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INTERNATIONAL DEVEL. MENT l INTERNATIONAL BANK FOR ‘ INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT | CORPORATION
OFFICE MEMORANDUM
TO: Mr. Robe; S. McNamara, President DATE: August 6, 1975
FROM: Ernest Ster rector, Development Policy

SUBJECT: Commodity Prices

You will recall that Mr. Al Atrash asked us at the Board
meeting on Report 802 about the relative impcrtance of
price increases of various commodities. The attached
material was prepared by the Economic Analysis and
Projections Department in response to this request, and
I think you will find it of interest.

The cost of the total import basket increased by 51.0% in
1974; there is very little further rise in 1975. There is
little difference between the low and middle income
countries in aggregate, though the composition is very
different. In 1974 the increase in the cost of fuel
accounted for 36% of the increased import costs of the
low income countries, while foodgrains accounted for 22%.
For the middle income countries the increase in the price
of fuel accounted for 43% of the increase in the total
cost of the import basket, while foodgrains were much
less important at 13%. The impact of price increases

in intermediate and consumer goods was about the same in
both groups of countries.

For the 40 Panel Countries, the increase in oil prices
accounted for about 40% of the total increase in import
costs in 1974.

Attachment

EStern/ls
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Import Price Increases 1973-1975

Import Categories Commodity Groups Share
as a Percent of of Price Increase 1/
Total Imports, 1973 of Total Imports '
"1973-~74 1973~75
I. Low Income Countries
Food 22.9 22.3 16.6
Intermediate goods 39.2 28.5 30.3
Fuels 6.4 36 .3 36.2
Capital goods 24.0 . . AB e
Consumer goods (- el . 4.6
Total 100.0 100.0 100.0
II. Middle Income Countries
Food 13.3 13.0 8.9
Intermediate goods 38.1 27 .2 27 2
Fuels 78 43.4 40.9
Capital goods 33.0 L3l 18.5
Consumer goods 7.8 3.2 4.4
[
Total 100.0 100.0 100.0
III. 40 Panel Countries
Food L5.E 15,1 10.4
Intermediate goods 36.5 26.9 26.9
Fuels 1 ald 41 .2 38.9
Capital goods 30.4 12 .4 175
Consumer goods 10.8 4.5 " B
Total 100.0 100.0 100.0
1/ The increase in import costs was: =
1973/1974 1973/1975 1974/1975
Low 51 .8 56.1 3.6
Middle 52.5 60.6 5al
Total Panel 51 .0 58.8 4.8

Includes mineral producers



A Perspective on Commodity Policy

Statement of Edward R. Fried *
The Brookings Institution

-before the Subcommittee on International Trade,
Investment, and Monetary Policy of the Committee
on Banking, Currency and Housing

/' July 10, 1975

/

Thénk you for the opportunity tc join in your consideration of
commodity problems. These hearings attest to the fact that commodities
are still one of the hottest games in town, but not so frenetic as
eighteen months ago when prices were still booming and OPEC-like
cartels supposedly were to spring up'all around us. I welcome the hearings.
I also welceme the calmer atmosphere surrounding the sﬁbject. Commodity
problems are a serious matter--for political as well as economic reasons. They
will be difficult enough to solve on their merits but they will be
impossible to manage if the discussion is clouded by faulty diagnosis

of the problem and exaggerated rhetoric.

Permit me in these brief introductory remarks to assert, rather

than argue, what I believe to be some essential elements to have in

mind:

ey There is new urgency for a reconsideration of commodity problems.
It is evident that grievances about commodity markets—-real or imagined-—
have become a growing source of tension in north-south relations. Further-

more, ‘the violent commodity price fluctuations of 1972-1974 added

* The views expressed in this statement are the sole responsibility
of the author and do not purport to represent those of the

Brookings Institution, its Officers, Trustees, or other staff members.






to inflationary pressures and created difficulties for demand-
management policies at home and.for the international trading system.
Either factor alone should be cause enough for the United States to
examine grievances about commodity markets and proposals for
achieving greater stability in commodity prices with an open mind.

I interpret Secretary Kissinger's recent speeches as reflecting

such a stance.

(2) Individual commodities differ widely in market structures.
Consequently generalizations about the commodity trade as a whole

can be déngerously misleading. For example:

- While commodity problems consistently are portrayed as a
confrontation between poor and rich countries, the fact is

that if you put oil aside the largest part of the trade takes place
between industrial countries. Furthermore, poor countries have
substantial interests as importers of certain commodities, as

in oil, cereals, and sugar.

- 0il dwarfs everything else, qualitatively and quantitatively.
This year oil exports alone will be about $110?¢;k perhaps

15 percent of world trade. By way of comparison, exports of
all cereals combined might be about $15 billion, and the next
leading commodities——coffee, copper, cotton, and iron ore, in
the range of $3-$4 billion each. After that, the values

trail off into comparatively small numbers.

- The danger that the commodity trade will be organized into a



host of OPEC-like cartels is wildly overdrawn. With féw if any
exceptions, the pfospects that producer cartels would be durable
are small. Furthermore, if, contrary to my expectations, the
producers of coffee, cocoa, bananas, or even tin and manganese
should be able by themselves to sustain prices above the long-

term competitive level, I would consider this one way of trans-

ferring limited amounts of resources to countries which
probably need them. Certainly it would not cause me to lose
any sleep over the consequences to the United States or the

world economy.

(3) Commodity stabilization arrangements are possible for a
fairly limited number of commodities, particularly those with long
investment and production cycles. They could impfove conditions for pro-
ducers and be helpful to consumers. They might also provide a
better climate for investment. On the other hand, commodity agree-
ments are at best a limited and not necessarily the best way of

transferring resources from rich countries to poor countries.

(4) Producer-consumer agreements are difficult to negotiate
and even more difficult to sustain. They pit producer against‘
producer, as in the battle for market shares in coffee. They pit
fbreign producers against domestic produecers, as in sugér, where
cane and beet sugar are identical. They break down when target
prices are kept much above market clearing levels, as when exporters
cheat on quotas or stocks become very burdensome. These are the
reasons why there have been so few agreements—-not recalcitrance on
the part of the United States nor a design on the part of all industrial

countries to rig the market against the developing countries.



