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surrounding villages with a view to adopting co- 
operative methods of cultivation and thus to make 
use of the advantages of large scale farming. 

There is no doubt that cooperative organisational 
methods are of the greatest importance for raising 
agricultural production in the developing countries. 
But founding agricultural cooperatives is not enough. 
What matters is to infuse them with the right spirit, 

i.e. to awaken and foster the cooperative spirit of 
self-aid, corporate responsibility and self-adminis- 
tration. This requires laborious and systematic 
training, and for this the necessary pre-requisites 
have yet in many cases to be created. The cooperative 
is no pat solution to the problem of organising small 
agricultural producers in developing countries, as is 

often assumed by supporters of the cooperative idea. 
Alongside with the promotion of rural cooperatives 
there exist other forms of organisation which may 
be suitable in accordance with local conditions and 
with the mentality of the people concerned. A case in 
point for instance is a partnership basis on which rests 
the well-known Gezira Settlement Scheme in Sudan. 
Another example is the loose interfarm-cooperation 
which recently assumed increasing importance in some 
West European countries. Provided proper use is 
made of existing organisational possibilities, it is easy 
to create relatively quid~ly the necessary pre- 
requisites for the introduction of improved farming 
methods. And once this is done, an important step 
will have been taken on the road to increase agri- 
cultural production in the developing countries. 

INTERNATIONAL SHIPPING 

The Freight Rate Studies of UNCTAD 
By Dr Gerhard Krause, Hamburg 

A t its first session in November 1965, the Committee 
of Shipping had before it a proposal of the 

Secretariat for a Program of Work. Members of its 
Group B i.e. the representatives of Western industri- 
alised countries (15 delegates, one third of the Com- 
mittee's total membership) had some doubts whether 
this program was not too comprehensive, however, 
after long discussions agreement was reached on all 
items but those listed in Chapter II of the program 

"Level and structure of freight rates, conference 
practices and adequacy of shipping services." 

Hence, as a compromise, the Committee, at the end of 
its session, unanimously decided to instruct the Secre- 
tariat to submit to a Special Session of the Committee 
in July 1966 a report on a study of the above subject 
which should he devoted to a description of the 
approach and methods to be used in the study as well 
as an explanation of its objectives. If it was approved, 
a report on the progress of the study would be made 
to the next regular session of the Committee. 

Before turning to further developments, it may be 
useful to point out the reason for which Chapter II 
was included in the proposed Program of Work, 
and for the opposition to it in its submitted wording 

by Western countries, especially those with tradition 

in shipping. As a matter of fact, the items Chapter II 

deals with have been mentioned in the Common 

Measure of Understanding on Shipping Questions 

adopted by the first UN Conference on Trade and 

Development in 1964--although there for consideration 

by the consultation machinery of shippers and 

shipowners--and later on when the Trade and De- 
velopment Board had established a special Committee 

on Shipping in addition to the three already existing, 
also in the Terms of Reference for the new body. 

The Freight Rate Problem 

Already before the formation of UNCTAD numerous 
overseas countries had considered rates in the liner 
trade serving their ports as "too high". Since they 
had no information on rate making procedures es- 
pecially of the liner conferences, and since there had 
been examples in the past of rate increases and 
surcharges being imposed on shippers without prior 
consultation with them, at least not with shippers in 
developing countries, these governments held that a 
thorough reform was required, and that inter- 
governmental organisations should create a basis for 
this by economic research. Especially the Regional 
Economic Commissions of the UN for Latin America 
(ECLA), for Asia and the Far East (ECAFE) and for 
Africa (ECA) had entrusted experts with studies that 
were a first step in this direction. Now the Secretariat 
of the new worldwide organisation seemed to them 
to be the right agency for undertaking studies of the 
rate problem on a larger scale. 

