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January 12, 1978

Dear Mr. Chairman:

Thank you for your letter of December 12, 1977
inviting Mr. Enzo Grilli, a World Bank staff member, to
testify on H.R. 9486, a bil} to authorize a U.S. contri-
bution to the recently established Tin Buffer Stock.

We regret that Mr. Grilll will have to decline.

The World Bank, as you know, is an international organiza-
tion with 130 member governments. As such we have been
careful to avoid having our staff testify before parliaments
of our members relating to policy matters, which are likely
to involve the Bank and members of its staff in national
controversies. Accordingly, we do not believe it proper

for Mr. Grilli to testify on H.R. 9486, even if he were to
attempt to distinguish his views from thosa of the World
Bank. Ve hope you understand our position in this regard,

We would, however, be happy to make available to
you any information we have concerning international tin
markets. This would be done through the office of Mr.
Edward R. Fried, United States Executive Director of the
World Bank.

Sincerely,

John E. Merriam
Director
Information and Public Affairs

The Honorable Jonathan B. Bingham

Chalrman

Subcommittee on International Econemic
Policy and Trade

Committee on International Relations

House of Representatives

Washington, D.C. 20515

c€c: Mr. E. R. Fried, U.S. Executive Director
bce: Messrs. Nurick, Karaosmano lu, Cheetham, Grillj
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Washington, D. C.
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Dear Mr. Grilli:
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December 12, 1977

This letter is to request your testimony at hearings of the Subcom-
mittee cn International Econemic Policy and Trade which are tentatively
scheduled Tor the Tirst or second week in February.

: The purpose of these hearings is to evaluate specifically H.R. 9486,

a bi1l to authorize a U.S. contribution of up to 5,000 tons of tin to the
 Tin Buffer Stock established under the Fifth Internaticnal Tin Agreesment,

particularly in terms of the impact of such a contribution on U.S. Toreign

policy interests; and to explore the Administrations's plans for participating

in further commodity price stabilization schemes.

The Subcommittee-invites you, as an expert on tin,. to provide us
with an analysis of past, present and projected trends in the tin market.
Your testimony should address: (1) the conditions affecting shifts in prices
and supplies of tin such as the nature of the metal (quality, mining tech-
niques, etc.) and its principal producers and consumers; price elasticity
of supply and demand; health of the world economy; activities of the Inter-
national Tin Council; use of production controls, taxes and royalties; availa-
bility of substitutes; existence and actions of the GSA Stockpile; invest-

)

ment climate in producing countries, etc.; (2) the market impact of the
proposed U.S. contribution to the International Tin DBuifer Stock and of a

. . GSA stockpile sale of up to 30,600 tons of tin which has been recommended
by my collcague, Mr. Mollohan; and (3) projected shifts in the demand for
and supply of tin over the next two decades.




Mr. Enzo Grilli .
Decewber 12, 1977
Page 2

Please confirm your availability during the proposed period as soon
as possible with PaulaBelkrap of the Subcommittee staff (202-225-3246) , who
is handling the details of these hearings. We will provide the date as soon
as it is definite.

I attach an instruction shecet and a copy of H.R. 9486 to aid the
preparation of your testimony.

The Subcommittee Tooks forward to your testimony.

Sincerely, i /}\ﬁﬂ

o‘/-nﬁ--"’-—"'"wm /‘-?""""—""

Jonathan B. Bingham

Chairman

Subcommittee on International
Economic Policy and Trade

JBB:pbcr

P S. You are invited to testify in your capacity as an expert on the tin
market and nothing you say snall be construed as representing the
official position of the World Bank. You will presumably want to
reaffirm this understanding at the outset of your testimony.
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16 February 1973.

Dear Mr. McNamara,

The International Tin Council, which has been the governing body of success-
ive five-year Internatiomal Tin Agreements since 1956, is making the necessary
preparations for a United Nations Conference teo be held in Geneva in May/June
1975 for the purpose of negotiating the Fifth International Tin Agreement

to come into effect after the present Fourth Agreement terminates om 30

June 1976. A Preparatory Committee established by the Council, on which

the International Bank for Reconstruction and Development had observer
status, reviewed the articles of the Fourth Agreement and prepared (without
commitment on the participating member countries) a working document con-
taining a draft Fifth Agreement to be considered at the United Nations Tim
Conference.

The Preparatory Committee has directed its attention principally to those
measures which offer the possibility of improving the function of a well
established and tested Agreement. The central question under discussion in
the Committee was the size and financing of the buffer stock. The view was
advanced in the Committee that the Council's efforts towards moderating
market price fluctuations, in the short- and medium-term, could prove to be
more effective if the buffer stock were substantially enlarged.

The thinking behind this suggestion is that past experience has shown that
the Council has been obliged to rely, at times of sustained market weakness,
on the imposition of export controls in producing countries to support the
floor price of the Agreement, and therefore, it has been argued, a much
larger buffer stock could avoid or delay the imposition of export controls
at such times.

The Council, under the present Agreement, has available to it both the buffer
stock and a power to apply export controls in certain circumstances. This
power would doubtless continue under the Fifth Agreement, as it is mnecessary
to provide against the effects of prolonged periods of surplus due to unpre-
dictable circumstances such as a possible world recession, which resulted in
sharply reduced world demand for tin. The use of export controls, however,
can have the effect of curtailing the rate of production growth and retarding
plans for investment in exploration and in production capacity. It 18,

o f-.,l/wr ’




therefora, argued that a strengthensd buffer stock used te avoid or to delay
imposition of export controls would be bensficial to the tin producing indus-
try and also to tin consumers in terms of availability of supplies. The
buffer stock would also be more effective in moderating short-term price
fluctuations in the macket. !

The buffer stocks of the first three Tin Agreements and the current Fourth
Agvesment have been financed by compunlsory contributions ot,the mambar pro-
ducing countries. The producing members of the present Agreement aves
Malaysia, Bolivia, Thailand, Indonesia, Nigeria, Zaire and A-sttalia. Pro«
viaion has th’ﬁ;& in all Agreements for voluntary contributions from member
countries, and, under the Fourth Agreement, voluntary contributions have
been made by two consuming countries, France and the Netherlands., The
financing of an enlarged buffer stock would either involve producing countries
in much heavier financial responsibilities, or require contributions from
consuming countries members of the Council. Alternatively, or complementary
to, increased member contributions, whether from producers or consumers,
would be the provision of finance from an international organisation such

as the International Monetary Fund or the World Bank.

The size of the present buffer stock of the International Tin Council is
limited by the obligation of producing countries to provide cash or metal
equivalsnt to 20,000 tons of tin, plus any voluntary contributions made by
consuminz countries. The cash equivalent of the tin is estimated at the
floor price (£1,350 per metric ton) in force at the inception of the Fourth
Agresment in July 1971, The total cash equivalent of compulsory comtributions
js thus £27 million sterling The total value of the voluntary contributions
by France and the Netherlands is £1,887,000. However, for the Fifth Inter-
national Tin Agreement, in view of the 1ncrea5e in floor price under the
¢t and changes in exchange vates, the cash cost of contributing

lent of 20,000 tons of tin metal, would be around double this
amount or perhaps even more. If the buffer stock is to be enlarged by say,
a further 20,000 tons, the cash and credit requirements would be correspond-
ingly greater. The provision of financial facilities of these dimensions
poses problems and the Council wishes to explore the possibilities of obtain-
ing additional financial backing from internatiomal sources,

=
=l
5 &
=

At the Council's fifteenth sessiom, held in Kuala Lumpur im October 1974, a
decision was taken to approach the International Mometary Fund in this
connection. I wrote to the Managing Director of the Fund on 5 November 1974
on behalf of the Council to open up with the Fund the possibility of a
solution being found to the problem of financing the buffer stock of the Tin
Council under the Fifth Agreement. The Fund already has a buffer stock
financing facility, but this is restricted to making available foreign ex-

/“ltic‘-




change for producing countries who are members of the Council to enable them
to maks contributions to the Council's buffer stock, provided those countries
have a balance of payments nzed. The question now requiring consideration

is whether some direct assistance (cash availability and/or standby credit
facilities) can be provided for the operation of the buffer stock itself.

At theCouncil's sixteenth session in London, which concluded on 31 January
1975, the Council decided that for the purpose of further exploring the
possibilities of divect finance for the buffer stock, an approach should

also be made to the World Bank to request that the Bank give comsideration

to the question whether facilities can be made available for divect financing
of the buffer stock., The Council is of the view that both the Bank and the
Fund should have the opportunity to study the prohlem in detail well in
advance of the United Natioms Tin Conference in May/June 1975, so that the
Fifth Agreement negotiations can take fully inte account any findncing or
credit arrangement that may be feasible.

It would be highly appreciated if the Bank could give consideration to this
letter with a view to the initiation of early discussions which would assist
the Council in finding a solution to the problem of flndnCLHg the buffer
stock under the Fifth Agreement.

Yours sincerely,

AL
i e
(HW Allen)
EXECUTIVE CHAIRMAN

Mr Robert § McNamara,

Presideunt

International Bank for RECOBStTUCLlOH and Development
1818 H Strset NW

Washing ton DC 20433

U S aA




DRAFT=L/6/75

VISIT OF MR. H. W, ALLEN AND MR. R. T. ADNAN OF

THE INTER:

TIN COUNCIL

April 29 (Tuesday)

9:30 a.m. - 12:30 p.m.

1:00 p.m- -

2:30 p.m. - 1230 pum.

April 30 (Wednesday)

¥orning

May 1 (Thursday)

Morning

1:00 pote -

Meetings with IMF Staff
represented)

Lunch by Mr. B. Kharmawan and
Mr. Choi Siew Hong, Executive
Directors for fund and Rank
IMF Dining Room

Meetings with Bank Siaff

Room D-L61

State Department

Lunch by Mr. H. J, Witteveen,
Managing Director, IMS
Meetings with Bank Staff

Room D=-L&1

Open for follow-up meetings,
as needed.

Lunch by Mr. J. B. Knapp,
Senior Vice President, Operations

Mr. Knapp's Private Dining Room



TiDEX OF FLUCTUATIONS IN SELECTED COMMODITY
PRICES, VOLUME AND Eﬁ?ﬁlﬁGS_Zi
Comnodity Prices /2 Volume /3 Barnings /L
Tin 6.2 he7 8.7
Copper T340 3.2 11.h
Lead 12.9 27 10.6
Zine 13.2 3.4 15.9
Iron Ore . Lh.2 Bak 8.0
Manganasse Ore Tl Fed 12.9

/1 The index of fluctuation is calculated by taking arithmetic mean
of annual differences between observation and five-year moving
averages, void of signs and expressed as percentages of the moving
averages.

/2 The pericd covered is 1950-73.

The period covered is copper, 1952-72; +tin, lead, zinc, iron ore,

manganese ore, 1953-72.

/iy The psriod covered is 1950-72.

ort No. L67, Price Forecasts for Major Primary
sy June 19, 197h.

Commodities & Hxport Projections Division
Economic Analysis & Projections Department
Development Policy Staff
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FROM: The Secretary WBG ARCHIVES ' farch 13, 1975 -

UNCTAD - COMMITTEE ON COMMODITIES

Integrated Programme for Commodities

Attached for information is a report on the meeting of the UNCTAD
Committee on Commodities held in Geneva from February 10 to February 21,
1975. The report, which is confined to one of the items on the
Committee's agenda, namely an integrated programme for commodities, has
been prepared by the cbserver who attended the meeting on behalf of the
Bank. A copy of the statement made by the observer at the same mesting

is also attached,

Distribution:

Executive Directors and Alternates

President

Senior Vice President, Operations

Executive Vice President and Vice President, IFC
President's Council

Directaors and Department Heads, .Benx and IFC



INTEGEATED PROCRAMME FOR CCHHJDTT

i, UNCTAD Committee on Commodities met in Geneva, February 10-21,
1975, to discuss, among other subjects, an integrated (i.e. multi-
cormodity) programme for commodities covering a wide range of primary.
products. The principal objectives of the proposed progranme are

stabilization of commoalfy prices at an adeguate level and security of
supnlles in international trade. The rationale for favoring the simul-
taneous nsgotiation of up to 18 commodities, as compared to the
traditional, commodity~by-commodity: approach is that it offers a broader
bargaining framework within which to reconcilzs the diverse interests of
a large number of producers and consumers.

2. The core of the integrated approach is the establishment of
internationally-held and internationally-managed buffer stocks and a
Common Fund to finance them. The staff report suggested that tentatively
18 commodities could be considered suitable ?o“ inclusion in such a program.
For illustrative purposes, it estimated that, at 1970-7h or 1972-Th prices,
the Common Fund would need a line of credit of $11 to $13 billion, with
one-half of the amount required for grains alone (table 1).=/ The fund
could be financed from a number of sources, including a levy on exports,
conbributions from importing and producing countries, borrowings from IMF
and the World Bank, and spscial assistance from individual {oil) countries
willing to contribute, : ' '

whe need for action, the Secretariat pointed out that
the ccmmci;:7 boom =3 been short-lived and the non-oil developing countries
likaly to face serious deterioration in their terms of trade. Even in
197 «‘97h, wnen the price boom contributed $47 billion to world trade in
non-cil primary products, the benefit to the developing countries was only
$11 b1¢1431. For 1975, OECD has estimated that its members could expect to
gain 37 billion through the deterioration of the terms of trade of non-oil
developing countries. The Secretariat pointed out that the commodity-by-
commodit vy approach towards stabilizing prices had not been effective and an
alternative should be explored. However, it was stressed that the proposed
tegrated Programme does not discard the commodity-by~commodity approach,
but is meant to provide a comprehensive framework for such agreements.

h. The Committee met against the background of the Dakar declaration
issued in the previous week by the Group of 77. This declaration expressed
the view that the developing countries continue to be at a bargaining
disadvantage in restructuring world trade. The developed countries have
not taken much action to sclve the commodity problem and there is no price
support in world markets for primary products in marked contrast to the
systems operating in the domestic markets of the developed countries. The
Group of 77 passed a number of resolutions, including one proposing the
setting up of a special fund by the developing countries for financing

}/—These are aggregate amounts; since not all buffer stocks would be buying
simultaneously, the actual credit would be much smaller.
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2t of producers! associabions
implementing these resolutions

S The developing countries, as
and China stronzly supported the UHCTAD ;
3

ell ag the Bast European countries
e proposals at the Commitbee on
Commodities. However, one country did caution the Committas that developed
countries should not be identified as the importing countries, just as dsvelop-
ing countries should not be identified as

s S the exporting countries. The distrie
bution of bensfits should be carefully examined lest a large share went to the
richer nations,

&, The industrialized countries wanted

more time to study the issues
involved and requested furthar refinsment of the proposals, including
priorities and finaneial needs. However, in their individual positions

several countries supported the creation of buffer stocks for conmodity
rice stabilization.

i The Common Market countries stated t

the

nat the present concern of
12 consumer countriss for stabilit

¥y of supply is paralleled by the concern
of the producer countries for stability of export earnings. As a first

step they were willing to negotiate commodity agreemsnts on wheat, maize,
rice, and sugar. Since coffee, cocoa and tin agreements were due for
renegotiation this year and the FAQ Intergovernmental Group is examining
the possibility of a tea agreement, they thought that their offer covered
& sizeable portion of the UNCTAD proposed 1ist of 18 commodities, although

they realized that foodgrains were not of major export importance for the
developing countries. .

4% 1ts concluding session the Comittee agreed that the Secretariat's
ituted a useful basis for farther work on an Integrated

d lead to just and 2quitable solutions to the problems of
L requested the Secretary-Ceneral of UNCTAD to elaborate the

e proposed Integrated.?rogramme, further including:

®
el

(a) suitability of individual comm
measures including cperating
of intervention, - size, loca
and .

odities for stocking, - management
principles and rules and objectives
tion and carrying costs of stocks;

(b) amounts, terms, techniques and prospective sources of fina

ance
for stocks. ;

9. The Committee on Commodities is expected to reconvene twice more
this year (in summer, and again, late in 1975), to continue the discussions,
It will alsc review the effect of stabilization on the imports of the
developing countries, particularly the poorest. It may then make
recommendations or submit conclusions +o UNCTAD IV, scheduled for April 1976
in Nairobi, :

ios The Committee also discussed or took note of a number of other
issues, including indexation of commodity prices, reduction or elimination
of tariff and other trade barriers, possible improvements in facilities for
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compensatory financing of export fluctuabicns and dirsct assissance 4o
international buffer stocks. ' ‘

i ol 2 The Bank Observer made a statement on the Bank Groups' position
and policies regarding the financing of buffer stocks, (Copy attached).

12, The staff proposes to follow closely the developments concerning -
the Integrated Programme and the renegotliation of several commodity
. agresments due to take place this year.

Attachments.

Econemic Analysis and Projections Department
Development Policy Staff '
March 12, 1975



INTERNATTIONAYL, STOCKS ;

Tan ATy T TTACT
FSTIMATED PURCHASE

COST

Purchase Gost
3

Commodity Stock Required at -average prices ing
1570-1974 | 1972~1974
(*000 tons} (8 million)

Grains 15,000 L,725 5,940
Sugar 5,500 - 1,200 1,665
Coffee 15,000 1,837 1,200
Cocoa 300 337 L28
Tea 30 101 10L
Rubber 375 193 229
Cotton 535 557 668
Jute and

manufactures " 93 100
Sisa 11h 32 L&
Wool 228 505 661
Copper. 557 85l @55
Lead 240 91 107
Zine 25 273 370
Bauxite _

{(21. content) 825 L7 52
Alumina

{al. content) CA2 83 85
Iron ore 26,000 286 312
Tin Lo~ 194 227

Total 10,673 13,149

Source: UNCTAD: The Role of Internationzl Commodity Stocks,

TD/B/C.1/166/Supp. 1, Dec. 12, 197hL.