In view of these considerations, what commodity policies should

the United States pursue? I would suggest the following as elements

of an integrated approach.

— We should consider sympathetiéally proposals for new
producer—consumer commodity agreements, giving priority to
those.commodities that are exported predominantly by the
developing countries. Discussions are now, or will soon be,
under way to bring into operation agreements for coffee, cocoa,
and sugar. These affect the largest number of countries.

Tea, rubber, jute, copper, bauxite, and manganese are
additional possibilities. And we should become members of the
tin agreement, for which new provisions have recently been

negotiated.

- In each case we should support the use of buffer stocks

rather than export quotas as the primary stabilizing mechanism.

Agreements based on buffer stocks will be easier to negotiate
but they will be sustainable only if it is understood from the

outset that substantial changes in stocks are a signal for

.50

changes in the orice range. If prices stay depressed and large
stocks have been accumulated, export quotas may be/necessary.*
In this case we should seek to build into these agreements
provisions under which the poorest countries receive financial

help on concessional terms to divert resources to more

productive uses.



— For some commodities, where producer—consumer arrangements
are not negotiable or are not appropriate, the United States
should work with other industrial countries to accumulate
economic stockpiles on a coordinated basis. These will apply
principally to some of the minérals. Copper, alﬁmina, manganese
and tungsten would be candidates if an international agreement
could not be negotiated. Chrome and platinum are other
examples. In genergl, the accumulation and disposal of

such stocks on the basis of internationally agreed guidelines
would help to avoid wide swings in prices and investment and
would also provide some security against price gouging and
panic buying in time of scarcity. Except for copper, the
United States could earmark supplies in its present national

security stockpile as its share of an internationally agreed

stock program.

— Funds for buffer stock operations should be supplied
principally by the industrial countries, through a combination
of paid-in and callable capital. The amounts required for
each commodity should be negotiated as an integral part of
each commodity agreement. This would be true even if some-
thing like the UNCTAD proposal for a common fund were adopted.
The United States could allocate a portion of receipts from
the sale of excess national security stocks for its share of

international buffer stock financing.

- There might be some metit in negotiating a code of principles



to apply to all commodity agreements. If so, I would recommend
as a model Chapter 6 of the Havana Charter of the International
Trade Organization, which was drawn up soon after the close of
_World War II. While the ITO never came into effect, this

chapter still reads well in laying out the basis for

%

X

producer-consumer cooperation, without seeking to impose

conditions or quid pro quos that probably are not negotiable

and would only serve to delay matters.

- To the degree that commodity agreements are successful they
would help to stabilize the export earnings of developing
countries. For any remaining shortfall it would be useful to
liberalize the provisions of the IMF compensatory financing

scheme.

- The above proposals would improve the investment climate

in the developing countries. Nevertheless, in view of the
political tensions that now surround foreign direct investment
in the resource area in some developing countries, there is

no assurance that total investment will be sufficient to bring
forth the necessary supplies, particularly in view of the long
lead times required. The World Bank's affiliate, the Inter-
national Finance Corporation, could help to ease some of thesé
tensions by becoming a public participant along with private
investors in politically sensitive investments. In effect,
the IFC would be acting as a trustee for the developing

countries both in providing disinterested expert advice on



tﬁe terms of investment and in assuring these countries,
through the resale of its eqdity position to them, of
eventual control of the enterprise. To exercise this
function on an adequate scale a very large increase in

the paid-in capital of the IFC would have to be subscribed.\

In sum, a commodity program of this nature, while modest in
comparison with some that have been advanced, would be difficult
and time—consuming to negotiate. But it would be worthwhile, both
in defusing political tensions and in strengthening the structure
of the world economy.

No one should be under any illusions, however, thét changes in
commodity markets can provide a solution to the problems of developing
countries. Their exports of primary commodities, while still
dominant, are a lagging sector in their trade. For the rapidly
growing countries, the most promising export opportunities are in
manufactured goods. Because manufactured exports have been growing
by 12 percent a year they now account for approximately 40 percent
of the total exports of the non-oil developing countries, as
compared with 20 percent fifteen years ago. If this trend is to
continue, progress must be made in reducing tariff and non-tariff
barriers on processed materials and on other manufactured products.,
during the Tokyo round of tra de negotiations. Success here will
assure these countries access to markets for the growing number of
products in which they are or will become competitive. Furthermore,

a reduction in-trade barriers would be a powerful means of reducing



distortions in international investment and of helping to ensure
that the benefits of such investments will be equitably shared.
For the poorest countries, additional development assistance of
a highly concessional character is necessary both to offset the
increased cost'of'oil and to generate a more rapid pace of
economic growth. And more rapid progress is necessary on
initiatives such as the Agricultural Development Fund, which is
designed to increase food production in these countries, and on
measures to build food reserves for famine relief. A preoccupation
with commodity problems and most of all an exaggeration of com-
modity power carries the danger of diverting the attention of the

international community from these essential needs.
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INTERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE
ASSOCIATION CORPORATION
6/5
3230 P
Ernie:

The commodity terms of trade (with
SITC 5-8 in the denominator) are in
Table 1.

Data by country are on the computer
printout - but it broke down before
printing 67-69.

Income terms of trade for 3 Sample
Panel groups are on the attached sheet.

John



INTERNATIONAL DEVELOPMEN INTERNATIONAL BANK FOR l TERNATIONAL FIiNANCE
ASSOCIATION ( RECONSTRUCTION AND DEVELOPMENT CORPORAT | ON

OFFICE MEMORANDUM

vo: Those Listed Below g DATE: May 27, 1975
FROM: Shamsher Siné%e/xnd Wouter Tims [t
Econaomic Analysis and Projections Department
SUBJECT: Cammodity Forecasts

A set of the following tables showing commodity forecasts,
together with the assumed OECD growth rates and inflation measured in
dollar terms, is attached for your information and use. These
forecasts, which were reviewed at inter-departmental meetings, chaired
by Mr. John A. Holsen, on April 25 and 28, supersede the ones distri-
buted last year.

