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In rrry memorandum of 23 Jcn".:ary (document E/CN .l;lB/Add.l), I CL.~cM 

.: attention to certein pi·inci:ples of analysis for intert:conolllic matrice::::; vllich 

in my vim·r are extremely important so far as economic development ::1nd 

employment is concerned. Presently I shall edd some rema:rks that -vrill 

point out the bearing \lhich these principles have on certain proble11s 

of ir.rnediate practical concern 'lrhieh uill come up for consider-ation by 
' 

the Cormnission G.uring ito present sesuion. 

As an excmple I shall choo<;e tllo far-reaching end important provisions 

uncter 'rticies · 26 and 27 ir; the Drc.:;:'t Charter of the Internationc.l r:.L':co_cl..e 
I 

Oc.~c;enization (-11'0) (pages 29 to 31 v.,: the Report of the London 1-lcetin::_;, 

a deficit on its balance of paynt: ._:~: ,J:J.Y impose import restrictiono, nr.:.d 

in the subsequent paraerephs a m1Llbc:" of more or less complicctecl :c·uleu 

are :'ormed re:}:tl"dtnc the 'lvoy in vrllicL t:flese import restrictions oh,1J.l ·;;o 

a2::?lie_d) so as to causE:, the least IJOGSible decrease in total vorld t.:c•aclc. 
- ' 

According to Section 3 (d) the 11atte:c· Luy :)e broucht before the ITO ;;llich 

1 may recorm.'le:nd to chance the import rc;et:dctions and may put into efi:.ct 
. 

certain rnmi ti ve measures to be ::;c_~~cri! '-\cainst 0.ny country that does not 

follovr the recom~r~ndations" In the caE:6 of videopread application o-; 

imTJo:"t res.k:k , the ITO mcy ini tin te discussions on grmeral measuJ.·es I ·~ ii. ~-c .c.. 1 v E ' 
I to h;; tal:en. These· provisionG tn thcrr.lselves seem rather reco~unencJ.al)lc. 
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But the further rules conto:incd in the draft charter specifying how the 

rcr;ulations are to be worked out, arc very unsatisfact0ry from the vLlrpoint ., 

of o:ptinal multilateral balancinc,. It seems that the authors of the 

draft have only considere:d tho balancir:.e problem from/a one-countr;r~c:.t-

a-time viEl'l·;pdint without due rE'~C .:Jc;ni t:ion of the ~act t:-"at the adjustncr.·~ 

of '2.r&' Given item in the trade .llletrix 1rill have a repcrcun~ion on the 

For instance, paracraph 2 (d) of' lrtlcle 27 provides that the. \;nota 

be o.llocated amonc suppJ.yinc:· count.rios "in acco:L~dance 111 th comnercial 

considerations such' as price, quality and- customary sources"', or )OGci bly 

UpOn 'the })l'OI;O;ctions of the totaJ. Clt:'anti ty or value of the product Sl'.:;)J!litd 
I 

by member countries du:::inc; d. selectee. rep:resentati ve period. The an~l~rsic 

put forth in document E/CN.l;l8/Acld.l shows,.hm-rcver, that the applicc:.tion 

of such proportiom.lity principles v;i}l tond to reduc~--~he ar:sr,re13:::te _!;:.~t:d.~ 

by a _larrter. C1rlOUnt than that Which \·Till be broucht about if the balo.nci.nc.; 

is perf'onaed in the optimum 1ray. rc:1:l.s is e~e:mplifded 'by a cp~"'1B.rieon of the 

methr:-·d that lend.B tr. Table 5' ,d_th that leadins tc.· Tablt~ 6 in the said document'·., 

In a cener;J.l 1my, it is desirc.lJ.e, first to carry out first order 

' 
adj1.tstments; that is to say, to 1wrl: tow·ards the lmrering of those i tCl:lS 

:in the trede matrix that have the lYi"o:perty 1 of being at the smile time en 

5.l!l~)ort i tern for a def'ici t country anrl an export item for a su:rpluo 1 ._;o1.mt17. 

The situation may be such that it is ;;ossi ble to reach a state o..t' 'bc.lcnciEC .. l 

by operations of this sort. Tcblo 3 ie an example in point. Inde.:od "clle 

balanced Table 6 is obtained from To.ble 3 by a first .order adJustnc:nc. 

B t th . t t . . I 
u e SJ. ua ion ma.~r be more compl,icated as shm-m by the example in 

Table 7 of the present memorandum. 

)rr n-.-. ' , .. 
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T!J3t:c ·r ---

Here there does not exist e.r:y itdn uhich ic at the oame time an expol'C 

item for a su:c'plus country and. an import item for a defic:i. t country. 

