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DISCUSSION OF MOBILIZATION OF FINANCIAL RESOURCES FOR ECONOMIC DEVELOPMENT:
POST-WAR PRICE REIATIONS IN TRADE BETWEEN UNDERDEVELOPED AND INDUSTRIALIZED
COUNTRIES (E/CN.1/Sub.3/W.5)

The CHAIRMAN introduced Mr. JUDD, Secretary of the Interim

Co~ordinating Committee on International Commodity Arrangements,

Mr, JUDD said the Interim Co-ordirating Ccrmittee
on Internmational Commodity Arrangements had been set up by the Economic
and Social Council to keep informed of commodity arrangements and to
facilitate inter-governmental consultation and action on commodities. The
Committee had not yet given much study to the question of commodity arrange-
ments in relation to economic development but it was eware of certain
dangers, In planning an increase in the primary production from under-
developed countries, attention must be given to market possibilities of
else surpluses might arise in some commodities. Information which might
be useful in assuring nerkets for primary products was collected and analyzed
by intermational study groups set up under the Havana Charter. An assured
market for their primary commodities would tend to stabilize the income of
underdeveloped countries and thus help the development of industrial proe
duction and facilities,

His Committee annually produced the "Review of International Com~
modity Problems." The latest review -- that for 1948 -- was brought
up~to-date by a further document, "Current Prices of Primary Commodities,"
Mr, Judd referred to the tables on page 2 of the latter document which
showed that there had been great variations lately in prices., Cocoa vas
an illustration of such variations., The prices of agricultural products
had.been declining in the last ten months. Those of non-ferrous metals had

been fairly stable but there had been a downward trend in the last fow weeks.

/The CHAIRMAN
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The CHAIRMAN gaid that certain conclusions might be drawn from
the Secretariat!s document on Post-War Price Relations in Trade Between
Underdeveloped Countries and Industrialized Countries (E/CN.1/Sub.3/W.5);
in the last two or three years covered by that dooumeht, as compared with
the immediate pre-war period, the prices of foodstuffs and raw materials
had risen more than those of capital goods and manufactured articles,
Further, the prices of raw materials as such had not risen as much as those
of foodstuffs, so that the terms of trade of underdeveloped countries ex-
porting raw materials were not so favourable as those of underdeveloped
countries exporting foodstuffs. To prevent wrong conclusions, the Secre-
tariat had pointed out that while there had been some improvement in the
terms of trade of countries depending on raw materials and foodstuffs as
against those of oountries depending on manufactured goods, the terms of
trade of the former countries had been much more favourable before the
First World War and there was still considerable progress to be made., The
magnitude of the lmprovement in the terms of trade depended on whether
1937 or 1938 were taken as the standard pre-war year, since there had been

certain recessions in 1938,

Mr, JUDD areverirg the queaticn cf the Credirman

.on what difference his more recent date might make to those conclusions,

naid it was difficult to tell at:- that moment whether the downward movement

" in prices which he had referred to was part of a more general downward

movement affecting all primary commoditles or only a re-adjustment of prices
mﬂthin the primary commodities group.

The price relationship between primary commodities and finished
products had been much discussed at the Havana Trade Conference, In
tractice, the price arrived at in inter-govermmental commodity agreemrents
would be a negotiated 6ne, worked out for each individual case.

In considering the long-term price ratio, the use of 1937 or 1938 as
the base year .made & congiderable difference. It was dangerous to base
conclusions on any one year since the production of commodities might
vary considerably from yeer to year, In the last few months negotiations

had been taking place on various products, such as wheat, tin and suger.

In answer to a question from the CHAIRMAN as to whether the
prices of non-food materials had maintained the same relative proportion
to those of food 1escribed in the document, Mr. JUDD said that non-food

édgricultural commodities had fallen in price, but not to the same extent

" ag others,

/The indices of
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The indices of the prices of non-food non-agricultural raw materials
and the price of food were closer than in 1947 and that had been brought
about by a movement in both directions. The major movement had been the
drop of food prices but there had also been a certain rise in the prices

of other products, such as wool and tin.