Aggregate Cammodity Price Index in 1973 Constant Dollars

Price Forecasts in 1973 Constant Dollars

Price Forecasts in Current Dollars

Table 2 Expressed in Index Form

- Table 3 Expressed in Index Form

6 = Volume of Exports from Developing Countries = Rates of Growth

7 = Index of International Inflation

8 =« OECD: Growth Rates of Real GNP

9 = Mean, Standard Deviation and Coefficient of Variation of Prices

1
2
3
L
5

A paper discussing the overall commodity outlook and the assumpe-
tions underlying these forecasts will be issued next month. As desired by
the Regional staff, write-ups on individual commodities will include
alternative assumptions and associated forecasts wherever relevant.

As regards the proper use of the price forecasts for country and
project work, we wish to stress again that the forecasts given here pertain
to market quotations for specific grades of a commodity in a specified
market. They are indicators of the likely general trend of prices for the
commodity concerned. The specific figures given are unlikely to be the
right ones to use in a particular project analysis or country economic
projection. Adjustments must be made for such factors as transportation
costs, grade or quality and for marketing arrangements in the particular
case. In doing this the country or project economist may always turn to
the cammodity economist for assistance. A booklet on the proper use of
prices will be prepared Jointly by the DPS and the Regions.

A table showing the mean, standard deviation and the coefficient
of variation camputed from a three-year moving average of "constant" dollar
or "real" prices for the period 1950 to 1974 is included with this set.
These show that, for example, for rice there is a 67% chance that the
estimated value will lie within a range of #14% around the mean; in other
words, $3L more or less than the mean value of $239 per ton. For copper,
it would be #26% of mean, or 417 cents around a mean of 67 cents per pound.
Variations around actual prices would be. larger.

Please note that short-term forecasts are revised by the
Commodities Division staff of the IMF and of the Bank every six months.
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However, long-term forecasts are revised only once a year, unless a
major event has affected the ocutlook for a particular commodity or
assumptions about inflation or real growth are altered significantly.

Distribution:

President

Senior Vice President, Operations

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

Directors and Deputy Department Heads, Bank and IFC
Chief Economists/Economic Advisers

Senior Economists

Division Chiefs

Resident Missions

IMF

WI'ims :SSingh ske



TABLE 1
COMMDDITY PRICE INDEX/1/2

35 Commodities 3l Commodities Agriculture . Food ___ Non-Food  Minerals
(Includin (Bxelud Total Beverages Other Food and Metals
Fetroleum Patrolewa
1950 127 125 137 13k 164 111 145 9
1951 117 124 y 13k 122 151 101 161 98 -
1952 111 118 116 114 1L2 93 122 110
1953 115 113 116 122 153 99 102 103
195k 126 127 136 148 217 97 109 101
1955 123 : 121 , 123 125 170 91 120 115
1956 121 119 120 126 173 91 108 17
1957 11 110 : 11k 119 156 92 100 101
1958 107 103 106 111 1Lk 86 9l 95
1959 99 102 108 105 128 88 105 B
1960 96 9 - 102 100 119 85 107 92
1961 90 91 - 92 93 106 82 N 90
1962 88 90 92 92 103 . 83 92 87
1963 88 93 97 100 102 99 88 85
1964 9% 101 99 104 120 92 89 104
19685 89 101 93 97 112 86 86 120
1966 89 101 7 9L 107 8L 8L 127
1967 85 93 89 9l 103 87 80 104
1968 8s 95 91 95 102 89 82 107
1969 8s 97 92 95 102 89 8L 112
1970 82 95 90 97 1M1 87 70 109
1971 83 83 82 87 92 8L 7 87
1972 81 81 g2 87 92 .8l 70 80
1973 100 100 100 100 100 100 100 100
1974 198 116 116 128 97 152 - 87 116
1975 182 93 92 102 78 120 70 96
1976 183 9k 92 101 87 112 a 100
1977 182 92 88 . 20 93 96 73 10k
1978 181 9 . 87 92 9L 9 7 102
1979 180 ‘ 90 86 9 93 90 76 99
1980 180 89 86 90 91 89 ' 7 - 99

1985 . 182 93 89 95 9L 95 % 105

/1 vedghted by 1967-69 LDC export values.
{2 1973 Constant Dollar Prices.

