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TE SOVIET-TYPE LECONCHY AS A GENERATOR CF ECONQHIC DISTUBRANCES
Colin Lawson and Peter Wiles

1. Intreoduction

1.1 Some missing questions

This paper tries to provide an essential corrective to the bias

implied by the title of the conference, How stable is the Soviet-type

economy (CPE)? Especially, how stable is it, not in its reactions to

“outside events, but in itself? Does it set up shocks that affect

other economies (CPisthemselves, or others)? OCur general answer is
tentatively favourable to the CPE in respect of I, ité direct trade
with developed market economies (DMEs), but this part of our paper

is not statistically backed., We then put the DMEs ahead in point II,
the stability of their trade with less developed countries (LDCs);
and establish our conclusion statistically. Logically there should

be another paper on 111, the LDCs ac generators of instability in

world trade. The assumption that LDCs are a passive ‘component in

(the arrows represent 1
) - directions of &
influence, not necessarily
of exportation)

DMEs

Fig. 1

world trade is not the product of reasoning but of liberal white guilt.
So we compare flows 1 and 2, and flows 3 and 5, and 2 + 3 with 1 + 53

but we never mention flows 4 and 6., Yet of course the single greatest

"~ disturbance to world trade in the last ten years, nay in all economic

history, has been alonzg flow &4: the quintupling of the oil price in
1973, 1If the Russians cannot sell their machinery to DiEs, or pay

off their debts, they have fundamentally OPLC to blame.
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1.2 Basic macro-theory

What institutions ought to be most disturbing and disturbed?
The answer is of course market economies, at whatever stage of devel=-
opment, For in the CPEZ (i) speculative money cannot cross frontiers,
since it is extremely strictly forbidden; (ii) the Preisausgleich
isnlates the general domestic from the general world price level -
though it cannot cushion the country from shifts in its terms of
trade; (iii) in a balaonce of payments crisis it has effective means
of cutting consumer-good imnorts before producer-good, eugpecially
raw material, imports; (iv) since inter-enterprise money 1s passive
no movements of liquidity preference and speculation are poscible in
this sector - while household movements of this kind avre of trivial
magnitude; (v, there is no Stock Lxchange, money market or second
tier - or third tier! - of independent banks.
The CFEZ should therefore have - and indeed has - no economic
"eyclest, ‘e use here that much abused word in its proper sense,
as a largely endogenous fluctuation, repeating itself with a decently
constant periodicity. We do not prejudge the question whether there
was ever such a thing under capitalism, We only assert thaf botn
high theory and low observation reveal nothing of the sort in CFis,
What they may still have - and indeed have - is fluctuations of
political origin. These are of course neither politically nor
economically endogenous, nor have they a decently constant periodicity.
Like all political events they are unique. But CFEs are subject to
them, and they are very much part of our remit,
It is difficult to explain the persistent.belief, on both
sides of the Iron Curtain, in Soviet-type trade cycles. DNo two,

continuously successive, regular cycles have ever been detected in
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the time-series of any CPE (one, of course, is no evidence for
anything). The Western predilection for such talk may be partly
intellectual imperialism: all that time we spent learning the
Keynesian economics must not go to wastg surplus human capital causes
exports, 1t must surely also be an attempt to negate a very clear
advantage of the CPE over capitalism, In Communist circles we note
that cycle-talk is confined to revisionists: people open to Western
ideas, who also have sunk a good deal of human capital in the same
kind of economics, Also the claim that there is a cycle is anti-
Stalinist, self=-critical., But all such work can be seen under
scrutiny4not to be based on an honest examination of time-series,
Therefore it is worthless,

We therefore expect CPEs (a) to absorb and dampen foreign
disturbances more effectually than DMEs, (b) to create disturbances
only as a result of political action., And knowing in a general
political-economic way how much importance they agttach to East-
West trade, we would expect (b) to be rather small, and surely much
smaller than the disturbances wrought by macro-movements in the
economies of DMeEs, However our own data in the tables below do not

tell us which trading partner has what causal role,

1.3 Basic micro-thecry

.But since the micro-economic decision in the CPE is arbitrary,
firrational" in the sense of Western allocation theory, and almost
purely administrative, we would expect greater instability than in
DMZs on these grounds-alone, Changes in price and quantity should

be fewer and sharper, simply because markets adjust themselves all
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the time, and far the most often in the right direction (ﬁerverse

movements being rare). Thus floating exchange rates have proved

themselves more stable than the "crawling peg," on any sensible
definition of the word "stable”,

However this "sensible definition" is not easy to arrive at.
in sec., 3 we use an ex post definition, which is good enough for
its purpose. But here we risk an ex ante one, which will allow for

the actual worry, expense and damage caused by exvectations of

instability. Ve call such expectations uncertainty,

The cost of uncertainty and actual instability is a strongly
disputed issue, but almost the whole of the literature concentrates
on costs to LDCs, It is possible to argue that costs may be imposed
on any type of trader, but that the effect of a2 given degree of
instability may be greater for an LDC, 1In general terms the costs
of unforeseen fluctuations in a market economy can be divided initially

inte three typesl. First there are those, such as ex post changes

lror an extensive analysis see Brainard and Cooper (1968),

7

in producer incemes, which are a direct result of the changes in
export earnings. Second are the ex post multiplier repercussions
which result from the reactions of the directly affectad groups.
Finally there are the ex ante effects of the defensive attempts of
agents to avoid or mitigate uncertainty: interest and warehousing
on stacks; interest and employment forgone by holding larger gold
reserves; increased costs of construction when investment projects
are accelerated or delayed; reluctance to take risks, etc. etc,