Statement bj the World Bank Representative
at the 8th Session of the
UNCTAD Committes on Commodities, February 10-21, 1975

M, Chairman:

The report of the Secretary-General, and his propesals for an
Integrated Program for Commodities, are of great interest to the Bank as
a major institution concerned with financing development in the developing
countries We welcome the initiation of discussions on concrete proposals
to deal wlth the persistent commodity problems which are of such great
importance to the prospescts of the developing countries, and particularly
the poorest, The Bank staff remains ready to cooperate fully with the
UNGCTAD Secretariat, as we have done in the past. | '

The Bank has reviswed the commodity problem on several occasions
in the past. For example, in 1968/69 the Bank staff undertook a study on
"Stabilization of Prices of Primary Products." The Board of Directors of

the Bank, afte¢ a thorough discussion of the analysis presented and the
reuohhsnda ions made by the staff, decided that the World Bank Group could

'ts member countries to help solve the commodity problem in close

tion with other national and international agencies in several ways,
g a financing of diversificatlon projects, assistance to inter-

12l commodity agreements and strengthening the competitiveness of
7 procducts in world trade through, for exsmple, research and develop-

The cormmediliy problem within its broad context of trade policy for
coment, was also examined in 1969 by the Commission on International
Tie coment, headed by the former Prime Minister of Canada. Mr. Lester B.
Pearson. Th Gamml ssicn recommended that financing of reasonable buffer
stocks in support of well-conceived commodity agreements and policies
should be recognized as a legitimate object of foreign aid.

= VT

ev=
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VWith a view to implement the recommendations of the Pearson
Commission and the decisions of its Board of Directors, the Bank enlarged
and expanded its role in the diversificaticn of the economies of the devel-
oping countries who depend so heavily on exports of usually a couple of
primary products. It increased its technical assistance and support of
internationzl camodity agreements; it entered into consultative arrange-
ments with specialized commodity bodies to ensure that Bank actions affect-
ing those commodities were consistent with the policies of those bodies,
Recognizing the stocking of commodities as a legitimate and important ssg-
ment of the production process, the Bank expanded its assistance for food-
grain warehousing facilities in several countries. The Bank also took
measures to assist the developing countries in helping them process an
inereasing share of their raw material exports within their own countries,
whether it was as simple as washing of coffee beans or more complex as
manufacture of plywood. The record of the Bank in these fields is well
documented and it is not necessary to give the details here.
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Again in 1973 the Banlk staff g
Policy for Countries Highly Dependent on Expo ’
report discussed Bank Group policy relating to countries highly dependent on
exports of primary producis with unfavorable market prospects. The analy-
sis showed that in some cases market organization schemes can help stabilize
and increase export earnings of developing counbrie Also, a major obsta-

o

Do
cle to growth of agricultural exports from the developing countries are
trade barriers imposed by the developed countries with the purpose of limit-
ing access to, or reservinz the market for domestic producers. But the
report pointed out that the commodity problem is most difficult for small
poor countries., Consequently, the World Bank President directed that the
Bank Group lending and technical assistance programs should emphasize mea-
sures to improve export prospscts of these countries. '

report on "Deavelopment
of Primary Products.® The
133

¢

1}

During the discussion of this paper Bank policy towards finanecing
of buffer stocks was once again reviewed by the Board of Diresctors. The
President of the Bank stated that, i buffer stock financing was of broad
interest to member governments, and if the IMF -.and other resources were
inadequate for the purpose, he would consider proposing that the Bank pro-
vide finaneial support to countries participating in commodity agreements
or financing buffer stocks directly. '

In 197h once again some members of the Board of Directors asked for
clarification about Bank policy towards financing of stocks and Mr., Mciamara
reiterated that the Bank was prepared to examine the issues and intricacies
of buffer stozk financing, bubt no reguest had so far been received.

¥Mr, Chairman, I have dwelled at some length on the evolution of Bank
; 2 i ]
icy towards financing of buffer stocks, to put before the Committee a
icture of Bank policies on the subject. In essence, the polic
: t Jec 3 J
the Bank is ready to receive applicaticns for financing of

d

{2 i A W
R & ]

g
Hy b v =
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It is not possible to foreses all the issues that may arise in con-
nection with the implementation of Bank policy, but a few of the major areas
can be identified,. Bank loans reguire governmental guarantzes, In cassa
of nation2l buffer stocks this is a simple issue but with an international
buffer stock authority the nature and form of such guarantees will need to
worked out. Bank lending alsc reguires findings as to financial viability
and repayment capacity. Once the nature, scope and organizational struce-
ture of an international buffer stock is agreed on these questions can he
dealt with. Other issues relate to the amount of financing required, the
availability of financing from various sources and the division of gains
from stabilization measures between developed and develoning countries. I
mention these questions, not because they are insuperable obstacles but in
order that they can be kept in mind as discussions proceed and proposals
are formulated,

The harmonious and close working relatiocns between the Bank and
the specialized U.N. Agencies and the independent cormodity bodiss have
been productive and mutually beneficial, We remain ready to further
strengthen the bonds of cooperation.
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FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT | INTERNAT IONAL BANK FOR i INTERNATIONAL FIMANGE
ASSGCHATION I RECONSTRUCTION AND DEVELOPMENT | CORPORATION

OFFICE ;\AEMORANDUM

Mr. John A. Holsen DATE: jpril 15, 1975

Shamshar Singh %;/

MF Board Meeting on Buffer Stock Financing

I attended the April 1, IMF Board Meating on direct IMF flﬂan01ng
of buffer stocks. A Staff Paper (SM75-88) had discussed issuss related to
"fully floating" the buffer stock facility, the requirement that the
purchnassr should have a balance of payments need, and direct financing of
ouffer stocks. HEighteen Executive Directors spoke on ths subject. The
followingz conclusions were reached:

(1) HModest progress can be made towards fully floating the buffer
stock facility in the gold tranche.

(2) The condition of balance of paymants need should be m31ntainad
although it should be mads flexible,

(3) The Fund Board does not favor direct lending Lo finance buffer
stocks, Although several Executive Direcbtors supported thas
proposal, key countries were in strong opposition., (Mr., Witteveen
suggested that this issue should remain on the agenda until after
the question of buffer stocks has been discussed in other fora.)

(L) e staff will prepare a report to the Interim Committee, giving

Te su.s of the views expressed. This draft will be discussed by

&' Board before it is forwarded to the Interim Committee.
A ronosal was made that a draft amendment to the Articlas
perml*:lng direct lending should be included in parentheses in
the comprehensive report to the Interim Committee, but this
question was deferred until the draft report is discussed by the

Executive Dlrectors)

@im =

The following is a summary of the positions taken by the various
Executive Directors:

Mr, Xharmawan (Indonesia, Malaysia, Thailand, et al.), who had circulated
a written statement on the subject, sponsored the move for immediate
action by the Fund Board. He felt that the matier had been discussed
in various fora and an immediate action was now needed. The matter
concerned both the Fund and the Bank, particularly in view of the
decisions of the Executive Directors iOllOWln“ the joint study on
stabilization in 1969. (He expressed pleasure at Bank's presence
at the Fund Board discussions).

Proposals for floating in the gold tranche, relaxing the balance of
payments requirements, and direct lending to a buffer stock ware
strongly supported by Mr. Kafka (Brazil, Co7cmbia, et al.),

Mr, Guarnieri (Central Amsrican countries, Mexdco, Vanezuela),

Mr, Gavalda (Argentina, Chile, et al.), Mr. Monday (Zast and West
African countries) » he favored dirsct lending by the Bank rather
than the Fund - Mr. Yameogp (French speaking African countries),

Hr, vabl (France), and Mr. Deif (Arab countriss and Pakistan),




Mr, Deane (Australia, New Zzaland, PulLinpvn,u, ¥
" his countries, Di?rirularly the Philippinss, were
in the proposals madzs. Austrazliz was in favor of providing financing
within the exdsti framework and wanted further staff work dene on
he deJuLb an’uulﬂﬁ the implications of intreducing flexibility
in the balance of payments need and fleoating in the gold tranche.
Slmultanecusly, he felt that the compensatory financing facilities

should also be revieuwed.

Samoa) said thab
graztly interested
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Yr. Schneider (Belgium, et al.) was sympathetic with the proposal but
Was ralucnanu to agree Go direct lending, as it will be a major
departure from the balancs ol paymenis need criterion. However,
he favored flexibility in the spplication of this conséraint.

Me, Tieftinck (Netherlands, et al.) said that, although he had not received
any instructions, his countries will probably endorse the proposal.
The Netherlands favors buffer stock financing, although he was not
sure how far the Fund should be involved in it because it would be
a naw activity for the IMF. Lending to buffer stock agencies would
be providing sczrce resources to richer countriss as well.

Mr, Frasad (Indla, Bangladesh, Sri Lanka), albthough symoathetlc to the
proposals, said that IMF has a rangs of fauillules but countries
did not know how they functioned and when to use them, Buffer stock
firancing should b2 seen in a wider perspective and we should examine
why existing facilities are not being fully utilized.

M. Caranicas (Gresce, et al.) said that the question was a complex ons and
it was premature to sxamine it to the fullest extent. UNCTAD is still
working on the guestion; the cost of the UNCTAD Seheme is enormous;
and a lot of issues remain unresolved.

Direct lending to a buffer stock agency was strongly opposed by
the United States, the United Kingdom, Cermany, Japan and Canada.

Mr. Pieske (Germany) opposed any dirsct lending and said that he would not
accept amendments to the Articles of Agreamant Oncs the Fund agreed
to lend to one buffer stock ageacy, it would beccme difficult to draw
a line., IMF resources are drawn from the Central banks and not from
savings; therefere, they should ba used only to meet the balance of
payments need. An important question was whether such a financing
should be undertaken by the Bank or through savings elsewhere, butb
IMF was certainly not the proper institution.

Mr. Cross (U.S.) said that his Covernment was presently re-examining its

T entire commodity policy. Therefore, he could not make a definitive
statement. However, if there was to be an expandasd role in connection
with the finanecing of the buffer stocks, he was not sure if the IMF
was the right institution, He was skeptical about IMF!s proliferation
into other areas. He felt that direct financing may not be consistent
with the Fund!s objectives.
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Revmolds (Canada, eb al.) said that he was not reconciled with the
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idea of direct lending bto a buffer stock agency. He fell that the

Fund paper shtcould have examined the full implications of direct

lending before bringing the issve of amendments o tEa Articles of
Agreement bafore the Board. '

Kawamehi (Jepan) said that direct lending would bs a radical departure

for the IIMF, as would be the elimination of the balance of payments
nead. Any amendment to the Articles or of Fund practices should bs
kept to a minimum,

Staff replied that direct lending would not be & radical step,

mpanuatorj facility is under intsnsive study and far-reaching

s ara likely to be proposed, existing buffer stock facility
ringent and one Tin member was nob aule to draw as much under
acility as it would have liked to, and the nature as well as
se of Fund resources will rem=in conditionzl, as before.
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COMPULSO2Y COUTRIBUTIONS TO THE TIN BJFFER STCCK

Per Cent Shares, 1973-75

Soiliies Share
Australia .37
Bolivia 18.06
Indonesisa 1371
Malaysia h3.61
Nigeria by 17
Thailand 12,54
Zaire 3.54

Total 100.00

Commodities and Export Projections Division
Eeconemic Analysis and Projections Department
Development Policy Stalf

April 18, 197



1966
1967
1968
1969
1970
1971
1972
1973
197k

PRICE FLUCTUATIONS -~ YEAR-TO-YEAR CHANGES (3)

Tin Copper Lead Zinc Manganese ITron Ore  Bauxite
Ore

-8 19 -17 -10 i =3 60
-7 -26 273 =3 -5 -12 ' o]
-6 9 5 =l = -3 0
10 18 20 9 = 0 0
7 -l 5 3 5 11 0
-5 -2l =17 n 1% 12 0
8 ~1 19 23 1 3 0
28 67 L2 125 18 -6 Iy
70 15 38 L5 50 27 76

Computed as per cent change

over the previous year.

Commodities and Export Projections Division
Economic Analysis and Projections Department

Development Policy Staff

April 17, 1975
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An Integrated Programme for Commodities
Report by the Secretary-General of UNCTAD

This report, together with its supporting papers, presents a num?er of majorL
proposals for priority consideration by the Committee on Commodities in responge °
 resolution 124 (XIV) of the Trade and Development Board.

Paragraph € of the resolution requested the Secretary-General to elaborrie further
the proposals contained in his note on an over-all integrated programme for commodities
(TD/B/498), including inter alia the more detailed elaboration of techniques, their
feasibility and financial implications, examination of measures to help developing
countries to promote the processing of raw materials, andé examination of poseibilities
for exporting developing countries to increase their participation in marketing and
distribution. Paragraph 7 of the resolution further requested the Secretary-General

to make as many of these studies as possible available to the Committee for consideration
at its eighth session.

The five supporting papers referred to above are on (i) the role of intermatiomal
commodity stocks Em/n,fc.l/lés/Supp.l); ii) & common fund for the financing of
commodity stocks (/B/C.1/1€6/Supp.2); (iii) the role of multilateral commitments in
commodity trade (TD/B/C.1/16€/Supp.3); (iv) compensatory financing of export
fluctuations in commodity trade (TD/B/C.1/166/Supp.4); and (v) trade measures to expand
processing of primary commodities in developing countries (TD/B/C.1/166/Supp.5).
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All INTEGRATED PROGRAMME FOR COMMODITIES

Introduction

1. Developments in the world economy in 1974 and those now more clearly foreseen

for 1975 give added force to the sense of urgency expressed by the Trade and
Development Board at the first part of its fourteenth session in calling for a new
approach to international commodity problems and policies (resolution 124 (XIV)).

The emphasis that nuw nceds to be placed without delay on an international approach

to problems of food and raw materials is being shaped by world events. Most
important, it is ncw evident that a serious slowdown is occurring in economic activity
in the major industrial countries, accompanied by unabated inflation and radical
change in the international payments situation. The transmission of adverse effects
to the economies of primary producing countries must be prevented by policies that
maintain over-all levels of effective demand and prices for exports. International
action on commoditiea must be prepared to deal with this prospect. Secondly, the
imbalences in commodity supply end demand since 1972, together with oil developments
and the food crisis, have stimilated a fundamental rethinking of the features of an
international trading system that will assure vital supplies to importers, and give
adequate incentives to primary producers. This concern ig heightened by the extent
of the recent upwerd fluctuations in commodity prices, and the important initi. ives
taken by producing countries in these circumstances to redress the balance of
bagaining power in trade through co-operative association. An integrated commodity
programme must incorporate better assurances as to supplies and markets, arl greater
price stability at levels that are adequate for producers and equitable to consumers;
it should also allow for the counstruntive organization of producers in order to
influence the operation uf the institutional framework in international trade relations.
Thirdly, present difficulties are symptomatic of long-term structural problems in
developing economics brought about by concentration and over-dependence on primary
production and export. An integrated programme ought therefore not to impede but
should rather encourage diversification in agriculture and diversification (especially
vertical) in the economy in general, based on fuller co—-operation between industrial
countries and the primary producing countries in their general trade policies.

2. For the first timc in many years, the world is without adequate reserve stocks
of essential foods and several industrial materials. The consequence may be greater
instability in the vwerld economy and in commodity trade than in the past. Yet
roughly two dozen of the more important commodities or groups of commodities in world
trade represent two-thirds of the economic activity for export of the developing
countries (excluding o0il), and over half of the external purchasing power of the
national product of at least €0 countries. Unless there is radical change of
approach, there is little assurance that future output trends will be able to prevent
asrecurrence of the present crisis, or will be adequate for the requirements of world
trade or the economic development of most of the world's population.

3. On the bagis of these general considerations, the following proposals are made on
the key issues that would form the core of an intermational approach to commodity
problems:

(a) Establishment of international stocks of commodities, on a scale sufficient
to provide essurance of disposal of production undertaken on the basis of
a realistic asscssment of consumption, as well as assurance of adequate
supplies atl 2ll times for importing countries, and also large encugh to
ensure that eoxcessive movements in prices - either upward or downward - can
be prevenied by market intervention;
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(0)

(c)

(d)

(e)

The creation of a common fund for the fimancing of intermational stocks,
on terme and conditions that would attract to the fund investmeni of
internatlionsl capital, including the support of international finanocial
institutions, while also reflecting in its composition the responsibility
of governmenis of trading countries for the management of international
commodity policies;

The building up of systems of multilateral commitments on individual
commodities, whereby governments, on the basie of a multilateral appraisal
of trade requirements, enter into purchase and supply commitments as a
means of improving the predictability of trade requirements and encouraging
rational levels of investment of resources in commodity production.  The
functioning of the system, and the capacity of governments to underteke
commitments on behalf of their export and import sectors, would be
fecilitated by arranghmmnts for linking the commitments to the operation of
internationel stooking mechanisme, and to compensatory schemes;

Improved compensatory arrangements in situations of fluctuation in commodity
prices and earnings for which intermational stocking or other arrangements
could not secure suitable price and production incentives;

The implementation of messures removing discrimination in trade against
processed products, encouraging the transfer of technology and supporting
a more intencive research effort, in order to secure rapid developwint in
the processing of raw materials in producing countries as a basis for the
expension and diversification of export earnings.
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Chapter T
CIRGEFT AND HEARTNG OF AN IRTEGRATED PROGRAMME

4. In his note on an over-all integrated programme for commodities (TD/B/498),
submitted to the Trade and Development Boar? at the first part of its fourteenth
session, the Secretary-Genersl of UNCTAD presented the case for a new initiative in
international commciity policy which might take the form of a multilatersl negotiation,
or "package deal", fnr the establishment of international arraengements covering a
comprehensive range of commodities of export interest to developing countries. It was
suggested that these zirangements might be based on a common set of prin>iples,
objectives and teckniques, end should be "multi-dimensional" in scope, covering not
only pricing policy but also aspeots such as marketing, diversification and sccess to
markets, .

5. Document TD/B/49& was & response to the call made in the Programme of Action on
the Establishment of a New International Economic Order,;l/ adopted by the ..

General Assembly at its sixth special session, for the preparation of an 6ver-all
integrated programme for s comprehensive range ol commodities of export interest to
developing countries, getting out guidelines and taking into account the current work
in this field. The call far such & programme was itself the result of the “cutrre:

crisis of international commodity policy, constituted by the fact that years of slndine,
discussions and consultations in various forums have sucoeeded in eatahlishing
international arrengements for only a few commodities, hardly any of which have proved
to be effective or durable. '

6. The proposal for an over-all integrated progremme for commodities endeavours to
launch international commodity policy onto a new course which, it is hoped, may have
8 greater chance of success than the approaches hitherto adopted. The proposed new
approach is an attempt to move urgently from the field of consultation to the.field
of negotiation. To facilitate this shift, it is proposed that arrengements for a
comprehensive range of commodities should be negotiated in the form of a package, so
that the special interest of countries in some commodities could be an incentive to
them to reach agreement on others. - Although this implies a departure from the
traditional piecemeal, commodi ty—-by—conmodity, approech to negotiations, it does not
alter the fact that specific arrangements wonld have to be devised for individual
commodities. It does mean, however, that the drawing up of arrangements for a
substantial number of zommodities would have to be agreed upon at the same time and
undertaken simultaneonsliy, =r as simultaneously as possible, this being an important
dynamic feature of the new approach.

