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C O M M O D I T Y  M A R K E T S  

International Staple Commodity Agreements 
by Professor Dr Emil KOng, St Gallen 

i 
t is indisputable that, when the price mechanism is 
al lowed to function freely, the price curves  of most 

staple commodities (raw mater ial  and foodstuffs) un- 
dergo ext remely  violent  upward and downward  fluc- 
tuations. At  the same t ime the type of goods dealt  
in on the world commodity  markets  are important  
export  products for developing  count r ies - -of ten  the 
sole crop under cul t ivat ion there, from the sales of 
which der ive  the main foreign currency earnings of 
the economies  in question. W e  shall not examine the 
causes of these drastic price fluctuations; it may be 

because, in the short-term, both supply and demand 
are inelastic in their  price reactions, or because 
speculation often has an unstabilising, instead of a 
stabilising, effect, etc. But wha teve r  the cause may  
be, such hectic f luctuations are ex t remely  undesirable 
for the affected producers;,  for, it is impossible to 
plan systemat ical ly  a long-term industrialisation when 
the inward flow of internat ional  currencies is at one 
time v e r y  great, but short ly thereaf ter  ex t remely  low. 
Is not this foreign exchange the indispensable basis 

for obtaining imported capital  goods? 

There is far-reaching agreement  that, in one way  o r  

another,  the price mechanism must be " ref ined ' .  Some- 
how, price curves must be ironed out, that is, greater  
price stabil i ty over  a period of t ime must be achieved. 
The foreign exchange markets  are referred to as an 
example,  where,  as a rule, prices of foreign cur- 
rencies are also not left to find their  level ,  but are 
manipulated and stabilised by the responsible central  
banks. Thus, it is intended to avoid those distortions 
w h i ~  result  from violent  fluctuations, when  goods, 
services or capital  are imported or exported.  Should 
this system not be extended to the major  staple com- 
modities? 

The Pool Solution 

There are  cer ta inly  convincing arguments  in favour  
of this solution. It could be organised along the 
lines of central  bank procedure,  with one organisa-  
tion undertaking to buy up all the goods offered im- 
media te ly  the price threatens to fall be low a certain 
minimum; vice  versa,  the pool administrat ion would 
have  to become the sel ler  and offer goods to the 
market  when demand is going to force the free 
market  price above a predetermined upper limit. 
However ,  this is not  the only conceivable  form of 
stabilisation; it could also be operated with buying 
and sell ing undertakings from individual  governments  
- - l i k e  e.g. the wheat  agreement.  Wha teve r  form it 

is to take, the essential  thing is to achieve a drastic 
reduction in the range of price fluctuation. 

The "Equitable" Price 

This is one of the clearest  examples of the diver-  
ffence be tween  normal economic "market" laws and 
the interests of the participants under  the cloak of 
equi ty  postulations.  One easi ly assumes that the re- 
presentat ives  of producing countries will  take the 
v iew that the price level  to be fixed should be as 
high as possible. They attempt to just i fy this demand 
by saying that they  are in favour of an "equitable" 
price. In support  of this argument,  they  cite past  
circumstances,  when the actual price average  more 
or less corresponded to what  they wanted. 

What  happens when these demands are considered 
with altruistic intentions? To find out, let  us assume 
that the demanded "equitable" price is set h igher  
than the price in l ine with the marke t - - t ak ing  as the 
market  price that which, in the long term, by  and 
large balances the amounts produced and those con- 
sumed per period. If the stabilisation price is as high 
as the price in l ine with the market,  it might  still hap- 
pen that one year,  because of a bumper  crop, the 
market  price would fall be low the equil ibr ium price 
and that the trade's  or the pool 's  stocks would in- 
crease. It would equal ly  well  be possible, in a dif- 
ferent year,  for supplies to be lower,  so that quoted 
prices would rise and stocks be run down. However ,  
the important  thing is that these movements  should 
balance out in the long term. 

Resulting Dlsequlllbdum 

On the other  hand, just  this equil ibr ium would not 
be maintained when the "equitable" stabilisation price 
would rise above  the market  level .  For, in such a 
case, producers would be induced to increase produc- 
tion. The quanti t ies  offered would gradual ly  increase 
---even beyond the point  where  the consumer w a s  

prepared to buy at current prices. Inevitably,  stocks 
would increase. If the pool were  obliged to hold 
prices stable and, in order to do so, had to buy  up 
the goods offered it, its warehouses  would gradual ly  
fill, whilst  its coffers emptied. 