Mr, KOHN drew the Sub-Commission's attention to the change
in the trend of prices in the second half of 1948. The change in the terms

of trade had been unfavourable to exporters of food.

In answer to a question from the CHAIRMAN as to what steps
might be taken to restore the position to that existing in 1913, which was
taken as a standard in the Secretariat's document (E/CN.l/Sub.3/W.5)

Mr. JUDD said that negotiations on commodities depended on supply and

demand, and not on an ideal situation., Some products, such as wheat, were
exported by industrialized countries rather than by underdeveloped countries,
and, therefore, a return to the 1913 position in wheat prices would not be
of particular help to the underdeveloped countries. Moreover, the price
ratio in 1913 was based on the volume of production at that time. A return
to the high prices of 1913 would not be possible without a similar return

to its low quantities..

Mr. KOHN also pointed out the interrelation between price and
guantity., In the case of coffee it was found that the quantity exchanged

depended on the price.

Answering a question from the CHAIRMAN as to whether the same
argument of elasticity of demand did not also apply to mznufacturéd goods,
he said that it would 1f there were & free price but that the pri:: was
usually controlled to a certain extent. From the studies on coffee it
appeared that elasticity of demand was close to unlty but coffee might be
congidered a luxury commodity. In basic products such as wheat and potatoes
elagticity of demand wasg less,

The underdeveloped countries would be benefited by a change in the
price ratio assuming that it could be changed, but they were primarily

interested in stability rather than in an increase of prices.

Mr, LIEU sald the most important conclusion to be drawn from

ths report was not that the terms of trade were more or less
favourable to the underdeveloped countries ih-any specific periocd

but that there was a greater fluctuation in the prices of primary

/products than
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producte than 1n those” of finished products. The prices of primary
products did not either rise or M1l continuously; they fluctuated.
That constituted a risk for under-developed countries and made the
under-developed countries & bad risk for investors. * It was therefore
importent to diversify the economy of under-developed countries.

From the point of view of under-developed counﬁfies, it was impor-
tant to compare not the current but the future prices of prinary
products with the current prices of menufactured goods.” The United-
Nations had arranged for many Inter-governmentel agreements on the
prices of primary commodities. He had attended several sessions of
the Intermational Wheat Council and the International Wheat‘Conference,
and so far no agreement had been reached concerning the level at which
the price of wheat should be stabilized and the quantities which the
importing countries should buy every year during the next five‘years.
Although Chine was an importer of wheat, he »olieved that the prin-
ciple underlying such agreements for the primary commodities ﬁgs sound’
and that it would be of advantage to all countries concerned to stabilize

the future prices of those commodities.,

The CHAIRMAN mentioned two difficultles in comnexion with
the report (E/CN.1/Sub.3/M.5). He had the impression that food could
no longer be regarded as being rainly exported by uﬁder-developed
countries. Food such as wheat, corn and foedstuffs was exported by
highly developed countries and many under-developed countrles such as
India, Ceylon, Meleye, Brazil and the Central American Republics had
become large importers of food. He therefore thought the documeht
in its consideration of terms of trade should distinguish the origin
as between underdeveloped or highly developed countries of food and

raw nmaterials.,

Mr., DORFMAN said that at several points, for exemple, in
Section 5, the document indicated that the composition of exports
and imports of underdeveloped countries were not in exact accordance
with the classicael pattern which presumed an exchenge of primary
ccmmodities for meanufactures. The document (£/CN.1/Sub.3/W.5/Add.1)
showed that in 1938 -underdeveloped countries had taken 6,4% of their
inmports from the United States of America in food but that the

/proportion
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proportion had more than doubled In 10k47. The increase in food
prices therefore adversely affected them. A;Fwas pointed out in

the documenf, even when the terms of trade were favoureble to under-
developed countries, it did not mean that the total available volume
of foreign exchenge would improve., As was pointed out in the document,
the . comparison with the 1913 position did not imply that prices
should be fixed at the 1913 level. It had merely been used for
11lustrative purposes. One of the most importent things for under=-
developed countries was stability of prices and‘also of the price
relation between exports and imports. The Secretariat!s study was
merely statistieal and indicated the changing price relationship in

foreign trade between underdeveloped and industriaelized countries.