Partly overlapping with these categories, one can distinguish a
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further set of problems associated with the government sector. Thus
in an economy where a significant proportion of government revenue
originates in taxes on the foreign sector, export instability and
consequent import reductions can have a severe effect on ex post
evpenditure and ex ante expenditure gplicies. Compensatory action

may be necessaryl, which could entail an increase in the foreign

lTypical defensive action can involve the creatlion of markcting
boards to deal with the sale of major crops, and to moderate the
effects of fluctuations on labour incomes, Xingsten (1973, p. 381)
has noted the advocacy of regional trading blocs, while further
policies include the provision of storage facilities, buffer stocks
and international commodity agreements, In the longer run policies
of cxport diversification have been popular, ifhbf unproven efficacy,

borrowing requirement, with ics attendant long-run tightening of
the balance of payments constraint, Alternatively one might try
to expand reserves for this reason too, which from the viewpoints
of both the affected country and the world economy involves a
relatively unproductive use of resources,

Weak linkages and a typiclly ineffective armoury of counter-
cyclical or stabllising monetary and fiscal instruments suggest

"

that export fluctuations will damage LDCs more than oriis®, Even if

2It seems plausible that inadequate resarves azcounted in part for the
continued interest in the problem during the sixties amongst LJCs,
even in the face of reduced fluctuations., This possibility is
discussed in Lavson (1974a, p. 60).

fluctuations are accurately foreseen, effective anticipatory action
is not costless,
From the viewpoint of a CPZ there is normally little difficulty

in partly circumventing mild unforeseen fluctuations in demand for
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exports or supply of imports, But the necessity of selling on less

favourable markets imposes a real resource cost, and may delay or
render unprofitable a planned investment programme involving the

import of capital equipment.1

See Vanous (1978) p. 2 ftn. 2, who argues that the USSR harveste

induced grain imports are accompanied by a fall in imports of raw
materials.,

l.,4 Clearly this is a most complicated issue, with both micro-
and macro- aspects. We confine ourselves here to the ex ante micro=-
costts only; i.e. to the uncertainties introduced by free markets

on the one side and by annual trade protocols on the other, for
specific commodities only., We shall illustrate, but no more than
illustrate, the problem,

Let the dotted lines in Fig. 2 represent the quantities
purchased by competitive enterprises in a faeign DME, and the
continuous line be the successive annual import targets of a CPL,
both expressed in monthly terms, Both purchase about the same
quantity on average, and since both pay much the same prices the
price factor may be neglected. There is great uncertainty about
the CP&'s purchgses every year (the peg must crawl on 1 Jamuary
without fail, so to speak). There is of course no forward market

in respect of such larze quantities.
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In the free market let uncertainty be governed by the three months'
moving average of past changes without regard to sign (hence the
prolongation of the &otted lines beyond zero); and in the case of
the annual protocol let the mean expectation be of a 25% change on
each lst January. But owing to the shortness of human horizons let
this expectation weigh only for 3 months before the new protocol
is signed., So the whole of this big uncertainty falls on one
ﬁuarter, while in the other three there is no uncertainty at all.
But this still makes the whole procedure costly, since the various
subjective and objective costs of uncertainry rise as uncertainty
increases - a point the importance of which has been neglected. We
assume that when the rate of change of purchases is 0-1% per month
the costs are zero, since this change is below the threshold of
perception, lthereafter —%9 = ¥, where C is the costs generated by
uncertaintv, P the voiumg if surchases,

On these asspmptions the cost, measured in whatcover unit we
nlease, of ougizree-market time series is 1/0,95 and 11/2.3, and of

our annual protocol series 2,00, both on an average monthly basis.l

lWorkings available on request,

There is of course no empirical warrant for such a functiocn, and we

could have constructed it so as to favour the CPE, But this would not

be so very easy. For (i) if the levels of uncertainty are more or

less as described, and the uncertainty cost function is linear,
the actual value of _%Q is irrelevant: so long as the intercept
- 4“P
is constant the ratio of uncertainty costs remains 0.95 : 2.30 : 2,

(ii) I1f the function is not linear and increasing, we should expect

-

it to be exponential and increasing, The existence of an intercepnt,

~
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i.e. a threshold of imperceptibility of changes in monthly purchases,
would be very hard to deny, but it works strongly in favour of the
lower monthly changes the market provides,

Clearly the comparison of the two systems depends crucially
upon the amplitude or rapidity of the fluctuations in each, Thus
in free-market series II1 the peak is double the trough, in series 1
63%, and the uncertainty cost of the annual protocol system is
intermediate.

However between such a crude guess and a positive conclusion
there lies the necessity of much more work!
1.5 A similar analysis helps us to understand something about the
alleged destabilizing micro-effects of medium- and long-term contracts
(which have, as we saw, no necessary connexion with bilater alism),
In the left hand panel of Fig. 3 a large part Ca of a perfectly
competitive commodity market is stabilized by an annual-trade-

protocol type of agreement,




FIGURE 2
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Characteristically, the price is not the equilibrium price, but
never mind. Now exactly who is left in the free market?

(1) The unthinking view appears to be 1I: a random part of the
suppliers and demanders is left, and since the market is narrouwer
but the fluctuations in supply or demand no smaller the free price
and quantity will be very unstable, But the old supply and demand
curves continue to exist outside the original fice market turnover
ab, so that if total supply or demand expands by a given absolute
amount the effect is as it always was. A given absolute fall on the

other hand, of say total demand, will lower the free price more than

in the absence of the contract.l

lUp to the point b, the supply and demand curves in 11 are iso-elastic

with those in I, but their slopnes are steeper, so that a given absolute
drop in the demand curve produces a larger absolute change in price,

~
'.J-

’.M

S~

Sut then perhaps 111 only the intra-marginal suppliers and
emanders joined in the contract? Then the free market resembles Fig.3/
111, which is just as stable as 1, Furthermore it is politiczlly

very probable that the excluded aéents will be the marginal ones.

