uation: in the first nine months of 1975
they showed a decline of nearly 20 percent
from the same period a year earlier. With-
in that aggregate there were severe dis-
locations: imports from Jamaica, Surinam,
and Guyana declined by 23, 35, and 80 per-
cent, respectively; those from Guinea in-
creased by 50 percent. Not surprisingly un-
der the circumstances, Jamaica retreated
somewhat from its insistence that purchas-
ers of bauxite must take minimum quan-
tities—a provision adopted in 1974 to pre-
vent dissatisfied customers from switching
to competing suppliers. Amidst such fluid-
ity it is difficult if not impossible to fashion
policy and, if it exists, to live by it. Reces-
sion periods are not conducive to putting
the squeeze on customers. All this could

change quickly if and when the pace of de-
mand picks up, and especially if it should
do so rapidly and once again bump into ca-
pacity ceilings.
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International Trade in Raw
Materials: Myths and Realities

Only two years ago the industrial world
was gripped by something close to hysteria
over developments in international com-
modity markets. The phenomenon had
complex roots which included the gloomy
resource forecasts of Meadows et al. (1),
fears that OPEC’s success in controlling
the oil market would touch off a prolifera-
tion of commodity cartels, and a spread-
ing inflationary psychology. Against this
background, the explosion of commodity
prices then under way tended to be inter-
preted not in cyclical terms but as herald-
ing a disquieting secular trend.

What made prevailing attitudes even
more unusual was their political dimen-
sion. Concepts such as “commodity pow-
er” and ‘‘resource diplomacy” as well as
predictions that the industrial countries
would become engaged in a struggle over
raw materials supplies became newly fash-
ionable and received serious attention. Al-
together the atmosphere produced a fore-
boding, if not a conviction, that power in
the world had suddenly shifted from buy-
ers to sellers of primary commodities.

Much of this apprehension lifted as the
commodity cycle ran its traditional course.
But enough lingers to warrant asking why
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the reactions to the events of 1972-74 were
so overblown, and what the experience sug-
gests about the characteristics of inter-
national trade in raw materials and about
potentially useful directions for policy.

Postmortem on the Commodities Boom

While the 1972-75 commodity cycle
tends to be viewed as a single phenomenon,
its separate parts are evident enough and
not always causally related. They are
worth keeping in mind.

It is of course true that the price rise was
about as comprehensive as it was sharp.
Each of the major commodity groups
showed the effects. With regard to the
steepness of the rise, from the beginning of
1972 to the middle of 1974 the U.N. index
of export prices of all primary com-
modities increased by more than 150 per-
cent, fully three times the advance that oc-
curred during the Korean War commodity
boom (2). With the use of the London
Economist commodities index, which does
not include fuels and is otherwise less com-
prehensive than the U.N. index, Cooper
and Lawrence (3) found that ‘““during the
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past 115 years there has been no year in
which commodity prices rose as rapidly as
they did in 1972-73 (63 percent) and no 3-
year period in which they rose as rapidly as
in 1971-74 (159 percent).” Similarly, for a
few industrial materials, the sharpness of
the decline in prices since mid-1974 has no
parallel in the past century.

Nonetheless, the rate, timing, and dura-
tion of the advance varied considerably
among the major commodity groups. A
number of factors, some related to supply
and others related to demand, were respon-
sible for the difference in behavior.

In the case of oil, the price explosion did
not occur until after the October 1973 em-
bargo. Before that, OPEC (Organization
of Petroleum Exporting Countries) de-
mands for higher taxes and a larger share
of the total take, which were persistent and
successful from 1971 onward, did not
cause oil prices to rise much more rapidly
than prices of most other primary com-
modities. Import demand had been ex-
panding rapidly for a number of years—at
about 8 to 9 percent a year—principally
because of a preference for oil over other
energy fuels (due to its low price) and be-
cause of the sudden emergence of the
United States as a large and growing im-
porter of oil. While world export capacity
easily kept up with demand, the oil situ-
ation created unusual alarm because of the
evidently growing market power of OPEC
and because of the contrast with the
1960’s, when oil prices declined (4).