The CHAIRMAN assured Mr. Dorfman thet the Sub-Commission
appreciated the work the Secretariat had done in preparing the
document. He pointed out, however, that the questlion of terms of
trade was primarily affected by whether food was a major ltem of
importation of underdeveloped or industrialized countries and that
that point was not given due emphasis in the document.

The fact that & fell in the price of wheat and corn would defi=-
nitely improve the terms of trade of underdeveloped countries was
very relevart to the discussion.

He agreed with Mr. Llieu that a given rise in the price of capital
goods-meant something quite different from & rise in the prices of
raw raterlals and food. If a country was now receiving & higher’
price for 1ts raw materlals, 1t might be awle to afford more cepital
equipment, but it would not be an economic proposition to buy that
capltal equipment unless it knew -what the price of raw materials
would be in several years' time. That was a major point which should
be emphasized In the document,

He also pointed out the important pert played by textile prices in
reducing the capaclty of underdevelored countries to finance their
owvn development, The prices of textiles had risen more than those
of any other goods. Textlles were necessitlies and were largely pur=
crased by underdeveloped countries. The rise in textlle prices had

therefore decreased the avallabllity of funds for the development of

/underdeveloped
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underdeveloped countriles. He thought that from the point of view of
facilitating thelr economic development, 1t was urgent to do something

to increase textile productien and lower the prieres of textlles.

Mr. COLLADO said that a detalled study of textiles, as of
food, might show that the textlile trade did not fit in with the tra-
ditionally defined pattern of trade of underdeveloped countries.

Mr. MOROZOV obsérved that the main conclusion reached in
the Secretariat's. study was that the existing price relationship was
more ‘favourable to the underdeveloped countries than had been the
cazse befere the war. He strongly disagreedlwith that conclusion,
which he consldered to we bilased in favour of the industrially developed
countries. The assertion was in fact disproved by data included in
the study itself, for example on page I2, where it4was shown that out
of 44 areas studied, in 18 the position was worse than it had been in
1938 and in another 6 was there no change. That fact alone Wwas enough
to show that the report reached controversiasl conelusions which did
not correspond to the facts.

The study had taken as a basls the orisils year of 1938, when the
price relationship was especiallylunfa;ourable to the underdeveloped
countries, If the figures for 1937 were taken, 1t would We cleariy
gseen that the present condltlons were even worse than they had been
for those countries. That fact was mentiened, moreover, on
tage 6 of the study.

In order to eurs to the conclusion that priee relations in the
post-war period were favourable to the underdeveloped countries, the
authors of the study hed taken the total of exports/imports, which
geve a distorted plcture, since exports from underdeveloped countries
were largely monopolized @y the ¢olonlal Fowers and the profits went
to those Powers and not to the underdeveloped countries themsslves,
The United Kingdom, for example, derived enormous profits from its
wonopoly of the export of cocoa from the Gold Coast, in view of the

world increase 1n prices, while continuing to pay low prices to the

local producers; and the United States oll monopolies sold oil pro=
duced in Seudil Arable at prices six or seven times higher than the

cost of production.

/According
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According to the Statistical Appendix to the Economist, 63 British
rubber companies had earned %2,068,000 in 1948, compared with
®752,000 in 1947, whereas in 1938 elghty-two rubber compenies had
earned #853,0800. The inclusion in the totel of imports into
underdeveloped countries of equipment lmported for the use of
enterprises which were controlled by the concerns which explolted
it gave a dlstorted picture. The study waes based on United Kingdom
and United States officlal statistics, and had not used date sup=~
plied by the underdeveloped countries. The authors of the stﬁdy had
not taken sufficiently into consideration the role of transport,
insurance, and other expenses which in fact flowed Into the treasury
of the monopolies. They had deliberately ignored the discrepancy
between the officlal export and import prices of the Unlted States
and the United Kingdom and the prices obtained By the producer in
the underdeveloped countries from the foreign cepltalist monopolies,