(iii) Or if, far less likely, IV only the marzinal agents joined?

Then, so long as there is no expansion, Qe have instability indeed,

even without any change in total supply or demand.

iv) Another pair of possibilities cannot be shown on our simple

.
diagram:

O

nly the stable, or only the unstable, agents join in the
contract. In the latter case the free price is more stable than before
so long as the contract (which would have to have a buffer stock)
does not break down.

When all this, and no doubt more, analysis has been performed,

~

we see ,that the remaining market is probably less stable thamnx the
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original whole market, But we must now "cost" the whole situation

as in 1,4, We must add the unarguable extra cost of this new uncertainty

to the very doubtful cost-saving of the contract itself, with its

highly costly "crawling-peg' procedure. Thus the blow we have struck

against Soviet-type annual contracts is a heavy one. But it scarcely

o e i o

touches buffer stocks, STABZX, etc, These schemes do not involve
sudden discrete movements, and since they do not split up the market

they stabilize it all, Of course they have to be well administered!

2. Actual behaviour

2,1 iloreover these micro-decisions are highly politicized., Countries
(and sometimes, because of their export specialization, commodities) |
rise and fall in Soviet favour, If the country is competitive in

. , . : : 1
the Soviet market it may be knocked out altogether (Australia 19547,

even at quite a cost to USSR (Yugoslavia 1948 and 19583, China 19623:

1The Fetrov crisis susvended wool purchases for several years
(Wiles 1968, p. 501).

UK 19722). If the offence is very great the same thing happens

zrhe expulsion of the 100 spies froze machinery purchases for several
years (Hanson 1979).

3These crises are better known, but cf. Wiles 1968, pp. 499, 507,

note that great offencde is usually given by other Communist countries).




BETNE POTI

L

11

The Third World is not spared (Egypt 1973).l It is our strong but

lin particular the switch in payments from non-convertible to
for arms deliveries after™mid 1972, in the wake of President
the termination of the Soviet military mission in July 1972,

convertible currencies
Sadat's demand for
is worth nothing.

unsubstantiated impression that DMis react to political offence
less often and less sharply. It is certainly to be expected,

since the capitalist state has far less control over its enter-

rises,

3

N

.2 Then there is bilateralism, We have already seen in 1.4 reason
to doubt whether annual protocols reduce micro-uncertainty. Such
protocols might be multilateral in intent, but they never are.

But the fact that they are always part of a larger bilateral
framevwork seems neither to add to nor to subtract from micro-
uncertainty. Dilateralism is an ex ante concept: it allows sub-
stantial annual swings in balances, and so can hardly constrain micro-
behaviour if totals are large and commodities numerous (cf. 2.6).
2.3 3But there is a growing practice of micro-bilateml ism, i.e.

the various buy-back arrangements., In these the capitalist investor
takes payment in some product of the CPZ, most often the product

of the factory he is putting up. But sometimes payment is in any
§roduct, and goes to, say, the capitalist construction firm. The
latter being nc expert mishandles the sales he is ccmpelled to make,
and this is highly destabilizing in the domestic market for the
product concerned. Thus a French building contractor in about 1975
took a large number of Bulgarian forklift trucks in payment, and
broke the French market.

For some reason ;normously much is made of this practice, both

in the trade literature and at confarences lilze this, We cannot but

x
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cry "caveat emptor", The French contractor must also have lost money
by his clumsiness (why didn't he sell some of the trucks in Munich?).
He is more of an object lesson than an argument.,

Such imports are sub-

Ject to the same state controls in DMEs as all others. The multi-

nationals, buying back products very similar to their own, cannot but
sign such contracts with care.
"Buy=-back" is inconvenient, and probably threatens micro-instability.

1f capitalists cannot look after their own interests the threat will

'..lc

materialize., But precisely its high transaction costs must surely
prevent it from spreading. It can only supplant "classical® or
"arm's-length' trade to the small extent that it is acceptable. Even

on the Soviet side it is less an aggressive plot against free markets

3

than the result of 3oviet internatioc

[#)]
-

12l 1lliquidity, For it worsens
the CPx's terms of trade if the capitalist makes adequate discount

for the transaction costs of the deal, and if the CPE does not pay for
the discount tgey should lose the deal, IMoreover if they wish to
penetrate the capitalist world they need to set up theilr own sales

organisations.,

It is of particular interest that the CFz most dedicated to economic
rTationality and smooth economic functioning, Hungary, prefers joint
ventures to buy-back agreements (Geuellette 1979},

"Buy~back" is a particularly strong instance of the general point
that bilateralism destabilizes prices, since it forces pre-ordained
~quantities onto narrow markets, This has been said against bilateralism
for many decades., 1t has no connexion with the gquantity-instability
that may or may not result from annual trade protocols (sec. 1.4), since
such pfotocols are entirely compatible with bilateralism,
2.4 Ihcro~bilateralism'itself is of course a macro-stabilizer, a

contribution the CF:Z makes to the world economic order, by putting

~
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a floor under the volume of trade with a DME or LDC, and not passing
on the deflationary impdses that hit it. When trade is multilateral
no country can make a specific commitment to any other, against a
reliable quid pro quo. We are all asked to cast our bread upon the
watavs, and pray that it will return to us in many days. The situation
among DIfEs as this is written is clear enough proof of the difficule
ties of multilateral reflation, But no doubt this = and the costs
in allocational efficiency of sacrificing multilateralism - is the
subject of other papers at this conference,
2,5 On a very different plane is the harvest failure, Primitive
and inefficient agricultures, like those of CPEs, are marked not