When OPEC boosted its demands
through the almost accidental series of
events that began in October 1973, the
strong growth in oil consumption and the

The author is a senior fellow at the Brookings Insti-
tzution, 1755 Massachusetts Avenue, Washington, D.C.
0036.
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Table 1. Japan’s trade in selected industrial materials, 1970-74 and projection for 1975 (16).

1975
Commodity (unit) 1970 1971 1972 1973 1974 (pro-
jected)
Aluminum (10° metric tons)
Imports 233 204 271 373 385 271
Exports 3 22 7 2 24 37
Copper (103 metric tons)
Imports 302 268 294 395 293 210
Exports 47 11 26 27 280 31
Nickel (10% metric tons)
Imports 10.1 8.3 12.0 14.3 16.3 7.8
Exports 2 2 5 1.3
Magnesium (10° metric tons)
Imports 2.1 7 2.9 6.0 12.7 1.9
Exports .1 1 1.4 2.6
Tungsten (10° kg)
Imports 106.4 40.3 454 204.0 285.5 19.6
Exports 50.6 91.6 81.1 64.2 113.9 2327
Molybdenum (10 kg)
Imports 114.8 10.3 523 196.3 80.5 16.6
Exports 17.5 234 21.6 34.7 20.7 19.2
Tantalum (10° kg)
Imports 20.8 11.0 13.7 24.1 345 16.0
Exports 2.3 9 2.3 S 25.3 15.0
Raw cotton (10 metric tons)
Imports 835 821 867 944 879 718

short run inelasticity of demand for im-
ports put the oil market in a highly vulner-
able position. Subsequently, when the mar-
ket began to shrink, the OPEC countries
managed to reduce production so as to pre-
vent sharp. competition for markets and
a substantial erosion of prices.

Cereals prices also made their quantum
jump after a decade of comparative stabili-
ty, but the causal forces were of an entirely
different character. For a number of years,
acreage in the exporting countries had
been restricted and stocks gradually de-
creased. Beginning in 1972, crop failures in
the Soviet Union, South Asia, North
America, and then once again in the Soviet
Union levied unusually heavy demands on
the world market so that stocks were
swiftly depleted and could not be rebuilt
(5). Cereals entering world trade amount
to only 10 percent of world consumption.
In a world with very small stocks, crop
disasters in a major consuming country
or region can quickly result in uncer-
tainties, tight supplies, and waves of panic
buying on international markets. Thus,
in response to the various major crop
shortfalls of the past few years, cereals
prices were the first to peak in the com-
modities boom and have since fluctuated
within a comparatively high range.

For other food commodities the story is
mixed. The rapid rise in world income ac-
celerated the growth in demand for sugar
and cocoa, with production failing to keep
up for several years in succession. By 1974
stocks had fallen to 10-year lows, which led
to extremely sharp price increases and then
to surprisingly large reductions in con-
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sumption and a subsequent fall in prices.
(In the case of sugar, a markedly improved
crop yield in 1975 also helped to turn the
market around.) Coffee prices have been
closely related to the depressing effect of a
series of frosts in Brazil on world produc-
tion, and are beginning even now to head
toward new highs. In all three commodi-
ties a steady decline in stocks made the
market vulnerable to unusual changes on
the supply side.

On the other hand, for industrial raw
materials the price cycle has been domi-
nated by demand. Supply factors exerted a
significant influence here and there, as for
example the poor U.S. cotton crop of 1974,
transportation bottlenecks in Africa and
strikes in Chile that reduced exports of
copper, and tightened environmental regu-
lations that delayed bringing new metal ca-
pacity into production. The huge increase
in government taxes on bauxite, imposed
first by Jamaica and then by other bauxite
producers, was also a factor. Nonetheless,
the most general and most important
causes of the rise and fall of industrial raw
materials prices were cyclical: the upward
pressures on demand resulting from the
unusually rapid growth of the world econo-
my in 1972-73 at rates averaging 6.5 per-
cent a year (1.5 percentage points above
trend), and the subsequent collapse of de-
mand following the onset of the worst re-
cession since the end of World War II (6,
7).

