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A considerable strengthening has occurred over a rather broad
range of commodity prices during the past year and a half (see Table 1):

(a) The more spectacular increases have affected a range of
tropical commodities--care sugar; tin, coffee, cacao, copraye=
exported by less developed countriesj

(b} Staple exports of temperate-zone primary producers have
also done rather well, especially bacon, butter, and wool, and
more recently shortfalls in Soviet production have been adding
strength throughout the 1ist of grains and oilseeds;

. (¢) The recent past has nevertheless been characterized by a
high degree of diversity in commodity price movements. Tobacco,
beef, rice, and (especially) jute have been weak, and softness
or stability has also prevailed for such key industrial materials
as cotton, newsprint, petroleum, and natural rubber;

(d) This unusual degree of price dispersion implies that different
indicators of international (or domestic) price behavior will
respond very differently, depending on the specifics of commodity
coverage and weighting system employed.,

While most of the recent increases in commodity prices have been
of relatively modest proportion, the exporters of various tropical products
have done particularly well as compared with the experience of the 1930's:

(a) Prices of cane sugar, cacao, coffee, and jute stand at three
to nine times their respective 1937 levels, whereas the U.S. Wholesale
Price Index has barely doubled (see Table 1)

(b) By contrast, such key temperate-zone foodstuffs as beef and
wheat rose considerably less, and bacon and butter little more, than the WPI;

(c) Also by comparison with their 1937 level, the price rises for
such major industrial materials as cotton, lead, nitrate, natural rubber and
wool have been extremely moderate, while even zinc, tin, and copper, have
risen little more than the overall change in the WPI,

The recent strengthening in commodity prices would be regarded
with a good deal more satisfaction were it not for the fact that the perform-
ance has generally been less impressive by comparison with several exceptional
peaks in the level of postwar commodity prices:

1/ Prepared primarily for presentation at Conference on Trade and Development,
East-West Center, University of Hawaii, Honolulu, Hawaii February 3-7, 196l.
The author gratefully acknowledges the technical assistance of Leonard Lupo

and Kathleen Alexander in the preparation of the attached tabulations. The
opinions expressed in the text are those of the author and should not be
regarded as the official views of the Board of Governors of the Federal Reserve
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~ Table 1. Recent Prices of Selected Primary Commodities
T ; cal Comparisons)
{dollars per 100 1bs,)

| % Change

2/ September

1963,

m/ August 1963

Source: International Monetary Fund, International Financial Statistics (Monthly

and Supplement to 1963-6L Issues).

h/ 195L Annual Average.

n/ October 1962

19

Annual Average.

o/ 1956 Annual Average.