: only by low productivity but also by instability vis-a-vis the climate,

é More technical progress would correct both faults. The point is

% simple and unintellectuzl, but for all the few words we have spent

% on it it is as important as any other,

‘. 2.6 All in all we should not expect the CPEs to be comfortable
trade partners at micro~level, It may well be that their surprising
instability at macro-level vis-a-vis LDCs is due precisely to the
small size of their trade with them, Such small total sums, whatever
fhe macro-stability of CFEs, reflect the instability of their micro-
components,

3 Soviet-type economies (CFPEs) and econcmic instability in the LDCs

3.1 This particular transmission (no. 6 in our Fig, 1) has been

relatively neglected. In
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some ways it is easy to see why., CPE-LDC trade has never accounted for
more than three per cent of world trade, generally much less.Moreover
it has normally been of only marginal interest to the participants
themselves, and that sometimes merely an excuse for some windy
rhetoric on mutual cooperation,

Buried in the rather unpromising mixture of different
aspects of economies which it is necessary to use to understand this
area are several interesting questions which this paper will exumine,
In particular it will provide evidence on the relative stabhility of
CPE and DVME (developed market economy) markets for LDC exports:; on
the possible countercyclical purchasing behaviour &f CPEs

S and the
comparative experience of bloc and market LDCs in their trade with
the more developed CPEs.

Although there is no evidence of an imminent and dramatic
increase in CPE-LDC trade, the generally unsettled and depressed
economic conditions of the seventies have added a new interest to
such questions. It has been argued by Peortes (1878) that the long-
run economic¢ interests of CPEs lie more with DMEs than with LDCs,
and if this is true then it lends increased urgency to the assgess-~
ment of their potential market for LDC gocds. Moreover the DMEs, or
subgroups of them, have in recent years established a series of
schemes to mitigate the effect of export fluctuations on LDCs. In
a sense even if such schemes as STABEX or the IMF compensatory
facility are inadequate, even if the Yaounde and now the Lome
conventions are perceived as inadequate by LDCs, they do provide
a standard of behaviour by which to measure alternative trading
patterns By such standards CPEs, and some DMEsvdo not perform well,
and it can be predicted that if such schemes survive, Comecon will
have to try to match or surpass them if current ideological stands
are not to be compromised.

With these general considerations in mind the remainder




of Hye seclion is divided thins. Sectiorn 3.9

surveys the relevant literature on
. ] ) &Q.%\C\QE H\Sk‘v\o\‘\\\“ f‘f‘-.&?, Yy
relative instability. Section%E%includes new results on the relative

ingtability of world trade flows, while Section3.Sexamines the possib-

ilities for and evidence of countercyclical purchasing by CPEs from
LDCs.

a1

> ~

3.5 The type of instability which will he considered in this

and the following sections refers to fluctuations over time in the
money value of exports or total trade. Clearly the phrase 'fluctuations'
is somewhat vague and is given precision only when related to a

particular measurement system, The bulk of such devices separate out
tr@nd from variations about trend, and interest focuses on the latter.
There is a short discussion about such devices in III below.
Widespread interest {n the phenomenon extends over the
whole post-war period, although generally as a problem its serious
effects have been thought to be confined to LDCs. Investigations
covering CPEs have been fewer and fairly restricted in coverage.
The motivation for the interest comes frcm two sources. First,
from the viewpoint of comparative systems analysis it is interesting
to investigate the influence of planned or partly planned relations
on stability and compare such results with the outcomes of largely
markef relations, Second 1is the desire to examine claims by Soviet
and EFastern European writers that economic relations with CPEs offer
the stzbility which is necesszary for economic development, but lacking

in LDC-DME trade | _Ins\‘c\\h\iﬁ (B Q\‘lw\:\, @3\'\«3 (seciu) So

export fluctuations are of legitimate concern to

planners and policy makers alike, Thus the relative stability of
flows between different types of economic system 1s of practical
interest to both CPEs and LDCs. The results which are available in
this avea fall into two groups : those derived from aggregate data
on bloc flows, or built up from country-country results, and a rather
smaller number of specific micro analyses of specific markets or
particular countries.

The most important market studies are those by Neuberger
and by Hanson. In an investigation covering the trade in primary

commodities between LDCs, the West and the Soviet Union, from

1955~1961, Neuberger (1963) concluded that LDC trade with capitalist
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3.5 Even if we accept the evidence presented above, we might
still argue that, although apparently unstable as export markets,
CPEs' demand for LDC gonds can be used to offset changes in sales
to DMEs or to other LDCs. Thus, althoughgunstable in themselves,
such sales could have a countercyclical , stabilising effect on
LDCs. In this section we provide a little evidence on the unlikely
nature of the possibility, a short discussion of CPE responses to
LDC instability worries, and to DME or international stabilisation
or trade generating schemes,

The method used to inQestigate the possibility of counter-
cyclical purchases was straightforward. If such stabilising effects
occurred, then a rise or fall in sales to DMEs or to other LDCs
should be met by opposite movements in sales to CPEs (all groups
considered as blocs and not differentiated by precise destination),
The raw data used for Tables 4 and 4a were inspected for this poss-
ibility and the results are displayed in Table 5, Thus in fifty-
three cases (i.e. country-years), out of a possible 151 , a change
in sales to DMEs was matched by an opposite change in sales to CPEs.

Such (partly) offsetting movements occurred 50 times between “bther

LDaband CPE markets, and 43 times between DME and other LDC markets.
This last figure indicates that compensatory movements are practically
as frequent in LDC-DME trade as in trade with CPEs., As in the

former case there is little intention to make explicitly compensatory
purchases, so in the latter it is possible to deduce that same lack

of intention, or to argue that such promises are not fulfilled. In
both cases such movements are not particularly frequent.