Inflationary expectations, exchange rate
fluctuations, and sometimes an exagger-
ated concern about the adequacy of raw
material supplies made matters much

worse. They were reflected at times in a
preference for holding commodities over
currencies, in speculative purchases, and in
a general buildup of inventories—all of
which exacerbated shortages, put sellers of
commodities in an unusually strong mar-
ket position, and fueled the price boom.
The subsequent liquidation of stocks when
the recession started intensified the col-
lapse of prices.

Reliable data on world stocks of most
raw materials are not available, but the im-
portance of speculation and inventory
changes is indicated by the remarkable
shifts in Japan’s commodity trade during
the 1972-75 period. Because of the paucity
of its resource base, Japan is the largest
importer of a number of industrial materi-
als and probably accounts for 20 percent of
world imports of this group of com-
modities as a whole. As is evident from the
data in Table 1, Japan’s unusually large
imports of these materials in 1973 and
1974 show the effects of speculation and
panic buying when the boom was in
progress, while its exports of the same
commodities in 1974 and 1975 show the se-
verity of the subsequent liquidation of
stocks. Copper is the most dramatic ex-
ample, with Japan shifting from being the
world’s largest net importer in 1973 to a
position of virtual balance in 1974. Reac-
tions in Japan to the commodity scare,
while probably extreme, were not dissimi-
lar from those in other industrial countries.

In sum, generalizations about inter-
national trade in primary commodities can
be misleading, as the disparate factors be-
hind the 1972-74 boom attest, and they
can also be costly. Eventually it became
evident that, contrary to earlier fears, the
world did not face an era of permanent
shortages, or of a proliferation of effective
producer cartels, or of disquieting shifts in
political power. In the meanwhile, how-
ever, such fears contributed to inflationary
behavior, to uncertainty in financial mar-
kets and, eventually, to overly restrictive
monetary policies and unnecessarily large
reductions in output and employment.
There were unfortunate political con-
sequences as well. Commodity issues sud-
denly were on the center stage of relations
between industrial and developing coun-
tries, pushed there in part because of the
unfounded belief that OPEC could be the
model for a general restructuring of trade
in commodities and the ‘“oil weapon”
could be used to bring this restructuring
about. Posed in these terms, the issue was
almost sure to result in a stalemated con-
frontation serving principally to draw
energies away from more urgent and con-
structive business between the industrial
North and the underdeveloped South.

With respect to the future, what are the
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factors to consider in developing a more
useful approach to problems arising out of
international trade in raw materials? Be-
fore answering this question, it is helpful to
review the main characteristics of the com-

modity trade as a whole and the com-.

parative significance of trade in raw mate-
rials.

Structure of the Trade

An examination of the composition and
origin of world exports is a good place to
begin. A breakdown of the major dom-
modity groups and the distribution be-
tween all primary commodities and
manufactured goods is shown in Table 2
for the year 1973. These data underlie
much of the discussion below on the char-
acteristics of the trade.

Oil is unique. By its size alone, trade in
oil is in a class by itself. It has been the
largest single commodity in world trade for
a number of years, accounting for about 5
percent of world exports. After the ex-
traordinary price increases of 1973-1974,
the proportion jumped to more than 12
percent. Thus in 1974, oil exports, val-
ued at about $115 billion, were some-
what larger than exports of cereals, oil
seeds, and all other foodstuffs put to-
gether. As a further comparison, net ex-
ports of copper, largest among the raw
materials, probably were no more than
$5 billion even with the high 1974 prices.