e Changes since I
o 1963 1962 19 1951 OL8 1937  |TFov. 63
Market July  June _Annual Average | £1937
JuKe L3.9 5.7  #16.9 4135 +13.8 +3.5  +23.8 | 218
UsSe  £/16,60 41,30 + 0,50 + 0.40 + 1,00 +1,10 +10.00 252
J.Sq 30068 '-0:52 - 1;87 + 3;12 “13073 -6029 + 9.58 1)45
, UdBa o7 8e70 <080 - 1,10 =~ 0.40 - 1,10 -3.22 +35,00 | 242
¢/ Garib, £/10.2h B+3.55 04k 6196 + 5.08 + ha5T +6.01 '+ 9.11 | 906
San., 1.89 40,09 + 0.07 + 0.17 =~ 0,29 «0.71 + 0.55 | 11
1.5, 25,50 43,29 + 5.31 - hoakD29.73 8.7 s20.39 | L99
1.S. 38.00 +4.20 + 3.20 -19.30%/-40.30 4L18 +26.90 | 3h2
U.S. 51,9 -1 + 7.9 -11.7 F-22.8 - 6.6 +2h.3 188
Butter K. Huge9 4209 +7.2 491 20,0 +27.8 4260 | 209
Coconut :
1745, 15.80 +1.30 + 2,40 + 1,00 - 2.69 -10.48 + 6.8 | 176 ,
7.5, 9.25 +0.87 + 2,00 +1.40 - 1.13 - L.74 + 5.55 250 :
Calcutta 10,18 -0.29 - 3.73 + 0.96 -17.04 - 6.88 + 6.08 2&8."
7.K. 26,01 -0.6 =~ 1.5 =~ 3.5 =27.1 =~ 9.6 +13.1 202 '
17.5. 296 +4.,0 <L4.0 -12,0 J166,0 -7L.O0 +202.0 315
Wool 7.5, 65,2 +2.7 + 8,2 + 0.5 -43.6 +11.h +21.5 19
Non=-ferrous
Metals: .
Copper .K. 29.27 0 0 v+ 2,258 15,26 +5.15 +16.01 | 201
Lead VoK, 8.77 +0.61 + 1,07 - 3.13 =-11.57 = B.41 + 3.63 171
Tin U.S. 125.7  +9.6  +11.8 of+2h.7 - 1.5 +26.5  +71.5 232
Zine U.S. 13.0 +0.50 + 1.00 - 1,40 - 5.80 - 1,20 + 7.00 217
Miscellaneous
Materials:
&/dewsprint  U,5.  13L.bL 0 0 + 0.8 423.9  +36.9  +91.9 316
L/ Nitrate U.S. 48.0 0 o - 0.9 =60 -1 +19.5 168
=/ Petroleum U.8, g/ 2,97 0 0 - 0,04 +0.46 +0.46 + 1.81 256
Rubber,
natural U.S, 2507 -’Oce 2.6 - 5.’4 -3502 + 3.8 + 6.3 132
Tobacco UQS. 56.5 -1-9 700 + 2.5 + 3.9 +12.1 +3203 233
Wholesale
Prices U.S. 100 0 0 +1 + L +12 +53 213
(1958=100)
a/ per bushel. “b/ per 100 yards, ¢/ per short ton. d/ per barrel.
€/ prior to 1961, Cuban exports other than to U.S.A. f/ October 1963,




Grains, beef, ahd”vafioﬁé-bilséeds~attained their pe: S
od of widespread food+shortagg that occurred in the early postw

~ (b) The prices of most industrial materials were substa tiall
ed in the course of the general commodity boom associated ‘w :
Conflict and reached a secondary peak as a consequence of the Sue

(c) Due to special supply and demand considerations, such tropical
beverage crops as coffee and cacao reached their peak levels in 195L. '

, The future course of commodity prices necessarily remains obscur
While supply factors, particularly the loss of Soviet~area surpluses of
grains and sugarshave played a predominant rols in the recent improv nt,
there have been some recent instances also of demand-induced price rise
notably those for wool and nonferrous metals. (b) It would be as reckles
to predict an early commodity "boom" as it was unwise to believe that t
long decline that continued from 1957 through most of 1962 would last fo
Yet the Tecent improvement in commodity prices does provide certain
policy opportunities that did not exist in mid=1962.

Long time lags unfortunately separate, successively; changes in
econoriic reality, their reflection in current statistical data, the prepara
of scholarly manuseripts, the final release of published materials, and
circularization of new evidence to a wider audience.,

{a) These time lags impose severe haﬁdicaps on the analysis of
current economic developments and create a serious risk that academic dis-
cussion gill proceed, and policy decisions be made, on the basis of obsolete -
facts. £ e

(b) Clearly, current policy discussions should proceed in the ,
Xight of recent price improvement actually experienced, not the deteriorating -
commocity prices of earlier years nor the inevitable reversal of the pre-
sent upswing that must be anticipated, in due course; to occur,.

For present purposes;, we may usefully focus our attention as much
on international disparities in commodity prices as on their cyclical behavior:

(a) Obviously, as in the case of petroleum (see Appendix Tables),
an importing country can largely insulate itself against external price
develcpments;

(b) The Common Agricultural Policy of the European Economic Community,
together withthe rise in steel tariffs under consideration by the Buropean
Coal and Steel Community, make such distinctions between internal and external
commodity prices increasingly important, '

2/ For a particularly glaring example, note the following statement, drafted
for a manuscript prepared in December 1962, for a document carrying a publication
date of March 1963,but actually received for release in the United States in
November 1963: "Ever since the mid-fifties, the terms of trade of the under-
developed areas of the world have suffered a serious deterioration, the ‘

of whizh has shown signs of acceleration during the past two years," 1

K




World Prices

Definitionally, the term "world market price" refers not to a .
universally-applicable price but to a particular structure of international
price differentials. We can say that a world market price prevails for a
given commodity if the following conditions are met:

(a) The major consuming countries impose no significant restrictions
on its importation;

(b) The major producing countries neither restrict nor subsidize
its export; and

(c) DNo private firms or public marketing boards have a sufficient
degree of market control to dominate the price at which the commodity is
bought or socld.