In that connexion he referred to another Secretariat document,
the Study of the Economic Development of Non-Self-Governing Terri-
tories, page 6 of which stated that "generally speaking the price
of consumer goods lmported for sale to natives had risen more then
the prices paid to indigenous producers." . That statement alone
refuted the conclusions of the study of post-war price relations and
enforced the conclusion thet the change in price relations had not
been favourable to the underdeveloped countries, and that the un-
favourable situation was one of the principal reasons for the impov-
e rishment of the peoples and the lack of suBstantial econdmlc progress
in those territories. He would give some examples from United Nations
documents. .

The report of the Visiting Mission to Ruanda~Urundl indlcated

that the mining industry of the Territory was entirely controlled by
Europeans and that the wages peld to local labour were very low.

The report of the Secreteriat to the Economic Commission for Asia
and the Far East also indicated that, although nominal wages had
increased, inflationary tendencies in the area had increesed the
cost of living, so that real wages were lower then before.

He referred to the discussion in the Economic and Social Council
on the world economic situation, and the Statistical Bulletin of the
Secretariat, which gave facts showing that industrial production in
many underdeveloped countries menifested a downward rather than an

upwerd trend.

/The annuel
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The annual report of the Administering Authority on Togoland
stated that it was not envisaged that the industrial development of
the Territory would be furthered in the near future.

A correct analysis of the changes in price relations and trade
between under-developed countries and industrially developed ones
should be made taking'into consideration the.advantages which
monopolies obtained from the importing of equipment for their enter-
priges in the under-developed countries and Territories, If that
were done the conclusion would inevitably be reached that the price
relationship was even more unfavourable to the under-developed countries
than it had been before the war. The prices of imported goods,
including textiles, had considerably increased, whereas the prices
of raw materials had increased very little, if at all. The main
reason for that was that both the prices of raw materials on the
one hand and the prices of imports on the other were dictated by
monopolies in the industrially developed countries. Thus the dis-
crepancy in prices tended to increase, as shown in the Secretariat
study, which stated (on page 6) that on the eve of the second world
war the under-develoﬁed countries were receiving only 60 per cent
of the amount of manufactured goods in exchange for commodities ex-
ported which they would have obtained at the end of the nineteenth
century. That situation had since worsened.

The Secretariat study distorted the real situation in the
interest of the industrially developed countries, particularly the
United States and the United Kingdom, and reaching conclusions
detrimental to the under-developed countries. In view of that fact
he proposed that the Secretariat should re-write the document with
a view to:

(a) analyzing, on the basis of qbjective indications, the
real price relation in the trade between developed and under-
developed countries; 7

(b) showing how the present character of the trade between
these countries obstructs the economic development of under-
developed countries, in particular the development of their
domestic industries;

(c) showing what influence is exercised upon these countries’
financial and trade position by the foreign investments made in

the same countries, and how the profits and interest which these
foreign investments derive influence the economic development
of individual under-developed countries,

/The CHAIRMAN
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The CHAIRMAN protested against the implication contained

in Mr. Morozov's remarks that the Secretariat had shown deliberate

bias in writing the document in favour of certain industrial countries.

He pointed out that as international civil servants the Secretariat

had no bias in favour of any of the Member States; their only obJject-

ive was the fulfilment of the principles of the Charter. Mr. Morozov's

criticisms .had been drawn from data supplied in the same document,

which nowhere stated that there had been an enormous improvement in

the terms of the under-developed countries as compared with the pre-

war position. The document was not a general study of the terms of

trade between under-developed countries and industrialized countries;

its primary purpose was to find out the ratios between prices of

primary goods and prices of manufactured goods and machinery. He

drew attention to a number of passages in which the figures for 1937

as well as those for 1938 had been given for purposes of comparison

and emphasized that if it had been intended that incorrect conclusions

should be drawn the figures for 1937 could easily have been omitted.