It could be argued that an LDC will not wish to offset a rise
in exports to DMEs, but only to mitigate the effects of a fall, The
evidence of such possibilities is presented in column three of Table
5. Thus for the sample of fifteen LDCs, for the period 1962-73 there
were thirty country-years when their exports to DMEs fell, and on
twenty-seven occasions these were (partly) offset by a rise in
exports to CPEs. On the other hand, noting the data in column two,
there were twenty-six occasions when the reverse happened. The key
fact is, however, the relatively unimportant role of CPE trade in
LDC exports. }n practically all cases there was no reasonable

possibility of a significant fall in exporis to DMEs being fully
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offset by an increase in trade with CPEs.

The conclusion is that there

is little prima facie evidence of deliberate, or even unintentional
stabilising behaviour in relation to CPE imports from LDCs. ?
Before passing on to more general considerations of CPE-LDC
trade, several important limitations of the above analysis should be
noted. The phrasing of the questions suggests that export instability
is demand determined. The role and importance of supply shifts has
been neglected. Thus if LDCs desire stable export earnings then a
countercyclical buyer will have to be prepared to take a wider range
of quantities if significant supply instability is to be added to
demand instability. Second, there are undoubted cases where CPEs have
followed gsustained countercyclical purchasing policies., Cuvan sugar,
Egyptian cotton, Burmese rice and Brasilian coffee purchases have
all been made for this purpose. And there are so mecases of

destabilising behaviour, of which Sino-Soviet trade is perhaps only

the best known,

Third, the analysis has been over-simple in ignoring
the fact that not only may destabilising behaviour in one market
G o malbolies ~liler precass
affect the remainder,&but also stabilising behaviour can alsoc produce

the same result (w hith is mor o PR T -;%. MR LA MICT ~ SRR SRC., \J‘S)\

:

Finally, a full assessment ot CPE-LDC economic relations
would also include investigations into aid and into the effects of
irregular fluctuations in CPE economies on their demand for LDC
exports. CPE aid is small in relation to DME aid, but highly con-
centrated in certain countries. Moreover there have been several
occasions when CPEs have been able to respond to Western withdrawal
of facilities or refusal to undertake projects, and so could . be
said to be responding in a stabilising fashion ioBut in general there
are no formal compensatory agreements available to non-bloc members,
and stabilisation inside the bloc is ordinarily only an emergency

measure, .

The direct transmissicon of CPE fluctuations is a less

]

straightforward problem. Irregular fluctuations in CPE growth rates,

due to investment cycles, harvest problems or foreign trade difficulties
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effect of these phenomena on LDC exports is not. In principle
some influences ought to be observablc, for a standard CPE response
is to restrict imports of manufact?rgs q?? raw materials from outside
the bloc, Corroborating this VaHousigé;\fecently claimed that ( for
the USSR) during the year in which a harvest failure occurs, and in
the following year imports of raw materials are 'sharply reduced,'

While recessions in either DMEs or CPEs, even if only in
rates of growth, reduce import demand, CPEs may obviously react
rather differently to such pressures, The control of the foreign
trade sector implies that the cut in imports, for a given degree
of recession, may be severer than by DMEs. But against this, unlike
DMEs, if a decision is made to maintain trade with LDCs, then by
reductions in trade with other partners it can be enforced,lowever,
there is virtually no evidence’outside the cases already noted, that
this has happened.

The general tenor of CPE-LDC trade is such that deliberately
stabilising elements are likely to be rare, While bilateral trade
agreements sometimes undoubtedly have certain limited advantages
fpr LDCs, not least of which are savings in convertable currency, and
buy:ﬁifk clauses, the general desire of CPEs to run gurpluses with
LDgsgfo offset their chronic deficits with DMEs, rather attenuates
such gains, Morecver CPEs do not present rapidly expanding markets
for the manufactured goods which LDCs are increasingly able to cffer,
While the proportion of LDC manufactured exports going to CPEs
rose from 2.4% in 1960 to 3,9% in 1970, by 1974 it had fallen back
to 3.2% ’q The equivalent proportions of LDC exports of primary
products are 4,8, 6.1, and 3.5 per cent,

In general the CPés record on allowing LDCs access to
their markets has been no better and perhaps is somewhat worse than
DAMEs. For example the Soviet position on the GATT non-reciprocity
initiative is unequivocally negativé. GATT Article XXXVI para.8
states that ' the developed contracting parties do not expect
reciprocity for commit ments made by them in trade negotiations
to reduce or remove tariffs and other barriers to the trade of

less developed contracting parties.' Bogomolov has replied that

'The Soviet Union and many other socialist countries,..cannot accept
...the demand that the socialist countries should accord to the Third
World countr{és unilateral advantages on the non-reciprocity
principle."& And even though Czechoslovakia,Poland, Romania and

Hungary are nominally members of GATT, it-is quite unlikely that any
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such non-reciprocal concessions mean very much in the context of
centralised trade decisions,

Similarly membership and activities in international
commodity agreements designed to assist LDC producers have been
limited. Hungary, Romania and the USSR were, or rather would have
beenyparticipants in the non-operative 1973-1976 International
Cocoa Agreement. They, along with the remaining FEuropean members of
CMEA except the DDR, also belong to International Tin Agreement,
which is active, However, the onus of operating the agreement falls
on the producers, and no CPE has ever contributed to the buffer stock-

e NarhtAend g
fund. It is only fair to add that France ‘and ‘xare the only
consumer countries to have paid this voluntary contribution, In
addition the USSR has membership of some international study groups,
andthe International Sugar Agreement is of interest to several
CAMFA members,

