~:.:·r:~iblc to;:::r~J 0~ .. fu1~.(:;) fo"'i.., tl1;-; .:.;:t;.:.-J:i.n21Cirir- or c·:f.:';_;l~ ct·iC~:.a . Itt, 
2.:11;~r r .:1t.c, t .l;.:-J:r ~~1 .. 1 ~~~~2 :(1 4 i.. 1-!r_i.:, :1·'J c -:. .. : .,·.-:.·-· :~1"~ (:!.\ t.;1ic ~-::·:~tt~::: co·~ .. d l)s 
Ln~.::~ C;f;-, ... ~ t :;.) l":'::t'llts of t:.1.-:: ~~ .. :~':-=·~:L,'-1 ~\,.!vt;~:::r \(J:·o 2~ .. ::..il . .::01o ~ 
~ --n--.,..-.; ..... r- -i ·~'if'ok~)~cci ..t.-:, . ....,.• • .:-t...r, c'"' .... - .... ~ . ..., .... ..,...""'_r:--..... ~ .... ~ ..-.~ ....... 1.1 ... -........ , .... -:r, ~ ........ ,...~ .. ~ ,-: ~--,.. ..... 4,.,._,_,..., 
~!..:...-:: .. . ~.::~ _j !,\.~- ' M !.I Jo L•.o ... ,. L: .__, !.-...r 1..J'..JV.: . .'~ -..;L~..s.:; .. ·~.,;t.,...~ ~.; ..... -L.. ,:;_,. - 1 •· J •. d ..... ~ i'..t -'--\..!. '-··· ~~.r.,.!.. ''-'I.J~ 

i ·t;:; L"1-(,~ ~~-~1t irl t~~ ... .J (-/t:u.~:.y r.11cl :r~~r;J.:;:.. t t:l~.;";;, i t 1:-:: o:Cici rlly t~::..'~ :lG­

I'i t toc1 t:>- u:~·cs..,;.\lJ . .cUl c_ .. )~rc1.or::Jt1 c -J:'-.~t~:.~.tc:; rt)~: ~:.;t.~:·~:i t.!-:.2 c~_lt'·"~ '-:;:; :.i.oA~ 
ol' a C ~:~·t:,:.,.::.l 
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~lli"~~~-~:t_"t S·t·:>c~~ f;~:-1d . T!1CJ..,. c~;.J.~~-!·~1~~ -u.:J:~:,x~-t.c:.1 t.!:o 
!J~il1C5 .. ...,J).C Cf ( ... :{0:1.:~.:-.'bJ .. C r~·l::.:t" ..!..i.'"!~ by p: ... .)t:~:.cin..:; G.:J.c! COn~1'7.dJ:Q: C··:.rlUYC. l'".tCS 

of t}~:;~ 1\.".:_t;l r·r f.ll:~:~ciJ~~ OJ": b"'-t~.£\;l~ ct-~c::;~ . 

4) 

C..mezocl "" r;t'~O.'TI(;:n t l:tn.s C-:.i:..: n'OS-00 ~n.th r ei!:)9ct t o thQ first t uo 
p .:>i."lts p:;.Ao:~!1 ·::~~ y t !::} Sccr0·t:::d~t . :.1.';1-3 LDC 1 s .f;;.wY .. i.l'..:?cl .J. :w 
dr.c.vinz up o.l' a li~t of co.: .. :.t?m tics fJUCh a s t..w or.:.e :b1 t ho Alc:iers 
Charter. 'fl"..e clov-c'l~;;~d co·..mt rica '\1eT:.) ::;:~ady to c.xm~ine t!J.c list 
but, gen€ll'nlly, th JU.Sht t.i.2at it should bo r educed. :c~-0r-.t~Y 
av:·c;;d on the need t -'J r.:;o~:a nc:~tic.tlons on coco~ .::..11d to ini tiat-a 
ncgoti .... ti 'lns on Gt1£al' ~1d f at.s C.!'ld oils. 

Th:) LDC' D Hera in i'::rvoru."' t'Jf a:r'l".i_'\lin 3 c.t n ti.:s.~t~ble fr;r 
n\::goti~t.ions t;n.ler '.,, •O ~:L1.spiccc of T.E·;:::TAD on COF'l')(lltics on t.ha 
greed l:i.:::rt. The dcvcl o:.;crl cct:.n:tries H:J!'G gens ... ~lly a-:en.?."::-le '(,() 

t.."'le suczcst.irm bu.t a s::cd that t1:e ti!~~tr:.blc be !P..tfiicic..11tly fc '1 :dblo. 
Fr".n~~ ~·:-rrJ::::-;f1d t.::~~ .. t th.r: l .L, .. ::' :ould f l.::-:;;t b e <h.·, vn tt!_) of t ho __ ._...._ ... -
C·) ~.::.;::(.1t ·:-. j~C-:.1. ouch C:£3 CC"C.)t:. nr :;·1;~2.!1 C!1 1 ... -!~c'l t ho :?;ere (,a~ri~t o1:')"";.Ud 

ir.~c~ ~ i:·::- t:·:::}.:lJ fo~ t~:~c~ a::1~~~-::"'-"·':'!J.·~:: r.l.:.~:.'.:td '"to c~)l1Gl1~( --d ;;::d t-1:~ 
Sec?et~r.~·-="02:>::;:;:-.:;l of tJ?:CTJ.D sl<-,tJ.cl c0~:.~.::..Llt C:.~l(; ""<'.ti cns a..J-::>,l t. t.r~e 

C!x::ri nt:; of nc~ti.:·.tic::w . Fo1• o. t hL .. 'd ce.t.zco:::-y of pr~d:ucto., ths 

J, \ 



-% 

C o:.~::lttc:} rhtYlD~cl. .. ~t .. '~:~:os--u thJ~ S:::.c:rc t."'L!J!'-C:: ~r:~r!l t-0 !YJ:VO LL·l": .... l:~C:C 
l!!l(:cr-t~::\~:-n t~s a r"'!3t·tr:-Jl" o .... ::-1·i -,rl·ty o~ :1.J1t-::r-:.'J\tr·~';.-r· .. :: . .:.1tnl u.ct~. Jn :::~"'1rl 
+."" ~·L·-"~-··_,-'L·l'-. :-.. ,,.'1:'''0 ·" :-;:f·. +.~·.·f.' ~.-.... ,.~J..·J-' o-r +'r1 ... ''o.,-d '"··o ·L)"' r>.-. "'..L(' -hl 1 ~"'"' 1 1 '~<-i • . _,- '-'- - --' " ... v ..... ·- "'"' . ...., ' • . v .... -·· <.•.J. V> 1,;. --·~ '· -- _._.l;.,.;; - ;'-..).J• 

17it!l r;~~-~c .. C "~:t a r~--ria~r t~J::c~.lr '1if.rl li'l. }J.:; fielcl o:f c-=:-;t.~:..leit::r 
ttrl'\:.llCC7:1~l.'c,c J c t; ... ..::,1.rvri ... ·~J(;;· a:_:l'~....:;d t:.u.:3.;, t.r~o c.::lctinr; i ·.: ·~..;J:.{;..1J :..;uchinsl~y 

u~o a.C. --Cl:.L:t·t,c [~1U ~i''~J:.r .. tcic~!.r:j . 