In short, for a commodity characterized by a world-market price,
the various national prices prevailing around the world (or at least, around
the free world) will differ merely by the amount of transportation costs
and insurance, plus nominal tariffs or export taxes applied purely for
revenue purposes. (See Appendix Table VIII):

(a) Such commodities perform a major function, itself unfortunately
subject to secular decline, in integrating the various price structures of
different countries.

(b) "World" prices will be highly variable, subject to the shifti ;
breezes of supply and demand and responding to changes in international
freight rates,

The conditions specified for world market prices do not prevail for
a particular comm?dity if its price remains unchanged for any considerable
period of time, 2/ as is true for petroleum, copper, newsprint, and nitrate;

(a) Further evidence to the same effect comes from the prevalence
of international price differentials between exporting and importing countries
in excess of transportation costs, etc., e.g. lead, sugar, and zincs

(b) Under unusual circumstances, such as those that prevailed for
tin, ruober, and sugar during the Korean boom, we may even have the perverse
situation of prices ruling in importing countries below those prices simul-
taneously in effect at export locations.

(c) When the internal price in the exporting country is regularly
higher than the corresponding price at an importing location, some continuing
form of export subsidization must be in effect, cf. U.S. cotton.

Commodities not characterized by world-market prices are dealt with
in a series of segmented national markets, and the portion moving in inter-
national. trade may appropriately be described as selling at "ree-market! prices,

2/ As contrasted with stability in the general index of wholesale prices, .
attributable in the recent past to widespread offsetting of individual
commodity price movements, rather than to uniformity of price behavior,



S {(a) Inasmuch as the protected markets will deal only resic
”w1th world supplies, the free-market price for a given cormodity will t
- to. behaxe in more volatile fashion than the separate national markets.

(b) It does not necessarlly follow, however, that “free-market"
prices as a group are more volatile than "world-market" prices. Rubber,
cocoa, and wool, which go far to meet the requirements of "world-market!"
ccmmodlbies have been among the most unstable of all major 1nternat10nallyh
traded - ommodltles,

One corollary of the definition of a "world-market" price is that
the commodity in question not be subject to an international commodity-control
agreement, as tin, wheat, sugar, coffee, and olive oil are at the present
time, nominally at least.

Because "free-market" and "world-market" prices are inherently
unstable, various proposals have been considered to reduce the degree of
fluctuation or to lessen the impact of price instability on the economically
vulnerable less developed countries. (a) However, any efforts to stabiliZe
commodity prices, e.g. via international commodity agreements, run up
against fundamental weaknesses of all artificial market-support arrangements';
Proper canons of economic efficiency, production adjustment, consumer res-
ponse, and adminstrative ease will tend to work at cross-purposes; adverse
long-run elasticities in demand or supply are underestimated; etc. (b) All
efforts to stabilize the terms of trade of primary commodities vis-a=vis
manufactured goods involve still higher degrees of difficulty, analogous to
those t-at plague the parity-orientation of U.S. farm programs: the alleged
sanctity of the base-period employed; the fact that neither domestically
nor internationally does a deterioration in the statistical ratio necessarily
imply that primary producers are worse off, nor a rise in the ratio that the
position of the appropriate primary group has improved. {(c) Moreover, over-
emphasis on terms-of-trade comparisons fall within the "devil" school of
economi: explanation, attributing fault to others rather than facing up to
failings that are the responsibility, or remedies that are within the control,
of the orimary producers themselves,

Internationally, as well as domestically, there is a need to
develop social instrumentalities that shield primary producers against the
harsher impact of economic forces without artificially supporting the market
for individual commodities.
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