Consequently, the jump in oil prices had
an enormous effect on the world economy.
The quadrupling of its price represented an
income transfer of about 2 percent of
world gross national product (GNP) from
oil importing to oil exporting countries.
Furthermore, the economic shocks result-
ing from this price boost, coupled with the
institutional difficulty of coping with them,
probably were the major cause of the
world recession in 1974, accounting for
about half the decline from trend in world
output during that year (8).

Other factors, now well known, put oil
exporters in a uniquely strong position to
manipulate the market. Among the most
notable are the slow response of the de-
mand for energy and the supply of energy
fuels to higher prices, the concentration of
exports among a fairly small number of
countries, the strong financial position of
those countries, and the comparative ease
with which oil production can be cut back
in the short term.

Against this background, it is evident
that OPEC’s market power and the poten-
tially large economic impact of the exer-
cise of that power cannot be used as a
model for other commodities. Even for oil,
the returns are by no means in. OPEC’s
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Table 2. Origin and composition of world exports, 1973 (17).

Billions of U.S. dollars

Non-
Commodity Developing Communist Communist Total
countries industrial countries world
countries exports
Agricultural raw materials 9.2 17.4 3.8 304
Ores and minerals* 5.1 7.1 1.7 13.9
Food 22.8 51.2 6.9 80.9
Fuels 43.0 13.7 5.8 62.5
Manufactured and
processed products 279 296.0 36.6 360.5
Residue 1.5 6.9 3.1 11.5
Total* 109.4 3923 57.9 559.7
*Nonferrous metals—as distinct from ores—are included in manufactured and processed products. +Figures
may not add to totals due to rounding.
cohesion as a producer cartel is only now than pervasive effects on the world

beginning to be put to a test with the emer-
gence of a substantial surplus between the
potential export capacity of the oil pro-
ducers and world import demand. In ef-
fect, the quadrupling of oil prices has set in
motion a chain of reactions in the world
energy situation; while this response has
been slow to develop, its effect on the world
oil market will be continuing and cumula-
tive. By its actions from October 1973 on-
ward, OPEC may have traded the advan-
tages gained from maximum use of its
market power in the short run for a steady
attrition of that power in the medium and
longer term.

Raw materials exports are com-
paratively small. Table 2 shows how fuels
(mostly oil) and foodstuffs dominate world
commodity trade. By comparison, trade in
nonfuel minerals and other raw materials
is small. Raw material exports in 1973
were $45 billion, less than one-fourth of
trade in primary commodities and 8 per-
cent of total world trade. Of this amount,
exports of nonrenewable materials such as
ores and metals were only $13 billion.

No item in this group is overwhelmingly
large. In 1973, combined exports of the
seven largest—copper, cotton, iron ore,
wool, rubber, tin, and phosphate rock—
probably accounted for about half the total
for the group; the other half was spread
over 25 to 30 additional commodities, for
most of which world exports were under
$500 million.

Obviously, shortages induced by marked
changes in trade in some of these commod-
ities can create troublesome temporary in-
dustrial bottlenecks and sudden jumps in
their prices can contribute to inflationary
pressures. However, the range of substitut-
ability is considerable and there is also
room to shift between primary and second-
ary materials, depending on price. Gener-
ally—again in sharp contrast to oil—even
substantial shifts or disruptions in trade in
individual raw materials are likely to have
isolated, limited, and temporary, rather

economy.

More commodities move from West to
West than from South to North. Ever since
OPEC’s success in oil renewed the world’s
interest in primary commodities, the issues
have been viewed principally as a con-
frontation between producers in devel-
oping countries and consumers in indus-
trial countries. This attitude is reflected in
the various actions of the U.N. General
Assembly calling for the establishment of a
New International Economic Order (9)
and in the discussions between industrial
and developing countries at the first ses-
sion of the Conference on International
Economic Cooperation held in Paris dur-
ing December 1975. The developing coun-
tries, having the OPEC model in mind, see
the trade in commodities as a potential
mechanism to generate a substantial re-
source transfer. Industrial countries, apart
from taking defensive action, seek assur-
ances of regular and adequate supplies.
Both the demands of the former and the
concerns of the latter have diminished with
the disappearance of shortages and the
reappearance of surpluses, but the dis-
cussion generally continues as a dialogue
between North and South.