Therefore, if the co:hdi tions imp::>seJ thz.t the matrix should be b1·ouc;h ~ . \ . 
into balance and no item increesecl, then it is in the preocnt c.:lse nocf'ssory 

to reduce one or more of the items :::·or a country ,{hi ch is alr'e:·.dy in 'bc..1c;nce. ------------------- ------
If one item pertaining to a balanced country-is charJc;ed, it becoues 

necessary to chance correspond.incly also another item pertaining to that 

country, in order that it shall be J:ept in balance. In ott.er '1-rcrd.o, the 

kino. of o:_Jeration new· to b~ considel~ed is to reduce' pari paszu _}Jof:~.- an_:i£.92_ort 

i te;:a in question oein:; one that C0Ll6S fro;:a a surplus COU:::lt:::y arlO che c:::iort 

item in question ~cine; ono that goes to a def::.cit country. This l' M ' 

"' - ::;econd 

order operation. Here the elimination of one unit of slcevrness in t>0 mn·cr::.x 

defined ao in the previous memore.ndtm). Such a method of carryi:r..,:: the 

trade matrix tmrarcls balance H?-Y not l·e ve!Y appeoline, bu-t:_ it is, nGcc ~ear;;r 

if none of the i terns can oe incre:e"sed. The q_-..;,_est:i.on is not whether one 

Q 
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likGs this.lray of· b::..·ineitl.G the !llatrix ip.to balance or·'not, but vrhethel' 

the balancing shall be b:Nue:,ht about by such a rational measure or lrhethcr 

one shall leave the bala.nci~~ to be done. by tl·e time-honoured m~thod. of 

1 the freely workinc; dmmward spiral, 'IThich i.'ili brine tbe ae;gr,et:;E~ts t::.·c.de 

do:Hli. :by a still mor.::: consider!?,llle anolmt. P.s an exomple of adjustments 

of this sort, Table 7 may be ad.juctccl in the followjng way: The 1rn)ort 

from conntry 1 into country 2 (vvhich in the ·table is·· equal .to 30) is 

reduced by 5 and at· the sarJ.e tim0 the import, for inctance from count:i..'Y 1 
',. . \ 

into country 3 (w·hich is 60) l.s reduced by the same amount, 5. This vrill 

brine; the matrix into complete balance, and the acgregate trade is reduced 

by 10. In this case we reachod:the desired result by second order opel'Ctions. 

In still more d.ifficul t cases ive may even need to c;o to .::hird Ol'clor 

operntions. That is, operations lvhore'>ve reduce pari passu· three i:tems, 
c 

1 one of vrhich interconnects two 15alcmced countries, the sJcond item bc;~nc 

1 

' 
the j_mport from a surplus country in:i~o one of the t>vo balanced countr:i.es 

\ ~ 1 • 

and the third item beiac tnc import .::rom the other balanced country to 

a deficit country. In th~s co.oe 'n0c;rec;nte trade will be broucht dq>rn 
t 

"' 
by an run.?unt which -is three ·t'i1.:es as larGe as the amoU.nt by vhich the 

I . 

skeHness is brou,sht dO\m, 

Vli thout going into further det2.:i.J., it is clear that it \TOUJ..d be desir'able 

to modify the draft Charter of \he I'l'O at this point if one ~s an o:;t:irw.l 

!!SF~nt of international trade ln _yj_eu. 
I 

The Ecorwrnic and EmJ_)loymcnt 

CorrJUission, ,as a technical body in the economic and employment field, 

shc:"~lq advis_e the Economic and ,Social Council of this situation and l~l'Opose 

a redraftinG that ¥rill help towards ·ths achievement of an optimal adj1.1stment. 
I '• 

The re~aftinG may' consist in chtm,3inc the rules rec;ardine allocation of 
;, 

_quotas and" discriminatory qua.ntHati ve restrictions so as to malce them. 
- ! 

,!;~matically more conducive to _tl:e 1)Ul'pose of l;;eepinc agc;recate vorl\1 

trade at its maximum. But a more satiofactory soh:t ion 1vould be o'utc.incd 
I 

.a 
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'by boilinc the rules down to a :provision to the effect that the ITO ::hc.ll 

S:Ct as ··a co-ordin'ating body 1vhich upon ex~ination 'of the multilatel'D.l -

be.lancin."': problem may make recommenctaM.ons to the members ·and may use · 

0 

. "" coercive :measures similar to those nov under investieation in para_:,:.~a:Dll 3 (d) 

·of th0 draft charter. 

In either case will the success of the measures depend essentic.lly 

on a cont.inuous service of information, 1 the resulto of vrhich a1·c precented 

in the form or an intereconomi c bud{;et ana.J.ysi s. 

·' 
27 January 1947 
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