Preopared by Commodities and Export Projections Division, IERD
May 27, 1975



TABLE 2
COMMODITY PRICES AND PRICE FORECASTS IN 1973 CONSTANT DOLLA+S3

Actua) Prices ] ;giecast Prices
Unit ~1967-69 1970-72 1973 1974 1975 1976 1577
Petrolem " 3varrel  1.95 2.05  2.70  8.03 .05 T8 A5 TR 1.5 78 S
£O0D
Cocoa ¢/1b. Sl Lo 65 81 Eﬁ: sh 53 L9 LS L2 L2
Coffee ¢/1b. 59 63 62 Sl 53 60 63 63 63 65
Tea ¢/1b, 7 62 L8 52 L8 L6 L3 Ll 39 38 38
Sugar ¢/1b. T3 8.0 8.7  20.5 1£.3 15.0 10.7 10,0 10.0 10.0  10.0
Oranges/Tangerines $/MT 249 203 163 151 163 162 161 15’7 156 156 156
Lemons/Limes $/MT 137 168 182 168 189 183 180 180 180 180 180
Bananas W. 19.0 17.9 lh-s k.1 17.0 12.5 2.1 12.2 12.0 12,0 13.3
Beef #/kg. 25y 279 318 285 230 265 293 302 311 335 372
CEREALS
wheat $/MT 100 8L 147 172 130 116 113 112 110 112 115
Rice $/MT 297 179 350 Ll kyb] 300 280 260 250 240 2Lo
JMaize $/MT 76 7h 98 109 95 85 82 82 80 78 78
Grain Sorghum $Mmr 73 70 93 99 87 79 76 Th 71 69 69
FATS & OILS '
Coconut 0il $/MT Sl L32 513 820 374 373 365 360 351 3L45 L39
Copra $/MT 19 239 353 shl 245 245 2l 241 238 236 306
Groundmnut 01l $svr Ll2 529 Sué 885 663 681 588 516 Ls8 416 530
Groundnuts $/MT 276 L 393 L99 304 340 395 277 256 242 319
Palm Kernels S/ 26 8y 259 382 177 204 193 183 175 167 7
Palm Oil $/MT 286 316 378 550 378 330 306 288 270 253 321
Soyabeans $MT 160 162 290 228 156 170 165 161 159 159 220
Soyabean Oil $/MT 310 385 Lés 653 Lls Lé2 399 351 311 283 360
Soyabean Meal $/MT w5 U1 302 151 104 136 143 L7 153 160 229
Fishmeal $/MT 217 256 sh2 306 185 251 263 271 282 294 422
NON~FOOD
Cotton ¢/1b. Ls Ll 62 54 L2 Lk Lk L3 L3 L3 L3
Jute $/MT 423 365 289 296 326 313 305 300 300 300 300
Sisal $/MT 254 236 527 867 541 391 28l 235 245 245 245
Wool ¢/xg. 261 220 3N 302 230 250 265 275 275 275 275
Rabber ¢/1b. 33 25 36 32 25 25 27 28 29 29 27
Tobacco $/MT 1395 1245 992 965 ' 915 905 910 915 920 930 35
TIMBER
Logs gLauan) ; Nlllé 59 gh 68 67 ég §8 22 66 63 75 g&
Logs (Niangon 2 9 70 8 3 70 7 7 2
S&wnwoodm f//m lég 125 15# 118 115 315 133 137 140 143 150
METALS AND MINERALS
Copper ¢/1o, 87 69 81 77 50 55 62 Bl 6l 64 70
Lead ¢/1b. 17.2 16.6 19.5 22.1 18.5 19.0 18.5 18.3 18.0 18.2 18.5
Tin ¢/1v, 224 211 219 306 282 315 326 307 266 250 280
Zinc ¢/1v. 18.6 18.9 38.6  L46.2 27.4 28.5 28.8 29.0 29.2 29.5 31.5
Bauxite $/MT 18.0 15.3 12.5 16.1 bl 24.2 23.7 23.3 23.1 22.6 21.3
Iron Ore /M7 18.9 17.68 17:1 16.3 12.6  13.5  1L.8 15.0 16.0 17.0 18.0
Manganese Ore ¢/LTU N 78 76 9k 93 75 80 82 84 85 70
FERTILIZERS
Ph te Rook A 2 2
Tgghate b4 o e #é w B B ? 9 £
B 5 & %% # 5 8B § ¥ oy &
&
Hg;ut.o of Potash 132 ﬁ ﬂg 0 53 gﬂ %o L7 L6 2

Commodities & Export Projections Division
Economic Analysis & Projections Department

E?Ji%.“ Polioyl Staff



TABLE 3
COMMODITY PRICES AND PRICE FORECASTS IN CURRENT DOLLARS

i Actual Prices Forecaest Prices
BT i 16765 o012 1913 197k g5 1916 1977 1918 1919 1980 198
$/varrel 1.30 1.62 2,70 9. 77T 10.46 11.38 12,30 1%.08 1k.21 15.21 21.34
Caee ¢/10 36 31 65 98 5 80 85 8l 8% 82 116
f\:e ¢,41b Lo Lo 62 66 60 78 9l 107 115 12k 179
Ten £/10 50 48 48 6k €5 67 68 70 72 h 104
Sygar é/1v 4.9 6.5 8.7 25.0 22.0 22.0 170 sit.1 18.3 19.6 2745
Sravges Tangerines $/M.T. 166 159 163 184 - 220 238 255 267 286 306 29
lemone Limes $/M.T. 125 132 182 205 255 269 307 330 353 L9s
Bananas £/xg 1.2.7 k.0 1h4.5 17.2 23.0 18.4 19.7 20.8 22.0 ' 23.5 36.6
Beo! #/xg 171 220 318 346 310 389 L6s 515 570 658 1,025
CERMALS
Wheat M. T, 67 66 147 209 175 170 180 191 201 220 37
Rice 5}4.’1‘ 198 1o 350 5h2 20 Lho Lk Lhs k59 k71 661
Maize /M. T, 51 58 98 132 128 125 130 1ho L7 154 216
Grain Sorghum /M. T. L9 55 93 121 17 116 121 126 131 135 190
FATS AND OILS
Coconut oil /M. T, 363 334 513 998 505 548 580 614 6Ly 677 1,139
Copra /M. T, 213 185 35% 662 330 360 387 b1y 36 463 795
Groundnut oil /M. T, 295 u1s sk6 1,077 895 1,000 933 881 8Lo 817 1,375
Groundnuts $/M. T, 184 247 393 607 Lo 500 Lgl b3 k70 475 829
Palm kernels $/M.T. 164 143 259 L65 239 300 306 313 321 328 56k
Palm oil $/M.T. 191 2u6 378 669 510 L85 uB6 Loy o5 Lg96 833
Soyabeans $ M.T. 107 18 290 277 210 250 262 27k 291 312 1,572
Soyabean oil $/M.T. 207 300 465 795 600 679 634 593 570 555 93%
Soyabean meal $/M.T. 97 ‘1 302 18k 140 200 227 251 281 314 Sol
Fishmeal $/M.T. 145 201 sb2 372 250 368 418 L62 518 578 1,094
NON__FOOD
Cotton #/1v 30 35 62 66 56 64 T0 73 79 8l 18
Jute 2/51.'1' 282 286 289 360 Lho L60 L8s 512 550 590 825
Sisal /M. T, 170 187 527 1,056 730 575 450 Loo 4350 480 675
Woel ¢/xg. 174 175 514 367 310 367 ko1 L6g 504 sko 757
Rubber £/1b 22 19 36 39 33 37 L3 49 5h 57 7k
Tobacco $/M.T. 931 973 9%2 1,175 1,235 1,30  1,k4h 1,561 1,687 1,826 2,57k
TIMBER
Logs (Lavan) $/n3 10 L2 68 82 72 85 98 112 125 140 215
Logs (Nimngon) /u»5 38 b1 ol 8s 78 85 100 11 136 15% 226
Savmwood /m 8l 98 156 143 155 169 211 23 257 280 k17
METALS AND MINERALS
Copper ¢/1o 58 sk 81 93 68 81 98 109 117 126 192
Lead #/1o 11.5 13.0 19.5 26.9 25.0 28.0 22.0 31.0 33, 35.5 51.0
Tin #/1b 1k9 165 219 372 380 u63 51 524 u87 491 770
Zine #/10 12,k 14.8 38.6 56.2 37.0 42,0 k6,0 k9,5 53.5 58.0 86,5
Bauxite :/M.T. 12.0 12.0 12.5 22.0 32.9 35.6 37.6 39.8 42,3 hb, b 58,6
Iron ore /M, T. 12.6 13.8 Tt 19.8 17.0 19.8 23.5 25.6 29,3 %34 49,5
Manganese ore ¢/L.T.U. 63 61 76 11k 125 110 130 140 154 167 193
FERTILIZERS
.fhsgaph.tc Rock S/M.T. 12 11 w 55 70 v bx ou 55 55 80
» ok b ki
AL 8 8w @ g £ B B B g
Muriste of Potash M.T. A 33 3 1 72 0 0 0 E 56 e

Commodities and Export Projections Division
Economic Analysis and Projections Department.