W5 Fundamental to the proposed new approach is the setting of wider objectives for
international commodity arrangements, including the improvement of marketing systems,
diversification (horizontal and vertical ), expanded acoess to markets, and messures
to counter inflation, in addition to the traditicnal objeectives wf stable and
remunerative prices. Acceptance of these additionsl objectives is essential if more
viable and more durable commodity arrangements are to be established. Without soue

1f General Assembly resolution 3202 (S~VI), Beot.l,3, para.(g), (iv).
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kind of provision for relating prices of exports to prices of imports,l/ for exzgmple,
commodity arrangements cperating in conditions of rapid intemationsl inflatien would
tend to break down. In the case of some commedities, provision for improved acecess
to markets would also be esgential, since the expansion of world supply in line with
demand cannot be assured if efficient produoing'ocuntriea‘fear that any attempt to
expand their exports will be frustrated by import restrictions, as has beden notably .
the case with sugar and livestock products, o P s

8. The proposed new approach ‘recognizes the principle, as reflected in the

Havana Charter, of co-operation between exporters anﬂdimporters,.o: producers and .
consumers. Bat it also recognizes that co-operative adtion by producers can be - and

in given instances has been - an-aid to negotiations with consumers. Indeed, in some
cases, such co~operation might be indispensable to negotiations and generally it would
be an important means of expediting and facilitating progress. It should therefore be
accepted and encouraged. a w B ;o ' .

9. One final point needs to be made regarding the relationship between the proposed
integrated programme snd the work of existing international commodity councils apd
consultative groups. In document TD/B/498, it is stressed that these: bodies should
be consulted, and that their work should be taken fully into account, in the . :
preparation of the integrated programme. Some of these bodies, in fact, already plan
. Yo draw up and negotiate economic arrangements far the ocommodities with which they are
ooncerned. Such work cruld be perfectly compatible with the- idea of the integrated -
programme, and indeed could form part of it, provided the governments conocerned
carried out the work in the manner and in the spirit of the programme.

10. PBriafly stated, the principles and objectives an which it is proposed the
programme should be besed are the following: :

(a) There is a need to seek solutions simultaneously and urgently to the
- problems of a number of commodities ef major interest to developing
countries, both as exporters and importers, in view of the considerable
threat to the interest of these countries posed by prospective developments
in the world economic sityation in both the short temm and the longer term .
(see paragraphs 1-2 above); ' ‘ : b &

- o

(b) International action on comﬁodities should take‘duelacccunt of the
interests of botk exporting and importing countrias; '

(e) Co—operative action by producing countries has a legitimste and important
role to play in ‘solving the problems of individual commodities;

(d) Arrangements for the stabilization of prices, in the sense of the smoothing
out of irregular or cyclical fluctuations, are required for many '
commodities in order.to-allow'correct-reaponses to price incentives in
production, to help stabilize export incomes and import bills, and to
improve the competitive position of natural raw materisls facing
competition from synthetics;

1/ The General Assembly's Programme of Action called, in this respect, for
"a link between the prices of exports of developing countries and the prices of their
imports from developed countries" (Sect.I,1, para??é) of resolution 3202 (8-VI)).



TD/8/C.1/166

page 5

(e) Commodity prices should be at levels which previde incentives for the
maintenance of adequate levels ~f productian, which are just and
remunerative, which take due account of world inflation, and which are
consistent with develepmental abjeotives;;/

(f) Diversification and the expansion of processing of commodities in
developing countries should be encouraged;

(&) The improvement of marketing and dietribution systems, more advanoced
technology, and research should be actively promoted in the interest
of both importers and exporters;2/

(b) Internstional commodity arrangements should seek to engure liberal
access tc protected markets for exporting countries and security of
supplies for importing countries.

Provisions for atteining additional agreed objectives could be incorporated in

arrangements for individual commodities or groups of commodities in the course of
detailed negotiations on the programme ,

-
——— e

1/ Including the suitability of preferential terms for exports to developing
countries where appropriate and technically feasible. '

. 2/ The findings of UNCTAD studies on marketing and distribution of certain
products will also be relevant t= this objective. This progremme of studies is
being carried out in pursuance of Chnference resolution 78 (III), and is the
subject of a report to the Committee under agenda item 7,
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Chapter II
ELEMENTS OF THE PROGRAMME PROPOSED

A. Internmational stocking policies

1l. The most urgent neced is for action cn commodity stocks, and it ie suggested that
this be glven prio: ity consideration. The urgency is diotat2d by the recent and
possible future developments in the world economy. Prices of a wide range of primaxry
producte have been fallirg precipitously in recent nonths, despite continuing
international inflation. While declines from the 19731974 voaks were to be
expected, their extent and speed have been ominous. By November 1974, prices of
copper, rubbar, zinc and wool had fallen by more than 50 per cent, cotton and tropical
vegetable oils by 30-50 per cent, and iron ore, lead, abeoce and tin by 20-30 per cent.
A continuing shortage of some agriocultural products coupled with high prices, notably
for sugar, in the midst of the present recession, can be attributed in large pert to
past under-investment associsted with long periods of low prices. Po walt until the
downturn becomes more general mey be leaving matbters too late to negotiate on
corrective méasures of international scope. It is necessary to agree on plans now to
prevent over-reaction and slump. ‘ ‘ ‘

12, It is proposed that international stocks should be established for a wide Tange
of commodities by purchasing them when their prices are at an agreed floor level.
Table 1 lists 18 major commodities which appesr suitable for intermational stocking,
The list is provisional. Some of these commodities, for example, wheat and wori, are
exported predominantly by the developed countries, but are important to developing"
countries as both. exporters snd importers. Some others, for example, tropical
beverages and natural rubber, are produced exclusively in the developing countries.
The 18 commodities listed account for 55=60 per cent of the total primary product
exports of developing countries other than petroleum, and their stebilization at an
adequate level would have far-reaching effects on these countries.

13. The accumulated stocks would serve as an international reserve of Toodstuffs and
industrial raw materials which would help to assure an uninterrupted flow of world
consumption and werld industrial production. They would be released to the market

or to the participating countries when prices moved above an agreed ceiling. Such
international reser 'es should be created, since the national =tocks of some key
products, very large until several years ago, have now been depleted. By the end of
1973, the aggregate of existing atocks of cereals and most non-ferrous metals had
fallen to under 10 per cent of world anmual cengumption, and of several other major
foodstuffs and agricultural raw materials to under 25 per cent. Most of these stocks
do not leave any reserve margin above working ("pipeline") stock requirements. Stocks
will have to be rebuilt, although not necessarily to carlier levels. Since it is:
unlikely that any one single country will attempt in the future to hold stocks for the
world economy, the cuestion d&s whether there will be attempts by & aumber of countries
to carry stocks individually, -or whether there will be an international system of -
stock accumulation, holding, and disposal. :

14. The present proposal is not limited to meeting the current emergency situation.
The mechinery of international stocks, once created, should remain in existence and
would then be able to exercise a continuing gtobilizing effect on world commodity
markets, in the interest of both the exporters =nd the importers. In the absence of
price support by an international stock, the exporting countries, particularly
low-income ones, are freguently compelled, in periods of excess supply or weak demand
narked by falling prices, %o sell on a declining market, thus depressing prices and
earnings even further, because they do not have enough financial regources to hold



LAV Ty

“page. 7
Table 1
Major stockable commodities: Trade values, 19725/
{(Millions of United States dollara)
. E:porta'f.o.‘n. ) Inportu'c.i.f.
veloped Developed
World market- Bocialist | Developing World market. Socialist Developing
: economy countries | countries economy countries {couhtries

countries countries )
Wheatt/ 4 366 3 918 288 160 4 609 1 540 1 291 1778
Maize 2 298 1 914 5% 331 2 444 1 905 324 215
Rice © 1120 537 | 143 440 1 232 175 82 . 974
Sugar - 3 334 921 178 2 235 3 379 2 304 460 614
Coffee (raw) 3 049 - - 3 049 3 368 3 101 126 141
Cocoa beans 723 - - 123 729 572 . 131 26
Tea 745 79 57 609 - 784 470 72 242
Cotton 2 628 587 484 1 757 5 055 1714 792 149
Jute and ‘ !

manufactures 762 71 21 670 840 520 120 200

Wool 1 346 1143 42 161 1 728 1 361 257 105
Hard fibres 87 3 - 84= 106 92 7 i
Rubber 904 - - 504 1 095 " 689 305 101
Copper 4 113 1 364 354 2 395 4 226 3 635 377 214
Lead 418 257 45 116 470 C 379 60 31
Zine 862 " 558 110 194 938 136 77 125
Tin T30 01, 28 632 R 613 53 92
Bauxite 305 82 5 218 363 325 36 2
Alumina 609 265 46 298 685 532 91 62
Iron ore 2608 ; 1213 403 992 3484 | 3 039 425 21
Total 31 207 12 882 2 357 15 968 34 287 2% 702 5 086 5 499

Source: FAO, Trade Yearbook 1972, and mational atatistios,

a/ The figures are preliminary.
to exports.

In metals erd ores, EEC intra-trade is excluded.

b/ Iacluding flour.
2/ In addition, $49 million exports of hard fibres manufactures.

Notea:

Oilseeds and vegetabls oils are under consideration,

In sugar, cocoa and copper, import values appear understated in relatien

Special investigation is needed of a suitable

stabilizing mechanism for oilseeds and vegetable cils produced ,in the tropical areas, which are

interchangeable with other oils and fats in a varying number o
complex substitution affects.

processing stage at which they could be stored most economically.

f uses and are therefore exposed to
In baukXite and iron ore, further investigation is needed of the
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back supplies. While the support provided by an international stock may not be
sufficient for them to achieve an adequate price level and other measures may be
needed, such support is likely to be a necessary condition in most cases. For the
importing countries, irternational stocks would bring gsecurity of supplies and .
reasonably stable prices; also, by providing producers with certainty concerning prices
and markets, such stocks would help assure adequacy of supplies for the importing
countries over the long run, especinlly if supported by inveatment on the paxrt of
international development ngencies designed to cxpand output of scarce materisls., A
wide geographic distribution of physical location of stocks would be an additional
guarantee of equal access to primary products.

15. While the primary cbjectives of the proposed international stocking system are
price stabilization at an adeguate level, and assurance of supply and ocutlets, it
should also aim at a finaneial profit on its operations as a whole. In this woy it
would be able to discharge its economic functions in a sustained manner. The buying
and selling prices should be subject to re-examination at regular intervals, initially
perhaps once a year, in the light of experience, particularly with respect to the level
of purchases and sales by the stock. If in serious surplus situations it became
necessary for the producing countries to introduce temporary nandatory restrictions on
exports, it is suggested that such restrictions should be made proportional to output
at the time of introduction, thus avoiding the need for extended quota negotiations i-
advance as well as the danger of freezing the geographic pattern of production.

Since the lasting solution to persistent cases of over-production is structural
readjustment, it is proposed that the incentives provided by the operations of an
international stock should be used to stimulate resource shifts and resource
mobilization policies designed to accelerate diversification of production and exports.

16. The cost of acquisition of the necegsary volume of the 168 commodities listed in
table I has been provisionally estimated at $US 10.7 billion, assuming the commodities
were bought at average prices prevailing in the five-yeer period 1970-1974. Of this
amount, $4.7 billion is accounted for by grains (wheat, rice and coarse grains). The
next largest amounts are for sugor, coffeec and copper, aggregating $3.2 billion. If
the commodities were bought at average prices of the three-year period 1972-19T74, the
oggregate cost would be one-fourth higher, and at 1970-1972 prices probebly
one-fourth lower. Applying prices prior to 1970 would not be useful for these
illustrative estimates, in view of the distorting effect on all nominal valucs of
international infl-tion. The estimate for grains opsumes o reserve stock based on the
FAO analysis of world needs prepared for the World Food Conference; internnticnal
grains stocking requirements would be lower if they were designed primarily to nssure
supplies for the low-income countries (mostly in South Asia and Africa) and for other
developing food-importing countries (i.e. some petroleunm producers ). Conversely,

the estimated stocking requirements for some industrisl raw materials may well be on
the low side.

17. The aggregate figure of $10.7 billion repregents conceptually a commitment rather
than o disburgement figure, for two reasons. Firgt, the estimates for each
commodity represent the moximum which mey be occcumulated; in practice, the
accumulation will vary bebwsen zero and the maximum. Secondly, if = malti-commodity
stock or o common financing fund is in operation, purchases of some commodities will
be offset by sales of others in particular periods. The extent of the offset will be
determined by the amplitude of the international business cycle: the stronger the
cyclical movements, the more likely thet most commodities will move together and there
will be little offset. During the post-war period, some commodity prices moved in
opposite directions to others in most yeoars; but if the future is likely to show more
cyclical instability than the last two decades, the offsetting action will be weaker.
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The policy implication of these factors is that access to resources should be as large
as possible, although the actusl use of funds in particular periods may be below gross
commitment needs. TFurther work is needed on the selection of commodities, size of
stocks, price ranges, and likely length of the stocking periods, in order to improve
the estimates given above. :

18. International stocking mechanisms cxist at present for only two of the 18
commodities, tin and cocoan. The operating experience and financial results of the
tin stock, covering the last 20 years, have been favourable. The mechanism of the
cocoa stock hes just been ostablished. The limited use of stocking arrongements in
internationsl commodity policy is inconsistent with the presont and prospective necds
of the world economy.

19, The functions of an international stock can be performed by national stocks in the
producing and consuning countries, provided the producers have sufficient finance, ond
all national stooking policies are internationnlly agreed. The first condition is
met by some producing countries but not the majority. The ssccond condition has not
been realized in proctice, although it is feagible in principle; it would require
institutional arrangements ond o set of agreed rules concerning the range within which
the participating governments would try to keep the world market price, and the
stock-releasing and stock-cccumulating obligations of each govermment. Even if these
conditions were met, the aggregate of national stocks, each based on individually
perceived country needs, could be expected to be larger than an internationally
managed ‘stock which could be deployed more efficiently to achieve the same objectives:
the latter would have to be of a size to cover the net deficit (or to absoxb the net
surplus) of world procuction in relation to consumption, while the aggregate of
national stocks would *end to be of & size to cover the gross deficit, i.e. the sum of
deficits of individual countries. In addition, there would be an element of
uncertainty as to access to supplies since the stocks would be nationally owned and
operated. Some of these problems could be partly resolved by the simultaneous
exigtence of an internntionally memaged stock and national stocks, oll operating in 2
co-ordincted menner. Such co-ordination would require = sustained effort in
international co-operation. Nevertheless, if the troaditional policies of the leading
importing countries towards internaticnal stocks for commodity stabilization are
maintained, it will %e in the interest of producers, faced with stagnation or worse in
their eccnomies, to adopt stocking arrongements among themselves.

20. Early action cn internationol commodity stocks is seen as the cornerstone of the
integrated progremme, and the question of organizntional arrangements will be a first
consideration. The proposed programme embraces the estoblishment of intermational
stocking arrangements for most commodities of significance to developing countries in
their capacity as substantial importers or exporters. In some cages, such
arrongements migh® be organized as o series of individual commodity schemes, in which
the stocking operations could be one among several types of measure in a multi-
dimengionesl approach to the short-term =nd long-term ~djustments required. The common
fund for the financing of stocking schemes, also proposed in the progromme, would help
to ensure consistency in the objectives and conduct of individual commodity schemes.

21. On the other hand, it will be of little reol vnlue to engage in arrangements for
financing international stocks if slow progress is made with the arrangements for the
gtocking operations themselves. Tt mny be necessary to organize generalized
arrangements for stocking those commodities on which progress could not be mede in
individunl commodity schemes despite o consensus on the problems.  Moreover, the
organization of stocking arrangements would have to be viewed in a different
perspective if the onset of a scrious general recession led to the prospect of o major
decline in the volume of trade cnd prices for export commodities of cardinal importence
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for developing countries, while prices of bnsic foods and genercl infleotion rates
remained high. While early nction on stocking arrongements is in any casc required,
such conditions would moke it 2ll the nore imperative to set up a ropidly organized
scheme to ncquire stocks of o number of comnoditics. Such a scheme might hawe to be
or:anized on multi-commodity lines, under o single ngency, end in lorge part to provide
an cutlet for production alrendy initioted. It might hove to be set up as o
transitional measure, ~llowing time for the establishment of more comprehensive
mec.sures under an integrated progreommc. '

22, There are other reascons for o rulti-commodity cpproach, which would either
co-ordinate stocking for o group of related commodities, or would more ambitiously
seek to menage stocks of o comprehensive ronge of commodities. The functions of a
central agency could have the ndvantoge of incorporating the purposes of o conmon
finoneing fund, cs well na those of stock nonogement, though it would be mnecessary to
consider the extent of its involvement in cthor types of commodity cdjustment policies,
such as supply nanagenment. The functions of a multi-commodity organization set up
with the wider cbjective of co-ordinoting the notivities of o number of commodity
agencies could include longer—-tern objectives. It oould be responsible for, ond be
cepable of, taking into account the effects of policies for one commodity on others.
Tt could give guidancce to individual commodity agenciecs on diversification policies,
and it could set o better perspective for long-term planning on crops with long
gestation periods then could individual sgencies of medium-term duration. This typ.
of operation could also, as noted above, make a significent contribution to the
control of the business cycle, by co-ordincting the purchases of commodities in the
downswing to support effective demand and proteect employment, and by releases of
cormioditios in the periods of upswing and inflationary pressurcs. '

23, Cormodity stock operation could alsc be integrally linked with multilatercl
cormitments on trade, as advocated in paragreph 38 below. The support of stocking
arrangenents would be a strong inducenment for govermments to enter into supply ond
purchase commitments, while ot the same time such commitments should make for greater
smoothness of operations by stocking agencics, by helping to prevent tho need for
abrupt adjustment in priccs or production to divergent trends in supply or demand.

In brief, governmments that entered commitments would be entitled to the usc of
stocking facilities, ns exporters or importers, with respect to non-fulfilment of the
commitments. Policies would need to be claborated with regard to the role of stocks
in this marmer, and thcese policies, combined with those on multilateral commitments,
could be mutually reinforcing in concouraging trends towards global equilibrium in
national supply and demand. '

B. . The financing of stocks

24. The integrated progrrume will need to odopt o broad solution to the financing of
stocks as a key element in the progromne. The illustrotive exemple given in the
study on the role of internotional comaodity stocks (TD/B/C.1/166/Supp.l) suggests
that the comprehensive progromme envisaged night involve capital resources of the
order of $11 billion (nezrly hali of which might be for grains alone), though the
anmount in use ot ony time might not approach this size, and would in part represent
re-cllocetion of public cxpenditures alrcady committeed to stocking (see pora. 17
above ). International co~cpernticn in investment of this magnitude comnot therefore
be considered in ~ sinilar meonner to the smounts of less then $200 million committed
to the two existing internationsl sgtocks.