Naturally,  such a process could not last long. The 
end would perhaps come when warehousing facili t ies 
were  exhausted.  It is, of course, even  more prob- 
able that  the pool would run out of funds to f inance 
further purchases and that the governments  behind it  
would not be prepared to go on providing still fur- 
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Lher funds. That is to say, sooner  or  later  this 
pol icy would  have  to be abandoned. The basic cause 
of its failure would have  been the at tempt to fix an 
excess ive ly  high price. 

Experiences Gained by Cartels 

It is true that  numerous stabilisation bodies have  al- 
ready  gained this fateful experience.  Obviously,  such 
moves  do not a lways  necessar i ly  stem from govern-  
ments. Identical  difficulties arise, too, when, for in- 
stance, cartels of pr iva te  producers  endeavour  to 
maintain a price which, al though appearing equitable 
to certain interested parties,  is, when considered ob- 
jec t ively ,  h igher  than the long-term equil ibrium level .  
Obviously,  the temptat ion to fix a high price is over-  
whelming. So long as it is in the power  of interested 
producers to fix prices apparent ly  as they  please,  
they  will  cer ta inly  not  choose a level  contrary  to 
their short- term interests, as they  see them. Such 
disregard of marke t  laws is, however ,  absolutely  
catastrophic:  losses connected with the collapse of 
the whole exper iment  will  be the greater,  the  longer  
the at tempt to fight against  market  forces is con- 
tinued. 

As soon as dealers, processers  and consumers not ice 
that stocks are rising steadily,  they  lose confidence.  
They foresee that sooner  or  la ter  stabilisation will  
end and that a period will  follow when market  prices 
will be corrected at a drast ical ly lower  level.  With  
this in mind, they  will  reduce orders and bring their  
stocks down to a minimum, thus restr ict ing current  
demand still further, so that  the "dreadful end" is 
advanced,  because the accumulat ion of surplus stocks 
is accelerated by this development .  There is, of course, 
no remedy against such react ion and anticipation by  
consumers. 

Certainly,  there  are  still opportunit ies for a well  organis- 
ed cartel  to prevent  collapse. It can influence the quanti- 
ties produced and put into circulation. For instance, 
member  governments  order restrictions upon cult iva- 
tion of certain crops. Export quotas are  fixed for all 
member  countries and these must not  be exceeded.  
Where  groups of pr ivate  industries hold monopolies,  
individual  producers are told what  their  maximum 
sales may  be; "excess sales" are subject  to penalties.  
However ,  all such non-conformal restrictions are  only 
a final indication of the fact that an artificially 
mainta ined pr ice  is not  in line with the market  but, 

in a certain sense, contains an e lement  of profi teer-  
ing. Consumers are, in fact, being exploited if we 
compare  the long-term equil ibrium price and take this 
as the norm. 

Equitable for Whom? 

It can be seen from the above  that  the prices laid 
down in the internat ional  staple goods agreements  
are  all too often prices which may  wel l  appear  equi- 

table to one market  par ty  but  which, when examined 
more closely, do not  meri t  to be called "equitable".  
Cer ta inly  there is no object ion at all to the attempts 

that are  made to achieve greater  price stabili ty wi th  
the passage of t ime and thus far to refine the pr ice  
mechanism. Criticism must, however ,  be vo iced  where  
the eudeavour  to achieve stabil i ty is used to protect 
the interests of one par ty  at the expense  of the other, 
all in the name of equity.  

This holds, even  when the sel lers rea l ly  are poor 
producers in developing countries:  from the point  of 
view of real need, there  is cer ta inly  something to be  
said here in favour  of a re la t ive ly  high price. For as 
soon as prices rise above the price in l ine with the 
market,  the system can only stand up if restr ict ions 
are placed upon supplies. In such a case the achieve- 
ment of equi l ibr ium--which  would otherwise occur 
through the price mechanism-- is  left to administra- 
t ive controls. It is left to non-conformable interven- 
tions to hold the quanti t ies  produced and placed 
upon the market  below what  they  would be if the 
price mechanism were  functioning (even in a refined 
form). This means that the supply of goods avai lable  
to the consumer will  thus be impaired intentionally.  
The practical  effects of this a re  that  consumers wil l  
have  to pay excess ive ly  high prices and are there-  
fore able to afford less than under  free market  con- 
ditions. It is obvious that this is contrary  to their  in- 
terests. There is no free and equitable exchange, since 
one of the two parties has, by  mobilising market  
forces, enforced trading conditions which procure him 
a rental  income not earned by services performed. 