: 

• • 

1'Pr~bJ_c:w n:t"".~ .. t'-tr:c; f1 o~~ ·Ll:o d :~-:::lc·JL-:.c;nt 
Of fij1l~£4:t.J .. c.:; tD1d. ~ltL3t.i..tL ..t~ ... sH • 

"H'>lo c:-:.:'!d. .:fj n:::.: {;~13 of <liv...,r::.:Jfic.;;ti'?n 
protl~~~ ... ·l:~n~' • . 

HJ?~O~lr~L •. -.2! ft>!.' tl".') 1~1;{;~.:'JJ_i~c~t,}.0!1 "'"~ld 
c.::~J:tn.:l'·-,;1 o:f t.::·t~·~.:. c0:·::1~;.~:i.t.:.2:: of 
int0:t"(':;i, t::l (1_.._\tG!-::~i-~-~--1~~ C·J\~~~·ij:t··l.c~ t! • 

r:Dl'alt..i.r'~ o~ t~ ::·-~::::!l'J.J .... c.·:;·:.:~.:c.~·c.~ .. 
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NOTES FROM MR . KAMARCK ON TODAY ' S SSM 

1 . At Senior Staff Mr . Woods asked Mr . Avramovic what the position is 
on sending the outline of the Rio Study to the Board . Mr . Avramovic said 
that he was discussing this with the Fund . Mr. Woods said that he did 
not think we should be held up by the Fund - that we should send the 
outli ne to the Board in March whether the Fund wanted to do it in March 
or April or not. He said that his idea is that the Board :'1.:,-.,.-~. J:~;; ·: :;-.,, 
~utline in March it could be discussed in April with the new president 
and consequently something ready for the Annual Meeting . 

2 . Mr. Woods said he is having lunch with Mr . McNamara and Mr . Schweitzer 
on Monday . If he does not hear from Mr . Avramovic by Friday he will tell 
Mr . Schweitzer and McNamara that we are going to send the outl ine to the 
Board whether the Fund is ready or not for this . 

3 . I am preparing a memorandum from you to Mr . Woods on Fund/Bank 
collaboration in economic work as a briefing document for Mr . Woods and 
Mr. McNamara. 

4. There was no mention of supplementary finance or New Delhi at the 
SSM . 
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UHCTAD llF.ARS STA'l'Elv2N'I'S BY fOUR DELEGATIONS 1 I:LD..GIIREB AJIID '.·!FTU 

(The follovring -vms received from a United 1'l"a"ti0!1S Infomation Officer 
ivith the second session of UNC'l"'..A.D , Ne-q Delhi.) 

Governrr.ent posi tior;s ·on the b1·oad issues of trade and development before 

t he second session of the United Nations Conferen ce on Trade and Developmen t 

(un=:TAD) in Ne·.,.; Del:1i ·..iere ov.tl:i.ned at this morning 1 s plenary rr.eeting by the 

representatives of Gulnea , Ecuador , Sudan, and the Republic of Viet-Nam. In 

addition, views -vrere expressed by the Permanent Consultative Comn:.i ttee of the 

Maghreb and the 'iriorld Federation of Trade Unj_ons. 

It \·Tas decided that in the preparation of his report on the session, 

schedu1ed from l Februc_,ry through 25 March , t he Rapporteur iWtLld be assj_sted 

by a "group of frienci.s of the Rapporteur" consisting of hm members each from 

Asia and Africa (in Group A), and t vo each from Groups B, C, and D. 

Delegation Statements 

Ousmane Baldet, Secretary of State and Controller. of Finance of Guinea, 

agreed ivi th the Algiers Charter conclusions that limited concessions and 

isolated measures no longe r provided adequate opportunity for developing 

nations to develop their resources and to free their peoples from i·ra.nt and 

fear. The era of the formulation of recommendations :1aving no operational 

va l ue should end, he said . The Conference should indicate specific areas 

in vhich concrete agreements -vrere possible, and e.grE:ements in such areas 

should be r eached by the end of t he session •. 

He stated that Guinea Helcome d external aid on the understanding that 

economi c development 1-ms a matter of sovereignty and offered the only guarantee 

for economic independence. "Tied aid" was repugnant, he aduE..i . 

( more) 
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Joa(. Ricardo Martinez Cobo of Ecuador said that, no matter hmv hard they 

tried , the cotmtries in· rel.ati vely eal~ly stages of development could not me.}::e 

real economic progress ;.ri thout better C).ccess to marl~ets for their primary 

commodities. Be:tter distribution of agricultural products vms eque.lly vital. 
' . 

Ecuador , >oThich lived in "pe rmanent anxiety" that its ··traditional marl~ets for 

bananas iTOuld be closed, he s a id , Has forced t o dump thousands of t ons of first 

class bananas in to rivers i·7hen they could be used to alleviate the iWrl d ts 

food shortage. He proposed that as a "good transitional measure " the ftmds of 

the Horld Food Progrenm1e be utilized to buy surpluses of the non-exportable 

products. of developing cou..ntrieG for distribution. 

Beshir El Bakri, head of the Sudan delegation, expressed regret regarding 

recent measures by some developed countries i n subsidiz:Lng p_:roduction of long­

staple cotton and re stricting imports of t hat commoc1i ty, 1-:hich 1vas one of the 

Sudan 1 s main exports. 

Mr • . El Balui proposed t hat , in calculating the 1 per cent target for the 

I trans.fer of capita l to dev:eloping countries, the gross domestic proll.uct and 

not the national incon:e should be .the denominat6:r,, that private investment 
t:., I 

\ \ an~ eA.-port credit shoul d be excluded, that public l oans carrying an interest 

~ ; ra~e of above 3 per cent should also be excluded, and that l per cent t arget 

should be limited to f iao.Ylcial flows only. In stressing the need for peace and 

· security as a prerequisite for inte rnational economic development, he referred 

t.o obstacles resulting from the -vrar in Viet-Nam, "the Israeli aggression 

against the Arab pe~ple", and the apartheid situation in South Africa. 

Tran Van Do, Foreign Minister of the R~public of Viet-Nam, said his 

delegation attached i mportance to the need to increase earn ings from the exports 

of primary products and hoped UNCTAD would agree on concrete measur es to 

reverse the decline in prices , or would at least agree on a precise time-table 

and framevrork within . I·Th ich future action for such agreements could be taken. 

prgent measures should be taken to end the unfair competition to which 

natura l rubber was exposed fron1 synthetic rubber, he added. Negotiat ions to 

reach agreement on cocoa and sugar should resume at the earliest possible time. 