Nonetheless, leaving oil aside, Table 2
shows that the major share of trade in pri-
mary commodities takes place between in-
dustrial countries (including the Soviet
Union and Eastern Europe). These coun-
tries import more primary commodities
(by value) from each other than they do
from developing countries. This is true for
each of the nonoil commodity categories—
foodstuffs (where the dominance of indus-
trial country exporters is exceptionally
large), ores and metals, and other raw ma-
terials. In the aggregate only 30 percent of
the exports of nonfuel primary com-
modities originates in the developing coun-
tries compared to 70 percent in the indus-
trial countries. :

This does not make the conditions for
trade in primary commodities any less im-
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portant for developing countries, since
these commodities are the major source of
their export earnings. Moreover, a number
of developing countries are heavily depen-
dent on exports of a single commaodity.
Yet developing country exporters pre-
dominate in only a comparatively small

number of instances—tropical agricultural -

food products and a few raw materials. For
the rest, new trade arrangements would de-
pend as much or more on the support of in-

dustrial country exporters as it would on

that of developing countries.

Furthermore, the fact that developing

countries have widely different interests in
primary commodities also complicates the
consideration of commodity issues exclu-
sively in North-South terms, or as an
across-the-board confrontation between
rich and poor nations. Some countries,
such as India or Korea, have relatively
small interests as primary product pro-
ducers and exporters. Among some com-
modities there is a natural competition for
markets as, for example, between copper
and bauxite or between the beverage crops.
Most of all, import costs are a general con-
cern. The quadrupling of oil prices in-
creased the oil import bill of the devel-
oping countries not having oil resources by
$10 billion in 1974, or by somewhat more
than the total amount of concessional aid
they received in that year, and it added
substantially to the cost of fertilizers and
other manufactured products these coun-
tries must buy abroad. Thus even when the
predominant movement of exports is from
South to North, as in oil or sugar, the large
majority of individual developing countries
have substantial interests as importers and
consumers.

Cartel paranoia. Much of the apprehen-
sion about the 1972-74 commodity boom
centered on cartels: for how many other
commodities would producers be able to
form effective OPEC-like organizations?
Mostly, the concern was about price, but
more amorphous fears also existed. Fol-
lowing the OPEC model, would primary
producers in a supposed era of chronic
shortages withhold supplies for political
purposes or, as a variation, might one en-
visage a grand alliance of primary pro-
ducers (possibly financed by OPEC) aim-
ing at a substantial transfer of political
power?

These latter concerns may be dismissed
out of hand, despite the tendency of devel-
oping countries to present a united front in
generalized discussions of commodity is-
sues in international forums. Apart from
oil, there are no primary commodities for
which the industrial countries conceivably
could be held for political ransom, and in
view of the distribution of commodity ex-
ports, there is no combination of primary
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producers that could control the world
market and at the same time be motivated
to act together te achieve a specific politi-

-cal objective (10). As for OPEC financing,

most of the oil-producing countries are
finding that they have more than enough
domestic uses for their oil revenues and
none has shown much inclination to supply
concessional financing to prop up com-
meodity markets in a big way (/7).

A somewhat more serious question is
whether primary- producers can manipu-
late markets so that over a sustained peri-
od of time they can realize prices sub-
stantially above competitive levels. The
burden of the discussion so far is that what
happened in oil tells us little about other
commodities, that the structure of the
trade indicates that the possibilities for es-
tablishing successful sustainable, producer
cartels for other.commodities are few and
unpromising, and that in any event the eco-
nomic consequences for importing coun-
tries would be much smaller than with oil
(12, 13). .