How to Succeed 

However , this  type of pol icy is profitable to suppliers 
only in v e r y  special  circumstances.  The demand for 
a certain product must contain a re la t ive ly  low de- 
gree of price elasticity. Only  then does the profi teer  
obtain a larger  overal l  profit  from high prices than 
he does from low ones. This is v e r y  often what  hap- 
pens with foodstuffs and raw materials,  a l though less 
f requent ly  with industrial  finished products. It points  
up the fact that the consumer cannot, or will  not, go 
over  to substitute goods and that he  is apparent ly  
la rge ly  dependent  upon the product  in question. De- 
l iberate restriction of supplies, together  with in- 
ordinately high prices, appears ye t  more serious in 
this case. 

This is par t icular ly  true when supplies are cut down 
by burning piled up stocks of coffee or wheat  or by  
dumping them into the sea. It is, of course, not  to 
be over looked that such conduct may  appear  ex- 
pedient  to the owners  of these stocks, in order to 
obtain a maximum cash yield. But buyers  and world 
opinion will not  countenance any such del iberate  de- 
struct/on of economic assets. It is natural ly  important  
to apportion the blame properly.  It is not  "capitalism" 
which is to blame nor even  the "price mechanism' ,  
but a certain cartel  policy. 

Consideration of Consumer Interests 

Fortunately,  even  where  a cartel  pol icy is pursued, 
there is a limit to everything.  Looking at price elastici- 
ty of demand, there is obviously  a considerable  dif- 
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ference  b e t w e e n  the  size of this  co-eff icient  con- 
s idered  in the  shor t  or in  the  long-term. In the  short-  
term, it is v e r y  often correc t  tha t  buye r s  p a y  a h ighe r  
pr ice  wi thou t  cu t t ing  down on the  quan t i t i e s  pur-  
chased. On  the  o ther  hand,  if the  pr ice is he ld  artifi- 
c ia l ly  h igh  o v e r  a longer  period,  the  subs t i tu t ion  proc- 
ess becomes  more  apparent .  A lumin ium is used in 
p lace  of copper.  Consumer  hab i t s  change and  a new  
food rep laces  a r e l a t ive ly  expens ive  one. Technical  
progress  is e n c o u r a g e d  to p roduce  subs t i tu te  goods. 

M a y  be  not  all p roducers  are in the  cartel ;  outs iders  
then  h a v e  an  oppor tun i ty  to take  a d v a n t a g e  of the  
s i tua t ion which has  b e e n  created;  t hey  expand  pro- 
duc t ion  and  increase  the i r  m a r k e t  share  b y  s l ight ly  
unde rcu t t ing  the  car te l  prices.  W h e n  this  happens ,  
ce r ta in  car te l  member s  m a y  be  induced  to b r e a k  the  
disc ipl ine  imposed upon  them. In short :  compet i t ion  

and technical  a d v a n c e  are  reac t iva ted ,  in the  long 
term, to p ro tec t  consumer  interests .  They  ensure  tha t  

o rganised  suppl iers  canno t  ca r ry  explo i ta t ion  too far; 
t hey  are  forced to take  stock of how  far they  can  
go and  this  ensures  a ce r ta in  modera t ion .  

None  of this  de t rac t s  from the  d iagnosis  that ,  in t he  
above  case, a migh ty  organisa t ion ,  because  of t he  
power  it wields,  is ab le  to fix t r ad ing  condi t ions  to 
benef i t  its members ,  in such a way  t h a t  the  equi l ib-  
r ium b e t w e e n  pe r fo rmance  and  coun te r -pe r fo rmance  
is upset,  t ha t  a f ree  marke t  would  br ing  about .  I t  is 
no wonder ,  therefore ,  tha t  i t  is cons idered  essen t ia l  
for in t e rna t iona l  ag reemen t s  on s taple  goods to t ake  
suff icient  accoun t  of consumer  i n t e r e s t s - - p e r h a p s  in 
the  form tha t  p roducer  and consumer  count r ies  shou ld  
h a v e  equal  r ep re sen ta t ion  in the  official body.  If no  
p rov i s ion  is made  for the  r ep re sen t a t i on  of the  " forgo t ten  
f a c t o r " - - t h e  c o n s u m e r s - - t h e  oppos ing  pa r ty  m a y  wel l  
impose  a compul so ry  l evy  upon  th is  group, w i thou t  
it h a v i n g  any  expl ic i t  r ight  to make  i tself  heard .  This  
is def in i te ly  con t r ad ic to ry  to all t ene t s  of just ice.  
W h e r e  a un i l a te ra l  car te l  pol icy  is pursued,  t he  
t empta t ion  is all  too grea t  to se t  the  pr ice  h i g h e r  
than  tha t  jus t i f ied  b y  the  long- te rm leve l  of equi l ib-  
r i u m - w i t h  the  obv ious  consequence  tha t  sel lers  a re  
forced to take  var ious  cont ro l  measures ,  so t ha t  w h a t  

was, perhaps ,  o r ig ina l ly  a ha rmless  pr ice  car te l  m a y  

become a quan t i t y  car te l  wi th  p roduc t ion  quotas.  