His delegation hoped that agreement 1wuld be reached on e. general , non-reciprocal, 

non-discriminatory sy:stem of preferences, and on a plan for the establishment 

of a mechanism of consultation to pron:ot e fruitful co-operation bct-vmeu ucers and 

m-mers of merchant marines. 

( rr.ore) 
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Replying to corm;cnts exr,ressed .. by SOI;;e earlier speal:ers, he stated that 

South Viet-Nam ~'las "t~e victim of open and subv-ersive agc,ression from North 

Viet .. rro::::J". The actions taken "by our armeCi fo:cces a~1d the allied forces" 

1,-.'ere for the c'.efcnce "of our inrlependence, freedom a::.1d terri. torial intec;ri ty" 

and for tne protect:.on "of our economic potsntial and civilian life". 

Orcanj_zationst Statements 

Chadli Tno.ni , Yice-President of the Permanent Consultative Com.rnittee of 

the l~agl:.reb , [;air'l the four cou::1tri'2s of the Haghrr~b -.- AlgtOria , Libya, I<lorocco 

and. Tuni.sla -- he.C. comni.t:ted ther~selves to c.:'..ose economic co-o:peration and 

integration because they ·oelieve0 this would ma}'.e easiel' their "economic 

tc..ke;-off". 

I bra.him Zako.rla , Secretary of the ~vorld Fecleration of Trade Unions (HF'IU), 

deplored the "d.:Lscrh.;ir:atlon " vrhich excluded from the Conference the People's 

Republic of China, the Gerr:.an Democratic ::\epublic; the Democratic Republic of 

Viet-l'bm and the Koi.'ean People 1 s Democratic Repul!lic. 

The developing co1J.ntriec , he said 1 coulo imp~:ove their trading position 

only by i ncreasing the share of manufactures and semi-manufactures i:1 their 

ez:·ports, but the developed count:t:ies refu.sed to re1;:ove tariff and non-tE~:!.'iff 

barr:i.ers. Trade bet\:cen t l:e sociaJ5st countries and develop i ng countries -vms 

the L>ost dynamic s ector 1 he said. There ,,rere also great potentialities for 

r apid e):par:sion in :Sast-\-Jest trade provided discrirr.inatory practice s ·>-rere 

removed. 
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UNCTAD HFJlliS ADnrriONAL STAT&~N1'S IN GE?·~~~L DEBA1.~ 
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( The follm.ring was received frorr: a United Nations Infor;nation Offi(;er 
with the second session of U~TCT.AD_, · Nc.v Delhi.) 

The represe~tat.ive s of Denm11rk , Ca.mbodJ~;,J furanc.la , Congo ( Brazzaville )_, 

B: rundi, Liberia and. L ·ie Intern_at5onal Con::ederation of free trade unions 

addres sed the second s es sion of the United Naticns Conference on Trade and 

Develo:prtent (UHC'TAD) at .f\!t ;.r Delhi "Lhis afternoon and discussed such l'ro.hleuls 

as f:Ln anclal a:i.d for developing coU11tries) corumocl.i ty policies ) a.nd markets fol' 

manufactuxed and processed products. 

H:t.lhelm Ulrichsen of Denr.:ar:{ stated that tne heH Danish governmen.t l·i'hich 

was con.sti t · .rt.e d_ 10 fio.:y;: :.::.c0 ,• I':.llly suppol~tcd the :policy l aic1 cl-o1-m by the 

previous c;c-vernment on t rn.de and de~relopment assistance . He announcer.. that 

t he li"or.cign f.1iniote r of ·(ne ne~w governrrent, fo1.1l :tJ.art]_j_ng; '\-TouJ_d ·::!011:1::; to I'Ie\·T 

Delhi early i r: 11arch to attend the Conference. 

lvlr. t:lricb ::;er~ stG.-ted that the Danish Gove rnment wished to see new· 

endeavours fc,r sui table commodity agreement~ and arra?Jgem.ents, t hat, it '"..ras 

prepared to }Jroceed to ela.bc,ration of a mechnnism for supplement ary financ:Lal 

measures , a:r..d t :ia t it \·rou..ld 1vork for an ea1·ly agre ement on a full-:l edge d 

scheme of rreferences .. 

l lhs delegation -vrould welco:r1c:. p~o:9c sals for financial assistance in t he 

!field of international commocli ty policy_. a.nd he sa::Ld that Dsnmark I·Tou~d cons ide r 

ne'..T targets for develop-:-~ent aid. He noted , in th:i s context .• that DeDr.Jark 

recently e:r.1barked upon a. plan desis:ned to b :ring its develo:prrent a ss istance up 

to ·1 r.er cent of the net national i n corr..e in 19'72, that half of the De.ni sh 

r.ssistsnce i_,;a.s being channeled t~rough mul til::1tera1 insti t'cltions; ths:t. 2.11 

Danish devel opment lc ~ns were gr~nted free of interest ) and that the repa~J~nt 

period had been extended tn 25 years. 

(more ) 
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Nang Kimny of Cambodia said his cou.'1try depl ored the abse:1ce from the 

United l\Tat:;.m1s of tl.1e People 1 s Republic of China "because , \-lithout this b ::.g 

Pm.;er , no :i..n·~.ernc.t io:1al problem co-...1ld be solved completely . 

Even in cco:1o:.t:ic discussions, i t vTas not poss i ble to ignore the politic3.l 

f actor , te con·:,i;,ued . In South-East Asia, a "b ::. tt~r, in:1W11ane 1-rar " · .. ras being 

u aged by " or;~ cf ·~·he IGJst clevf-lop~cl countries ae;a i nst an incorr!parably poorer 

country , det<; :--!r::i.:led to de f'en:1 its in cl.e:pende~1ce ", he ste ted. Ca:r:1bodia recently 

had been ttr :s-:-:.::'1-c:d -v;i th be i:1g dra~·m ir,to t his war. 

'I'he fru:;"tr a.t :..on aT.ong the masses li v::.ng in desti -i;;ution Has nothj.ng 

con~pared to ti1e svfferings caused OJ t he \:rar in Viet-JI!am , or the anxiety f elt 

by Camr:ocic.. i~1 s ~e i~1g its ce;reloprr,ent c:.r.c1 j nCi:.per,Jer.ce threatened ty t his 

}~:.'. 8 cot!., L::.f ;· ' 1itt ,...,J:·! fcr::-::r.i. ty '.·TiU1 our i nterests and national dignity", 

reli ed fiTst u•· i ts c-.-m el':"'o.cts to achj.eve economic and socia l development. 