Sustained control over international
commodity markets depends on a number
of conditions, principally the following: (i)
the concentration of exports among a few
countries; (ii) inelastic demand for the
commodity; (iii) inelastic supply of the
commodity or of close substitutes from
sources outside the cartel; and (iv) policy
cohesion and export discipline among
members of the cartel to keep markets
tight and prices high. Generally, to fulfill
the fourth condition, exporters must be
strong -enough financially to accumulate
stocks and forego current export earnings

 when surpluses develop.

With the exception of oil, these condi-
tions do not apply to most primary com-
modities. Among the raw materials, for ex-
ample, developing countries have a com-
manding export position only in copper,
rubber, tin, bauxite, and hard fibers. Even
though exports are concentrated. among a
few countries, obstacles to the sustained
exercise of market control exist, including
the weak financial position of most of the
exporting countries,  sharp competition
from substitutes, and potentially large in-
creases in supply from new sources. Apart
from bauxite, markets for these com-
modities suffer from the slow growth in de-
mand. For commodities where collusion
between industrial and developing country
exporters would be required, differences in
policy objectives could be a further com-
plicating factor. Industrial countries, in
considering possible gains from collusive
action on their exports of primary com-
modities, must also consider possible retal-
iatory action against their exports of man-
ufactured goods, which represent by far the
largest part of their trade. The general

point is that primary producers in a very
few instances and for a limited period of
time might be able to manage supply so as
to raise prices, but their ability to with-
stand cyclical downswings would be weak
and their prospects for sustaining effective
price-fixing arrangements over the medi-
um term, let alone the long term, would be
dim.

Most of these limitations on the exercise
of cartel power were demonstrated during
the 1972-75 commodity cycle. During the
economic upswing the demand and supply
factors cited earlier, rather than collusive
actions by producers, were principally re-
sponsible for the boom in prices. Once the
recession began, producer groups—for ex-
ample, in copper, tin, rubber, and mer-
cury—could do little to prevent the fall in
prices. High phosphate prices have lasted
longer because the demand for fertilizer re-
mained strong, but weakness has now be-
gun to set in. Jamaica’s imposition of
heavy taxes on bauxite, with other pro-
ducers following suit in varying degrees,
comes closest to the OPEC model. How-
ever, special factors apply to bauxite since
trade takes place mostly within integrated
companies rather than on international
markets. Usually a company’s refining
equipment is geared to the use of particu-
lar ores and large investments in smelting
and refining are hostage to producing
country governments. Even so, strains
have emerged over how the reductions in
bauxite imports induced by recession are
being allocated among the producing
countries.

A final comment on commodity markets
may serve to add a further perspective on
the cartel problem. In the past two dec-
ades, demand for most primary com-
modities has grown comparatively slowly
and exports have lagged substantially be-
hind the growth in world trade. That is why
most of the attention devoted to com-
modity issues was concentrated on propos-
als to reduce burdensome surplus and to
support prices. The medium-term future at
least may not be very different; World
Bank studies project a tendency toward
softness in commodity markets through
1980 (12). These are hardly the market cir-
cumstances in which new OPEC’s are like-
ly to flourish or which could lead to a sub-
stantial shift of power, political or eco-
nomic, to countries producing primary
goods.

Policy Directions

Now that most of the hysteria over com-
modities has died down, it is possible to
take stock and to review options for U.S.
policy in a calm atmosphere. Perhaps the
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most important lesson to be drawn from
the experience of 1972-75 is that there is
no single policy to cover the full range of
commodity trade problems. To say that
the issues must be approached on a com-
modity by commodity basis is simply the
beginning of wisdom.

Two commodities—oil and cereals —
bring to the fore the vulnerabilities of the
industrial nations to external shocks, either
from supply interruptions or from sudden
jumps in prices that lead to inflationary
pressures and a contraction of overall out-
put. Tropical agricultural products and a
few minerals are of special importance to
the developing countries. The remaining
commodities fall into no special category
and for the most part are comparatively
small elements in trade or economic life in
general.