25. Present stock operztions asuffer from finoncial constraints in govermment budgets
and industry, and from fthe instability of interest rates. Credit shortages ond
"double-digit" interest raies currently nake it virtuslly inpossible to breok even on
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gtocking cpercticns unless price swings ore wide. Financirng stocking cperotions with
~n uncertzin quantity and an unsteble price of ooney cannot be expected to nchioeve
stcble prices, costs ~nd returns for commodities. Consequently, govermments supporting
stocking schemes recognize that assurcd scurces of funds at recsonable charges should

be provided. Fincneing probably remnins & nejor factor impeding the establishment of
stocking schemes. :

26, Although, under present arrangements, the IMF buffer-stock financing faeility is a
potentially large scurce of funds, it has not been usged extensively during its

five years of operction, and has not so far acted ag a catalyst, as hoped, for the
negotiation of new buffer-stock arrengements. The facility is intended to assisgt
nainly developing country cxporters with contributions to individual international
scheres, but 2 serious difficulty in the use of the feeility even by such countries

has been the reluctonce of importers generally to meke their contribution directly to
such schomes.

27. 1In view of tha foregoing, it is proposed that stock financing should be
undertaken through o common fund, constituted for the gpecific purpose of directly
financing stocks of a number of commoditics. The fund should be supported by both
exporting and importing countries, so that an appropriate commitment to the finareial
arrangements would be shown by countries participating in the management of stocking
crrangements.  The financial burden for these countries would be ensed if the
internaticnal financial institutions cxtended assistonce more widely and effectively
to all countries omong their members. Furthermore, the fund should be open .o
investment from other sources, as a mojor or supplementary source of financing. To
do s, the stocking operntions and the rules of the fund should provide security of
investnent and reasonable returns. The fund should be able to raise its finances
on terms and conditiorns comparable to those for other offieial international investment,
The balance of commitments accepted by governments and the internationsl financial
institutions would exercise 2 key influence on the objectives of international policy
in the commodity ficld.

28. Recent developments moy heve modified the attitude of importers ns regards
finencing stocking arrangements. The eppropriate conditicns for investment in
international stocks could be achicved if the major trading countries could agree on
joint responsibility for the public fincneing os well ns the management of comodity
stobilization measurcs. It would have to be recognized, however, thot meny countries
would have problems in making o sizecble contribution in o period, of the kind that at
present seems to be ahead, of brlence-of-payments digequilibria, inflation and slow
economic grawth. These difficulties might be ensed in two WoYS.

29. First, the IMF might appear to be an appropriate means of refinancing, though
effective assistance would appear to entail substontial smendment of its presont
policies on the financing of wuffer-stocks, including the extension of tho
evcilability of loans in practice to all member countries that undertoock stock
financing. The World Bank may also be an appropriate source of funds.

30. Secondly, while the finoncirl backing of the najor commodity trading countrics
should be lent to the fund, viable commodity stocking operations could also be
regarded as a sound investment. The contributions by trading countries would help
to guarantee the security and vicbility of such en investment. Investment, in
particular any investment that could be attracted from oil-exporting countries, would
require to be seccure and to orovide & reasonable return.



TD/B/C.1/166
page 12

1. Consolidated financing for stocking srrongenents could thus spread the burden of
financing, and it would help to ensure that the resources required were kept to o
ninimun by full employment of then. It is nlso conceivable that consclidated
financing would be less thon the current real costs of commodity stocks, while producing
cconomic benefit more effectively than ot prosent. Morsover, o financial instrument
lerge and flexible enowgh to cater for a packnge of commedities should be evalucted,
not only against the large costs alrcady incurred in stocks, but also in terms of its
contribution to the stability of oconomic cetivity end its impact on balances of
payments.  For these wider recsons, internctionsl stocking schemes might be
introduced ot more modest nei cost to the ecoromies of both importers and exporters
than the apparent investment. |

C. Multilatercl commitments in commodity trade

32. The objective of mora stablc conditions in comnodity supply and demond in general,
~nd the role and viability of international stocking operations, would be strengthened
if govermments encournged sustained levels of trade by undertaking multilateral supply
and purchase commitments to which stocking policies would be »elnted. These
commitments could be sgrecments between govermments on the approxinato omounts of o
commodity that each government cxpected the econony to gsupply or demand, to or from
all participating countries, based on forecnrsts of trade, including state trade,
private and official bLiloteral controcts and open market trading. Though the
agreenent would carry eon obligntion, as described below, it would not have the full
cheracter of a contract obliging govermments as such to acquire or supply amounts

that were not purchosed or sold under the ordinary trading system of the country
during the period of tle commitment.l/

33. Assurance of supply is the second outstending aree of concern cmerging from the
chootic commodity develcprients of the 1970s.  Set clongside the chronic concern of
primary producing countries with sustained merket capacity, there is o unigue
opportunity for a marricge of interests in realizing more predictable and more stable
movement of commodities in intornotional trade. Governments now seem more ready to
recogrize that reciproccl trade volune comuitments could facilitate forward planning
of resource use in their domestic economic policies and in solutions for balance-of-
payments difficultics. These cormitments could best be achieved multilaterally, and
with as wide a coverage of tr-de flows for porticular commodities as possible.

34. Trade arrangements that could offer some guidelines for national trade operations
and for production planning would be valuoble on' several grounds, Moat generally,
national authorities dealing with foreign cxchenge budgets, import policy and the
expansion of exports have fc taoke decisions based on appraisal of meorket developments
and the prebability of national actions affecting their trade. The nmorket price
mechanisn ond such notional actions, as short- and mediur-term indicatcrs, chuse
serious difficulties for such planning.

1/ See TD/B/C.1/166/Supp.3 in which more formal multilaterel combractual
arrangenents arc considered. '
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35, An additional advantage of governmentzl purchase or supply cormitments organized
rultilaterally, is that they might improve terms and conditions in the extensive
proportion of commodity trade that is already transected through forward contracts.
Conclusion of the cermitments multilaterally would help to bring more complete
information and competition to the conclusion of bilatercl private or governmental
contracts, especially for commodities for which open market prices are not available
or representative. Oone of the purposes of producers' cssooiations is to improve
their borgeining position in this respect. The commitment procedure, involving as
it would the exchange of information with other producers, could be of considerable
value to exporting countries as regerds their soleg policy and the regulation of
foreign companies operating in their territories. '

%6, The difficulty in mrking commitments on trade is that the influence that
governnents can exersise on the performonce of producing snd trading sectors varies

o grect deals The nature of agriculture does not ensure export availability, and
nost importing goverrnments cannot enforce purchases by commerce and industry.

Moreover, even if such commitments were undertaken for o period of ~s short as one
yeer, the ability to project requirements and supplies differs between commodities.
Nevertheless, it should be possible to proceed on the basis of the best possible short-
term forecasts of import demend and export availabilities, undertaken by national
authorities in consuitation with the priveote interests concermed.

37. To be effective, n system of multilatercl commitments would need to cover a
large proportion of trode in eny given commodity. - Otherwise, any significent
imbalance in import demend and export supply might not be discernible. Pruducers'
associations could find on important place.in ‘the system, by determining the export
potential and price conditions acceptable to their membership as a basis forf a
constructive relationship with consuming countries. Bilateral trade arrangements
and state trading proctices would also fit well into the procedures of multilateral

commitment, since such transactions assist governments in deciding on their over-all’

requirements and supply.

38. The likelihood of governments being able to contemplate commitments would be
enhanced in these circumstances if a supporting role were to be assumed by
internationsl stocks, whereby the obligations of governments to fulfil commitments
that had been realistiocnlly appraised but impeded by circumstance would be mainly
taken over by the nanogoment of stooks. The use of stockinry arrangements in this way
would need to be symmetrical, assisting both countries whose commercial performance
left a deficit in import commitments os well as countries whose export availabilities
failed to reach thz amount committed. One method of operation could be to allocate
shares in an international stock to participating countries that could be taken up
against non-fulfilment of commitments. Such stocking rights could be transferable.
While the financing of stocks might be independently provided through a common fund,
the use of stocking rights in this menner, by either exporters or importers, -could
entail certain charges (possibly determined in relation to carrying costs) as a
disincentive to deliberate evasion of purchase or supply commitments. Such charges
would provide a useful scurce of opernting revemue for stocking agencies, but would
not place a large financial penclty on commitment deficits. As noted in para. 23
above, pricing policy would nced to be harmonized under stocking arrangements and in
the determination of multilcteral commitmernts. .
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39, Multilaterzl cormitzents cculdl niso be concluded on commodities for which stocking
arrengenents were not fessible, especinlly if compensctory schemes were olso available
to countries with o high dependence ¢n nen-storoble export products. There may ~lso
be scope for srrangements thot bolance comuituents on one commedity ngeinst

cormitments on another.

40. The systen could thus be énvisnged a8 o three—-gtage process opplying to trede in
one cr severnl commoditices as follows:

(i) Projection of the global potentirl for trade between exporters ~nd
inporters over o specified period, ot least anmially and preferably
over the medium term, ns o forward planning cexercise;

(ii) Consultations between preducers (or consumers) as o moeans of resolving
© gignificont coverages in annual export availobility or in inpoxt
deénand, the range of prices cpplicoble, or other terms of arrengenents;

(iii) Agreement in the forn of purchrse and supply commitments concluded
maltilaterally, but without specification ns to the direction of trade.

41, The question orises whether stocking nrrangements will by themselves perform ma~
of the functions claimed for multilatersl commitments. A gystem of international
stocks alone can realize importent objectives, including the reduction of price
fluctuations and the effecting of short-term adjustment for imbolences in preductioen
or consumption in a momrer less abrupt than results from the cperntion of market
forces and prices slone. In this respect, stocking arrangements will help to reduce
the uncertaintics in plonning trade and production policies. However, ns stressed in
gection A above on inbernntinnsl atocking policies, when they are not open~oended they
will usuzlly need to be associated with provisions for quontitative controls eand
alteration of intervention prices if and when stock cperations are not achieving
longer term equilibrium in supply end demond. Such measures effect adjustment when.
the problen has developed and place the burden on export produccrs; forward
commitments could encourage o less peinful or less wasteful odjustuent process. While,
therefore, stocking arrangenents would not nced to be asscciated with multilatercl
cormitments in order to perform a central role in an integrated programne, their value
night be mere effectively realized in dealing with tenporary and irregular market
disturbance, particualarly from the demand . ide, if price move.ents and guantitotive
regtrictions due to structur~l imbolance could be averted through forward trade
commitments. On the ‘ther hand, o multilateral curmitment system would mest probably
stend ~ greater chance ~f ncceptonce and would be greatly strengthened in practice - il
supported by internntionsl stocking arrangenents. %

D. Compensatory fincneing of commodity trode o

42. 'The foregoing mecsures would still lazave certoin countrics vulnerable to export
instzbility and %5 depressed trend. thet reflected i wook bergeining position for key
exports. These would probably be countries with o significont dependence on
comodities for which stocking nrrangements or multilatsrnl commitments are not
feasible, or where portiecipation in a rultilntercl comuitment still left serious
fluctuation in their prices or rcturns. Such cormoditics ~re less likely to hove o
significant influence on the trade or psyments gitucstion of importing countries, so
thet orrangements for corpensntion could be wore suitobly directed to the nssistonce
of exporting countrics.
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43+ The justificotion for such assistonce is clready concretely acknowledged in the
interncticnal community through the IMF fceility for the compensetory finoneing of
export fluctuations, and by = nmajcr aroup of importing countries in the EBEC proposals
for o commodity compenscation schene cvoilable to nssocinted and associoble countries.
Mediun~term loans by the IMF are intended to smooth out fluctuetions in the total
expert trade of primary producing nembers and thus compenscte for fluctuations in
gpecific commodity exports when these cre reflected in downturns in over-all expert
receipts. The IMi scherie is self-finencis ;, with full repoy.ent of loans. It does
not loy down conditions with regard to the fomestic arrangements the finopeial
suthorities of borrowers make on producer priccs or incomes.  About SDR 1 billion

of nssistance was provided to 32 countrics in 1963-1973. The EEC gcheme would be
appliocable to a selectel group of commoditics, snd while besed on returns to those
commodity sectors individuclly, is intended to have en income-stabilizing influence
for the individucl producer in recipient countrics. It heg provisions that would
cause nop~-repoyablc cxpendituros, thoush partly seli-finanecing.

44, TYor those countrics in the positicn deseribed in paragrapn 42 above, the
expansion and liberalizotion of IMF cssistonce would probably be of significant. help.
The introduction of the EEC scheme w.uld also be helpiful in finding solutions te this
kind of problem. There would probably continue to be problems in some specicl arecs
of comrodity trade for particular countries that it might not be possible to
encompass in the IMF approaoch =t the level of total oxport carnings, but the exten.
of these problens would prcbably be greatly reduced if cppropricte chonges could be
nede in the IMF faciliity to enlerge the amounts transacted and the number of countries
using the facility. VWithin an integrated approsch to comnodity problems, it - ould
gect begt to give prioriiy =ttention with regard to compenaation nspects to the
possibility of building oun the present IMF facility, with astention being given ot o
later stege to any additional compensntory necsures thot might be required in
consideration of the scope of the expanded focility.

45. The nspects of the focility in mind in this respect are (i) the need for more
Tlexible conditions as regards the bolance-of-payments criterion fer assistonce;

(ii) reloxation of the limits on the nnounts svailable as determined by IMF quotas to
take nccount of the size of shortfalls; (iii) oasier requirements on the completion of
detniled export statistices within o relatively short period of the

shortfnll in exports; (iv) extonsion of the repayment period beyond the present
obligntion to mnke complete repayment with'n five years, inelnding a closer link with
the recovery of exports; and (v) nccount t¢ be token of chonges in the import
purchasing power of o country's exports.

46, If, however, action cn these lines did not appear feasible, the problem for the
exporters of the perisheble commodities for which demand and prices ore highly
unstable would remein looge enough to worrant conzideration of conmodity compenscotion
schemes. The most cratisal point of policy in a comwdity compensation gcheme is
that the scheme should bz considered ne o~ residual mecsure, to be applied when othex
nore direct approcches are inappropricte or inadequate to meet the ultimate cbjective
of stabilizing ond meinteining the renl expert incone of exporting developing
countries. Conseguently, the scheme chiould be designed tu previde autometic
compens:stion peyments in the forma of lcons to developing countries expericneing
ghortfalls in their export income from the commoditics considered (i.e. those n-
govercd by other arrongements). Suczh lcans weuld be repnid out of part ~f any
excesa of exports over the sgreed "normal" levels (from which the shortfalls were
calculated). Repayment procedures night clso include provision for conversicn cf
unpaid bolances into gronts.

B
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47+ The e.mbrivusion of cemnudity produetisn cnd trede 4o the sconsnic tlevelopment of
the developing wurld will only be realized ropidly ~nd efficiently if shifts in
resources within the prinsry sectors of the developing countries and within their
econcrmies in general can oceur. The neosures above would create nore favourable
conditions for appreopriante diversification and for freeing resources in o more broadly
based econonmic structurc. But in addition, seperate and more constructive attenticn
will be required in the international community to develop means of expanding the
processing of primery products, removing trode discrimination in this regpect, and to
encourage the transfer of technology ond research with this objective.

48. For the generality of primory commodities -exported by develqping -countries, there
is meed for -greeter diversification into the mere manufoctured forms of.the besic
products. Expansion of trodo in semi~processed and processed products. is inhibited
by verious factors, amon; which are toriff and non-tariff barriers in developad

- countries. This situation needs to be improved through extension of GSP coverage-to
nore products of primery origin, the removol of ceilings and quotas under the~GSP,..and
the removal or relaxation of other nen-toriff barriers. In addition, increased
~attention needes te be paid to the probleus of the development of processing in the
economies cf developing coumtries, including such aspects as the transfer of
technology and research.. Among the actions thot developing countries .can toke, "
will be importonmt to provide- export incentives.
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Chapter 11T

APPLICATION IN PRACTICE OF THk VARIOUS PRINCIPLES, OBJECTIVES AND
TICHNIQUES

49. In considering how the various principles, objectives and techniques dealt
with in the preceding chapters might Lo applied in practice, four separate groups of
commodities which face distinctive basic problems and for which distinctive policy
objectives need to be set can be taken as a basle for negotiation. This illustrative
grouping is not meant to represent any cxhaustive list of commodities, nor to be
exclusive regarding the techniques indicated., Further, it is without prejudice to
the possibility of adopiing & multi-commodity system and arrangement of the type
referred to in parsgraphs 21 and 22 above and in the supporting document on
international stocks&/ or the proposal contained in paragraph 51 below,

50. The firet group that caa be distinguished considte of cssential foodntuffs,

in respect of which the prevention of excesasive fluctuations in world prices In both
the short and long term, the provicion of adequate incentives to production, and the
building up of large internationally-held reserves, is in the common and vital
interest of virtually all couniries of the world, exporting and importing, developed
and developing. Because nroduction of these commodities is widespread throughout
the world and subject to unpredictable fluctuations, supplies and prices at the
world level can be effectively administered only by means of stocking arrangements.
For the reasons described in the supporting paper on international stocka,?/ the
most economic and effective way to achieve the required degree of supply and rcice
stabilization, and the necessary margin of supply security, would be to establish
internationally owned ard internationally managed buffer stocks, with financial
supporti from the proposed common fund, The current world chortages of cereals and
sugar have underlined the fact that national action, far less private commercial
action, cannot be relied upon to ensure adequate prices and security of supply for
basic food commrodities, shortages of vhich can cause hardship, suffering or death

to millions of human beinge, Indeed, international stocks should be established as
a matier of urgency for wheat, coarse prains, rice, sugar and selected vegetable
oilseeds and oils.i/ The international co=-ordination of national stocks, as proposed
by the World Food Conference, would be 2 major improvement in the organization of

world trade in food. though it should be regarded as an important first step towards
the egtablishment of international stocks.

51, In view of the inter-relationships between markets for different cereals, and
those between the markets for different vegetable oilseeds and oils, it would be
necessary for a single, multi-commodity, stock to be established for each of these
two groups of commodities.{/ In order to provide further saleguards for importing

L Tmv——

1/ T/B/C.1/165/Supp. 1, paras. 41 - 43,
g/ Up.cit. para,8.