Cambodia aCC ·2 jJteu , \·fith gyatitude , aid that \·ias not tied to any cor-,ditions 

j (.c:::.: rc1::. z:i_·:::.o; :its i nr:lep:=ndcn ce . It h ad voluntarily put an end to Amer ican aid 

I:.F...-r,('C ~(: . :"""7cr·,1:_;1.cl'1.'; r:inister of Planning o f BunmdiJ said that t he f ei·T 

r ich c·JC:.l· -: ~1 ' · :· ., s·f -.:-~(1 ,.; t.o::' su1•sidizing the u.11ecm:or:;ic domestic p.roc.1uction of 

certair; & ~J·.i r; ._,j_ t ·-, ··,:) ~ J:"·:':'C :~·J.c.~; ::.; a:16. ~ive a::1 op:9crtu:1i ty to devclopin~ countries 

v.:rh i c:'. cc, :.~r' c . ~,J.:·:' :- · ~ :: ~:r . ·-~ co.r ~,od i t i e3 at a cl:J.e o.pe :c price . He then sr;oke of 

t he :r::.:::·i; ~- c:•l.l ~·.-:- (: :~t.'i' !. C'.ll . t:i .• :; i3 f e.ced by land-lo eked countries , such as his mm , 

\.Thich :: :c3.'3 t o pc.y t->_'._:rc~t'.~C;t.D pric t=: s ?or the trans:;:.ort of goods overseas . He 

u rgeO. · clle CL:'1 :~· ·:"c:1 C:<'. tu t <:,Le ;r,z3.sur es to l:..ght en marit i me fre:ig:tt ro.tes . 

Dcvr5_r.: !"L'llk~_:·_o ~Je : ;,~_, Ur:"lc:·r - Se c: L·etal"J :i_n the Department of Planning and 

·Economi c A:'f..:.i:rs cf ~j·: , -.::.- i.z.. J ~ .3.ic.1 t~1at 11deve2.op2..ng countries in this decade 

find th?r:-. c;~~:: 7er a~ jJ...:·r>t ~.;:._.::;o ter:t in their economic and bargaining posit i ons in 

'\Wrld t :.·:-ccle: " . 'Ice :J<.o.r~~':! t;:; f or ·.·rhic:1 they competed belonged to a f c-H r~ighly 

develO}J€'C ~:;ur.tries wl.10se i nterests Here closely co -ordinated . 

Liberi<l. , v.nli~-{e maj:;.y other Afr::.can countries , enjoyed no preferential 

treatment in tte rr:arkets of a:1y of the de-v-eloped com1tries. He added that the 

i ntl·oduct i on of a general, non-reciprocal scheme Has "an absolute r.ecessity" 

and he urge a that the Kennedy Round be com.pl ecent cd by a nei.,r row:,d of tariff 

reductions on agricu.l tural products . 

( more ) 
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Deogratias Gashonga of R;.;anda, ref'er::."ing to a statement that the Algiers 

Charter had not referred to the obligations of developing coQntries, said that 

t hose i-Tho hac~ signed the Charter ·.-;auld acc;ept their mm share of responsibility . 

They must recognize the value of co-operating in largel' units and realize that 

the era of national u:.a rl:ets i!O.S over. 

He urged efforts in the devzloped COQY"Jtries to overc01:1e popular 

i ndifference to the concept of helping unC:er-developed cour~trics . 

Aime Ma.tsika, Ninister for Commerce of the Con[!;o ( Brazzaville) , said tha t 

the i ncome of the investors and wage earners of the industrialized countries 

"\·.'e.s groi·Ii:lg and it i·Ius o:-,ly right t'jc.>.t the producers of co1;unodi ties in the 

devel oping cou:1tries ob·'~ained a good price a::d a good share of the sales . 

He urged the developed countr::es to give specific }'eplies to the derr:ands 

contained in the Algiers Shu.rter. r:.:'r.e per:.od of hesitation -v1as over . In 

addition , he said , t~1e socialist ar,d rrarket-econony count::."ies rnust harmonize 

their practices about the form and r.:teaDS of aid. 

Paul Ba.rton, Secretary of the E;~ecuti ve CorrJl'l i ttee of tl1e Internationa.1 

Confederation of Free Trade Unions , said that, parallel i·Ti th an agreement on 

t ariff preferences for ma:1ufacturcs exported by developinc; countries ) the 

i ndustries i n aC::.vanced COQYJ.tries must L1tensify rescarci1 ui th a vicir to 

bringing out nevr products anC:. cr-eating new demand 2.~1d marl\:et3. 

The gradual si1ift i n the more advanced countries to more complicated 

inc,ustries , as well as the correspo~1ding transfer of sir:1pl e r industrial 

pursuits to the developing countries , shculd be an "orderly process" accelerated 

by a deliberate national poli~J in the indu~tr-ial nations, he s tated . 
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'!'he General Set;t4eg (Chapter I) !/ 

DRA T 
J.b. -6"; 1968 

1. 'l'he CoJIIII)di ty Problem or t.he les -developed countries has been 
studied intensi vel;y over a long period o~ ti.JDe from JW1Y' points ot view 
with limi.ted progreas tOW&l'da a solution. Howver, there are aome new 
elements in the preaent 81tuation~ 'Which lillY' lead to a more effective 
attack on the probleuu 

(a) A general recognitibn that the oolution o~ so or the proble 
of coliiDOdi ty trade is intiJiatel.7 connected with the deYel.opment 
efforts o£ the le s-deve.loped countries, conceming both the 
choice of deVelopment strategy and the ability to tinsnee the 
chosen pattem of developl!lellt. 

(b) An i.Jiportant coneequenee of recognizing policies relating to 
commodi. ties as the ans or promoting the economic development 
o£ the poor cotmtriee is that in participating in international 
conmr:xiity negotiations, ~rting and bporting countries may 
be urged to take account of the major interests of developmant, 
and not onl.y of "the interests of the respective prod.ucere and 
consumers of individual commodities. 

(e) ne iliportant question, which needs caretuJ. investigation, is the 
possibility that particul.a:r soluti.ona of the cOliD:Idity problem 
may proVide donor countries "With a nw:'.)re eonven:Lent vehicle for th& 
tranafer of devtiopmant aasi tance to the less·developed countries, 
as indicated in some aspects ot the propoaals for an organization 
of markets. 

2. In recent years the "commodity p.rob:lem" has come to mean the 
special difficulties facing devaloping countries whose foreign exchange re­
ceipt are derived ma1.nl.y from pr:tma.:ey products. The :e reeeipts have varied 
from 'TGZJ:' to ~· Over the longer l'ln., trendS in m:port receipts of the 
L.DC Is, taken a.s a mole, have $hOlm sl.ow growth: slow rela.ti ve tO the growth 
of world trade, and aJ.ow relative to the increase in inporta required to 
sustain a satisfactory rate of grovt.h in these countries. For 1nd:1 vidual 
pl'ilaa17 product , trends have ranged from a rapid increase to a slow decline. 