Development Policy Stafy
Hay 159?



INDICES OF COMMODITY PRICE FORECASTS IN 1973 COMSTANT DCOLLARS

TABLE L

(1973=100)
Actual Prices Forecast Prices =
1967 =69 1970=12 1974 1975 1970 1977 1976 1979 196G 1985
Petroleum 72 76 297 287 287 287 267 287 287 287
R00D
Cocoa 83 62 125 86 83 82 75 69 65 65
Coffee 95 102 87 11 85 97 102 102 102 105
Tea 15k 129 108 100 96 90 85 81 79 79
Sugar 8l 92 236 187 172 123 115 115 115 115
Oranges/Tangerines 153 125 93 100 99 99 96 96 96 96
Lemons/Limes 103 92 92 10l 101 99 99 99+ 99 99
Bananas 131 123 97 117 86 86 8l 83 83 92
Beef 9 87 90 72 83 92 95 98 105 17
CEREALS
Wheat 68 57 117 88 792 T 76 75 76 78
Rice 85 51 127 89 86 80 KN 7 69 69
Maize 78 76 n1 97 87 8L 8L 82 80 80
Sorghum 78 75 106 9L 8s 82 80 76 T4 (n
FATS & OILS
Coconut 011 106 8l 160 73 74 1 70 68 67 86
Copra 90 68 154 69 69 69 68 67 67 87
Groundmut Oil 81 97 162 121 125 108 95 8l 7€ 97
Croundnuts 70 80 127 77 87 101 70 65 62 81
Palm Kernels 95 171 147 68 79 15 71 68 6l 8L
Palm 0il 76 8L 1L6 100 87 81 76 71 67 85
Soyabeans 55 56 79 54 59 57 56 55 55 7€
Soyabean 0il 67 83 1ko 96 99 86 75 67 61 17
Soyabean Meal L7 L7 50 3L L5 L7 L9 51 53 76
Fishmeal . Lo L7 56 3u L6 L9 50 52 Sk 78
NON-FOOD
Cotton 73 71 - 87 68 T 71 69 69 69 69
Jute 146 126 102 113 108 106 10k 10k 10k 104
Sisal L8 L5 165 103 N Sk L6 6 L6 L6
Wool 51 L3 59 L5 L9 52 sk Sk sk ol
Rubber 92 69 89 69 69 75 78 31 81 75
Tobacco 1 126 97 92 91 92 92 93 9L 9L
TIMEER
Logs (Lauan) 87 79 99 78 85 91 97 100 106 11t
Logs (Niangon) 61 55 yn 62 62 67 (N 79 83 7
Sawn Wood 80 80 76 7h h 85 88 90 92 9€
METALS AND MINERALS
Copper 120 85 95 62 68 77 79 79 79 86
Lead 88 85 113 95 97 95 9l 92 93 95
Tin 102 96 140 129 b 1L9 140 12), 11k 128
Zinc L8 L9 120 L ;N 75 75 76 76 82
Bauxite 1Lk 122 15 192‘ 194 190 186 185 181 170
Iron Ore 111 104 95 7 79 87 88 9k 99 105
Manganese Ore 2L 103 124 122 99 105 108 ila 112 92
FERTILIZERS
Phosphate Rock 121 100 321 371 343 293 250 21k 200 207
T.S.P. 61 6l 253 185 127 116 106 99 96 97
DAP 78 73 230 212 186 166 1Ll 133 130 136
Urea 105 68 274 234 201 166 123 106 107 122
Muriate of Potash 8l 95 116 123 126 116 109 107 107 98

Commodities & Export Projections Division

Economic Analysis & Projections Department
Dwelo%ent Policy Staff
May 19



TAHLE 5
{NDICES OF COMMODITY PRICE FORECASTS IN CURRENT DOLLARS

(1973=160)
Lotual Prices Forecast Prices
1567 1970= 1975 1976 1977 1978 1979 1980 1985
Petroleum L8 60 362 387 L21 L56 Lo 526 563 790
FOOD
Cocoa S5 b - 151 115 123 131 129 128 126 178
Coffee 65 79 106 97 126 152 173 185 200 289
Tea 104 100 133 135 140 12 146 150 15k 217
Sugar 56 72 287 253 253 195 197 210 225 316
Oranges/Tangerines 102 98 113 135 146 156 16k 175 188 263
Lemons/Limes 69 3 113 40 148 157 169 181 194 272
Bananas 88 97 119 159 127 136 143 152 162 252
Beef sh 69 109 97 122 146 162 179 207 322
CEREALS ‘
Wheat Lé L5 12 119 116 122 130 137 150 216
Rice 57 Lo 155 120 126 127 127 131 135 189
Maize 52 59 135 131 128 133 143 150 157 220
Sorghum 53 59 130 126 125 130 135 1l 145 20k
FATS AND OILS
Coconut oil 71 65 195 98 107 13 120 126 132 222
Copra 60 52 188 93 102 110 116 12l i3l 225
Groundnut oil Sk 76 197 164 183 17 161 154 150 252
Groundnuts L7 63 15h 10k 127 123 120 120 121 211
Palm kernels 63 55 180 92 116 118 121 12k 127 218
Palm oil 51 65 117 135 128 129 130 131 131 220
Soyabeans 37 Lk 96 72 86 90 9l 100 108 197
Soyabean oil L5 65 i1 129 146 136 129 123 119 201
Soyabean meal 32 37 61 46 66 75 83 93 10k 197
Fishmeal 27 37 69 L6 68 77 85 96 107 202
NON-FOOD
Cotton L8 56 106 .90 103 113 118 127 135 190
Jute 98 99 125 152 159 168 177 190 204 285
Sisal 32 35 200 139 109 8s 76 85 91 128
Wool 3L 3k 71 60 71 82 91 98 105 147
Rubber 61 53 108 92 103 119 136 150 158 206
Tobacco 9L 98 118 124 135 1L6 157 170 18k 259
TIMBER
Logs (Lauan) 59 62 121 106 125 1Lk 165 18k 206 316
Logs (Niangon) Lo Ll 90 83 90 106 127 L5 163 240
Sawn wood sk 63 92 99 108 135 150 165 179 265
METALS AND MINERALS
Copper 72 67 115 8L 100 121 135 e 156 237
Lead 59 67 138 128 pinN L9 159 169 182 262
T™n 68 75 170 17k 211 237 239 222 224 352
Zine 32 38 106 96 109 119 128 139 150 22l
Bauxite 96 96 176 263 285 301 18 338 355 Lé9
Iron Ore ™ 81 116 99 116 137 150 171 195 289
Manganese Ore 83 80 150 164 15 171 184 203 220 25L
FERTILIZERS
Phosphate Rock 86 79 9 00 S L6 L2 3 571
T e e it 51 3% X W B A
DAP 52 S8 280 286 272 26l 245 2Ll 256 376
Urea 71 54 333 316 295 263 211 195 211 337
Muriate of Potash 56 17 2 167 186 186 186 198 209 267