é/ See also para. 7l below, for the views of the World Food Conference of
relevance to this question,

4/ ‘The complexity of the fats and oils group would entail careful examination
of the feasibility >f stock operations., Moreover the question of which particular.
coarse grains, and which particular vegetable oilseeds or oils, should be stocked
would be a matter for further study. It might be possible to limit stock operations
to certain key comuodities in each group.
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and evporting countries, stock arrangementa could be reinforced by commitments by
exporting countries regarding the flow and allocation of supplies in cases of
unexpectedly severe shortages, and by commitments by .mporting countries regarding
minimim degrees of access to protected markets, along the lines suggested in the
supporving paper on the role of multilateral commitments in commodity trade

(T0/B/C.1/166/Supp.3).

52, The second group of commcdities consists of casential industrial minerals
subject to substantial pricc instability and/or unsatisTactory price thenas. These
commodities include bauxite iron ore, copper, lead, zinc, manganese ore, tungsien
and phospbates (in addition to tin, [or which an intexmational buffer stock already
exists)., In view of tneir importance in the export structure of many developing
countries (end some developed primary exvorting countries), and in the import bills
of many developed and developing countries (because of the inelestic nature of the
demand ifor them), there is a large common interest for both exporting and importing
countries in the prevention of exceswive luctustions in their prices. In addition,
importing countries have a strong interect in the longer term seourity of supplies
of these commodities at "reasonable” prices while exporting countries are also
extremely concerned to maintain their nrices at adequatc lewels, taking into acceunt
world intlation, the conditions of demand for the partvicular commodity, and the rate
of depletion of reserves,

A

554 One way in which thesc objectives might be attained simultaneously would be
through international stock operations of the kind in eflect for tin., The price
range to be defended by such a stock could be sel by agreement at a level which
would reconcile the price ambitions of exporters and importers, while the stock
itself, provided it had substantial resources, could provide security of sales
outlets for exporters and security of supplies for importers. This would repr:sent
a solution substantially the same as that proposed for basic foodstuffs.

54 . However, the level of production of mineral commodities can be plamned much
more easily than that oy foodstuffs., Hence effective menagement of world supplies
and prices of minersl commodities can, in principle, be achieved by producing
countries without the help of international stocking mechanisms, provided their
production policies can be concerted sufficiently closely.

95 In taking action towards that end, producing countries would be acting in
accordance with the principle of the sovereignty of all countries over the /
exploitation and use of their own natural r:cources. Heverth:less, they would need
algo to respect the principle that, in actiag jointly, producersa should take due
account of the interestc of consumers, Alternatively, this objective might be me?
by negotiation with consumers, where necessary, to provide them with a substantial
degree/pf security of aupplies and stability of prices over the chort to medium
term,l

56, The third group of commcdities facing distinctive problems is agricultural

raw materiales, These include cotton, natural rubber, jute, hard fibres such as
gical, wool, ete, Virtually all of these materials face strong competition from
synthetic substitutes and, as a result, the terms of trade of many of them, in other
words the ratio of their prices in the world market to the prices of manufactured
goods in world trade, have shown a long-run deterioration, The increase in the

price of oil, as a raw material for synthetic production, but also ag an input in the
production of natural materials, has altered this relationship, possibly in favour

of natural products. It would however, not be possible, even through concerted

}/ Provided adequate facilities vere available to them for the financing
of stocks, exporting countries might not wish to conclude "symmetrical" contractual
arrangerents with importing countries, that is, arrangements incorporating a
@i mraral ocormitment hie the T ettt amaiptead o .
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international supply management, to maintain the price of such products at levels
which were out of line with their value in demand in ‘relation to the course of prices
for synthetic materials., The chief way in which producers of these commodities can
exert a sustainable upward influence on their prices is by increasing consumer and
manufacturer preferences for them through improvement of their quality, attractiveness
and technical characteristics and through market promotion,

57. Another important way in which demand for these natural commodities could be
expanded is by assisting manufacturers in their planning and operations by providing
assurances with regard to the availability of raw material supplies and their cost,
There is evidenoe that the considerable instability in prices and to some extent in
supply influences the choices made by manufacturers in favour of gynthetic materials
that are supplied at fixed prices which change relatively inf?equently.l/ The basic
objective which should be pursued for these commodities in the context of anm over-all
integrated programme, therefore, is assurance of delivery at predictable and stable
prices. Since a fairly close regulation of market prices is required, stabilization
shouid be sought by means of buffer-stock operations, and, to the extent possible,

by offering natural raw materials on similar delivery and price terms as can be
obtained from the manufacturer of gynthetic materials, Producing countries have also

expressed a strong interest in alternatives to the day~to-day open market system of
trading in these commodities,

58. The collaboration of importing countries in such operations would help greatly
%o ensure their success and it is to be hoped, therefore, that they would participate
fully in the finencing and management of stocking arrangements. However, in case

importing countries show insufficient interest, exporting countries should be assured

of adequate international financial support to enable them to establish effective
stocks on their owm,

59. As part of an over-all integrated programme for commodities, therefore,
international stocks should or could be established for cotton, natural rubber and
wool. In addition, sbtocks should be established for jute and hard fibres, including
the simply processed forms of jute (yarn, bags and cloth) and of Tard TI1bres (cordage),
since it is in these forms that the bulk of world exports of the former fibre, and a
large and increasing proportion of the latter, now enter international trade. As the
products concerned are of a fairly standard and homogeneous nature, stocking operations
for them should not -resent any undue techni-al difficulty.

60.  The fourth and final group of commodities whose problems need to be separately
distinguished is a group of tropical beverages and fruits which have shown a tendency
to over-production or which are subject to cycles of over-production and shortage.

As a result of these terdencies world prices ol these products have either been
depressed over a considerable period (as in the case of tea, bananas, oranges and
tangerines), or subject to wide fluctuations (as in the case of cocoa and coffea),
Iiven the recent excepticnal commodity price "boom", it may be noted, failed to 1ift.
(or maintain) the prices of these commodities (except perhaps cocoa) to satisfactory
levels, especially if the recent acceleration of world inflation is taken into

account. It ie probable that in the production of most of these commodities real
wages have been falling.

1/ See the report submitted by the UNCTAD secretariat to the intensive
intergovernmental consultations on cotton held in April 1974

(TD/B/C.1/CONS.14/L.2, paras. 34 and 35).



I/ R/C.1/166
page 20

6l. A common feature of the situation of all these cozmodities is that solutions to
the problems facing them depend on co-operative remedial astion by producers, as well
as the assistance of the international community. Action by producers is needed %o
manager supply through restraint on investment. The action of the international
ccmmunity is needed to assist in financing stocks for those products that are storable
and to conclude trading commitments on those which cannot be economically stored.
vpecial arrangements may be useful for the disposal of temporary or marginal surpluses,
as in the stocking provisions of the International Coocoa Agreement. | o

62.  For cocoa and coffee, which are marked by both long cycles and sharp short-term
variations in production and prices, a special blend of stebili~ation policies may be
needed. Short-~term fluctuations can be offset by international stocking operations
combined with export quotas as needed: the solution to .the long cycle has to be
sought in policies.stabilizing the rate of investment and prcmoting shifts to other
activities., A progressive export. tax applied when prices are high would dampen the
cycle ag a whole, because it would curtail investments in surplus capacity and
therefore avoid prolonged periocds of depresged prices and earnings; in addition, if
tax proceeds are used for financing diversification, there would also be income
generaved by the releaced factors of production. Tor tea, an agreement may be
facilitated by international assistance for stocking and diversification, thus
helping to remove obstacies to agreement amongst the producers concerning future
output and investment, More generally, operation of an international stock could ue
used to stimulate desirable resource shifts and resource mobilization policies in
the producing countries. In bananas, co-operation among the producing countries in

deciding on an agreed selling policy fe’a pre-condition . for an improvement in .rices.

6%, The co-operation of importing countries in "policing" export quota arrangements,
or in concluding multilateral commitments with exporting countries, might be of
valuable asgsistance to the latter in their efforts to improve the stability or the
level of the price of their commodity. On the other hand, exporting countries may
wish to rely more on their own cohesion and self--discipline by attempting to operate
such arrangements as minimum price agreements, central selling systems, uniform export
taxes or co-crdinated stocking systems, according to the characteristics of the
different commodities and their markets,

64. In effective arrangements for the commodities in the four groups described
above could be established on the lines indicated, a major step forward would have
been taken in dealinz with the "commodity problem' at the world level. Inevitably,
however, the extent to which the commodity problems of individual developing countries
would be remedied would vary greatly, depending on the composition of the exports of
the different countries and the degree of success of the various arrangements es
established, For most developing countries there would be a residual problem of some
Gegree or other, reflected in the extent to which the trend of each country's
commodity export earnings, in terms of its import purchasing power, was satisfactory
or ctherwise. In the light of this, an extension and improvement of the existing
compensatory financing facility of the 1T would be of value for the purpose of
dealing with these residual commodity problems of individual developing countries, on
the lines described in 4he supporting paper on'compensatory financing,arrangements.l
One way of dealing more directly with the problems of individual commodity sectors ~
would be to offer the option of obtaining assistance in relation to shortfalls in
their commodity export earnings, rather than in relation to shortfalls in their total
export earnings, if the amount of assistance obtainable under the former option would
be greater than under the latter,

1/ TD/B/C.1/166/ 5upp.4 | . "
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65. Finally, whatever the particular cbjectives pursued and the particular techniques
adopted for individual commodities or groups of commodities, and whether or not a
milti-commodity system iz followed or a multi-commodity agency is instituted, the
integrated approach (even in the illustrations given above) should be as. comprehensive
or as multi-dimensional as possible., That is, it must attempt, at least in the long
run, to encompass the totality of the commodity problem from production to consumption,
Above all, it must be dynamic in concept so that it allows for efficient allocation of
resources, and for the structural transformation of the economies of developing
countries, especially through the processing of raw materials and foodstuifis in
developing countries and the diversification of their exports.
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chapter IV

PROPOSALS FOR FURTHER ACTION

66. Paragraph 8 of resolution 124 (XIV) of the Trade and Development Board requests
the Committee on Commodities to give priority consideration to the matters contained
in the part of the resolution dealing with an over-all integrated programme for
commodities, and to make recommendations, including a time-table of work, for
appropriate action by the Beard at its sixth special session.

67. In response to this request the Committee will wish to bear in mind that the
integrated programme outlined in the preceding chapters proposes action on:

(a) International stocking errangements for various commodities, to be brought
into operation to counter rapid deterioration of pricea or downturns in
demand and, in some instances, to restore dangerously low levels of world
stocks. Eighteen of the principal commodities (or commodity groups) in
world trade, to which these measures could be applied, have been
provisionally Identified;

(b) Financial support for all stocking operations through a common fund, based
on contributions shared by importing and exporting countries, assisted by
the international financial institutions, and alsoc open to international
invegtment from other sources;

(c) Multilateral purchase and supply commitments by governments to give
assurance of supply and outlets on at least the key commodities in trade
for which such assurance is important. These measures should as far as
possible be linked to international stocking arrangements. Supply
commitments are alsc required when independent measures are taken by
exporting countries;

(d) Improved compensatory arrangements, primarily through extension of the
IMF compensatory financing facility;

(e) Expansion of trade in processed products through extension of the coverage

of the GSP, the removal of non-tariff barriers and the provision of export
incentives.

68. While the Secretary-General will proceed with further work in the light of the
comments and decisions or recommendations of the Committee after consideration of
the documentation before it, it is already possible to identify key questions that
will require consultation with governments as well as with the international
organizations concerned and the specialized commodity bodies. These issues include:

- specific stocking arrangements, and their techniques of operation - whether
on a single-commodity or multi-commodity basis or both;

- refinement of .estimates of the financial implications of international
stocks, the size of the proposed fund, and the relation of its operational
functionsg to sources of finance;

-~ proposals for multilateral contracts and compensation arrangements.
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£9. ILenides the urgeni need tc endcrse the general principles or key elements on
the main lines of an integrated programme as outlined in the present report, so that
further work on the programme can proceed without delay, the Committee could, in
making its recommendations to the Board at its sixth special session give more
concrete form and direction to the programme. In this regard the Committee might
wish to recommend to the Board the setting up of suitable machinery and procedures
to deal with specific issues such as those mentioned in paragraph 68 above.

70. The constitution and terms of reference of the machinery to be established in

this respect should reflect the intention of bringing negotiated arrangements into
force at the earliest possible time. It might take the form of a preparatory committee
which would meet between the sixth special session and the fifteenth session of the
Board to facilitate the taking of decisions on the programme at the latter session,
decisions which would be aimed at negotiating without delay stocking arrangements,

the establishment of a common fund and other aspects of the proposed programme. A.
preparatory committee that would be representative of the interests in the integrated
programme could carry {orward the elaboration of the proposals and allow the Board

to give more adequate attention to the major policy decisions that would need to be
taken. This might be the most practical procedure in view of the comprehensive
character envisaged for the programme, particularly as the Board will have an unusually
heavy agenda before it at its fifteenth session.

71l. The Board at the first part of its fourteenth session expressed a sense of
urgency in the matter of new approaches to commodity problems and policies and in
particular, as already noted, regarding the elaboration of the proposed integrited
programme. It may alsc be observed that the World Food Conference, addressing itself
to these matters in the context of the inter-relationship between the world food
problem and international trade, made recommendations calling upon governments to
devise, in appropriate organizations, effective steps for dealing with the problems
of world markets, and, in urging UNCUAD to intensify its efforts in considering

new approaches to intermational commodity problems, reiterated the recommendation

of the Board in this respect to the Committee on Commodities. The World Food
Conference also urged countries concerned and international financial inastitutions

to give favourable consideration to the provision of adequate assistance to developing
countries in cases of balance~of-payments difficulties arising from fluctuations in
export receipts or import costs, particularly with regard to food.

72. In the light uf the sense of uargency that is being shown by the international
community on these issues, and the expectation that UNCTAD and other international
organizations will move forward with expedition in deciding on the lines of +‘hc
intergovermmental action required, the Committee will wish to focus its efforts on
the recommendations to be made in this regard, and in particular on a time-table
and programme of activiiy.

73. It should be borne in mind that other on-going activities between govermments
will be related to an integrated programme along the lines envisaged in the present
report. These will include the multilateral trade negotiations with GATT, which
are expected to move soon into a further stage of active negotiations and may be
concerned with initiatives dealing with trade in commodities that would bear on
aspects of the proposals for the integrated programme.

74. BSpecific financial questions relevant to the integrated programme proposals may
also be taken up in 197% in the agenda of work of the recently inaugurated Development
Committee of the Governcrs of the World Bank and the IMF, and also by the Executive
Boards of these agencies. In addition, there will be the need for re-negotiation of
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the international commodity agreements on tin and cocoa, as well as comtimuing efforts
to re-establish economic provisions in other agreements or tc negotiate new agreements.
All of these activities will require close co-ordination with the over-all development
of an integrated programme, in order that its basic principles and objectives, as well
as the main emphasis to be ‘given in the direction of its operation, should influence -
policy decisions elsewhere on aspects related to the programme and action on specific el
commodities.

et

75. Furthermore, it bears reiteration that the nature of the programme may well be
imposed by world events. The gravity of the present internmational economic situation
should persuade govermments of the imperative need for early action on contingency
policies, if the action eventually decided upon is not to be overtakén by more rapid
change in the conditicn of the world economy, and of the developing countries in
varticular,
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INTRODUCTION

1. Two of the principal objectives of the integrated programme set ocut in

document TD/B/C.1/166 ave stabilization of commodity prices at an adequate level and
security of supplies in intemational trade. The argument of this paper is that a
central role in achieving these objectives should be played by a system of international
gtocks for a wide range of commoditics.

2 Chapter I focuses-on recent developments in the intermational commodity situation
and stresses the danger of heightened instability of commodity markets in the future
unless effective internationazl action is taken. Chapter II discusses the objectives
of a system of internationally held and internationally managed stocks and reviews the
possible interests of the exporting and the importing couniries in such a system.
Chapter III provides a first approximation of the range of commodities to be covered,
discusses storage costs, and analyses inter-commodity linkages. Chapter IV focuses
on operating problems of the stocking system, such as: the determiration of purchase
end selling prices; the adjustment mcchanisms aimed at reducing the danger of surplus
stock accumulation and at promoting diversification; the scope of intervention in
comnodity markets; the cconomic and financial eriteria for judging the results of
international stock operations; and the multi-commodity versus the single commodity
stocking approach. Chapter V dcals with capital requirements for stocking operai -ms
anc. provides a first illustration of the amounts which might be involwved. A4
concluding chapter outlines suggestions for further work

Chapter I
NATURE (OF THE FROBLEM

4 The relative attractiveness of a stocking system over cther regulating mechanisms
ig that a commodity stock, with adequate resources of finance and of commodities, can
achieve market objectives directly and with immediate offect. This considerstion is
particularly important for the low income producing countrics, when purchases by an
international stock may be decisive in proventing sharp price falls and depressed
earnings. While the stock will necd supporting mechanisms to prevent oxcessive
accumnulation of supplies, it should normally be able to function without undue
restrictions on regular trade.

4. The stocking system his ancther advantage: the oxistence of stocks of foodstuffs
and raw materials may serve to avoid famine and other major disturbances when o series
of widespread crop failures occurs or when there is a sharp increase of demand for
primary products. This second function of stocks has been highlighted by recent
developments. Tor a number of key products national stocks have fallen to low levels;
and if account is taken of the nced for working ("pipeline") stocks, the remaining
reserve nargin has become thin (sce table 1). These developments are particularly
important for food-importing countries and for countrics heavily dependent on imported
raw materials for their industrial growth.

B It is now reasonably certain that the 1973-1974 beom in commodity prices is over
and that the spreading recession and the reversal of speculetive expectations may lead
to declines in primary product prices considerably grcater than those which have
already occurred. Such developments would discourage preoduction and investment in a
number of primary commcditics, thus leading to a posaibility of renewed shortage and an
even sharper upward spiral in prices when the luvel of cconopmie activity revives in the
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ndustrizlizcd countrise., This danger wes recognized by the OBCD secretariet as :
cormodity prices started f2lling in =mid-1974. 1/ Furthermore, a deep and widespread
fall in commodity prices would not cniy intliot hardships on the producers, most of

whor are in poor recgions, bui by reducing their incomes and effective demand it would
also deepen the reecesgicr. in the world veonzy. These consideratione call for a

revival of intermaticnal discussion of commodity stabilization on a broad basis and with

a sense of urgency.