3. The cOlri!Ddi ty probl is a part or the general problem of develop· 
t s nuctua.tions and adverse trends raflect the excess! ve dependence of 

low-inc countries on a narrow range ot pr.i.mary products, for .maJ:\V of 
which the d rises slowly and in a fluctuating manner. In addition to 
demand nuctuat.iOnS J there are fiUCtuatiOllB in SUpply 1 partly Caused by' price 
fiuctuations and part:J.y by acciciental factors. The probl.em ~s eotipbunded 
further by restrictions on lllarlcet ace est~, lltrl.ch throw the burdarl of adjust­
:merrt on the low-income countries \bose resource llr:lbili ty and therefore the 
capa.ci ty to adjust is everely lii:d.. ted. 

4. Not all external d:lfficulties of developing countries result t:rom 
the commodi t:r problem: a parti cu.lar country or a group ot countries ~ 

"Jf Siml1.e.r to the .Flmd d.ratt out.line, this cba:pter is d.esigned prima.rlly to 
elicit reactions. 
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13. faotors underlling long-te 
~ treJXl -- the l 
the ets or p produots due to absence o.f al 
opportunit.1 • The l'Ole ol ayntbetJ.c sti 
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tical c arison of inst.a.billty in organized rganiz 
e.g., in the d:l.reotion of trade or in largely' contractual c ity tors .. 
Q aidual t ". A poafJibl cJ,.a.aaification ot' c tie8 and cOWltrie 
according to nature of cause of tability. 

15. exsmin:ation o£ l tors behini jor short-term declines in 
export arn1ngs e;Eperlenced in this period. 

~e Trenls and of ln8tab1litz (Chapter IV) 

17. act ot instabill ty ociucers • dec1sions - co effects • 
.LLUL"'"~t ot ta.bility on t.ha d-... ~ tor rimary terials -- the c titift 
osition o£ p roduc syntbatics. 

in prices and ort receipt on ~s 
...... issues ari ing 

o ci on. of 
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~~~~~~~~~~~~~~~~~~ (~~rV) 

19. st\ldy o! .. t t ts to d th the probl by cammodi ty 
a.P'I"&f''lMnts. brief factual account ot ldlea.t, tin, co.f'.te$1 ar ree-