Mr. GUIMARAES congratulated the Secretariat on its admirable
study. The problem of terms of trade was a difficult theoretical
gquestion to which so far no solution had been found. The difficulty
arose mainly from the circumstance that it was almost impossible to
reach conclusions in so short a period as the post-war years. The
disturbances caused by the war in the economic structure of all
countries had been so great that it was no exaggeration to say that
the whole world economy had been upset.

He agreed with Mr. Lieu and the Chairman that what was most
important was to have stability in the terms of trade between-primary
rroducts and menufactured goods, in order to avdid violent fluctuations
in the prices of the former, upon which the under-developed countries
depended not only to carry out programmes of economic development but
even to maintain their already low standard of living. The Committee
on Commodity Arrangements had been set up with a view to avoiding those
fluctuations, and the only way to improve the price relationship

between manufactured goods and primary products was to support that
institution.

He hoped the Secretariat would continue its work, while endeavour-
ing to improve its methods of investigation. He recommended the

method adopted by Ernst Wagemann, of the Institut- filr Konjunkturforschung,

in Berlin. ) ~

/Mr. COLLADO
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Mr. COLLIADO remarked that the question was a very complicated
one, and that any attempt at generalization led to over-simplification.
He thought the discussion had shown a certain tendency to leap to
conclusions which seemed to have a direct bearing on the progress
of economic development but which had no real reference to the sim@le
price analysis which had been put forward. The question was more
complicated than that of relative prices. He had not derived any
very useful conclusions with regard to the Sub-Commission's work,
which he understood to be to meke suggestions how to proceed with
the problem of developing certein countries of the world.

One conclusion which emerged from the Secretariat study was

that it was clear that prices of raw materials and foodstuffs, for
a variety of reasons, had in the past tended to be subject to greater

fluctuations\than the prices of certain types of manufactured goods.

Mr. MOROZOV, in reply to the Chairman, emphasized that he
had not intended to speak of the Secretariat as such, but of the document
presented to the Sub-Commission. Any member of a committee was entitied
to express his views on a documnent.

The study ignored the fact that a great part of the price of
raw materials exported went to the Metropoliten Powers.

Furthermore, the study did not show separately among imports
equipment and other materials for the use of branches of the enter-
prises that imported them into the territories.

There was a discrepancy between the facts and figures given in
the study and the conclusions drawn.

He had also referred to other documents prepared by the Secre-
tariat in which the opposite evaluation had been made in the same
matter, including the question of prices. ’

He felt that a frank evaluation of the analysis presented to
the Sub-Commission would be of assistance to the Secretariat in the

preparation‘of future documents.,

/The CHAIRMAN



E/CN.léSUB.3/SR 55
Page 1

The CHAIRMAN concurred in the last statement of Mr. Morozov
and agreed that every member had the right to expre;s his opinion on
a document. He had protested.against what he had understood to be
an imputation of b;as on the part of the Secretariat but if that had

not been Mr. Morozov's intention the matter could be left there,

Mr. BRAVO considered that the document contained valuable
and interesting information. He did not regard it as a final document.
Mr. Morozov had made a valuable contribution to the discussion:
he had pointed out that behind many difficulties lay economic phenomena
that should be taken into account in the analysis of a situation.
Documents such as the one before the Sub-Commission should be
considered as a first approach to the analysis of the problem and

subject to constant review and improvement.

Mr. PATEK said, in connexion with Mr. dJudd's sfatement,
that it might be dangerous to promote the production of certain
primary commodities and foodstuffs; a careful study should be made
of sales. Otherwise there might be excess production and surpluses
which might not find an outlet. He drew attention to a resolution
passed by the FAO Conference of the previous November which -stated
that there could not be over-production of primary commodities.
Increased production of such commodities would doubtless find an
outlet on condition that the countries which needed them could

increase their purchasing power.

The CHAIRMAN stated that the Sub-Commission would discuss

the motion proposed by Mr. Morozov at 1ts next meeting.

The meeting rose at 5.50 p.m.






