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for the general's radical effort to put Burma's
economy in the hands of the Burmese.,.Burma's
Socialist military government has put industrial
and economic control in the hands of Burmese and
achieved General Ne Win's objective. But the price
has been staggering. 4/

Whatever one may say of such goals as putting control
of the economy in the hands of nationals or building up military
power, economists should be able to agree and to proclaim to all
who will listen, that no country should turn its back on nearly
two hundred years of economic wisdom and compound its problems
by sacrificing efficiency for the sake of saving foreign exchange.
In fighting this battle, they may even bring about a wider
realization that other goals too are dependent on efficiency,
and thus deflect others from the unhappy path that Indonesia
has followed. If so, we will see fewer countries go broke while
"saving" foreign exchange.

E/ Harrison E, Salisbury in the New York Times, June 20, 1966, p. 8,




ATTACHMENT

Assume the existence of two countries, Ruritania
and Urbania, both of which produce only two commodities--
cotton and wheat--and with currencies denominated by the $ sign
that exchange one for one, Also assume that the Ruritanian
cotton and wheat delivered in Urbania cost $10 and $5 unit,
respectively, and that Urbanian cotton and wheat delivered in
Ruritania cost $15 and $10 per unit, respectively. Assume that
transportation costs, either way, are low enough to be treated
as nil for the purpose of this analysis,

Given these assumptions, Urbania should
Ban imports of Ruritanian wheat and cotton

Reach an agreement with Ruritaniz tbhat would stipulate
that Ruritania should produce wheat and Urbanian cotton
and that the two countries should exchange these
commodities with each other,

Impose a tariff of at least 50 per cent ad valorem on
cotton and 100 per cent on wheat,

Subsidize production of either wheat or cotton, or both,
to enable domestic producers tc compete with Ruritania,

Maintain free trade with Ruritania and trust to natural
processes of adjustment to eventually bring about payments
equilibrium,

Maintain free trade with Ruritania but alter the exchange
rate,




Typical Interview on The Practical Application
of the Law of Comparative Advantage

We have a twec country world in vhich each of the countries is
producing only two commodities, wheat and cotton, ‘Assuming
transportation costs to be so negligible that they can be
disregarded, Urbanian cotton sells for $15 a unit and Urbanian
vheat sells for $10 a unit, both at home and in Ruritania,
wvhile Ruritania can sell cotton for $10 and wheat for $5,

You have indicated that under these conditions you would not
recommend that Urbania ban imports from Ruritania, but you
would suggest that these two countries reach an agreement
providing that Ruritania would provide Urbania with wheat in

exchange for Urbanian cotton, You would not favor the use of either

tariffs or subsidies by Urbania to ensable producers to compete
with Ruritania, but you would maintain free trade and trust to
the processes of ad justment to eventually bring about payments
equilibrium, You would not alter the exchange rate,

I worked it out using comparative advantage,

How does it work out?

Ruritania has a comparative advantage in wheat and Urbania in
cotton, They would bargain back and forth and reach an agreement
that would enable each to produce the commodity in which it
enjoyed a comparative advantage and sell it to the other country,

How is this going to be accomplished? Ruritania is able to sell
both commodities at a lower price than Urbania, Who is going to
buy the Urbanian wheat or cotton?

Ruritania will buy Urbania cotton,

Who will buy it? If you were a cotton spinner in Ruritania and
an Urbanian offered you cotton for $15 a unit, would you snap it
up? Or would you prefer to buy Ruritania cotton for $10 a unit?

I assumed this applied to the economy as a whole, not to the
individual producers and buyers,

No, we are talking about an approximation of the real world in
which business is carried out by individuals,

Well, if the Urbanian wanted to sell the cotton and the Ruritanian
said Ruritanian cotton was cheaper, then the Urbanian could say,
"1f you produced wheat and I produced cotton, we would both be
better off
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But the Ruritania spinner says, ‘I don't want to produce wheat,
As a spinner, I have to buy cotton at the best price I can

get it for, 1 can buy Ruritanian cotton for $5 a unit less
than Urbanian cotton, How would it mzke me better off to pay
$5 a unit more than is necessary?

(Perplexed silence)

Would you then say, "Maybe you as an individual will be

losing money, but we know according to the law of comparative
advantage it ought to work this way. I am going to get your
government to prohibit anyone in Ruritania from growing cotton
and require that you buy cotton from Urbania at $15 z unit, This
vay you will be better off, and we will be better off,” 1Is

that vhat you would do?

I wouldn't go that far,

But you indicated that you agree with the statement that reads,
"Reach an agreement uith Ruritania that would stipulate that
Ruritania should produce wheat and Urbania cotton and that

the two countries should exchange these commodities with each
other,

I didn't say a government agreement.

How do you get an apreement? The businessmen are certainly not
going to make it,

If ycu could get the government to impose such an agreement it
might work according to comparative advantage, but I don't know
how well it would go over with the people,

Why should it be unpopular if it makes everyone better off?
I guess it would be a good idea.

This would suggest that the law of comparative advantage can be
used as an argument for bilateral trade agreements, which are
the antithesis of free trade.

Given the conditions that have been laid down in the example, I
don't see how trade could take place without an agreement, If
these two countries tried to follow free trade policies Ruritania
wouldn't buy anything from Urbania, According to the theory of
comparative advantage they would, but I can't explain how it
would work,
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Ii Ruritania would not buy anything from Urbania, and Urbania
did buy wheat and cotton from Ruritania, what would happen to
Urbania?

Then Urbania would be in trouble,

Is there any solution to that under free trade?

Nct that I know of,

What are the Urbanians going to use to pay the Ruritanians with?

They would use Urbanian dollars,

What happens to the Ruritanians who are getting all these
Urbanian dollars? What are they going tc do with them?

They are going to have to start buying Urbanian cotton,
Do they have to start buying it even though it costs more?

No, The Ruritanian people are going to get stuck with Urbanian
money,

What will happen to the value of Urbanian money in Ruritania?
It will go down,

What happens to the price of the Ruritanian dollar in terms of
the Urbanian dollar?

It will go up.

What then happens to the price of Urbanian wheat and cotton in
terms of Ruritanian dollars--say if the value of the Ruritanian
dollar doubles? '

They will fall,

By how much?

By half,
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Q. 1In that case you would have Urbanian cotton selling for only
$7.50 Ruritanian dollars compared to $10 for Ruritanian cotton
and Urbanian wheat would be R$5,00 compared to R$5,00 for
Ruritanian wheat., Would trade take place under those conditions?

A, Yes, It would be profitable for Ruritania to buy Urbanian
cot:ton, They would both have the same price for wheat, and so
that wouldn't move,

Q. Yes, a somewhat smaller change in the value of the Urbanian
dollar would be all that would be required to permit the sale
of Urbanian cotton in Ruritania and Ruritanian wheat in Urbania,
Under these conditions apparently trade would take place and
production would be governed by comparative advantage,

That is one way for the adjustment to take place, Is there any
other way? We have been talking about a situation in which
these countries have managed currencies, What if they were
using gold coin?

A. In that case gold would tend to flow from Urbania to Ruritania,
Prices would tend to fall in Urbania as gold flowed out and
rise in Ruritania as gold flowed in.

0. In other words, the adjustment would tuke place by the relative
changes in the movement of prices and wages in the two countries,

A. Yes,