tls, 'With an anal;rsia of flY taoto in s or failure o£ these 
nta. The enee with the ~mc:h 

~~~~~~~L1!~~- ~:uc~tuati~~ons~~~~..!!!!!! (Cha ter VI) 

20. concept, dist.ingui 
available .... butf stocks -- and other or 
intlu nticee, qu.antiti s, 
funds. Particular onditio ot lasticiti 1 tte.rn ~ tluct tions, 
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The General Setting (Chapter I) 1/ 

DRAFT 
Feb.-8-; l968 

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

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

(b) An important consequence of recognizing policies relating to 
commodities as the means of promoting the economic development 
of the poor countries is that in participating in international 
commodity negotiations, exporting and importing countries may 
be urged to take account of the major interests of development, 
and not only of the interests of the respective producers and 
consumers of individual commodities. 

(c) One important question, which needs careful investigation, is the 
possibility that particular solutions of the commodity problem 
may provide donor countries with a more convenient vehicle for the 
transfer of development assistance to the less-developed countries, 
as indicated in some aspects of the proposals for an organization 
of markets. 

2. In recent years the "commodity problem" has come to mean the 
special difficulties facing developing countries Whose foreign exchange re­
ceipts are derived mainly from primar.y products. These receipts have varied 
from year to year. Over the longer run, trends in export receipts of the 
LDC 1s, taken as a whole, have shown slow gro~h: slow relative to the 
growth of world trade, and slow relative to the increase in imports required 
to sustain a satisfactory rate of gro~h in these countries. For individual 
primar.y products, trends have ranged from a rapid increase to a slow decline. 

3. The commodity problem is a part of the general problem of develop-
ment: fluctuations and adverse trends reflect the excessive dependence of 
low-income countries on a narrow range of primar.y products, for many of 
Which the demand rises slowly and in a fluctuating manner. In addition to 
demand fluctuations, there are fluctuations in supply, partly caused by price 
fluctuations and partly by accidental factors. The problem is compounded 
further by restrictions on market access, which throw the burden of adjust­
ment on the low-income countries Whose resource mobility and therefore the 
capacity to adjust is severely limited. 

4. Not all external difficulties of developing countries result from 
the cormnodi ty problem: a particular countr.y or a group of countries may 

!7 Similar to the Fund draft outline, this chapter is designed primarily to 
elicit reactions. 
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fail to produce for the existing international demand, whether the latter 
increases slowly or rapidly, ~le increases in imports are frequently in­
duced by inappropriate domestic policies. Foreign exchange difficulties 
mich are caused by lags in export supply from the low-income countries or 
by bursts of their import demand cannot be attributed to the commodity problem. 

5. The ultimate solution of the commodity problem -- of the dependence 
on products with sluggish long-term gro~h in demand, ~th price fluctuations 
and ~th wasteful cobweb-type supply responses -- lies in the acceleration 
of economic gro~h and of diversification in the low-income countries. The 
question is whether intermediate solutions can be found: they should reduce 
fluctuations in prices and earnings, improve the long-term earning capacity 
if at all possible, and at the same time facilitate (and certainly not make 
more difficult) the resource shifts necessar.y to accelerate growth and di­
versification. The problem is whether and through What means can these objec­
tives be made mutually consistent. 

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

7. At the SC¥Ue time, the commodity problem is also a part of the general 
problem of development. Here, it is a factor affecting the role of the IBRD 
in relation to these countries. 

8. Hence the Rio Resolution addressed to these institutions. The 
terms of reference. 

~ 
I J 

The Plan of the present study. 

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

10. Summary presentation (rates of growth and measures of instability) 
of prices, quantities and values of exports of major commodities and of 
individ~al developing countries. Both short-term and periodic fluctuations 
should be discussedo 

11. Analysis of results. Not all commodities suffer from the commodity ft,(, 
pro~lem: there are primar.y products -- e.g., petroleum, aluminum-- for 
which demand ri ces rapidly, price fluctuations are limited, and supply is 
adjusted ~tb relative speed to demand trends and demand fluctuations. There 
are also commodities Whose price fluctuations are very wide, but the under-
lying demand trend is strong (e.g., copper). In the majority of cases, how-
ever, a relatively slow growth in demand is combined ~th price variations (?); 
and in the case of agricultural products, the cobweb-type supply reactions 
cause a continuing sequence of over- and under-production. 

Causes of Adverse Trends and of Instability (Chapter ITI) 

12. Relationships of price, volume and value. Condition of demand and 
supply in world markets for primar.y commodities. Some illustrative statistical 
analysis of demand and supply functions for export. 
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l3o Demand factors underlying long-term trend. Supply factors under-
lying trend -- the long-term tendency of developing countries to over-crowd 
the markets of primary products due to absence of alternative employment 
opportunities. The role of synthetic substitutes and of limitations on the l6.-vl) 
access to markets. / 

14. Factors involved in cyclical and irregular fluctuations. Relative 
importance of demand-induced and supply-induced instability. Causal elements 
in price-quantity changes as regard stability of earnings. Possible statis­
tical comparison of instability in organized and unorganized commodity trade, 
e.g. , in the direction of trade·. or in largely contractual commodity sectors o 

"Residual markets". A possible classification of commodities and countries "( ('Y;?( / 
according to the nature of causes of instability. 

1.5. Surmnary examination of factors behind major short-term declines in / ( ~ } 
export earnings experienced in this period. l 

Consequences of Adverse Trends and of Instability (Chapter IV) 

16. Effects of adverse trends on import capacity, income growth and 
possibly on production and investment patterns. Effects on ability to finance Q 
development. ~ Q.JI /" ~ ··~ 

1 
• P 

17. Impact of instability on producers' decisions-- cobweb effects. fl 
Impact of instability on the demand for primary materials -- . the c9mpetitive 
position of primary products vs. synthetics. _ -"""/~¢ ..-:..!" F !IJC---+a-. 

18. Impact of fluctuations in prices and export receipts on payments C 
difficulties and on the maintenance of internal equilibrium -- issues arising r 
for national authorities in domestic financial policies and on balance of 
payments adjustment with unstable commodity markets -- experience of the Fund 
'With member countries. 

Previous Experience with Commodity Agreements (Chapter V) 

19. A study of past attempts to deal with the problem by commodity 
agreements. A brief factual account of wheat, tin, coffee, sugar agree­
ments, with an analysis of key factors in success or failure of these agree­
ments. The experience with the French system. 

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

? 20. The concept, distinguished from price leverage. Various techniques 
available -- buffer stocks -- and other or supplementary techniques to 

1 influence prices, quantities, and earnings, including quotas, levies, buffer 
funds, compensatory financing and supplementary financial measures. Particular 
conditions of elasticities, patte~ of fluctuations, commodity characteristics, 
favoring alternative techniqueso Effects on export earnings/availabilities, 
producer earnings and on trend. 

21. Buffer stocks: criteria for establishment of buffer stocks (physical 
and economic). The problems of management, price adjustment (moving average 
vs. steps), relationship to commercial stocks. 
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22. Candidates for buffer stocks: UNCTAD list, alternatives? 

23. Financing requirements of buffer stock under various alternatives? 
Initial costs and contingency costs. 

Measures for Improving the Level and Trend of Earnings (Chapter VII) l (W-) 
24. Different ways of improving the level and trend of export earnings: 
improvement of access to markets, improvement of the competitive posi t .ion of 
primary products in relation to synthetics, stimulation of exports of manu­
factured goods from developing countries, management of supply of primary 
products. 

25. The concept of remunerative prices (various definitions), the con­
cept of adverse trends defined in relation to the possibilities of improving 
the trends. 

26. Techniques of supply management: export restrictions with or 
without production controls; export levies; diversification; import levies 
in developed consuming countries for transfer to developing producing countries. 
Link 'With buffer stoc~s. Suitability of particular commodities to supply 
management and to different techniques of management, depending on the char­
acteristics of commodities. 

27. Side effects of supply management -- the existing producers vs. new 
producers. 

28. Financial implications of supply management for the exporting and 
importing countries? 

The Problems and Prospects of Diversification (Chapter VIII) 

29. Diversification as part of over-all development policy. Different 
concepts of diversification-- in the broad sense (development of new. ac­
tivities without displacing factors of production from the existing activities) 
