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In vy memorandum of 23 Jenvary (document E/Cﬁ.l/l8/ﬂdd.l), I drow
“attention to certein piinciples of cnalysils for interecénomic matrices which
iﬁ Iy view are extremely important so far as economic development and

-employment is concerned, Presently I shall edd some remarké that will
~point out the beéring vhich these principles héve on certain probleus
of irmediate practical concern wnich wvill come up for consideration by
the Cowmiseion during its present session.

As an exam@le i shall choose tleo far:reaching end important provisions
wuder ’rticies‘QG and 27 iﬂ the Dralt Charter of the Internationcl Wraode
Org?nizétion (I70) (pages 29 to 31 o. the Report of the London Meetinrs,
TFebruery 1o4C), Parasraph 1 of APticle 26 states that a country‘that Log

& deficit on its balance of payiwe .- . 2Y iinpose import -restrictions, and
in the subsequent paragrephs & mumber of more or less complicated vules

N

are formed resarding the way in whiich these import restrictions shall be

applied, so as to cause the least possible decrease in total world trade.

According to Section 3 (&) the metter may be brought before the ITO which

may recomuend to change the import reestiictions and may put into efroct
certain punitive measures to be celiont against eny country that does not
follow the recommendations. In the case of videspread application ol

.

imnort restri

, the ITO mey initiate discussions on general measuies

to e talen. These}provisions in tgcmSelves seem rather recouamendablc.,
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But the Further rules conteined in the draft charter specifying how the
requlations are to be workeg out, are very unsatisfactory froﬁ the vicwpoint
of opltinal ﬁultilateral balancing, It seems that the authors of the
draft have only considered tﬁe balancing problem from’a one-country-ct-

a-time viewpoint without due recognition of the fact that the adjustriint
1 ¢
of any given item in the trade metrixz will have a repercussion on tho
\ - ,
vhole network of multilateral cemnzcticns, v

4

For instance, paragraph 2 (d) of friicle 27 provides that the cuota
be cllocated among supplying countries "in accordance with comnerciel

considerations such’as price, quality end customary sources", or Hoscibly

upon the proportions of the total cuantity or value of the product supplied
( ) .

by member countries during d selectcd representative period., The anclysitc

put forth in document E/CN.1,18/Add.1 shows, however, that the applicction

of such proporticnality principles will tend to reduce the agpregnte trade

by & lorser cmount than that which will be broucht about if the baloncing

is performed in the optimum way. f©ais 1is exemplifded by a compatrison of the

methrd that lends tr. Table 5 with that leading tc Table 6 in the said documsnt)

In & general way, it 1s desirckle, first to carry out flrst order
adjﬂstments; that i1e to say, to worlk téwapds the lowering of those itcns
In the trade moatrix that have the propertyvof being at the same time ¢n
junory item'fof a deficit country and an export item for a surpluo,country,

The situation hay be such that it is possible to'feach a state of bolonclug
{a i“

by opcrations of this sort. Toble 3 ie an example in point, Inde=d tle

talenced Table 6 is obtained from Table 3 by a first order adjustmens.

. : .
But the situation may be more complicated as shown by the example in

Table 7 of the preseat memorandum.
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Here there does not exist ery 1tom vhich 1o atb tﬁe séme time an expory

item for a surplus country and an import item for a deflcit country.
Therefore, 1if the conditions imposed thet the motrix sQo?ld be broushs

into balance and no iter increesed, then it is in the present case nocessory

. o LR . y .
to reduce one or more of the items Tor a counmtry which is alre~dy in hcléance.

If one item pertaining to a balanced country is cheanged, 1t becoues

necessary to change correspondingly also another item perfaining to that

e

country, in order that it shall be liept in balance. In other werds, the

.

kind of oweration ncw to be considered 1s to reduce pari passu both an ingprt

[re———

itenm and an export item of a country which is already in balance, the immort

(.

item in question being one that goes to a deficit country. This is < second
order opceration. Here the elimination of one unit of skewness in tle moorix

entalle 2 reduction of aggregate tivode by two 1-1Ls (the skewness being

- -
L]

deTined as in the previous memorendum). Such & method of cerwvying the

o

trade matrix towards balance moy not bte very appesling, but it is nece.sary

if none of the items can be incrcesed. The question is not whether onc
L]
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likes this.way of-bringing the matrix into balance or'not, but whether
the balancing shall be brouzht sbout by such & rational measure or vhether

one chall leave the balancific to be done by tie time-honoured method of

iy the freely working downward spiral, which 1111 bflnu the aggregete ticde

" L]

dovny by & still morc considerable amovnt., As an example of adjustmerivs

. -

of this sort, Table 7 may be adjusted in the following way: The import

from country 1 into country £ (which in the 'table is’equal &o 30) is

' ~
reduced by 5 and at the same tim the 1mport for instance from count vy 1

into country 3 (which is 60) is reduced by the same emount, 5. This will

L]
\

" bring the matrix into complete balencc, and the aggregate trade is reduced

by 10, In this case we reached,the desired result by second crder operations.

e ————————— . s + iy

operations. That is, operations where  we reduce pari passw three LbOMu,

!

, one of which interconnects two Balenced countriés, the sécond item being
the import f}om a surplus zountry in%o‘qne of the two balanced countries
‘ \ \
and the third item being the import Irom the other bale nced country to
‘a deficit country., In this case asrregate trade will be broug%t down

Wt

by an amount which 1s three -tires as largé as the amotnt by which the

0 * - !
&

skewness is brought down,

’ Without going into further detell, it is clear that it would be desirable
3 £y N . A

to modify the draft Charter of the IT0 at this point if one hag an oxtimal

1
N . i
ad.uctment of internaticnal trade in view., The Economic and Employment

Commission, as a technical body in the ecdnomic and employment Tielq,
should advise the Economic and Social Council of this situation and TIopose
4 -

a redrafting that will help towards the achievement of an optimal adjustment.

The redraLtlng may' consist in chanllng the rules regarding allocation of

quotas and discrlmlnatory quantitative restrictione 80 as to make then

- F

automatically more conducive to’the vurpose of keeping agpregate world

trade at its meximum, But a more satlcfactory sclution would be obtaoincd
}
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‘by boiling the rules down to a prévisian to the effect that the ITO sholl

act as 'a co-ordinating body which upon examinationﬁof the multiladeral -~

L]

belencing problem may make recommendations to the members ‘and may ube X

. L 3
. coercive measures similar to those nov under investigatlon in para_raph 3 (d)

5 s l; !

, of the dralt charter.

; In either case will the success of the measures depend essenticlly

’ k]
Al

on a continuous service of information,’ the results of which are precented
. ' i

3

5 \

in the form or an intereconomic budget analysis.
Ragnar Frisch
27 January 1947 ‘ .
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