It is however, in relation to trading preferences and
explicit stabilisation schemes that DMEs offer some decided advant-
ages to LDCs, Three types cf institutional innovations are worth
noting : generalisad preference schemes, regional trade groupings
and explicit income stabilisation plans. Under the first group come
such institutions as the Generalised System of Preferences (GSP)
schemes which are operated by all DMEsls. Such schemes generally
provide some limited assistance to LDCs in exporting manufactures,
semi-finished products and certain processed agricultural goods to
developed countries., Although under discussion since the early
sixties, the first scheme was not introduced until 1971 by the EEC,
But such concessions are fairly limited, for example, generally
excluding major LDC exports such as textiles, petroleum products and
leather,

As an example of a regional trade grouping offering
concessions to LDC exports one might take the Yaounde Convention
between Fra%pphone African states and the EEC, or the more elaborate
Lomé Convention between the EEC and forty-six African Caribbean an
Pacific LDCs. Under the latter convention, LDCs get duty free access
for most of Eheir exports, and certain further aid and trade
concessions, while in return according EEC exports only Min status,
The complex set of agreements includes a separate sugar agreement
which will cover about half of the world's traded surplus, and iron-
ically make 'world prices' thereby more volatile; a twenty per cent

import duty on bananas from non-convention states althmieh with

[
r,. a2z
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countries, This result is not confirmed by Hanson's study of the
comparative market conditions for sugar, raw cotton, jute,wool and
rubber, in the US, UK and USSR. He suggests that 'product by
product Soviet imports were often intermediate in stability between
US and UK imports'ﬂ. His earlier (1971) paper on the cocoa market
had suggested that fluctuations in the volume of cocoa imports into
the Soviet Union could be explained chiefly by purchase and inventary
policies-of a distinctly Western variety., The periods of the commodity
market study, 1960-1968, and of the cocoa case~study, 1960-67,
suggest that economic relations between LDCs and CPEs had in some
areas been normalised. Certainly Neuberger's results for the earlier
period were quite consistent with the individual country studies
of Goodman (1966;1967) for Ghana (1955-64) "and for Kenya, Uganda,
Tanganyika and the Federation of Rhodesia and Nyasaland (1954-63).
The results from studies using aggregate data can be summ-
arised under five headings; (1) Intra-Comecon trade is the most
stable of all trade patterns (Staller (1967) for 1950~63; Lawson
(1874b) for 1860~68). During these periods it was marginally more
stable than intra-DME trade, (2) Intra-LDC trade is amongst the most
unstable of all trade flows, (Erb and Schiavo~Campo (19638) for 1946~
66: Leith (1970) for 1948-67; Lawson (1974a) for 1950-69). (3)
LDC-DME trade is more stable than LDC-CPE trade (Staller, 1950-63 ;
Lawson, 1960-68). (4) Trade between the developed and developing
blocs is less stable than trade within the developed blocs (Staller,
1950-63 ; Lawson,1260-68). (5) For DMEs and LDCs there has been z
decline in instability during the post-war period, (Erb and Schiavo-
Campo,1946-66 ; Leith, 1948-67 and for LDCs only, Lawson, 1950-59).
Taking a superficial view of these results suggests that
CPEs may provide no less stable markets than DMEs for some primary
products, but over the wholé range of traded goods their performance
is less satisfactoryg. But it is ?nssib\e that the net effect of trade
with CPEs may be stabilising, that is it may partly offset instability
in trade with DMEs. A limited amount of evidence on this question
is provided in }.5below, following a re-examination of the already

identified regularities,
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33 Instability was defined in the previous section as the
luctuations over time in the monetary value of exports, imports or
total trade. In this section two indices of instability are used,
both of which measure deviations from trend in the relevant time
series, The first, labelled Il' is the standard deviation of

observed deviations.from an exponential time trend. The second,

Iz, is the normalised standard error of deviation~ from an estimated
linear time trend. As both indices remove tﬂe trend, growth over

the pefiod as a whole can be separated from annual deviations from
that path. As the construction of the two indices differs, and as they
are based on different assumptions about the growth path of the
variable, their values cannot legitimately be compared, and so
throughout this paper their results are analysed separately.

The choice of trend is arbitrary, and obviously determines

the definition of instability. Thus the extent to which a series

of observations exhibits the implicitly assumed quality may depend
crucially on the type of index used. Happily the reported results
suggest that in practice this problem may not be too serious. The

use of two (or more) measures is normal in this field, and generally
it reflects on unwillingness amongst researchers to commit themselves
to a specific mainatained hypothesis about the relevant trend, a
reluctance to compare different indices, and perhaps a general
uncertainty about how best to measure the characteristic 'instability’.

In most previous studies empirical generalisations about

relative stability have been derived from inspection of the mean
instability indices for groups of countries, On occasion this has
caused difficulties when a relatively unimportant country, recording
an extreme value, has exerted an undue effect on the group mean, There
are twc methods of avoiding this problem: the first involves weighting
the individual indices by a factor which reflects the country's
importance in group trend totals, and so producing a new summary
statistic, a group weighted mean instability index (labelled

78
wxl and w12) A

The second method, which also avoids any criticism of
the legitimacy of measures of central tendency treats each country/

period index as a separate entity, and builds up statements about
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the group from a consideration of each group member. This method
will work for comparisons within a group between two time periods,
for then each country will provide a pair of matched indices.
However, it will not work for comparisons between groups, for there
are then no adequate criteria for deciding how to match indices.