Commodities and Export Projections Division
Foconomic Analysis and Projections Department

Development Policy Staff
May 1975



COMMODITY DESCRIPTION

Petroleum (Saudi Arabian light crude oil 34° average realized price f.o.b. Ras Tanura)

FO0D

Cocoa Beans (Accra, spot New York)
Coffee (Guatemalan, prime washed, spot New York)
Tea (London Auction, Average all teas)
Sugar (up to and including 197L, weighted average of U.S. Preferential, Commonwealth Sugza-
igreement and ISA daily price - f.o.b. and stowed Caribbean ports; Beginning 1975 ISA daily prices)
Oranges/Tangerines (EEC Reference price for Import of Group II Varieties)
Lemons/Limes (EEC Import Reference price)
Bananas (Ecuadorian c.i.f. Hamburg)
Beef (Argentine, chilled rump boneless, wholesale price, London)

CEREALS

Wheat (Canadian No. 1 Western Red Spring (CWRS), in store Thunder Bay)
Rice (Thai, Milled 5% broken f.o.b. Bangkok)

Maize (U.S. No. 2, yellow, f.o0.b. Gulf Ports)

Grain Sorghum (U.S. No. 2 Milo yellow f.o.b. Gulf Ports)

FATS AND OIL3

Cocomut Oil (Philippines/Indonesia, bulk, c.i.f. Rotterdam. Prior to 1973, Ceylon 1% c.i.f. Europe)
Sopra (Philippines, c.i.f. BEurope)

Groundnut 0il (Nigerian, c.i.f. Burope)

Groundnuts (Nigerian, c.i.f. Europe)

Palm Kernels (Nigerian, c.i.f. Europe)

Palm 0il (Malayan, c.i.f. U.K.)

Soyabeans (U.S. c.i.f. Rotterdam)

Soyabean 0il (U.S., Crude, c.i.f. Rotterdam)
Soyabean Meal (U.S. LL® extraction, c.i.f. Rotterdam)
Fishmeal (Peruvian/other origins 6L%, c.i.f. Hamburg)

NON-F00D

Cotton (Mexican SM 1-1/16" c.i.f. N. Europe)

Jute (Bangladesh White D. f.o.b. Chittagong/Chalna)
Sisal (East Africa Rejects, c.i.f. Murope)

Wool (56's clean, c.i.f. U.K.)

Rubber (RSSI, spot, New York)

Tobacco (India export unit value of flue=-cured)

TIMBER
Logs (Lauan), Broadleaved, (Philippines, wholesale price, Tokyo)

Logs, Hardwood (Niangon) (f.o.b. Ivory Coast)
Sawn Wood (Malaysian), Dark Red Meranti, Standard Density c.i.f. French Ports)

METALS AND MINERALS

Copper (ILME)

Lead (IME)

Tin (LME)

Zinc (LME)

Bauxite (U.S. Import Reference price based on imports from Jamaica)
Iron Ore (Brazilian, c.i.f. North Sea Ports)

Manganese Ore (Indian Ore 46-48%, c.i.f. U.S. Ports)

FERTILIZERS

Phosphate Rock, 75% BPL, f.a.s8. Casablanca
T.S.P. (Triple Superphosphate), f.o.b. U.S. Gulf
DAP (diammonium phosphate) f.o.b. U.S. Gulf
Urea, f.o.b. Europe, bagged

Muriate of Potash, f.0.b. Yancouver

Commodities & Export Projections Division
Economic Analysis & Projections Department
Development Policy Staff

May 1975




TARLE 6

VOLUME OF EXPORTS FRGM DEVELQPIWG COUNTRIES -~ RATES OF GROWTH

(percent
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INDEX OF INTERNATIONAL INFLATION——

Rutes of
Chanfne {from
Year 1967-69=100 1972=100 Previcus Year
19¢c8 85.9 57.3 -~
1955 ¢ 88,7 59.2 343
1957 91.6 651.2 3.3
1658 £9.8 59.9 2,2
1959 . 88.7 59.2 4.2
18560 90.9 60.7 2.5
1951 92.9 62.0 2
1962 92,9 62.1 0.1
1963 93.6 62.5 0.6
1964 Sl 7 £33 T2
1965 96 .4 bl 1.7
11966 98.4 65.7 2.0
1957 ' 99.L 66 1y 1.0
1948 98.4 65.7 wled
1959 102,11 68.2 3.8
1970 109.4 731 Tl
1971 115.5 Tiab 6oly
1972 126.6 Bli6 8.7
1973 149.6 100.0 18.2
1974 182,82 - 121.7 21.7
1975 202.0 - 134.9 10.8
1976 219.9 116.9 8.8
1977 237.5 158.7 8.0
1978 - . 255.0 170.6 Tk
1979 _ 274.6 183.4 75
1980 293.8 19 .3 7.0
1985 . 5t | 275.3 740

/1 Developed countries' exports of manufactures SITC 5-8.