and in the narrow sense (displacement of factors). Experience with diversifi­
cationo The most accute cases (coffee). The localized cost (nationally) ·and 
the widespread benefits (internationally) of diversification. Illustrative 
analysis of the cost of diversification in the narrow senseo w.ho should 
diversify? The need for international decision-making in diversification in 
order to avoid emergence of surpluses in alternate products. The link with 
internal price policy within the developing countrieso 

The Position of Particular Commodities (Chapter IX) 

30o Should this be a separate chapter or should major findings and 
analyses be contained in the previous chapters of the report? Another alter­
native would be to have a discussion of particular commodities immediately 
after Chapter V. 
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OFFICE MEMORANDUM 
TO: Mr ~ I r ving Friedman DATE: Feb. 2, 1968 

FROM: Dragoslav Avramovic -~ 

SUBJECT: Commodity Stabilization Study 

I have received the attached draft outline from the Fundo We 
shall be discussing this early next week. I will appreciate it if 
I could get your reaction. 

Attachment. 

cc : Mr. Ka.marck 
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To Mr. Avramovic February 1, 1968 

From Fred Hirsch 

Subject: Commodity Stabilization Study 

"Attached is a draft outline which I have prepared with Mre~ 
Ridler for discussion with you and your colleagueso Points which are 
of primary concern to the Bank we have deliberately covered rather lightly 
at this stage. As indicated, some changes would be required in adapting 
this outline for a paper suitable for presentation to the Boardo The 
first priority seemed to be to get the fullest meeting of minds between 
ourselves. 

11Could we have a meeting on thismen you are ready?" 

Attachment 
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Commodity Stabilization Study 

Part I 

Draft Outline 

I. The Problem 

lo General Setting Hirsch (Bank) 

(This section, which might possibly be more suitable at the end of Part 
I, would be designed to put 'the commodity approach' in its wider perspective. 
The following very tentative indications of the ground to be covered is 
designed to elicit reactions; it would be considerably compressed in any 
paper to the Board.) 

The commodity problem as part of the general problem of development; 
fluctuations and adverse trend are more usefully seen as an element in low 
earning capacity and adverse resource disposition than as 'independent' 
distortions capable of definitive treatment in themselves. The 'terms of 
trade' approach tends to abstract from possible resource shifts, including 
shifts within primary production, to more favored sectors (viz., LDC food 
imports, etc). Relevance, in same context, of market access, agricultural 
policies in developed countries, etc. In certain cases (sugar), actions 
in this sphere may be the most effective means of stabilization; otherwise, 
adverse actions in this sphere may vitiate the benefits of stabilization. 

Possible view of commodity problem in three dimensions. 

A. Fluctuation and/or adverse trend in earnings: suggesting 
compensation as an immediate remedy or palliative. 

B. In some, but not in all, cases, source of Ao to be found in 
fluctuations in commodity prices: in some cases, to be identified, 
action to reduce price fluctuations should ease both fluctuation and 
adverse trend. 

c. But except in rare cases, price stabilization is not to be 
regarded as the heart of the problem, which is to move to increased 
earning capacity, perhaps through resource shifts. 

A dilemma often inherent in r the commodity approach' is this:· price­
quantity action to help B. may in some degree delay or compromise more 
enduring solutions of type c. This must be remembered in weighing any choice 
that has to be made between A. and B. Further, complication of extensive 
(and partly incalculable) third party (and next generation) effects of price/ 
quantity action. As distinct from the more direct mechanisms for resource 
shifts (aid, concessional loans), commodity approach may involve indirect 
losers as well as gainers, aside from consumers, viz., 1 new' producers and 
next generation producers; producers as a whole insofar as a given output 
is produced at higher resource cost. Particular schemes therefore demand 
close assessment of net benefits taking side effects into account. Distinction 
between stabilization around the trend and trend-influencing schemes in this 
context. 
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2. The measure of instability (B~) 

Summary presentation of 1953-66 (? and 1950-66} experience in price 
trends and fluctuations. 

(a) Individual LOO' s) with data in volume, value, unit value, 
(b ) Main commodities) 'import capacity,' national income. 

3. The causes of instability Hirsch, Familton, Kucz.ynski 

Relationships of prices, volume, value. Conditions of demand and supply 
in world markets for primary commodities. Factors involved in cyclical and 
irregular fluctuations. Chronic and structural problems of supply and demand. 
Relative importance of demand-induced and supply-induced instabilityo Causal 
elements in price-quantity changes in exports as regards the stability of 
export earnings. Some illustrative statistical analysis of demand and supply 
functions for exports. Possible statistical comparison of instability in 
organized and unorganized commodity trade, e.go, in the direction of trade 
or in largely contractual commodity sectors. "Residual markets'. A 
possible classification of commodities and countries according to the nature 
of causes of instability. 

Summary examination of factors behind major short-term declines in export 
earnings experienced in this period. To be carried out with the aid of 
country desk men, with view to brief shorthand notation in each case. 

Ditto for countries that have taken compensatory financing drawings. 

4. The consequences of instability Hirsch, Familton, Kucz.ynski (Bank) 

Effects of price changes on export receipts, import capacity, GDP and 
investment. (Goreux-Kuczynski) Impact of fluctuations in prices and export 
receipts on payments difficulties and on the maintenance of internal 
equilibrium - issues arising for national authorities in domestic financial 
policies and balance of payments adjustments with unstable commodity 
markets - experience of the Fund with member countries. (Familton) 

5. The problem assessed Hirsch 

General conclusions on the nature of the instability problem. 

The analysis should lead to conclusions (a) on the relevance of the 
problem for the Fund and Bank 1s general purposes, and (b) as regards price 
stabilization as an objective with respect to stabilization of export earnings 
or other economic magnitudes. The section should also lead to the identifica­
tion of circumstances in which price stabilization would and would not tend to 
stabilize export earnings. Later discussion of the merits of intervention 
would be based on such conclusions. 
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II. Feasibility of Solutions 

6. International commodity stabilization: past experience Ridler 

A brief review of general approaches to stabilization - the Havana 
Charter - the UNCTAD approach - French proposals - compensatory financing -
other general views - the case for a commodity-by-commodity approach. 

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

7. Stabilization around the trend Fund/Bank 

The concept, distinguished from price leverage. Particular conditions 
of elasticities, pattern of fluctuation, commodity characteristics, favoring 
alternative techniques. Comparative assessment of buffer stocks, of other or 
supplementary techniques to influence price including quotas, levies, buffer 
funds, and compensatory financing, in effect on: 

(i ) 
(ii) 

(iii ) 

Export earnings/availabilities 
Producer earnings 
Effects on trend of stabilization as such 

? Experience with tin. ? Preliminary short list for buffer stocks, with 
and without quantitative restrictions. 

Buffer stocks: the problem of price adjustment and stabilizing character 
of commercial stocks. The more provision for price adjustment, the greater 
the danger of destabilizing speculation? Conditions of particular commodity 
markets. (Exchange rate analogies and differences.) ?Test of comparative 
price adjustment techniques - moving average versus steps combined with or 
without quota adjustments. 

8. Stabilization at target prices (Bank) 

The concept of remunerative prices. 

The means of market management. Export quotas, import levies, export 
levies; link with buffer or reserve stocko Problem of allocation and 
efficiency. Diversification. 

Side effects - commodities diversified into 
competitiveness in processing industry 
incentive to new production 

(Relate to Section 1.) 



- 4 -

9o Commodities amenable to commodity approach, on above 
considerations (illustrative rather than comprehensive) 

Ridler, Lovasy 
(Bank) 

(Both the particular commodities included and the categorization are put 
forward merely as a starting point for discussion.) 

Cocoa 
(Tin) 

Jute 
Hard fibers 
Copper 
Rubber 

Tea 
Sugar 

C:offee 
? Bananas 

) 
) 

) 
) 
) 

) 
) 

Buffer stocks with contingent export restrictions 

In need of stabilization; possible means diverse 
or uncertain 

? Buffer stock plus restrictions 
? Multilateral long-term contract 

Export restriction 
Diversification 

Estimates of price and earnings effects of price leverage (compare Pincus). 

Countries affected and unaffected; ditto for fluctuations. 

III. Financing requirements Ridler (Bank) 

10. Financing requirements of: 

(i) Selected buffer stocks; alternative price ranges. Initial costs 
and contingency costs. How far would existing compansatory financing 
facilities of countries affected be adequate for buffer stock contributions. 

(ii) Financial implications of other stabilization schemeso 

(iii) Diversification. Long-term and possible short-term or medium­