6. Reserve stocks which ciied @ until gever:l yeors age were managed nationally. In
perticular, the United Stotes held lopme stocke in relation to world ocansumption for a
nunber of commoditivs - boih tinese which it producec gfoadstuffs, egricul tural raw
materials and some metels) cd those which it imports (metala, sone agricultural
products)., Other producers of both temperate zone ond trepical producte had also
necumulated large stocks,. lovivawl stocking wolicies, determined by various
congiderations, occasionaliy d:isiabilized the market, but taking thoe pericd 1950-1970
as & whole, and considering the entire ranes of products stored by different national
agencies, the stocks served as a mejor cushioning device, and at the same time provided
the reserves needed for a smooth flow of world congunption and of world industrial
production. In addition, there was spere production copacity in prinary products,
particularly in the Unitod States, in the fomi of sot-aside acreage. Since 1970,
however, reserve stocks of both foodstuffs and key materiale hawe been depleted at &
accelerated rate, and the sparc production capacity for primary products in the

United States has virtuslly disappeared. Congeguently, for the first time in the last
two decades the world economy is being run virtually without reserve stocks of
esgsential foodstuffs and seversl industrial materiolo. '

(« The result is likeliy to be a greater ingtebility of the werld economy than has
been expericnced since the sscomd world war, in trode ir meny commodities is only a
froetion of world production rnd conmmplion of the cormoditics concerned, mmall
changes in world demand and supply give riee Lo disproportionately large fluctuations
in trede and prices, unless adequate stocks are availoble.  Stocks will have to bo
rebuilt, although not nec.ogsarily to earlier levels. Govermments of courtries which
were holding the largest stocks have now moved o ay from policies which had led them to
guch extensive nccumulatien, and it is unlikely that eny country will attempt in the
future to carry virtually elon: the stocks required for the world ecconomy. The choice,
then, is whether there will be attieapts by a number of countrica to carry ostocks
individuelly for th ir swn needs, or thers vill be an intornational syston of stock
accunulation, helding =nd disnosal.

8. The functions of an international stock can be perfored by national stocks in
producing and censuning countrios, provided they hove sufTicicnt finance and national
stock policies are internctionnlly agreed ond gynchronized. The Tipat condition isg

met by some producing countrics hut not by the mojority. The second condition has not
been realized in prectice, although it is feasible in pricciple; it would reguire
institutional arrangements snd a cot of agreed rules concorming the range within which
the participeting governnents wouid try to keep the world uarket price and the level of

1/ "aspects of World Luflation", OOCD Beonomic Outicok, Farie, July 1974, page 37,

b
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stocks to be relezsed or accumulated by each governnent. Even if these conditions
were met, the aggregute of metional stocks, cach based on individually perceived
country needs, would be larger, both in volume and in tems of financial requirements,
then an internationally menaged stock, which could be deployed more efficiently to
achieve the same objectives. 2/ In addition, there would be an element cf uncertainty
over access to supplies, since the stocks weuld be nationally owned and operated.

Sore of these problems could be partly rogolved by the simultaneous existence of an
internationally managed stock and of national stocks, 2ll operating in a

co—ordinated manner. Such co-ordination would require a sustained and complex effort
in international co-cperation.

9, International stocks exist for two cormodities: tin and cocoa. The operating
experience of the tin buffer stock covering the last 20 years has been favourable,
while the mechanism for the cocoa buffer stock has only just been established; and no
atocks have yet been generated. This limited use of international stocks in commodity
trade stands in contrast to the wide application of national stocking arrangements,
particularly for agricultural products, by most developed countries and by o number of
developing countries.

2/ An international stock would need to be gufficient to cover the net deficit
(or to absorb the net gsurplus) of world production in relation to consumption; the
aggregate of national stocks would tend to be of a size to cover the gross defieit,
i.e. the sun of deficite of individual countries, with no reduction for surpluses
in other countries. See "The stabilization of markets for coarse grains; note by
the UNCTAD secretariat" (TD/B/C.1/CONS.13/L.3).
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World End-year Stocks ag a Percentiage of World

Annual Consumption, 19€0-1973

(Including working stocks)

1960-61 1965-66 1970-71 S
averagi average average 4
whparé/ 26.2 14.8 17.8 8.4

Coarse Grains™ 73,3 19.5 104 9.4,
Sugar 34.6 N 30.5 76,

‘ /

— 55,1 20,0 16.4 10,1/
Lead 18,3 7.7 & 9.9 Ta
Zinc 12.0 9,1 10,0 5.5
Tin 38, ¢ 3p. 0 24,5 21,1
Bauxi te 18.2 1046 Ta3 ik
cm‘r;iv/ 114.7 114.6 56.% 48.6
Cocva 16.1 5%, 15,0 20.4
Tea 8.9 9.1 8.7 548
cotton 50.8 . 67.2 44.8 45.)
Jute 10.0-24. 15.0-19; 16.0 15.2
Weol 29,0 22,0 29.0 25,0

Sinai/ 35.8 34,5 26.3 ...—’f

~

Rubber— 93.1 65.5 58.1 51,2

Sources: FAO, Commodity Review and Qutlock
Gill and Duffus (London), Cocoa Market Report
Intemational Cotton Advisory Committes, Cotton - World Statistics
Intermationgl Rubber Study Group, Rubber Statistical Bulletin
International Sugar Organization, Statigtical Bulletin
Internaticnal Tea Committee, Annual Bulletin of Statistics
Intemational Wheat Council, World Wheat Statistics
United Stales Department of Agriculture, Foreign Agricultural Circular, Graing
Commonwealth Secretariat, Weol Slatistics and Indusirial Fibres
International Tin Council, Statistical Bulletin
World Bureau of Metal Statistics, World Metal Statistics
Executive Office of the President (Washington D.C.}, Stockpile Report to the Congrese

lrop years ending in the year shown.

A sharp reduction in the stock ratic is likely in 1974.

Tucluding the stockpile of the United States General Services Administration,
End-197% commercial stocks and end-May 1974 GSA stocks.

1572

10.@% in 1960-61, 24.%% in 1962-63,

1%.0h in 1965-66, 19.%% in 1967-68,

el il

Hotei- Unless otherwise stated below or in the foot-notes, consumption refers to actual world
consumption and stocks refer to commercial stocks.
Wheat: Stocks 1n seven exporting countries.

Coarse Grains: World stocks, excluding socialisl countries.

Sugar: Stocks in principal exporting and consuming countries.

Copper: Consumption of refined metal; known stocks in producing and consuming
countries.

Lead ) Consumption of refined metal; world producers' stocks and consumers' stoecks

Zinc )° in the United States, United Kingdom and Japan.

Tins Consumption of refined metal; kmown stocks in producing and consuming
countries,

Bauxite: Consumption of bauxite is taken as equal to production of alumina; atocks
of bauxate in the United States,

Coffee: Stocks in producing and importing countries.

Cocoat Grindings; stocks in producing and importing countries,

Tea: Stocks 1a the United Kingdon {excluding primary wholesalers).

Jute: Stocks in Bangladesh and India.

Wool : Stocks in producing and consuming coun'ries.

Sigals Stueks in Kenya, Tanrania and Brawil.

Rubber: Stocks in producing and consuming countries, excluding stocks aflcat.
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Chapter IT

OBJECTIVES
10. The objectives of a system of internationally held ana internationally managed
stocks would have to be sufficiently broad to encompass the interests of both the

exporting and the importing countries.

A, Exporting_countries

11. The exportimg countries have several major interests in price stabilization
through intermational stocks.

(1) In periods of excess supply or weak demand marked by falling prices,
these countries are anxious to avoid selling on a declining market,
eince this would drive down prices and earnings even further. As
most of them do not have the financial resources to enable them to
keep supplies off the market, selling tc an intermational stock at a
reasonable price would provide the necessary support. Most of the
specific regquests for the establishment of internmational buffer
stocks have been triggered off by the emergence of serious surplus
situations and the associated rapid decline of prices. é/ While
other acticn will also be needed to achieve an adequate price level,
this level could not be sustained without reducing the need for
gelling on a declining market.

(ii) Wide fluctuations in world commodity prices make it difficult for
governments, farmers and other producers to take rational production
and investment decisions, whether in terms of export plans or of the
degree of gself-sufficiency, since unstable prices give unclear signals
concerning the long=run profitability ol different lines of production.
bstabilization of world market prices should promote a more efficient
use of resources.

(iii) Price stabiliity achizved by the operation of an international stock
should lead to an improvement in the long-run position of primary
products, particularly those which compete with synthetic substitutes.
Higher costs of energy and feedstocks have increased production costs
for synthetics; also their prices may be less stable in the future
than in th2 past. This provides natural products with an opportunity
to recover some of the market lost to an exceedingly strong competitor,
provided their prices are reasonably stable.

(iv) Greater stability of prices should lead generally to greater stability
of foreign exchange earnings. Where this is not so, and earnings are
destabilized because of supply fluctuations, the effects can be

j/ In these circumstances the movement of private stocks will normally be
destabilizing As prices fall, the holder of private stocks tends to sell, in the
expectation of heavier losses on inventories, until such time as the price has fallen
to a level at which the risk of further decline is negligible. At this bottom level,
however, the effect on the incomes of the producers will frequently be disastrous.
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countered by widening the price range and by measures which would help
stabilize supplies, thus achieving greater stability in earnings as
well as in prices. 4/

(v) Elimination of %he need for selling on a weak market, an assurance of
adequate prices, a netter allocation of resources and a strengthening
of the competitive position of nalural products would lead to an
increase' flow of foreign exchar :e earninge. The resulting larger and
more ptable resource brse would ‘acilitate efforte to diversify and
modernize tlhe production and export structure of developing countries.
Industrial investment, output, and employment would be better
protected from external shocks and stimulated by higher domestic
incomes.

B. Importing countries

12. The main interests o the importing countries are in the security of supplies
over the short and long rua, in squitable access to supplies in times of shortages,
and reasonable stability of prices of both foodstuffs and industrial raw materials.
Security of supplies and relative stable prices of industrial inputs would facilitate
manufacturing operations and rcduce their risks. Some of the ways in which an

international stocking system_might _sssist in-reaching these;objecttvearare-set.out
below:

o
(1) By participating in financing the accumulation of stocks in times
of surpluses, tne importing countries would retain arn appropriate
share of control over the disposal of stocke and over both buying and
selling prices.

(ii) A reasonable stability of floor prices of the international stock and
its readinese to absorb culput at tliese prices would help to assure
adequacy of supplies for importing countries over the long run, since
it would provide producers with the requisite degree of certainty for
undertaking the investment needed in export production. j/ FPurthermore,
the operation of the stocking system could be consiaered in a wider
framework of mecasures needed to assure satisfactory supplies of
scarcs materials over the long run. (lose co-operation with
international devslopment agencies and with public and private
interests in th:z consuming ana the producing countries could result
in an integrated approacih covering the whole chain from mineral
exploration and land-use decisions to marketing, including the use
of long-term contractis.

4/ This applies to some agricultural products where prices ncrmally fluctuate
in inverse proportion to guantities and demand is fairly responsive to price changes.
For a more detailed analysis see "The development of an international commodity
policy - Study by the UNCTAD secretariat (TDMB /Supp.1) in Proceadings of the
United Nations Conference on Trade and levelopment, Second Session, vol. IT Commodity
Problems and Policies, United Naticns publication, Sales Ho. E.68.II1,D.15. and
The Problem of Stabilization of Prices of Primary Products, a joint study by IIF and
IBRD (1969), especially chapter III.

5/ QECD, op. cit., p.37° ©I* appears highly unlikely that in an expanding world
economy relative prices c¢f primary commodities could return to the depressed level of
the 1960s. Given the present capacity constraints in basio materials industries,
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(iii) In times of scarcity, a plan for allocating supplies to the importing
countries may be necessary in order tc ensure minimum supplies to
participants in the stocking-system at reasonable prices and without
discrimination.

(iv) The locaticn of stocks should be widely distributed. Willingness of
particular governments to share in or subsidize storage costs may be
taken into account as an additional factor. Wide distribution of
stocks would be an additional guarantee of equal access to primary
products.

G Ultimate beneficiaries

13. In its buying operations the international stock will probably deal with large
organizations, such as government agencies, co-operatives or groups of co-operatives,
and large private companies. ©Prices at the producers' level, particularly prices
obtained by the small producers, may differ substantially from world prices supported
by the international stock. However, a basic objective of the proposed system is

to improve the conditions of life and work of small farmers, landless labourers,

and mining workers. In establishing schemes for individual commodities, it may be
desirable to pay particular attention to the extent to which these benefits,
including benefits from diversification, will be broadly shared.

which are highly capital intensive and have long gestation periods, a sustained and
high level of investment is required. Moreover, there is a need to develop technology
and investment in the conservation and recycling of depletable resources. Hence it
would be against the interests of both producers and consumers to let prices drop
below the long-term equilibrium level for a protracted period".
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Chapter 111
3C0FPE

Aa Commodity coverage and countrv effects: A first approxiggtion

14. Table 2 lists 18 major commodities which are prims fagie suitable for
international stocking. The list ig a tentative one, and further work is necessary
on the feasibilit- of stocking of partic: iar products.  Speoial investigation is
needed of a suitsble stabilizing mechanicm for oilseeds and vegetable oils produced
in the tropical areas, which are interchengeable with other oils and fats in a
varying number of uses aad ere therefore exposed to complex gubatitution effects.
As regards tea, recent e=xp¢rience suggests that it may be storable under-
appropriate conditions fer z longer pericd than earlier thought; the question here
concerns the extent to which stocking could be used in conjunction with other
measures to change the lsvel of prices. Tor bauxite and iron ore, economic
feasibility of stocking partly depends on their future price levels; also,

further investigation is needed of the processing stage at which they could be
stored most economically.

15. The commodities 1iisted account for 55-60 per cent of total primary exports of
developing countries, excluding petrnleum, and their stabilization at an adequate
level would have a significant favourable effect on these countries' foreign
exchange earnings. Neveloping countries are also importers of primary products,
however, and this would have an opposite foreign exchange effect. Since the
proportion of primary products in total imports of developing countries is much
smaller then the corresponding proportion in their exports, these countries, as a
whole would be net gainers. The incidence on individual countries would vary,
depending on the commodities subject to stabilization, the national structure of
exports and imports, and the level at which prices of different commodities are
stabilized. The possibility of adverse net effects would be greatly reduced if the
product range subject to stabilization were wide, and it would be eliminated if the
importing developing countries were able to obtain supplies at preferential prices.

16. A number of high-inccme countries are large exporters of primary products and
would thersfore directly benefit from stabilized export prices (see table 2). The
main effect on the majority ol these countries, however, would be with respect to
their imports, as their import prices woulé be higher while international stocks
were being built up thar they would be o nerwise. It is Liportant to bear in mind
the proportions involved, however. Imports by the high-income countries as a whole
of the commodities listed in table 2 accounts for about 9 per cent of their total
imports, and therefore the aggregate effects on account of price stabilization are
likely to be relatively moderate. However, it must be recognized that these prioce
effects are real and for some importing countries they may be important. On the
other hand, to the extent that the build-up of stocks takes place in periods of

falling prices, it would limit the decline rather than result in an actual rise in
prices.

17. The analysis in paragraphs 15-16 above c¢nsiders the short-run effects of
price stabilization at an adequate level: when prices are supported exporters

tend to gain, and importers pay more, although they benefit from improved security
of supplies, and also from lower prices when stocks are released. Over the long
run, it is both exporters and importers who gain. Importers will gain from rising
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TABLE 2
Major stockable commodities: trade values, 1972
(Millions of dollars)
Exports f.o.b. ! 7 Imports c.i.f.
. Developed | Developed
World market Sooial%st Develoglng World market Social%st Develop%ng
ezonomy [countries|{countries economy |Countries| countries
ocountries countries
wneat® | 4 366 3 me 348 160 4 609 1540 | 1 291 1 778
Maize 2 2981 1 914 5% 331 2 4441 1 905 524 215
Rice 1 120 537 143 440 1 232 s 1. 82 974
sSugar 3 334 921 - 178 2 235 3 3791 2 304 460 614
Coffee :
(raw) % 049 - - 3 049 3 368| 3 101 126 141
Cocoa
beans 123 - - T2 729 572 131 26
_Tea 145 3 o1 609 184 470 e 242
Cotton 2 828 587 484 T THT 3 DhE 1 714 792 549
Jute and
manu-
facture (762) 71 (21) 670 (8a0)  (520) (120) (200)
Wool 1 346| 1 143 42 161 1 7221 X 361 257 105
Hard b
fibres 87 3 = 8 106 92 7 1
Rubber 904 - - 904 1 095 689 305 101
Copper 4113 1 364 354 2 385 4 226| 3 635 317 214
Lead 418 257 45 116 ATO b 60 G 8
Zing 862 559 110 194 938 7136 ) 12%
Tin T30 T0 26 632 758 613 59 92
Bauxite 305 32 5 218 363 325 36 2
Alumina 609 265 46 T o298 685 532 91 62
Iron
ore 2 608| 1 213 403 992 3 4841 3 039 425 2l
Total 31 207! 12 882 2 3517 15 968 24 287; 23 702 5 086 5 499
- : . - (—

Sources: FAO, Trade Yearbook 1972, and national statistics.

a/ Including flour
E/ In addition, dsveloping countries exported $49 million of hard fibre manufactures.

Note: The classification into country groupings is that of FAO used in the source.
The figures are preliminary. For sugar, cocoa, and copper, import values
appear understated in relation to exports. For metals and ores, trade among
the mine countries members of EEC is excluded.
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supplies and ultimately cheaper products due to a steady flow of investment and
technical advance in exvort production facilitated by price stabilization, and
exporters will gain from larger markets and higher factor incomes due to
modernization of primary production and diversification.