Source: International Economy Division, Economic Analysis and
Projections Department.
Development Policy Staff
May 1975



1976-80  1980-85

1973-80
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GROWTE RATES OF REAL GNP
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TABLE 9

MEAN, STANDARD DEVIATION AND COEFFICIENT OF VARTATION OF
COMMODITY PRICES, 1950 - 7L /1

Standard Coefficient
Commodity Unit Mean Deviation of Variation
Petroleum $/barrel 2l 0.62 0.25
Cocoa ¢/1b Lh7.2 9.90 0.21
Coffee ¢/1b 69.4 1L.36 0.21
Tea ¢/1b 87.0 1957 0.23
Sugar ¢/1b 8.2 130 0.16
Oranges $/MT 194.6 31.78 0.16
Lemons $/MT 1751 21.31 0.12
Bananas ¢/Ke. 18.5 1.87 0.10
Beef ¢/Kg. 2Ll.7 38.19 0.16
Wheat $/MT 10L.1 10.22 0.10
Rice $/MT 239.L 3k.17 0.1L
Maize $/MT 1947 5.95 0.10
Grain Sorghum $/MT 137 5.20 0.10
Coconut 0il $/MT 493.8 L7.92 0.11
Copra $/MT 303.8 35.74 0.12
Groundnut 0il $/MT 505.7 52.62 0.10
Groundnuts $/MT 308.8 29.91 010
Palm 0il $/MT 361.3 L1.89 0.12
Soyabean Meal $/MT 5.4 20.97 0.14
Fishmeal $/MT 253.5 L2.89 0.17
Cotton ¢/1b i7. I 0.10
Jute $/MT 367.4 L7.76 0.13
Sisal $/MT 356.2 10130 0.28
Wool ¢/Kg. 312.5 51.80 0.17
Rubber ¢/1b Ljl2 11.51 0.28
Tobacco $/MT 1,235.9 101.91 010
Logs (Niangon) $/m’ 59.6 5.05 0.10
Copper ¢/1b 67.L 17239 0.26
Lead ¢/1b . 17:1 2,59 0.15
Tin ¢/1b 203.5 33.75 0,17
Zinc ¢/1b 19.k5 ¢ Jj 60 0.2l
Bauxite $/MT 14.2 2,23 0.15
Iron Ore $/MT 2l 6.16 0.26
Manganese Ore ¢/LTU 127.7 L5.50 0.36

Phosphate Rock  $/MT 19.6 3.19 0.16

/1 Computed from a three year moving average of constant prices.

Commodities & Export Projections Division
Economic Analysis & Projections Department
Development Policy Staff

May 1975



1867
1968
1969
1970
1971
1972

1973

INCOME TERMS OF TRADE

1967 - 1969

Low

101.9
28 .9
29..3
92.1
895.2
91745

95.4

= 100

Middle

98 .2
89.9
101.4
89.7
107.4
106.0

99.3

High

100.6
98.6
100.7
103.2
975
98.8

105.4



REPORT FNR FE, STERN ON TRADE INDEXES . -
INTERNATTONAL RANK FNR RECONSTRUCTION AND DEVELDPMENT
: FCONDMIC ANALYSTS 8 PROJECTIONS DFPARTMENT
77 TERMS NF TRADF INDEX = — Sstimated (1Y, Projected (A5 -Fo
 1%6272-¢9 =100

.-’-----.---.--'..--.--------.---‘------.--.-------------.---..----‘--------.-.---.--..-------------'..------.-..'---."
. . v '

_ CUNIY L1974, 1975 .. 1976 RN L AT v 19 ... 1980
--.-----.----------.-.--------------------------------.--------.---...------..-----.------------.--------'-.--..----.-..
1 ARGENTTNA ?222727F 102,0 109;7 106,91 112,2 114,.9 116,.6 118,17
2 BRRAZTL ?227227F 105,0 101,8 96.7 95.9 97.3 98,9 100.5
3 EHILE TNk .T4.6 - 64,9 73,0 73,4 _T4,1 LT4.7
4 COLOMBTA ?2?27?2727F 11¢.% 103,.8 102.5 101,3 102.0 - 102,7 103.2
5§ DOMINICAN REP ?7?7777€ 118.4 1S8.,4 126.2 1081 10%.9 102,9 102.6
6 GRFECE ?2722727F 100,5 100,2 97.5 95.6 94,8 95,0 96,3
7 GUATEMALA ??727F 94,2 100,3 98,9 92.3 _90.1 89,1 89,9
8 JAMATCA 77777¢ 89,8 98,9 106.1 106.1 105.5 1114t 113.3
9 MALAYSTA ?222727F 80,9 78.5 79.5 B2, 4 _B§,2? R6,9 B7.1
10 MEXTED ?277277?F 97.4 1098.7 105, 1 104,9 105, 1 104,9 105,0
11 PERU 2?727F 19,3 112.3 TEA 115,13 112, 1323 112.3
12 TUNTSTA ?2727727F 139.7 134,9 133,14 13041 1877 126,4 128,2
13 URUGUAY ?27727F 74,6 1.2 Bb.h 87.5 Bb.9 B7,% R9,4
14 YUGNSLAVTA ?2??27F B6.8 86,4 86,3 86,1 R6.3 86,4 Bb.b
15 7AMBTA ?2277?7F 716 uB.s 54,1 59.9 62.0 62.5 62.8
16 BOLTVIA 222727F 140 4 120,9 113,3 106,8 107.8 113.7 118,2
17 CAMERNNN ??777?F 78,7 67,% 68,0 70,0 70.9 71.4 70.4
18 FGYPT 77777 85.1 8%.3 B6,.2 86.8 87.2 B7.7 88.1
19 BHANA ?2772727F 85,7 B7.3 _BA,.R 91.0 _BR,9 B6,.9 _B4,0
20 TVNRY CNAST ??27727?F 99,9 99.8 103,14 103.9 1028 101,4 100,4
21 KOREA (SNUTH) ?7727F 83,2 8%.5 87.4 90,2 91.5 92,3 92,3
22 |TRERTA 227277F N AN 80.? 89,8 96.3 10%,9 110,9
23 MORNCCON 27777F 107.7 117,04 110.9 97.7 95,0 94,8 95,2
24 PHTLTPPINFS ?2?2?27F _B§,9 77,48 110 68,4 67.7 _b6,.8 67.7
25 SENEGAL ??2?7F 117.4 105.0 104,40 100,8 103.0 105,7 106,4
26 SYRTAN ARAR REP ?227?72F 1361 1381 14%,8 145,3 146.6 147,0 146,2
27 THATLAND I 2 90,2 Bh .6 96.2 94,2 91,2 88.6 85.9
28 TURKEY ?2?277F 66,0 59,4 62.0 6%.9 63,1 62.4 62,0
29 RANGLADFSH ?2?277?7F 55.6 $7.0 58.3 56.5 5%5.9 55.0 S54.1
30 FTHTINPTA 7?277E 9%.0 85,4 B1,.6 79.0 76.4 17,0 74,2
31 INDTA ?277277F 74,4 73,2 73,4 7.1 80.6 80,9 81,4
32 KENYA ??27772F B7 .6 96,2 97.9 96,0 9% .8 91,9 90.%
33'MALI_ ?????E 96‘6 89‘1 Bq.? Bg‘a R6,.9 90.1 92.?
34 PAKTSTAN ?27777F 90.7 87.7 BU.6 81.2 78.3 76,1 7540
35 QTFRRA | FONE ?227727F 79.9 79.7 80,3 84,1 86,7 92,1 93,8
36 SUDAN ?2277F 107.0 99,7 91.5 BB, U 85,4 82.4 79.6
37 UGANDA ??7727F 84,6 83,3 90,2 84,0 R? .U 78.5 78,4
38 7ATRF 77777¢ B1.0 68,0 3.0 74,4 78.% 78.7 77.8
39 SRT LANKA ?2?227%F T1:8 71,0 71.8 78,4 R1 R 83.% 82.%
LU0 TANZANTA PPN, | J- i = | ORI . 5. I, . [ . R . 70 B PRI . % R .