term financing requirements. 

Hirsch/Ridler 
January 31, 1968 
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SUBJECT: 

INTERNAT IONAL DEVELOPMENT 
ASSOCIATION 

INTERNATIONAL BANK FOR ,. INTERNATIONAL FINANCE 
RECONSTRUC TION AND DEVELOPMENT CORPORATION 

MEMORANDUM 

Stabilization of Prices of Primary Products- Governors' Resolution No.239 

\ 
Attached hereto is a ~roFosed reply to Dr. Donner's memorandum of \ 

December 8 regarding a possible Board discussion at an early stage of the ) 
staff study on the Stabilization of Prices of Primary Products arising out 
of the Rio Resolution. It represents the combined views of Mr. Avramovl/·c, 
Mr. Kamarck and myself. 

We are aiming to have something for the next Governors' 
Conference, if feasible. However, it is too early to say when we might 
have a Board discussion, but we will keep this matter in mind. ~ 

I think I ought to report to you that we are devoting 
considerable amount of staff resources to this study, despite all efforts 
to get the International Monetary Fund to do as much as ppssible. Part 
of our problem is that the person who is responsible fa_r·"' the studies in 
the Fund, namely Mr. Polak, has been ill and some impo~tant questions of 
division of labor remain to be settled. ,/ 
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Stabilization f Prices of Primary 
Governors 1 Resolution No., 239 

Products 

I refer to Document SecM67 - 285 of October 30, 1967, 
to which there is attached a paper by the Economic Adviser 
to the President on arrangements for the study requested b y 
the Governors at Rio in the afore-mentioned resolution. 

I have read the paper with great 
like to offer some comments which, in my 
in the carrying out of the task assigned 

interest., I would 
opinion, would assist 
by the Governors ., 

The resolution contemplates that the study "be submitted 
to the Executive Directors who are requested to transmit it 
with such comments or recommendations as they may have to the 
Board of Governors for consideration and appropriate decision 
by the Board .,.,., ., "., I feel that at a fairly early stage of the 
Staff Study, before the outline for it takes final shape and 
before conclusions have been formulated, there should be a 
presentation of the direction of the study as contemplated by 
the Staff at a meeting of the Board (if necessary in a 
Committee Session) so that there would be a joint discussion 
which could be helpful to the Staff in completing its study 
and forestall the risk of any Executive Director feeling 
compelled at the final stage to express strong reservation s, 
or even disagreement, which would have to be presented to 
the Governors while transmitting this study. This proposed 
discussion could, in my opinion, proceed best if a paper on 
the outline was distributed in advance ., 
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INTERNATIONAL BANK FOR RECONSTRl'CT/O'V AND DEl'ELOPMEVT 

SecM67-28S 

FROM: The Deputy Secretary October 30, 1967 

STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

There is attached a statement on the procedure to be followed by 

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

the problem of stabilization of prices of primary products. 

A statement, substantially similar to that attached, is being 

distributed by the Fund today to its Executive Board. 

Distribution: 

Executive Directors and Alternates 
President 
President's Council 
Executive Vice President, IFC 
Vice President, IFC 
Department Heads, Bank and IFC 
Secretary, ll'IF 



INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVElOPMENT 

srUDY ON PROBLEM OF STABILIZATION OF PRICES OF PRJ1'1ARY PROIUCTS 

The Board of Governors of the Bank under Resolution No. 239 (copy 
attached) adopted at the Annual Meeting in Rio de Janeiro, has called 
on the President to have the staff prepare a study, in consultation with 
the Fund. This study is to be transmitted by the Executive Directors, 
with such comments and recommendations as they may wish to make, to the 
Board of Governors, if possible at its next Annual Meeting, for consid­
eration and appropriate decision. A parallel resolution calling on the 
Managing Director of the International Monetary Fund to have the staff 
of the Fund, in consultation with the Bank, prepare a parallel study 
was adopted by the Board of Governors of the Fund at the meeting in Rio 
de Janeiro. 

Staff members of the Bank and Fund have exchanged views regarding 
the procedure to be followed in the preparation of the parallel studies 
by the respective staffs of the two institutions. They concluded that 
the studies could conveniently be divided into two parts, the first 
covering introductory and general aspects of the problem (including a 
discussion and an evaluation of the various possible solutions to the 
problems of commodity prices which have been suggested so far), and the 
second, discussing the role, if any, that the Bank or the Fund could play 
in the solution of these problems. They agreed that the most expeditious 
way to proceed with the task would be for the staffs of the two institu­
tions to prepare jointly the first (i.e., general) part of these studies. 
For obvious reasons, the second part, which would contain a discussion 
of the possible role that each of the two institutions could play in this 
field, would be prepared separately by the staff of each of the two 
institutions, but in close consultation with each other. 

In the course of the preparation of the studies, the staffs of the 
two organizations intend to maintain contact with other interested inter­
national organizations, in particular UNCTAD and FAO. 

While it is too early to indicate the time which the study will 
require, the staff has been instructed to proceed on the working assump­
tion that it would be highly desirable to finish the report at an early 
enough date to permit consideration by the Governors at the 1968 Annual 
I"leeting. 

The Economic Adviser to the President 
October 27, 1967 



INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOP£"1ENT 

RESOLUTION NO. 239 

STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

vfHEREAS Governors of the Bank and the Fund for Cameroon, Central 
African Republic, Congo (Brazzaville), Ivory Coast, Dahomey, France, 
Gabon, Upper Volta, Madagascar, ~~li, Mauritania, Niger, Senegal, Chad 
and Togo have transmitted to the President of the International Bank 
for Reconstruction and Development the following request: 

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

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

N0\~1 THEREFORE the Board of Governors resolves that the President is 
hereby invited to have the staff, in consultation with the Fund staff, 
prepare a study of the problem, its possible solutions, and their economic 
feasibility, in the light of the foregoing, to be submitted to the Executive 
Directors who are requested to transmit it with such comments or recommen­
dations as they may have to the Board of Governors for consideration and 
appropriate decision by the Board, if possible at its next Annual Meeting. 

(Adopted on September 29, 1967) 



FoR" No. 57 

TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
• Dragoslav Avramovic DATE: December 19, 1967 

Andrew 1. Ka.marck A. M. Kamarck {signed) 

Econometrician for Commodity Stabilization Studl 

This is in response to your memorandum of December 18 in which 
you inquire about the po sibility of another econometrician being 
assigned to the Commodity Stabilization Study. 

The problem I have on this is the following. So far we have 
already made a large contribution of personnel to this study. This 
includes Loui Goreux, Gertrud Lova y ~ K. Krishna.murty, a substantial 
portion of Tony Macone' s time and of the time of most of the people 
in his division, a substantial contribution of vork by the Statistical 
Services Division, without countin Flor White who i assi ned to you 
from the Economics Depart ent nd is also ab orbed in this study. 
This means that the Commodity Stabiliz tion Study is already getting 
one of the highest priorities in the Econom "cs Department work program. 
The as ignment of another econo etrician could only be done by further 
depleting the staff and holding up the work program of the Quantitative 
Techniques Divi ion. 

I gather that the Fund so far ha made a fairly small contribution : 
ostly in the form of part-time work by several staff members. 

It seems to me that before I can assign any more personnel to the 
study that we should have a clear decision on the subjects that were 
discussed last week with Mr. Friedman; th t is to say, we need to ha e a 
clear delineation of the scope and time table of this study. Only if 
this makes it evident that it is more essential to assign still another 
econo etrician to the study than it is to carry on other work will I 
be able to make such a decision. 

In the meantime, I assume that attempts are also being made to 
secure help of this kind fro the Fund. I gather the Fund has a 
number of econo etricians in different part of the organization. 
I would think that their experience in workin on short-term fluctuations 
would make them more qualified for this aspect of the Commodity 
Stabilization Study than any of our eople. 

cc: Messrs. Friedman / 
Stevenson 
Goreux 

AMKamarck/ner 



Mr. Andrew M. Kamarck Dec. 18, 1967 

Dragoslav Avramovic 

Commodity Stabilization Study 

You will recall that about a month ago I raised the question of 
the need for the second econometrician to be attached to the commodity 
stabilization study. Whatever the final scope of the study, it is 
obvious that econometric work is our chief bottleneck: more than a 
month was required to covar the case of cocoa, and the work cannot still 
be considered completed. 'Even if a very restricted sample of connnodi ties 
is handled, one econometrician will not be sufficient: if our staff in 
this area is not strengthened, the work will inevitably remain super­
ficial. 

cc: }fr. Irving s. Friedman / 
Mr. L. M. Goreux:. 

Avr/cnm 