The relative incidence of instability in the various
export markets which are available to a country, given its degree
of supply instability, clearly determines the degree of instability
of that country's trade., But the apportionment of responsibility
for overall instability is less obvious. The method used in this section
is primitive and generally gives only qualitatively reliable
results, First a weighted index is constructed ffom data on the
share of DMEs,LDCs and CPEs in a ,state's exports, and the individual
instability indices for that country's trade with those markets, The
index is a non-normalised version of the weighted index described

above (thus now WI = 2 WiIi , i = 1...3). The proportion of this

"index which is due to any one market is then calculated (i.e.

Wjlj / = Wili) and compared to the weight attached to this market
(Wj). Thus the reported results indicate that a certain market
is responsible for x per cent of exports but y per cent of
instability.

The data used to calculate the indices and market shares
were for merchandise expcerts, in millions of current US dollars. The
choice of such data was dictated partly by availability, but more

significantly by the fact that almost all propositions in the field

are. derived from this type of data.

3.4 The empirical findings for this section are summarised in
Tables one to three. Table oné reports the instability indices for
aggregate trade within and between the three groups of countries., The
period is split in two for comparative purposes, and the two indices
are calculated in all cases. From Table one five major results arise :

(i) Intra-bloc trade is more stable than inter-bloc trade.
This is unequivocally true for 1960-68, but is wehakened
fgr 1967-73 by the relative increase in the instability
of intra~LDC trade.

(ii) Inter-bloc trade flows involving CPEs are the least
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stable of all flows. Again this is true for 1960-68
but for the reasons noted in (i) is somewhat weakened
for 1967-73.

(iii) Generally the agreement in ranking the flows by the
two indices is good, although slightly better in the
second period,

(iv) Intra trade is the most stable of all trade flows.
This is true of the period 1967-73, although ndt of
the earlier period.

(v) CPE-DME trade is relatively unstable in both periods.
Availability of finance, changing controls and shifting

preferences may in part account for this,

A possible problem which can be encountered in this type
of experiment iﬁ that the results may be sensitive to the level of
aggregation. To&gt least partly such fears, the procedure was
repeated using a sample of country/country trade flows. Tyenty-nine
countries were chosen Fihe developed market economies were selected
for their importance in world trade, the LDCs on several grounds,
Five countries were chosen from Africa,Asia and Latin America to
give a represcntative sample from the three less developed continents.
Within these areas the countries chosen are generally the more popul-
ous and contribute significantly to world trade.

Twenty-nine countries imply that there were a possible
406 separate trade flows to consider. However, as some countries
have no,significant trade with others, and as those trade series
with five or fewer observations were discarded, for with fewer than
six observations it seems unsafe to draw any firm conclusions on
stability, the number of flows was reduced to 327 (1960-68) and 314
(1967-73). The indices reported in Table 2 are the group mean indices,
which are used as indicators of the relative stability of the particular
trade patterns.

The results of this procedure are generally in line with
those produced by the aggreﬁgte flows. From Table 2 it is clear
that the relative incidence of instability does not change between
periods, the agreement between the two indices being complete,

\esv-thyécm\& Lise

The relatively great instability of intra >; trade now appears
in both periods. In general there is an impressive regularity about

the results.

Finally, it is possible to construct statements about
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bloc trade instability in a third way. Rather than consider aggregate
flows (Table 1), or samples of group mean indices (Table 2), we can
weight the individual trade flow indices by their importance in

group trade, and produce weighted group indices. The results of

this exercise for the period 1967-73 are shown in Table 3, This

table indicates that the rankings are identical to those in Table 2.
Thus no further modifications are needed to the original propositions.
The robustness of those results, under alternative methods of exper-
imentﬁis proven.

Turning from total trade to a specific examination of
exports, Table 4 tackles the problem of assessing the various
exports markets open to less developed countries. Thus for each LDC
data wgpecollected on its exports to other LDCs,DMEs and CPEs, and
instability indices calculated for the relevant flows. The apport-
ionment of total instability between those markets was made according
to the method described in the previous sub-section. As there were
no serious disagreements between I1 and I2 the summary Table 4a for
all LDCs was calculated using Il.

From the summary Table 4a, where the entries are averages
of the data in Table 4, it is clear that in the period 1962-67, CPE
export markets accounted for a disproportionately high percentage
of instability. However, in the second period the distribution
of responsibility is breocadly in line with the relative importance of
the various markets.

An examination of the detailed results in Table 4 discloses
two further pieces of evidence: First, in the cases of India-and
Egypt, where CPE markets are of primary importance during the period
1962-73, .the distribution of exports and of responsibility for
instability are similar in both sub-periods. This suggests that the
discrepancy between market significance and instability respounsibility
for CPEs is reduced as their significance as market outlets increases.
Second however, even in the period 1967-73, the proportion of exports
accounted for by CPE markets is greater than their imp W ted proportion
of instability in only four cases (India,Egypt,Indonesia and Iran).
Thus the conclusion that CPE markets offer the least stable outlet for

LDC exports, although relatively weakened recently, is inescapable.
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and duty free entry for vegetable 6tls (bypassing the normal

twenty per cent tariff). Although Lome is a five year agreement

due to expire at the end of 1979, the sugar agreement is in principle
indefinite but due to be reviewed after seven years in 1981. It
commits exporting states to providing annually negotiated volumes at
prices linked to the EEC support prige. One slightly disturbing
feature f6r LDCs is the provision for resale by EEC members on

third markets, thus potentially driving down the world price. Such

a result was produced by reselling meat in 1975. The phenomenon

of destabilising 'tourist' products is thus not confined to LDC
sales to CPEs, although it is difficult to find evidence of its
importance,

The examplesof explicit stabilisation schemes are perhaps
more impressive on paper than in action, The IMF cdﬁpensatory
financing provisions provide for sums of up to only a quarter of
the LDCs' IMF quota to be made available in addition to the ordinary
quota, Given the level of LDC guotas the protection is minimal, and
moreover is attached to the normal IMF policy strings. The STABEX
scheme, which is part of the Lomé Convention, is equally marginal in
the level of its potential support. It is intended to stabilise the
export earnings from thirteen commodity groupslg, when export
earnings from the EEC market fall beneath a four year moving average.
Bbut the funds available under this redistributional scheme amount to
no more than a few per cent of eligible exports.