As regards conference activities, the countries of 
Western Europe, in general, did not believe in the 
merits of government intervention although they 
recognised the necessity that liner conferences adjust 
their structure and activity to changes in the trade 
pattern, especially by closer contacts with shippers. 
In their view, shippers should be organised in national 
shippers' councils wi~h which shipowners should con- 
sult before any steps affecting the shippers are taken. 
Already in 1963, the Ministers responsible for shipping 
in ten European maritime countries have given their 
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sh ipowners  dis t inct  d i rec t ives  for the  hand l ing  of 
compla in ts  and  the  e s t ab l i shmen t  of a consu l ta t ion  
machinery.  In the  meant ime,  most  of these  d i rec t ives  
h a v e  been  implemented ;  the  most  impor tan t  develop-  
men t  was the  s igning of a "Note  of Under s t and ing"  
by  shippers '  and  sh ipowners '  o rgan i sa t ions  in 1964. 
The Wes t  European  Governments ,  la ter  on jo ined  by  
J a p a n  and Finland,  were  sat isf ied tha t  this  would be  
a good basis  for fu r ther  deve lopments .  Therefore,  t hey  
did not  cons ider  it n e c e s s a r y  that ,  in addi t ion to the  
work  expec ted  to be  per formed in this  machinery,  the  
Secre ta r ia t  of UNCTAD took upon  it an ex tens ive  
p rogram of s tudies  which could be car r ied  out  wi th in  
the  machinery.  However ,  in v iew of the  specia l  inter-  
ests  of m a n y  deve lop ing  countr ies ,  t hey  were  wil l ing 
to agree  to a l imited p rogram of research on f re ight  
ra tes  p rov ided  tha t  the  Secre ta r ia t  was  u n d e r t a k i n g  
one s tudy  af ter  the  o ther  and a new s tudy  on ly  af ter  
careful  cons idera t ion  of the  resul ts  reached in the  
preceding  one. 

In its repor t  to the  Commit tee ' s  Special  Sess ion in 
Ju ly  1966 the  Secre ta r ia t  s ta ted  tha t  the  ob jec t ives  of 
f re ight  ra te  s tudies would be  to complement  o t h e r  

s tudies  a l r eady  agreed  upon e.g. on the  e s t ab l i shmen t  
of na t iona l  and  reg iona l  consu l ta t ion  machinery ,  im- 
p r o v e m e n t  of ports ,  e s t ab l i shmen t  or expans ion  of 
merchant  mar ines  in deve lop ing  countr ies  and  rev iews  
of cu r r ren t  and  long- te rm aspects  of mar i t ime  t rans-  
port.  Fur thermore ,  it a ssured  tha t  i t  had  no in ten t ion  
to use  the  proposed  research for the  purpose  of ex- 
press ing  an  opin ion  as to the  ~correctness"  of an y  
par t i cu la r  ra te ;  only  more  l ight  should  be  th rown on 
the  ra te  mak ing  process ,  on the  pr inc ip les  under-  
ly ing it  and  on the  in te r re la t ionsh ip  of t rade  and  the  
pr ices  and  costs  of ocean t ransport .  W i t h  this  in mind, 
the  Secre ta r i a t  p roposed  four types  of studies,  coun t ry  
studies,  commodi ty  studies,  route  s tudies  and  aggre-  
ga t ive  studies.  

Country and Commodity Studies 

There  was l i t t le  dif ferene of op in ion  be tween  the  
var ious  Groups  of the  Commit tee  as to the  usefulness  
of coun t ry  and commodi ty  studies.  A n  increas ing  
n u m b e r  of un ive r s i ty  and o ther  research ins t i tu tes  is 
unde r t ak ing  s tudies  of this  type  from var ious  angles,  
no t  r a r e ly  also unde r  sh ipping  aspects .  Moreover ,  it 
had  to be  r ecogn i sed  tha t  deve lop ing  count r ies  h a v e  
a l eg i t imate  in te res t  in the  ana lys i s  of the  facts  
bea r ing  on the i r  ove r seas  connect ions .  As  regards  
commodi ty  studies,  at  t he  t ime of the  Special  
Session, the  UNCTAD Commit tee  on Manufac tu res  
ha d  a l r eady  asked  for a s tudy  of the  costs  for carry-  
ing semi -manufac tu red  t imber  produc ts  from de- 
ve lop ing  count r ies  to ove r seas  markets .  Requests  for 
o the r  manufac tures ,  semi-manufac tures  and  for seve ra l  
k inds  of commodi t ies  for the  expor t  of which the  
costs  of ove r seas  t r anspor t a t ion  are of impor tance ,  
were  l ike ly  to follow. The pr inc ipa l  W e s t e r n  conce rn  
was tha t  the  re la ted  costs  of in land  t r anspor t a t i on  
m a y  not  be  duly  cons idered  as an  essent ia l  par t  of 
the  overa l l  ca r ry ing  costs and  that ,  therefore ,  the  

s tudies  w h e n  comple ted  would  not  offer a t rue  

picture.  W h i l s t  the  deve lop ing  count r ies  did not  
accept  this  view, it can be  assumed tha t  the  econo-  
mists  work ing  for the  Secre ta r i a t  will  not  ove r look  
the  re la ted  costs when  u n d e r t a k i n g  coun t ry  and  
commodi ty  studies.  