To begin with oil, the largest of the com-
modity issues, there is a wide measure of
agreement that the vulnerability of indus-
trial nations to OPEC actions must be re-
duced. This can be done by permitting
market forces to encourage domestic pro-
duction of energy fuels and to restrain de-
mand for energy, and in some respects to
supplement those forces by tax incentives
or penalties or by regulatory measures.
The conflict here is with the requirements
for economic recovery, since allowing en-
ergy prices to rise too rapidly could in-
troduce major problems of demand man-
agement and ultimately losses in economic
output. Hence the policy debate over the
next few years, as during the past two
years, should center on how to arrive at a
pace of adjustment that will represent a
sensible compromise between the two con-
flicting objectives. This in turn will require
constant modification as more experience
is gained about a world of high priced ener-
gy and as present uncertainties about the
response of energy demand and supply to
higher prices are resolved.

If the major industrial nations pursue
these adjustment policies on a coordinated
basis, with the aim of making gradual but
steady progress in containing dependency
on imported oil, their bargaining position
on the world oil market will improve and
the market power of OPEC will diminish.
Furthermore, if they continue to enlarge
stockpiles and strengthen plans for sharing
energy in emergencies (all of which is part
of the program of the International Energy
Agency) their short-run vulnerability to
OPEC pressures will also be lessened.
Eventually it may be possible for importers
and exporters to reach periodic inter-
national agreements on oil, which might
permit importers to invest somewhat less
heavily in high-cost domestic production
capacity and givé exporters a somewhat
larger market. But this possibility lies in
20 FEBRUARY 1976

the future, since the present positions of
the two sides are far apart and further sub-
stantial changes in their underlying bar-
gaining leverage would be required to
bring them closer together.

In cereals the immediate requirement is
to provide for the rebuilding of world
stocks from their present dangerously low
levels. Obviously this must await the
reappearance of surpluses in world produc-
tion of cereals. Even then the rebuilding of
stocks is not likely to occur on an orderly,
systematic, or adequate basis unless the fi-
nancial burden is shared equitably among
the industrial countries, including the So-
viet Union, and policy objectives are nego-
tiated and coordinated. Consequently
progress in this area will require a major
advance in international organization and
decision-making. Until it occurs, the indus-
trial countries will face the danger of eco-
nomic shocks from sudden sharp jumps in
food prices and arrangements to cope with
food emergencies in the poorest countries
will be precarious. Furthermore, there will
be less chance of moving toward greater
rationalization of world agricultural poli-
cies and realizing the efficiencies this can
bring. A growing amount of world agricul-
tural trade, on which such efficiencies rest,
depends in turn on assured supplies and the
sharing of grain reserves in time of reverses
in agricultural production.

For those commodities that are export-
ed principally by the developing countries,

Cereals, one of the two
commodities that bring to
the fore the vulnerabilities
of the industrial nations to
external shocks, either from
supply interruptions or from
sudden jumps in prices that
lead to inflationary pressures
and a contraction of overall
output. [U.S. Department of
Agriculture]

price stabilization arrangements between
producers and consumers could reduce
fluctuations in export earnings of develop-
ing countries and avoid costly disruptions
to their economic programs. Greater
price stability also could be helpful to
consuming countries and might possibly
improve the prospects for a more even flow
of investment in the production of primary
commodities. However, such arrange-
ments are promising only for a limited
number of commodities, and they are diffi-
cult to negotiate and sustain. The can-
didates here include coffee, cocoa, and tin
where agreements have already been nego-
tiated, and copper, rubber, tea, sugar, and
hard fibers where substantial com-
plications stand in the way of commodity
agreements but where the prospects are at
least worth serious exploration.

Generally, in such agreements, buffer
stocks are likely to be more useful than ex-
port quotas as the principal stabilizing
mechanism. Agreements based on buffer
stocks should be easier to negotiate and, if
substantial changes in such stocks are used
as a decisive signal for changing the price
range, they could permit fairly wide lati-
tude for the use of market forces. Funds to
finance buffer stocks should be supplied
principally by the industrial countries. It
may be more feasible and otherwise could
be satisfactory to build such financing into
each individual commodity agreement

through the imposition of a small tax on



the trade. This latter method is in use in
the cocoa agreement.