B. Storage costs

18. Costs of storege - warehouse rent, insurance and other storage costs - are an
important element ia determining the length of the stocking cycle and the margin
between the buying and selling prices. If annual storage coste amounted to

> per cent of the purchase price snd interest on the commodity in stock is 10 per cent,
per annum, the selling price a year later should be 15 per cent above the buying
price 1 the stock is to break even. Higher storage costs and longer periods of
storage call for s propurticnately higher margin,

19. The technical possibilities of storage vary. "Perishable commodities are not
usually regarded as suitable for buffer stock schemes; yet there is no hard-and-fast
criteria of perishabiliiy in this sense. While there are some products, such as

- bananas, for which buffer stocks are presently technically impossible, and others,
such as tin, for which storage is relatively very cheap, there are a large number of
'grey area' commodities . . . Rapid development has occurred in national marketino
systems for the distribution over time of seasonal gluts of perishable commodities.
Similarly, some deterioration of commodities (as in cold-storage butter, in the free-
fatty-acid content of vegetable oils and oilseeds, and in the quality of cocoa and
coffee) has been found nonsistent with the profitability of carryovers in comm.rcial
storage".6/

20. The study by the UNCTAD secretariat referred to in paragraph 11 above 7/
classified commodities into three broad groups according to storage costs: negligible
for a group of metals, low for a group of agricultural raw materials, and moderate

for several foodstuffs. 8/ It has now been possible to make somewhat more detailed
estimates (see table 3), which confirm this earlier classification.

2l. The relevant relationehip is storage cost as a percentage of the value (price) of
the commodity. This percentage is quite low for most metals and for high-value
agricul tural commodities. Further work is needed t» establish the availability of
storage space in the producing and consuming countries and its rental and construction
cost, the probable :perating couts, and th¢ time needed for ¢ mpletion of additional
warehouse capacity. Tnis work lg related t¢ the iasue of tho geographical
distribution of stocke, cdiscusased in chapter II.

b/ ISF/IBRD, op. cit., p. 71.
1/ See foot-note 4 above.

g/ -OE- cit., raras. 149-153.



TD/B/C.1/156/Supp.L

page 11
TABLE 3 ,
Estimated storage costs of selected commodities, 1
. $ per metric ' Per cent
ton per year af of price }/ ‘
Copper 11 - 19 0.5 - 0.8
Zinc | 11 - 19 0.8 - 1.4
Lead 11 - 19 - © 1.8 = 3.1 :
Bauxite 1.50 ¢/ 6.8 « 13.1 &/
Iron ore 1.50 ¢/ 8.1 - 12.0 &/ |
Wheat 11 - 15 ¢f 6.7 - 8.4
Maize 11 =15 ef 6.5 = 8.1
Sugar - 15 - 30 £/ 2.8 = 5.6
Cotton 12 - 18 0.8 = 1.1
Wool 12 - 18 0.2 - 0.3
Rubber S 1 1.5 - 1.8
Coffee 12 - 15 0.8 - 1.0
Cocoa 12 - 15 b/ 0:6 = LT °

Source: UNCTAD secretariat calculations.

&

2 B &

Estimated rates for warehouse storage in 1974 in London or Rotterdam ports.
Rates for moving into/out of storage, frequently estimated at $10 per ton,
are not included. Storage and handling costs in developing countries are
likely to be lower. Storage costs are also likely to be lower outside
port areas.

Annual storage costs per ton as a percentage of average pfioe per ton in the
first nine months of 1974, unless otherwise indicated.

Dased on open air bulk storage for iron ore, port of Rotterdam, for pericds
of 12 or more months. Rates for moving into/out of storage: BS5.cents perton.

The range reflects different prices for different periods and grades. TFor
bauxite, the upper limit of 13.1 per cent reflects the world export unit value
of $11.40 per tom in 1973; prices are now moving upwards, and the lower limit
of 6.8 per cent is based on the price reported for July-September 1974 of §22
per ton.

Silo storage costs in the port of Rotterdamare currently $10.90 per ton per year.
In-and-out (cycling) costs are estimated at $2.30 per ton. The reported
equivalent rates for grains storage and cycling costs in the United States are
respectively $11.40 and $3.20.

Refined sugar in the United Kingdom. Upper limit refers to refined sugar in
50 kg. bags in the London area. Handling charges into and out of storage:
$7 per tomn. ;

An alternative estimate suggests $33 per tony including:@férhead and
operation costs of the stock. '

An alternative estimate suggests $22 per ton, including turnover costs.

-
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C. Commodity linkazes

22. A major problem in attempting to stabilize the rrice of a single product is the
undesirable substitution effects. 9/ 4 product whose price is stabilizaed in the
face of falling prices of competing products will tend to lose its market, and at the
same time to attract a disproportionate share of productive resources. This danger is
reduced when stabilization policy extends over a broader product range. Moreover,
such comprehensive stabilization policy could be used for inducing the shifts that
are needed. Changcs in relative support prices have been used successfully in
influencing the composition of output of annual crops in a number of countries -
€.g.y the United Staves, United Kingdom, HEC, Argentina, and Egypt. A major shift
in resource use was achieved in Brazil in the mid-1960s, away from coffee into other '
activities, essentially by changing sharply the relationship between the support
prices of different crops. Colombia has been applying over a long period a
consistent ooffee price-support policy which has prevented over-production and at the
same time promoted other activities in the coffee-producing areas. ‘

25. Shifts of resources within countries may have intermational repercussions and

may call for international co-ordination. For any one country, moving resources from
2 product which is in surplus to another which is not conatitutes diversification.
However, if many producing countries diversify into the same product at the same time,
new surpluses will be generated, with adverse effects on most producers. An
international multi-commodity stock would be able to discourage such developments by
appropriate changes in relative prices of different products.

9/ For example, on the supply side it might be difficult to stabilize the
price of rice while jute prices continue to fluctuate widely, since both compete for
the same factors of production. The situation is similar in the case of grains
and cotton, or rubber and oil palm. (n the demand side, stabilization of the price
of copper is made easier by the de facto ctabilized price cf aluminium, whioh is its
major subsititute, and the competitive position of copper, which has shown wide price
fluctuations, should therefore improve with stabilization.
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vhapter IV
OFERATIONS 10/
A, Prices

24. Initial determination of the stock's buying and selling prices is a major
operational issue., Views differ as 1o what represents a fair price; and also as to
what would be the long-run equilibrium price for a partiocular community.‘ Past prices
in real terms (i.e. allowing for inflation) are frequently taken as a starting point
for discussion; but then the guestion arises as to which period in the past should be
selected as best reflecting long-run costa. Furthermore, as recent experience has
shown, past prices may have been accompanied by under-inveatment, resulting in
subsequent sharp price increases. Conversely, in industries with declining costs,
maintenance of past prices may lead to over—production. ‘In many priwary products,
particularly agricultural ones, past prices have reflected a wage level which is now
widely considered intolerably low, and this factor would have to be taken into account
in deciding what is an adequate price in the future.

25. A pragmatic solution would have to be worked out, perhaps by paying special
attention to the effects the price is likely to have on the quantity offered tc the
international stock. A factor of significance is whether the producers are likely tc
have an effective machinery for conrolling supply. If they do, the stock would not
be over-burdened even though the price may be higher than costs.

26. Since costs of imported inputes are likely to increase and the import purchasing
power of export income is likely to fall over time as long as international

inflation continues, the initially determined price level will have to be adjusted to
taite account of these changes.

27. Experience with national and regional commodity stabilization schemes suggests
that it is almost impoussitle to avoid errors in price determination. A corrective
mechanism would be a vr vigion for re-examination of prices in the light of
experience at intervals agreed upon in advance, initially probably once a year. ll/

10/ For a more extensive discussion see UNCTAD, op.cit. and IBRL/IMF, op.cit.
Considerable literature has resulted from the operations of the International Tin
Agreement (see in particular William Fox, Tin: The Working of a Commodity Agreement
(London), 1974) and from the discussions concerning the International Cocos
Agreement. A thorougn treatment of the operations of a stabilization system is
contained in a series of writings by L. St. Claire Grondona, of which the latest is
a A& Built-In Pasic Diconomy Stabilizer, the Economic Research Council, {London), 1972.

11/ An alternative to changing the price for all purchases is for the stocking
gystem. to pay reduced prices for each gquantity beyond an initially agreed limit
(Crondona, ov.cit., p. xvi). Another intervention rule which has been suggested is
for the stock to vary the quantities it accepts depending on the volume it already
holds. (The rule is defined in terms of the "desired" level of stocks, expressed,
for example, as a percentage of world production or trade). Murther analysis is
needed of appropriate intervention rules and their likely effects.
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3. hdajustment mechanisms

L Supply contirols

28. In serious and persistent surplus situations there may be no feasible
reduction in price capa®le of arresting the excessive flow of sales to the stock,
end export quotas may have to be introduced, thus shifting the burden of adjustment
back to the producing countries. A permanent system of quotas has proven aifficult
and time-consuming to negotiate. An alternative would be an agreement in principle
amongst producing countries to reduce exports proportionately to current output (or
output in the previous year) in en agreed aggregate amount whenever the international
stock reaches the limit of its purchases. Such reductions would be applied
automatically and would obviate the need for advance discussions on quotag. They
would also avoid another major disadventage of export quotas, namely, their tendency
to freezc the geographical pattern of production and to slow down the expansion of
output by relatively low—cost producers. Postwar experience in this respect has
been more favourable than earlier. The International Tin Agreement, which relies on
. export quotas to support the buffer stock, provides for continuing re-allocation ol
gquotas in the light of countries' current production. These provisions have been
applied, and there has been a shift in the internationel location of production.
The International Cocoa Agreement, where the main mechanism consists of export quotas
complemented by a buffer stock, provides for the automatic adjustment of quotas during
the three-year life of the Agreement in accordance with a forxrmula that allows for euy’
significant changes in national production levels. :

2 Diversification

29. Export guotas are an effective stand-by device for emergencies, but they cannot
solve the problem nf persistent over-production, any more than can an international
stock. In such cases, structural adjustments are needed. These call for finance,
for fixed investment and for re-training of labour, which is additional to that
required for international stocks. Assistance for diversification is available from
international lending agencies, but the suns required are considerable. One possible
source of finance is income generated in commodity production and trade, especially
in periods of high prices. Clcs= observers of the experience of both the tin and

the coffee agreements have come to the same conclusion:

"The members of the (Tin) Agreement, whether consuming or producing, were
committed from the beginning to the doctrine that the only sclution to long—-term
supplies in the tin industry was through use of export limitation ... Any other
' basic approach was never seriously examined ... (such as) one which would have
taken int» account ... the differences between the wealth cf individual
producing countries ... and that there is a case for self-help between the
producers. . (There could be) a plan for govermments creaming off profits by’
increasing their duty or levy - when the tin price was above the ceiling in the
agreement ~ into an excess profits pool. This pool ... would be the basis of a
fund to buy up and hold, or perhaps sterilize, unwanted production and to
provide compensation for mines killed off. The f{und would also help to
diversify ecmployment in areas where mining proved svrplus. (There were raised
very practical objections - the cbjection of governments to local levies being
used for action elsewhere, the difficulties, especially in Bolivia, of finding
anything in the wining areas into which to diversify redundant labour, the
problem of deciding when capacity would be sterilized - but {1t is
regrettable) that this suggestion ... has not gone further". ;g/

12/ Fox, op.cit., rp. 266-7.

b

h
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"To provide an incentive for the adeption of a ratiocnal policy in relation to
both production and stocks, a more flexible use might be made of coffee export
stamps. The pro rata element of an export quota might be issued free of charge,
but any additional export entitlements ... could be the subject of a charge
sufficiently large to be an incentive to avoid unwanted production and needless.
holdings of stocks. The money so obtained could be devoted within the country
which has paid for the stamps to programmes or projects seeking to diversify
the economy of that country and to reduce its dependence on coffee". 13/

30. The use for diversification projects of part of the vroceeds from exports when
world prices are high would achieve the objective .of etruciural adjustment in yet
another way, since by taxing away part of the export income it would reduce the
incentive to over-invest which is present in all commodity booms. This is of
particular importance for products marked by long cycles in production and prices,
e.g. coffee and cocoa, which result from lags between investment and output and from
a weak or lagged response of demand to price changes. Superimpesed on the long
cycles are sharp short-term fluctuations in output and private stocks, and these can
be offset by international stocking operations. The solution to the long cycle has
to be sought in policies stabilizing the rate of investment and promoting a shift of
resources into other activities including processing; a progressive export tax
applied when prices are high would dampen the ¢ycle and raise aggregate earnings

over the cycle as a whole, because it would reduce aggregate investment, and the
average amount of surplus capacity, and therefore aveid prolonged periocds of
depressed. prices and earnings. If tax proceeds are used for financing diversification,
there will be additicnal income generated by the factors of production released. The
incentives provided by the operations of an international stock can be used fo
stimulate such desirable shifte in resources and to promote the intermal mobilization
of resources in ths producing countries. '

31. The first instance of international financing of diversification within the
framework of a commodity agreement was the Coffee Diversification Fund. Although the
volume of its operations was small, valuable lessons can be learned from the
cxperience of the Fund's operation.

e, Contractual arrangements

32. In view of the difficult food situation and uncertain agricultural prospects in
many developing countries, it may be useful to consider at some point the

feasibility of extending international stock operations through the provision of
longer-term guarantess of both prices and quantities tc the developing countries
exporting essential foodstuffs, in order tou help then overcome structural rigidities.
The resulting expansion of output and exports could help in meeting food import
requirements of other developing countries., Matters for study in this connexion
include the financial effects on the stock if its normal buying price at the time of
delivery to the stock is below the guarantee price; caution would have to be
exercised in undertaking commitments which might jeopardize the financial soundness
of the system. To the extent that long~term contracts could be concluded with the
focd-importing countries, however, the risk would be reduced. Financial assistance
by high income countries would also be most helpful. Such operations would contribute
to econowmic co-operation among the developing countries.

lj/ International Coffee Organization, Working Group on the Negotiation of a
New Agreement, Issues Paper, EE 1265/74, 30 January 1974 (London), para. 28.
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33. Contractual trading arrangements among the consuming and producing countries

generally could exercise a considerable stabilizing effect on quantities traded and

thus help relieve the pressures to which the producing countries and the international

stock may be exposed. In turn, extensive forward contracting is unlikely to be

feasible without stocke, since it could lead to increased market instahility for

those countries which did not have contracts; also, given the unpredictability of the

weather, supplies may turn out to have been over- or under-committed through forward

contracts, with the risk of greater domestic price instabilit;" in the exporting o
countries or even insufficient supplies to meet the contract. The existence of
adequate stocks would resclve these potential difficulties and enable contractual
arrangements to function smoothly. Moreover, contractual arrangements could be

made within a comprehensive system of multilateral commitments which would also be
linked to the operations of international stocks. l&/ The mutually reinforcing ection
of these two instruments could be expected to lead to a faster expansion of irade and
an alleviation of the foreign exchange constraint for all participants.

D.  Extent of intervention

34. A stabilization system can operate on either of two broad principles:

the system buys commodities offered to it at the floor price and sells when
the market price has reached the ceiling. It does not intervene as long as the
price fluctuates within the aet range; or

the system intervenes actively in the market in order to keep the price within
the set range. Management is given freedom of action in its trading operations,

355. The International Cocoa Agreement is based on the first principle: the buffer
stock buys cocoa only from producing countries and et the floor price, 15/ and it
does not trade in the market. The International Tin Agreement is based on the second
principle, with an important reservation: the buffer stock manager trades in the
market on a day-to-day basis, but when the price is in a fairly narrow belt around
the mid-point of the floor and ceiling prices (about 7 per cent), he must normally
suspend operations. In effect, this is & combination of the two principles.

36. There are many technical issues concerning the application of either principle,

but the main issue is ore of policy. National stabilization programmes normally

operate on the first principle, i.e., price support with ample funds to defend the

floor price and ample scope for the commercial sector to operate above the floor.

An active trading role for the public stocking system, i.e., application of the

second principle, may achievé economy in resource use for a given stabilization

objective, but involves more decisions and therefore more risks accompanying these ~
decisions.

37. The interaction of a public stocking system and privately held stocks has not b
yet been fully explored. 16/ A distinction should be made between working stocks,
commercial reserve stocks, and speculative stockes. The existence of public stocks

14/ See the Study by the UNCTAD secretariat, "The multilateral role of
commitments in commodity trade" (TD/B/C.1/166/Supp.3).

15/ However, when the buffer stock has reached the permitted maximum
(250,000 tons), further purchgses take place at a price below the floor, and the-
excess is diverted to non-traditional uses.

16/ The experience of the tin buffer stock contains important lessons, but
one of the problems here was that the buffer stock was too small. (Fox,
op.cit. pp. 270-271). '
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will not reduce the need for industry and trade toc hold working stocks, i.e. those
at the production eiid needed to maintain a regular flow of shipments, those in
shipment, and those at the users' end needed to wmaintain the smooth flow cof
processing and distribution. A public stocking system may be expected to bring
about a reduction of *he average holdings of commercial reserve stocks, and of the
highly volatile purely speculative stocks, now mostly held in the importing
countries. To that extent the economic cost of accumulating an international astock
would be partly offset by the release of resources now used to carry reserve and
speculative stocks. There is a growing dissatisfaction in the importing countries
with the behaviour of speculative commodity markets and the role they may have
played in recent violent swings in prices. 11/ For a public stocking system to be
able to alleviate the situation, however, it would have to be endowed with resources
sufficient to meet a possible unloading of private speculative stocks, concentrated
in a short period, end to discourage speculative buying on the upturn.

38. The operations of a public stock could increase market inetability. If the
stock is too small, it may stimulate speculative raids. If it attempts to maintain
prices at a level which would result in a permanent surplus or shortage, the '
resources of the stock, either in funds or in the commodity, will inevitably be
exhausted. The resulting market disruption, in addition to its inherent serious
consequences, may constitute the initial impetus for fluctuastions of larger

amplitude than those which would have occurred if a public stock had never been in
operation. Market instability might also be worsened if the public stock is manag.’
in a way which does not take fully into account the particular characteristics of

the commodity market concerned., In this respect, special caution has to be exercised
when both cyclical fluctuations and random factors, such as weather condition., work
together in generating market instability. More generally, the operatione of a public
stock, like the application of any stabilization policy, may defeat the intended
purpose. Such possible aggravation of market instability, however, would not be the
result of the operation of the public stock per se, but rather of an improper management
of the stock. -

E. Performance criteria

39. The financial results of stocking operations will depend on the amount of
carrying charges (as determined by costs and duration of storage), interest costs
and trading profits and losses, the last bLeing determined by the margin between the
buying and selling prices. ;g/ A relatively wide margin will tend tc increase
trading profits, but means that either the support price is too low or the ceiling
prices is tco high, and therefore the stabilizing effect is weakened. This
potential conflict between financial and economic considerations is not an
imaginary one: it was encountered in the operations of the tin agreement. 12/ In
the event, the tin buffer stock has been a financial success, partly because of a
rising price trend and partly because of skilful menagement. Price trends ocannot be

17/ OECD, op.tit., p.29. The major speculative e~lement is in futures contracts
("paper stocks"). See also W.C. Labys, '"Speculation and price instability on
international commodity futures markets" (TD/B/C.1/171).