D E V E L O P M E N T  A I D  

The International Finance Corporation 
by Alexander Funkenberg, Frankfurt-on-Main 

A ccording to Ar t ic le  I of the  A g r e e m e n t  on  Form- 
ing the  In t e rna t iona l  F inance  Corpora t ion  (IFC), 

i t  wil l  be  the  task  of this  Corpora t ion  to ass is t  eco- 
nomic d e v e l o p m e n t  b y  p romot ing  p roduc t ive  p r iva t e  
en te rp r i se  in the  m e m b e r  countr ies ,  espec ia l ly  in the  
less h igh ly  deve loped  areas.  The fact  tha t  twe lve  
years  h a v e  a l ready  passed  from the  m o m e n t  of creat-  
ing an  eff icient  i n s t rumen t  for ac t ive ly  suppor t ing  
p r iva te  economic  ini t ia t ives ,  which at  the  same t ime 
m a y  be  su i tab le  for he lp ing  to set  up na t iona l  capi ta l  
ma rke t s  and  to r e v i v e  in t e rna t iona l  capi ta l  move-  
ments ,  is ample  jus t i f ica t ion  for a tho rough  discus-  
sion of the  ac t iv i t ies  of this  subs id ia ry  body  of the  
Wor ld  Bank. It can, moreover ,  be  p roved  tha t  the  
IFC, in  a lmost  all the  cases whe re  i t  has  in te rvened ,  
has  b e e n  v e r y  successful ,  and  the re fo re  it seems 
amazing  tha t  ha rd ly  a n y t h i n g  has  eve r  been  pub l i shed  
abou t  its act ivi t ies .  

The IFC's Tasks 

Among  the  most  impor t an t  fields of opera t ion  for 
the  IFC are the acquis i t ion  of capi ta l  shares  in p r iva te  
companies  and the  g ran t ing  of long- te rm loans. The 
Corpora t ion ,  inc identa l ly ,  makes  its i nves tmen t s  unde r  
condi t ions  des igned to a t t rac t  p r iva t e  inves to r s  to 
s ink addi t iona l  funds  in the  same ventures ,  which 
would permi t  the  Corpora t ion  to sell  its capi ta l  in- 
terest ,  p rov ided  an  accep tab le  pr ice  will  be  offered. 

If and  w h e n  such t r ansac t ions  are possible ,  the  IFC's  
funds  will  be  enab led  to r evo lve  and  thus  to sp read  
the i r  inf luence  widely.  

IFC also issues  s t a n d b y  credi ts  and  unde rwr i t e s  guar-  
an tees  suppor t ing  the  launching of sha re  issues,  and  
it l a s t ly  also assists  p r i va t e ly  f inanced  d e v e l o p m e n t  
banks  bo th  f inanc ia l ly  and  technical ly.  The m o m e n t  
w h e n  IFC becomes  ac t ive  a r r ives  w h e n  help n e e d e d  
b y  a company  for f inancing  its ac t iv i t ies  or a par t ic -  
u lar  ven tu r e  can no  longer  be  mobi l i sed  b y  a local  
b a n k  or in its own na t iona l  capi ta l  marke t .  A m o n g  
the  forms of f inancing  used b y  IFC a re  d i rec t  inves t -  
ments ,  credi t  l ines  upon  which the  deb tor  m a y  draw,  
and  the  u n d e r w r i t i n g  of share  issues,  as wel l  as 
s imilar  forms of f inancing.  

It is wor th -whi le  emphas i s ing  tha t  IFC will  n e v e r  in- 
terfere,  or t ake  part ,  in m a n a g i n g  a company  or cor-  

pora t ion  accept ing  an  IFC credit.  M a n a g e m e n t  t a sks  
are  a lways  left  to IFC's pa r tne r s  in the  p ro jec t  sup- 
ported.  Genera l ly ,  IFC will  no t  t ake  a h igher  in te res t  

in any  company ' s  share  capi ta l  than  25 per  cent, no r  

will the  Corpora t ion  eve r  become  a ma jo r i t y  share -  
holder .  IFC does not  ask  for, no r  will i t  accept ,  gov-  
e rnmen t  gua ran t ee s  for the  r edempt ion  of i ts  c red i t s  
or inves tments .  Fo r  this  r ea son  IFC is precluded,  b y  
its charter,  from inves t ing  in s t a t e -owned  or s t a t e -  

run  concerns .  On the  o ther  hand,  IFC is not  pre-  
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