For some commodities—notably among
the minerals-—where arrangements be-
tween producers and consumers prove to
be neither negotiable nor appropriate, it
would make sense for the industrial coun-
tries, on -a coordinated basis, to acquire
stocks when markets are soft and to dis-
pose of them when markets are tight. This
would help to avoid wide swings in prices
and investment and would provide some
security against price gouging and panic
buying in times of shortages. Thorny prac-
tical problems exist but so long as the ma-
jor industrial countries share the responsi-
bility and act according to agreed guide-
lines, costs are likely to be small and the
benefits considerable.

Among the minerals there
a need to improve the climate for in-
vestment in the developing countries so
as to assure an adequate and efficient
buildup of productive capacity. Investment
in the natural resource area is now sur-
rounded by growing political tension,
which is partly based on wide differences
between host countries and private inves-
tors over the size of the prospective eco-
nomic rents and how they should be
shared. As a result, investment capital is
being diverted to the exploitation of lower-
grade mineral deposits in politically safer
countries, with evident sacrifice to the effi-
cient use of resources on a world scale and
to the interests of the developing countries
themselves (/4). Here the World Bank and
its affiliate, the International Finance Cor-
poration (IFC) could help to ease tensions
by becoming a substantial public partici-
pant, along with private investors, in politi-
cally sensitive investments. In effect the
IFC would be acting as trustee for the de-
veloping countries—providing disinter-
ested expert advice on what terms of
investment are feasible and equitable and
assuring these countries, through its policy
of reselling its equity position to investors
in host countries, of eventual control of the
enterprise.

For the large remaining number of com-
modities, the best policy would be to do
nothing, that is, nothing beyond the contin-
uing and rather more urgent effort to re-
duce tariff and other barriers to trade gen-
erally. Primary producers justly argue that
the present tariff’ structure discriminates
heavily against the location of processing
industries in their countries (/5). A broad
success in the Tokyo Round of trade nego-
tiations, now under way, would reduce or
eliminate tariffs on processed products,
which in turn would encourage investment
in the processing of these products in the
primary producing countries themselves.
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In sum, a variety of commodity policies,
carefully drawn, could strengthen the
structure of the world economy and help to
reduce political tensions. They deserve
sympathetic and urgent consideration, the
more so because of the confusion now sur-
rounding commodity issues. This confu-
sion and the atmosphere of confrontation
it generates is dangerous precisely because
it can destroy the assurance of mutually
responsible behavior that is the foundation
for a multinational trading system and the
steady growth of international speciali-
zation.

There should be no illusions, however,
that changes in commodity markets can be
a source of substantial resource transfers
or otherwise contribute decisively to solv-
ing the problems of developing countries.
Moderating the economic instabilities
arising from the commodity trade will de-
pend more on financial measures, such as a
major expansion of compensatory financ-
ing measures and of development assist-
ance programs, than on individual com-
modity agreements.

More generally, the most promising
trade opportunities for the developing
countries are in manufactured goods rath-
er than in primary commodities. During
the past 15 years exports of manufactured
goods from developing countries have been
growing by 12 percent a year; they now ac-
count for approximately 40 percent of the
total exports of the developing countries
not having oil resources, compared with 20
percent at the beginning of the period. Suc-
cess in the Tokyo Round could assure that
this trend will continue because it would
give the developing countries improved ac-
cess to markets for the growing number of
manufactured products in which they are
and will become competitive. Further-
more, a reduction in trade barriers would
be a powerful means of reducing dis-
tortions in international investment and of
helping to insure that the benefits of such
investments will be equitably shared. All
this would provide for real progress toward
a more productive international economic
order. A preoccupation with commodity
problems, or worse, with commodity pow-
er and the collection of bizarre ideas that
goes under the heading of resource diplo-
macy carries the danger of diverting the at-
tention of the international community
from this essential task.
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