Aggregative Studies 

N o t  only  members  of Group B h ad  diff icul t ies  to 
u n d e r s t a n d  w h a t  the  te rm "agg rega t ive  s tudies"  meant .  
Accord ing  to the  Secre ta r i a t  the i r  p r imary  a im would 
be to examine  the  global  economic  effects of the  
ex is t ing  level  and  s t ruc tu re  of f re ight  rates,  and  of 
poss ib le  fu ture  changes in ra tes  tha t  m a y  resu l t  from 
changes  in sh ipping  technology,  in the  o rgan i sa t ion  
of the  indus t ry  or in m a r k e t  condi t ions.  Most  of the  
work,  the  Secre ta r i a t  expla ined,  would  be s ta t i s t ica l ly  
based  on aggrega t ive  economic  s tat is t ics  of ocean  
t r anspor t  and in t e rna t iona l  t rade.  Special  a t t en t ion  
would be  paid  to the  ex ten t  to which the  costs  of 
ocean  t r anspor t  may  hamper  the  expans ion  of t rade  
in genera l  or d is tor t  its geograph ica l  p a t t e r n  and---not  
in the  l e a s t - - t o  the  s igni f icance  of t r anspo r t  charges 
for  the  ba lances  of p a y m e n t s  of mar i t ime  and  non-  
mar i t ime  countr ies .  In spi te  of some doubts  if s tudies  
of this  complex i ty  should  be  decided on before  
h a v i n g  seen  the  resul t s  of less c o m p r e h e n s i v e  research 
work,  also this  par t  of the  p ro g ram did not  mee t  
wi th  par t i cu la r  opposi t ion  by  the  t r ad i t iona l  mar i t ime  
countr ies .  

Route Studies 

But the re  was  still  t he  p ro jec t  of route  studies.  As  
the  Secre ta r i a t  s ta ted,  the i r  pu rpose  would  be  to 
achieve  a t ho rough  ins ight  into the  whole  complex  
of the  cost  and  d e m a n d  factors  which en te r  into  the  
de t e rmina t ion  of f re ight  rates .  The s tudies  would  
p roceed  in two stages.  The first s tep would  be  to 
col lect  all ava i l ab le  data  conce rn ing  the  round-  
v o y a g e  costs on a small  n u m b e r  of selected,  r e l a t ive ly  
s imple  l iner  routes  wi th  r e l a t ive ly  few por ts  of call  
and a r e l a t ive ly  na r row range  of cargo. Tak ing  into 
account  these  data  an d  marke t  condi t ions,  and  wi th  
due  a l lowance  for s towage  and  load factors,  an  
a t t empt  would be  made  to e s t ima te  a p laus ib le  tariff  
of f re ight  ra tes  for each rou te  suff ic ient  to cove r  
direct  and  ind i rec t  costs  and to p rov ide  a r e a s o n a b l e  
profit.  The second step would be  to compare  the  
tariffs thus  ca lcu la ted  wi th  the  ac tual  tariffs for the  
two legs of each route;  exper ts  from the  indus t ry  
would  t hen  be  inv i ted  to e s t ab l i sh  the  h i s to r ica l  and  
bus iness  reasons  for poss ib le  d ive rgenc i e s  b e t w e e n  
the  es t imated  and the  ac tual  tariffs. 

Aga ins t  this  approach and the  re la ted  me thods  ser ious  

ob jec t ions  were  ra ised b y  t rad i t iona l  mar i t ime  
countr ies .  In the i r  opinion,  p r io r  to such s tudies  it 
was  essent ia l  to def ine more  p rec i se ly  the  different  
factors  en te r ing  into the  de t e rmina t ion  of f re ight  
rates.  They  were  wi l l ing to ag ree  to a s tudy  which 
would  descr ibe  these  factors  and  out l ine  the  me- 
thodologica l  p rob lems  involved .  Moreover ,  t h e y  did 
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not  be l i eve  tha t  an  in t e rna t iona l  o rgan i sa t ion  should  
be  g iven  the  m a n d a t e  for conf ron ta t ion  of the i r  
sh ipowners  wi th  theore t i ca l ly  ca lcu la ted  model  tariffs. 

Since, however ,  the  ma jo r i t y  of the  Commit tee  ins is ted  
on at leas t  a p i lo t  s tudy,  a rol l-cal l  vo te  became  
inevi table .  For  the  f inal  word ing  of the  i tem "route  
s tudies"  vo t ed  27 delegates ,  aga ins t  it five, s e v e n  
de lega tes  abs ta ined .  W h e n  the  Program of W o r k  on 
level  and  s t ruc tu re  of f re ight  ra tes  and  the  o ther  
i tems of the  chapter  was  v o t e d  on, 29 vo ted  in favour,  
none  against ,  ten  de lega tes  abs ta ined.  