18/ 1In the International Cocoa Agreement the margin (range) is 16 per cent on
either side of the mid-point, and in the International Tin Agreement 10.5 per cent.

19/ When prices rise the vuffer stock manager will induce greater stability
of the market by selling pari passu with the price rise but his trading profit will
be greater if he refrains from intervening until the price has risen sharply and
then sells. (Fox, op.cit.)
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expected to be always upwards, however, and even if the general price level ocontinues
to rise, the price of a $articular commodity may be falling. Under these
circumstances, trading losses on a particular comnodity in a partiocular period may
be hard to avoid unless control of the supply is practicable and can be instituted.

40. A stocking system which includes a number of commodities should aim at a
financial profit in the operations of the majority of commodities concerned and thus
for the cperation as a whole. Since the pr. mary objective of the system is an .
economic one ~ price etabilization ~ its profit target cannot be too ambiticus, hut
the system has to be finencially self-sustaining if it is to be able to discharge its
economic. functions in a sustained manner. Since world economic conditions can be
such in any particular period that market losses cannot be avoided, the stocking
system should have a fund to cover such contingencies. It is therefore suggested
that, when initiating such a system, a modest expert levy: be introduced on all
commodities included in the system, the proceeds of whish would g0 to a contingency
fund. A less satisfactory alternative would be to introduce the export levy only if .
and when net losses occur, and to impose it either on all the commodities or only on
those accounting for the losses. :

F. Multi-commodity versus single commodity stocks

4l. Management of an international stock can be crganized entirely on a commodi ty=by=
commodity basie, as ai present for tin end occoay or it can be entrusted, in sone
degree, to a multi-commodity organization. The Keynes-United Kingdom Government
proposals of 1942-1943 envisaged the establishment of a separate international
organization which all members of the United Nations would be invited to join.
Provision was made for a Council of Commodity Control, which would exiast alongside
councils for each commodity,’ would have supervisory functions in price and output
policies, and in the size and management of stocks, and perhaps also be resgponeible
for the provieion of finance. 20/ '

42. TUnder present circumstances, in view of the likely need for urgent stocking
action in a number of commodity markets, such action may in fact result in the
establishment of a multi-commodity stock under Joint overall management.
Appropriate machinery for most individusl commodities is not in existence. Such.a
multi-commodity system would also have a number of long-term advantages, some .of
which have already bcoen alluded to: o

(a) In epproving recommendations for individual commodities concerning
gupport and ceiling prices, a mul ti-commodity organization would be
responsible for, and capable of, teking into account the effects on other
commodities; individual councils could not be expected to perform this
function as efficiently;

(b) An individual commodity organization whose objectives include

© - “diversification would find it difficult to pursue policies in this
direction in the absence of some general guidance as to the lines of
production into which it is socially profitable to diversify. A multi-
commodity organization could provide such guidance and assistanoce in the
broad context of international commodity policy; '

——— ——

20/ J.M. Keynes, "The international control of raw materials," a memorandum to
the Treasury of 14 April 1942, published in Journal of Internatio Economice, ...
4 (1974), pp. 301-305, and unpublisghed subsequent documents.

0
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(¢) 1In the case of tree crops with long gestation periodd, the existing system
cf individual agreements for five years or less does not provide the
long-term perspective, particularly concerning prices, which is needed to
influence investment decisions designed to achievamatabilizatimn.hgif An
overall commodity organization of long life expectancy, responsible for
price policy guidelines, would be better able to provide more certainty;-

{d) 2 multi-commodity approach could make a eignificant contribution %o the
~control of the business cycle, By a deliberate policy of releasing
commodities from stock in periods of upswing and inflationary pressure, it
would tend to moderate excessive booms, and by purchasing commodities in
the downswing it would support cffective demand and protect employment; 22/

(e) If a multi-commodity stock had trading funotions, it would bte able to
offset, wholly or partly, trading losses on one commodity against profits
on other commodities. Also, it would be able to offset purchases of J
eome commodities against sales of others, thus reducing its net borrowing

requirement (see chapter V below);

(f) Prospects for reaching egreed solutiono in intergovernmental negotiations
would be eahanced by a multi-commodity approach, since the scope for
mutual concessions and reciprocity would be much greater than in dealing
with single-product schemes. ~ ' ' o

43. Views will probably differ on the weight to be atfached'to the above points,

and some may argue that the commodity-by-commodity approach, while slow and piecemeal,
promises a more sustained advance. Further exploration is needed of the issues
involved in the choice between single-commodity and multi-commodity stocks and their
possible variants.

- 21/ See International Coffee Organization, op.cit.

gg/' This possitle function of a multi-commodity approach was emphasized by
Keynes, It has been developed further by Lord Kaldor, who suggests the use of
international stocks of primary products as a major element in reconstructing the
international monetary system. (See Keynes, op.cit. and N. Keldor, "International
monetary reform'; the need for a new approach, Banca d'Italia December 1973, and
'"World Inflation and the Collapse of the International Monetary System!
(Williamsburg, Virginia), June 1974).
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Chapter V
CAPITAL REQUIREMENTS
A. vant iderati

44. The main determiranis of the amount of resources needed to establish a system of
international stoc«s sre:

() the commodity coverage;

(1) buying (support) prices;

(iii) the sensitivity of production and consumption to rendom factors, such as
the weather, and to fluctustirns in economic activity; the magnitude and
the frequency of such occurrences and the esmplitude of the fluctuations
they generate in the markets of the commodities crncerned;

(iv) the degree to vhich surpluses or shortages are bunched in adjacent years
(the greater the bunching, the greater the resources required) ;

(v) the margin between flow and ceiling prices;
(vi) the magnitude of demsnd and supply responses tm changes in prices;

(vii) the degree to which export guotas and other messures of supply management
ere expected to Te used; extensive reliance ofi export quotas would reduce
the need for internstional stocks in periods of surpluses, but would
aggravate the shortage in periods of deficite;

(viii) the likely wagsit-ie of absorptions into the internationsl stock of private
speculetive and other stocks;

(ix) the level of existing national stocks; the lower this level in relation
to consumption and the higher the perceived need for reserve stocks, the
greater the required resmurces fnr the system of internstional stocks.

45. BSome of these factors are of a technical nature. The key considerations are
matters of policy. Answers to questions such as: how big a reserve of grains should
the international community carry in order to avoid famine in periods of poor crops,
how large a stock of metals should be available to meet contingencies, and at what"
level should. the price nf a particular product be supported and for how long, depend
on technical and economic considerations, but they will reflect policy judgements
regarding the appropriaste use of public funds.

E. An illustrative estimate

46. Considerably more work, including consultations with experte, ie needed to arrive
at quantitative estimetes of the resources required for international stocks on
different policy assumptions. In the meantime, the UNCTAD scoretsriat has compiled an
illustretive estimate, based on suggested relationships between the volume of world
trade snd the size of international stocks; on existing studies, end on prevailing
expert opinion. -
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. 47. . Keynes had prepared the first estimste for a group of commodities to ha. inoluded
in an international stock scheme, based on the view thet the minimum stock level
should correspond to three. months of the ennual value of world trade in these
commodities. gg/ Any stock/trade ratio selected would be influenced by past
experience of surpluses and shortages. In a recent discusseion, a reduced minimum of
“one ‘snd ‘a helf months' trede hes been mentioned; ‘the tin buffer stotk reflects this
stock/trade retio, and for cocoa the stock level is between these two figures 25/.
These ratios - one and & hslf and three months' exports - have been used in snnex I,
which also shows pll wther available volume estimates of stock requirements, with
comments on the basis of estimetion 26/. : '

48. Table 4 shows ths estimated dollar cost of purchases on the assumption that the
quantities indicated would have been bought at average prices prevsiling in the
five-year period 1370-i974. The aggregate amount for the 18 ccmmodities is

$10.7 billion, of which $4.7 bvillion is accounted for by grainsg (whest, coerse grains,
~and rice). The next largest amounts are for suger, coffee snd copper, totalling |
$3.2 billion. The estimate for grains essumes a stock of 45 million tons (4 per cent
of world consumption), based on a racent FAO anslysis 21/; internstionsl stocking
requirements would be lower if they were dosigned primarily to essure supplies for the
low income countries mostly in South Asia and Africa) and for other grein-importi-=
developing countries (e.g. some petroleum producers).

49. The following qualifications should be noted:

(a) The estimated volume requirements have been shown es a specific figure
rather than as a range, in order to simplify the presentation. Ranges are given
in ennex I (TD/B/C.lﬁlﬁﬁ/Supp.l/kdd.1). In-table 4, tha lower end of the range
has been chosen for commodities where price fluctuastions in the past have not
been very large or where sdjustments in utilization of cepacity can be made more
eaaily_(e.g., moat metals). Particulsrly for rubber and copper the estimates
may be on the low side. Larger stocks may also be necessary for lead and ginc if
existing national stocks are as low as the available statistice indicate.. -
Conversely, the estimates for suger and wool msy be on the high side. '

(b) Past prices have been used for estimstihg the purchase cost because any
price projection wsuld have been controversisl. Periocds ether than 1970-1974
could have been used, but.eany period earlier than 1970 would not have been useful
in view of the distorting effects on all nominal values of international «

24/ Op git., p. 310. 1In later documentetion it was emphasized that three
months' stock would probably be too low and six months' weuld be preferable.

@
1 25/ A. Maizels "A New International Strategy for Primery Commodities", a lgeture
given to the Dag Hammarskjdld Foundation, Uppsala. (tc be published). ;

gé/ In the case of sugar it was also possible to make s preliminary assessment
of what would have been the capital needs of a buffer stock if it had been in
existence over the last 20 years, on the.basis of a rough simulation of its cperations.
(See annex II). . o _

_ 21/ FAO, World feed Security: "Draft Evaluation of World Ceresls Stock
Situation” (CCP: GR74/11), July 1974, p. 143 - "The World-Food Problem. Proposels
for National and International Actien" E/CONF.GS/ﬂ (document of the World Food
Conference) p. 173. R : ' o
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Maize: Argentine cif United Kingdom;
coffee ICO; Cocos: Ghana, spot New York; Tea: all teas, London Rubber:
Cotton: Mexican, S.M.1-1/¥6"; Jute:
United Kingdom Dominion clean 50 S;

“No.l RSS;
" Wool:

Exchange ;
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TABLE 4
Internatio gtocks; esti
o] d at .
: 5 Purch
Coamodii by Stock required Average prices in: o averag:B;riz:a,int
(Thousends of tons)|1970-197 1972~1974 1970-1974 1972-1974
' (8 million)
Grains 45 000 $105 m.t.h/ $132 m.t.E/ 4,725 5,940
Sugar .5 500 9.9 cts/lb 13.75 ots/lb] 1,200 1,665
Coffee 15 000 ¢/ 55.4 ctsflb | 60.6 ots/ib 1,097 1,200
Cocoa 300 51 ote/1b 64.7 cte/lb 337 428
Tea 90 51.1 cte/lb | 52.6 cta/lb 101 104
Rubber 375 23.4 cte/lb | 27.7 ots/lb 19% 229
Cotton 5%5 47.3 cts/1b 56.6 ots/1b 557 668
Jute and a d
manufactures - 29.8 cte/1b 30.5 cts/1b 985/ 1 ai/
Sisal g/ 114 19.4 cta/1b | 27.5 ots/lb 3 4
Wool 228 $2 215 m.t. $2 896 m.t. 505 661
- Copper 557 69.3 cts/1b | 77.7 cta/lb 854 95,
Tin 40 219.8 eots/1b 25T7.8 cts/1lb 194 227
Lead 240 17.2 cte/lb | 20.3 cts/lb 91 107
Zine 425 29.2 cts/lb | 39.5 cts/ib 273 370
Bauxite E/
(Al.content) 825 $56.5 m.t. $63.2 m.t. 47 52
Alumina
(A1.content) 562 $148.0 m.t. $150.0 m.t. 83 85
| Iron ore 26 000 b/ $11.0 m.t. $12.0 m.t. 286 312
Total 10,673 13,149
‘Sources: Annex I for volume requirements. Prices: Wheat: US, No.2 Hard Red Winter;

Sugsr: New York, contract No.1ll; Coffee: All

Bauxite and Alumina: unit value of world exportss

Pakistan;

Singepore,

Siggl: East African U.G.,

Copper, Tin, Lead, Zino: Iondon Metal
Iron Ore: average of

Liveria, North Sea ports and unit value of axports from developing countrias.

8/

For 1974, January-September-average.

dollars per metric ton.

Prices are given in US cents per pound or

Q/ Averages of wheat and msize prices, which were slmost identical in the periods

sonsidered.

aggremmte grain stock is likely to be small.
¢/ ‘Thousands of bage of 60 kg (132 1b).
g/ Based on stock/éxport velue ratio of 0.125 in 1972 adjusted for price changes.

¢/ See amnex I for comments on gtock requirements for hard fibres.

fibres end probably menufactures should also be included.

i/ The e-mputer value has been adjusted to take aoccount

of the 33

between market prices and export unit values recorded in 1970-1972.

&/

Estimetes subject to further investigation (see chapter III),

The price of rice wes more than double but the share of rice in the

Other hard

per cent difference

b/ Actual quantity may be smsller, depending on the stage of processing.
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inflation. If it is assumed that the commodities would have been bought at
average prices of the three-year period 1972-1974, the aggregate cost would have
been one-fourth higher (315.1 million) whereas at 1970-1972 prices it would
probably have beea one-fourth lower. To fecilitate Judgenment concerning prioces
used, snnex III contains price serics, for—easch. commodity, both in ‘current ierms
(actual prices) and in constant 1975 terms. gg/ ~In the case of sugar and zinc,
the 1970-1974 average prices used in %able 4 sre clearly above the historical level
in resl terms, and this is more frequently the case if 1972-1974 prices are used.
For some other conmodities, (bea, coffee and jute), both the 19721974 end the
1970-1974 average prices are clearly below the passt level in real terms.

o = ”
(c) For some commodities it is known that the prices used understate the likely
purchase cost. 'For tea, whers prices can be expected to respond significantly to
changes in volume, it is likely that esch successive purchese would take place at
higher prices than the recent depressed level. For baurite, prices are now
increasing substantislly above the past level, and this would affect the value of
the purchases. On the other hend, the cost to. the stock may be overstated to the
extent that market quotations (which are the besis of most prices used in table 4)
are higher than prices actually ohtained for all qualjties on the gverage. This
difference may be important for coffee, and aleo in some ofher cases gz?.

(d) The totel purchese cost for sll commodities is a gross figure, for three
Treasons: :

L Conceptually, the estimates for each commodity represent the me-.imum
stock which may be amccumulated; in practice, stocks will vary between zero
and the maximum; -

(ii) 1If a multi-commodity stock is in operation, purchsses of some *
commodities will be offget by sales of others in particular periocds. The
extent of the cffset will be determined by the amplitude of the intermational
business cycle: ithe. stronger the cyeclical movements, the more likely that
most commedity prices will move together, with consequently little offset.
During 1963-1972, commodity prices were moving in opposite directions in most
years (usually between rne-third and two-fiftihs in one direction and the rest
in the other), but in 1973 they sll moved together. IF oyclical msovements in
the world econemy prove in the future to be stronger than in the past two _
decades, the offsetting action will be weakeér. The policy implication seems
to be that the access to resources should be as large as possible, although
the actual call on funds in particular periods may be substentially below
the gross commitment needs; ' :

(1ii) If the stocking system is successful in reducing the amplitude of price
fluctuations it is likely to result in e graduel dampening of output
fluctuations as well.. This should work in the ﬁirpction of reducing capital
requirements. At the same +ime, however, the volume of gutput, consumption
and trade will be expanding in absolute terms, which would necessitate
carrying a growing volumz «f stocks. Only the future can tell what would be
the net effect on stocking necds =f reduced percentage veriations around a
rising trend.

28/ Current—prices were deflated by -the United. Nabions:index of “prices of
exported manufactured -gocds from -industrializsd cowitries., !

29/ For a group ~f 14 commodities, market quotations were on average 8 per cent

above export unit velues during 1967-1972. The msrgin reflects other factors besides
quality differentisls.
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Chapter VI

SUGGESTIONS FOR FURTHER WORK

50. Foeur areas of futvre work are suggested:
(a) Selection of cd%moditie:, size of stocks and price ranges;
(b) Storage. costs end location of stocks; o
(o) Operating principles and rules of interventicn; and
(d) Institutional questions.

bl. It is proposed that further werk on the selection of commodities, the volume of
stocks, price ranges, and length of the period during which the stock would be
committed to a' given price range, could proceed in two- directions simultaneously.
First, an investigation ceuld be made by the UNCTAD secretariat of the factors
influenoing, for each commodity, the stocking needs, and ‘the feasibility of stocking
operations in complex cases (e.g., oilseeds and vegetable nils); the work would be
done in co-operation with other intermational bedies, Seccondly, the secretariat
proposes to consult with governments in order to obtain their reactiona te the
suggested scope of operations of an internmational stocking system, including the
guestions of commodity composition and price ranges. :

52. Work on storage costs and the location of stocks oould perhaps be underteken

best in two phases. The tirst phase would consist of fact-finding (see chapter .II
above), and the second would be concerned with the sppropriate location of stocks.
Since natienal administrations, including marketing, port and railway suthorities,

are in the best position to compile and review the relevant informmatien, consideration
could be given to appointing a group of governmentsl experts to carry out the first
phase of work. The secretariat would co-ordinate this work and expand it es necessary
by direct contact with trade and industry. The second phase could be organized at a
later date. o

53. VWork nn operating principles and rules of interventien of the ‘stocking system
could fecus on two fields. First, the secretariat could review the existing
theoretical work and empirical studies in order to derive any possible guidance for
future operations. Secondly, snd essisted by consultants as neceesary, it could
analyse the experience of national and regionel price stabilizatisn systems in
selscted industrialized and primary—producing countries having long experience of
such systems. The analysic would focus on the objectives of intervention, the
techniques applied, auxiliary mechanisms and their effectiveness, with a view to
deriving necessary guidance for the cperations of en international system. The
co-operation of governments in previding the secretariat with all possible assigtance
would be necessary.

54. Institutlonal quastions on which further wonrk is needed are of three kinds:

the relationship between the international stock and national pslicies, particularly
national stocking policies; the merits of a multi-commodity stocking system as ageinst
those of individual commodity schemes; and the financing of schemes. All three groups
of issues call for consultation with governments.