In summary it can be argued that the results of this and
the previcus section indicate twc key points about CPE-LDC trade.
First, that for most LDCs @ts relative insignificance renders it of
little use as a potential stahilising instrument, Second, that despite
claims to the contrary, there is little or no evidence that in
practice it is particularly stable, or has any important counter=-
cyclical properties, If the schemes to foster increased and stable
DME-LDC trade which has just been reviewed became only a little more
genérous in their scope, then it would seem that CPEs would have to
offer something more than the present rather limited bilateral
agreements, if they are not to appear less accommodating than their

political rivals,
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FOOTNOTES TO SECTION 3

See for example Zevin (1971).

Hanson (1972) p. 295.

It is important to note that supply induced instability may
well be as important as the demand induced instability which
appears in this conclusion. The implicit assumption behind
the neglect of supply induced instability in such studies is
that fluctuations in supply conditions do not differ between
export markets, whereas clearly conditions on those markets do
change at different rates for any given potential seller. Also,
even assuming that instability is solely supply induced,

the elasticities of demand on the different markets will
determine the relative instability performance of the outlets.
Provided the LDC has only a limited range of exports which

are sold in most parts of the world market, a more detailed
analysis of supply induced instability is not needed,.

The formal derivation of the group mean weighted index as
follows: If there are n countries in thesample (j = l....nJ,

and m years in the period then X, represents the value of
exports of country i in year t. * The weight wi for this
country is its percentage of group exports during the period.

To compare welghted to unweighted means, the normalised weighted
mean is written as WI = ZWili /100,

The countries were : CPE - Bulgaria, Cgechoslovakia, East Germany,
Hungary, Poland, Rcmania, Soviet Union ; DME - United Kingdom,
Japan, Canada, United States, France, Wesaagrmany, Italy; LDC

~ as listed in Table 4. The trading blocs analysed in Table 1
follow the United Nations classification of countries, wherety
Yugoslavia is includedwith DMEs and Cuba with LDCs. Such

slightly eccentric labelling should not significantly affect
the results.

This term is used in a rather wider than normal sense to mean

contrary movements in year to year export flows, by direction
of trade. ’

i.e. 1962-73 gives 11 possible counter movements per country, but
suitable data was only available for Algeria during 1967-1972 and
for Indonesia 1967-1973, and until 1972 for Iraq, Iran and Peru,

It would clearly be possible to construct a more elaborate test of this
'compensation' hypothesis. For example, deviations from exponential

or linear time trends could be used as test data, rather than absolute
changes in the level of sales. Preliminary results indicate that
substantial ‘'compensation' occurs ( as might be expected) only where
CPEs account for a substantial proportion of trade. Extending the test
period to 1976, subject to data availability, produces the following
assessment. Taking falls in exports to the combined DME and 1bC
markets of the sample countries, CPEs would have had 0 pick up a
$6205m shortfall (current prices) to compensate the sample countries
for this loss of earnings. In fact, during the years when these short
falls occuried, exports to CPEs rose by $682m, giving an 11% 'pretection
ratio'. But for Egypt this ratic was 90%,for Peru 30% , India 27% and
Pakistan 22%. Placing the problem in perspective, short—-falls in sales




to combined DME and LDC markets accounted for only 2% of total sales to
these markets while falls to CPE markets, at $891lm represented 4%

of sales to CPEs. A more comprehensive assessment is being prepared
and details will be available on request.

9. Over half of Soviet and East Ruropean aid committments in the
period 1954-72 were made to only five countries : Egypt, India,
Iran, Iraq and Pakistan. The geographical concentration of
aid is equally clear. See Holzman (1976) p.191.

10. Most notable in the case of the Aswan dam (1964), the Bhilai (1955)
and Bokharo (1964) steelworks, and the US boycott of Cuba,

11. GATT International Trade, the picture for bloc LDCs is of course
different. Im the period 1970-72 Asian developing CPE exports to
CMEA comprised more than fifty per cent manufactures, non CPE
developing country exports only 18.6%. (Morton and Tulloch, 1877,
pp. 163-165, discuss this discrepancy),.

12, O, Bogomolov (1978), quoted in Portes (1978) p.54.

13. Bulgaria, Czechoslovakia and Hungary operate GSP schemes, and
Poland and the USSR formally have similar arrangements, but as we
have argued above, in the presence of detailed central control of
foreign trade, it is not clear that the mere existence of such a
scheme confers any advantages on LDCs. The protocols for the
accession ~f Poland and Romania to GATT (in 1967 and 1971 respectively)
are interesting in that they both specified percentage increases in
imports from GATT members as a condition of entry. Hungary argued that
as its tariffs had market effects the normal tariff reduction bargaining
process was appropriate. Although only partly convincing the argument
was accepted and Hungary was admitted in 1973. SeeRculand (1975) for
further details., It ought to be added that the imposition of various
types of tariff quotas, and strict rules of origin by DMEs has severely
restricted the scope of GSP concessions (Morton and Tulloch 1977,
pp. 169-75).

NP ST
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1l4. Bananas, coffee, cocoa, cotton, coconut oil, copra, groundnuts, hides,
palm products, sisal, tea, timber and iron ore., At its inception
375m UA were earmarked for this programme during the five year period
covered by the convention,
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