The  pro jec t  thus  approved  is descr ibed  as follows: 
" R o u t e  s t u d i e s .  The purpose  of a p i lo t  s tudy  
will  be  to gain ins ight  into  the  ra te  mak ing  process.  

In th is  s tudy,  among  t he  di f ferent  factors  tha t  en te r  
into  the  de t e rmina t ion  of the  l eve l  and  s t ruc tu re  of 
f re ight  rates ,  accoun t  will  be  t a k e n  of, i n t e r a 1 i a ,  
m a r k e t  condi t ions  (especia l ly  e las t i c i ty  of demand),  
tu rn - round  of ships  in port ,  a l lowance  for s towage  
and  load factors  and  cost ca lcula t ions .  One  or two 
re l a t ive ly  s imple  l iner  routes  wi th  r e l a t ive ly  few por ts  
of call and  re l a t ive ly  n a r r o w  r ange  of cargoes  would 
be  se lec ted  for this  purpose.  In order  to ca r ry  out  this, 
a s imula t ion  me thod  or a n y  o ther  technique would  
be  applied."  

Seminar on Shipping Economics 

In Augus t  1966 the  Secre ta r i a t  of UNCTAD convoked  a 
Seminar  on Shipping Economics  wi th  lead ing  econo-  
mists  from Europe (UK, Norway ,  Sweden),  USA, 
Canada,  Aus t ra l i a  and  Pakis tan ;  also the  secre ta r ia t s  
of ECA, ECLA and ECAFE were  represen ted .  The  
Report  on the  Seminar ,  "Shipping and  the  Wor ld  
Economy",  s ta tes  in its chapter  on f re ight  ra tes  t ha t  
the  ac tual  sha re  of l iners  in wor ld  t r ade  m a y  be  of 
the  order  of 20 to 25 %, and t ha t  it is this  par t  which 
is car r ied  at  admin i s t e red  rates .  Most  of the  impor ts  
of deve lop ing  count r ies  are  car r ied  at  confe rence  
ra tes  whereas  much of the i r  exports ,  be ing  bu lk  
commodit ies ,  is car r ied  at  open  m a r k e t  rates .  As  
these  are  c o m p a r a t i v e l y  volat i le ,  t h e y  can  h a v e  
impor t an t  effects on the  expor ts  of the  deve lop ing  
countr ies .  W i t h  respec t  to the  de t e rmina t i on  of l iner  
ra tes  it is sa id  tha t  economic  theo ry  p rov ides  a 
n u m b e r  of genera l  h y p o t h e s e s  which can  be  f ramed 
specif ical ly  wi th  r e fe rence  to l iner  rates .  These  
hypo theses  can  t h e n  be  t es ted  b y  re fe rence  to the  
facts. It was  sugges ted  tha t  the  research  b y  the  
Secre ta r ia t  of UNCTAD be  d i rec ted  towards  formu- 
l a t ing  and  tes t ing  a n u m b e r  of l ike ly  h y p o t h e s e s  
r a the r  t han  towards  the  mere  col lec t ion of da ta  wi th  
no def in i te  pr inc ip les  in  mind,  a l t hough  the  v a l u e  of 
such da t a  was apprec ia t ed  espec ia l ly  for the  formu- 
l a t ion  of real is t ic  hypotheses .  Af te r  d i scuss ion  of 
severa l  cost  and  non-cos t  factors  a n u m b e r  of hypo-  

theses  was p rov i s iona l ly  sugges ted  of which the  mos t  

impor tan t  m a y  be  tha t  v e r y  h igh  profi ts  for a l iner  

company  in a conference  are  rare,  t ha t  d i f ferent ia t ion  

of ra tes  on all commodi t ies  to and  from a cer ta in  

r a n g e  of por ts  is in f luenced  b y  the  t e rmina l  costs  
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of the liners in that range, that the freight rates for 
cargo moved also by trampers are very close to liner 
rates, and that the overhead costs may be charged to 
various commodities according to one of a number of 
different principles e.g. each commodity's use of 
capacity of ship, or the value of each commodity per 
ton, or direct cost to liner of each cargo. Of the many 
other related problems discussed in depth special 
reference may be made to that concerning the 
"averaging ~ of costs by charging the same rates to 
ports within a wide geographical area. It was 
mentioned as an important form of discrimination in 
the sense of differences in prices which are not ex- 
plained by differences in costs. 

Progress Report on the Work Program 

In its Progress Report on the Work Program in the 
Field of Shipping submitted to the Second (regular) 
Session of the Committee on Shipping (21 February to 
8 March 1967) the Secretariat stated that it expects 
to be able to publish three country studies in the 
first half of 1967, a case study on Liner Shipping in 
India's Overseas Trade prepared by a consultant, 
one dealing with the West African Shipping Range 
prepared by an economist of the Institute for Shipping 
Research in Bergen, and a substantial progress report 
on the study of the Cost of Ocean Transportation 
and the Trade of Developing Asia which is being 
prepared by arrangement with the Department of 
Applied Economics of the University of Cambridge. 
Further studies of this type will be mainly entrusted 
to outside consultants working on the spot. As aspects 
to be considered in a typical country study the 
Secretariat lists among others also practices of con- 
ferences serving the country concerned e.g. their 
tying arrangements, policy as regards admission of 
new members, release of shippers from obligations, 
rate making policy, allocation of sailings and ar- 
rangements for pooling freight earnings. On com- 
modity studies it is said that they should make 
possible international and inter-conference com- 
parisons of freight rates, that any estimate of the 
effect of rates on trade has to be made by assuming 
some alternative level or levels of rates, and that 
such a study would not be purely static but will look 
forward to the possible implications for trade of 
technological changes that might affect the costs of 
carriage of various commodities. It is further pointed 
out that this type of study will need the cooperation 
of port administrations and industrialists in com- 
modity trade and shipping; the particularities of the 
cargo flows need to be analysed before any con- 
clusions can be drawn with respect to the various 
rate levels observed and compared in terms of costs 
per ton-mile. The timber study now being worked on 
will be a major project precluding for the time being 
the commencement of another commodity study, 
however, it is hoped to initiate the second study of 
this type later in the year. 

On the route pilot project the Secretariat reported 
that its work is in the initial stage involving the 

study of various routes to find those that satisfy the 
criteria set for this item by the Program of Work 
(see above). When they are found, the analysis can 
begin. It will involve the detailed study of port con- 
ditions at both ends of the trade, operating expenses 
of the vessels serving the trade, quantity and 
regularity of flow of the main cargoes, and the 
estimation of market conditions facing shippers. It 
would then be possible to construct a simplified 
version of an "ideal" tariff. The analysis would 
enable the question of "discrimination" in shipping 
rates (see above) to be considered more objectively 
and would also throw light on possible consequences 
of changes in conference rate making policy such as 
quoting rates for individual ports rather than for the 
whole range. 

As regards aggregative studies, the Secretariat envis- 
ages now as a starting point that an attempt will 
be made to estimate with rather more accuracy than 
has been possible in the past the incidence of shipping 
costs on the trade of certain countries. This would 
involve complementing the study of balance of 
payments data for the countries concerned with a 
study of freight rates and rate statistics. Emphasis 
was laid on the impact of changes in shipping tech- 
nology, especially on the economic implications of 
containerisation; a paper on this latter subject has 
been prepared and will be distributed. The structure 
of existing freight rates including those for raw- 
materials will be studied to see to what extent recent 
advances in the theory of the real incidence of tariffs 
(usually known as %ffective tariffs") can be applied 
to shipping. 

It has been tried to give a general impression of the 
origin and the development of UNCTAD's plans for 
research in the freight rates area. Not every detail 
could be mentioned although it may have deserved 
special attention. If, at this moment, the research 
work of the UNCTAD Secretariat in the field of 
freight rate studies has not yet been further advanced, 
this is mainly due to the necessity for the Secretariat 
to concentrate on studies concerning the two principal 
shipping items on the agenda of the second Con- 
ference on Trade and Development to be held in 
New Delhi in February and March 1968. These items 
are the establishment of consultation machinery and 
the establishment or expansion of merchant marines 
of developing countries. 

At its Second Session, the Committee on Shipping 
of UNCTAD was more concerned with problems other 
than freight rates. In the discussion on the Progress 
Report on the Work Program in the Field of Shipping 
only a few pertinent remarks were made, most of 
them for the purpose to prevent the Secretariat from 
falling victim to theories. For the rest, the Committee 
of Shipping noted the Report expressing its appreci- 
ation. More animated discussions may follow at later 
sessions of the Committee when studies of the 

Secretariat upon their completion will be submitted 
for review. 
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