.---.-----------...---.--------.--Q-.-.----------------.--.----------..-.-.-—.---n------'-------------...--.-.--.-..-..-



REPORT FOR F, STERN ON TRADF INDEXES _ . s
TNTERNATTONAL BANK FOR RECONSTRUCTION AND DEVELDOPMENT
, . = FCONOMTC ANALYSTS & PROJECTIONS DEPARTMENT
76 TMPNRT PRTCE TNDEX -~ Bstimited LNIU; Prefected (NI{-FO
1967-69 =(o0

JUNIT O 1974 1975 1976 S 1977 . 1978 1979 . 1980

1 ARGENTTNA ?22727F 226 .4 2382 243,73 248, 2 252.2 278.8 298,0
2 BRAZTL MY0F 186,9 203,0 216,9 229 .8 242 .1 256.4 274.7
3 CHILF 217727°F 220.5 2347 248,9 262.8 ?83.5 302.9 322.0
4 COLNOMBTA 2777%€ 15142 171.8 189,% 207.4 224,1 241,95 259.4
5 NOMINTICAN REP ?22727F 157.2 175.3 192,04 208,8 225.5 242,8 259,7
6 GREEFE ?2277F 194,9 213.0 231.0 248,0 2660 284,0 300.,0
7 GUATFMALA ?22772F 185,9 207,3 227.6 247.0 266.8 286,.8 30648
8 JAMATCA ?727772F 194,4 21146 22%.1 235.3 249.5 265,.3 282.1
9 MALAYSTA ?2???72F 199,3 214,2 227.4 239,? 251.4 64,1 280.1
10 MEXTCN ?2272272€F 167,2 179,9 195,9 211.6 327.7 2u5,0 262.5
11 PERU ?7227F 155,1 172.9 189,8 206,0 222.4 239.1 255,.8
12 TUNTSIA ?7277F 168,9 169.8 1781 183,8 194,% 205.1 21%,2
13 YRUGUAY 227727F 235, 1 231 .4 264,0 282.5 302.0 322.% 34%,3
14 YUGDSLAVTA 27227F 199 ,8 218,2 238.1 258,7 278.6 30043 22,7
15 7AMBTA 222727F 173,5 196,9 206,18 220.9 235,6 251.1 269,2
16 BOLTVIA ?72727F 182,0 202,0 219.0 237,0 255,0 275.0 294,5
17 CAMERONN 272227F 2u6,7 271.3 289.3% 31040 331.3 3153 ,8 179.6
18 FGYPT 2722727F 124,6 12741 129.7 132,% 134,9 137.6 140,04
19 GMANA 777177¢ 228.7 249,3 259.9 276.3 294,2 313.6 334,7
20 TVDRY CNAST ?27777F 20%.6 224.5 237.1 251 .6 ?67.5 28BS ,6 308,3
21 XNRFA (SOUTH) 22227F 216,73 2386 2u7,4 260,2 276.2 294,3 315.1
22 LTRFRTA ?2227F 25%,.8 297.9 297.4 303,8 315.3 329,2 43,7
23 MDORNCCO 72777F 255.4 284,8 295.7 309,6 327.1 347.3 369.6
24 PHTLTPPINES ???7?7?F 210,.6 221,0 240.1 259 .4 278.9 301 .1 31%:14
25" SENEGAL ?72727F 220.8 2484 252.7 264, 277.4 294,2 312,5
26 SYRTAN ARAR REP ?27227F 246,04 264 .4 275.9 29%3,2 308.2 327.6 50,3
27 THATLAND 772727F 21%,7 251,8 228.7 2u% 1 262.1 281 .1 301.6
28 TURKEY ??277F 165,0 182,0 194,% 207.3 221,6 237.1 252 .1
29 RANGLADFSH ?2277F 239.6 2594 279.6 30046 319, 342.3 368.8
30 FTHINPTA 272727F 163,0 172.0 181,8 191,1 201,.2 212,2 223,8
31 TNDTA ?2277F 233,2 253 .4 259.4 259,13 266,9 284,4 305.1
32 KENYA 272727F 21%,4 229.% 247.5 267.0 2R7.8 310,4 334,2
33 MALT ?72277F 1438 159,3 17%,4 1B7,% 201 .4 216,.4 231.6
34 PAKTSTAN 227727F 227.5 2480 263.3 >8%,7 304,4 325,.1 46,5
35 STFRRA [ FONE 22277F 226.1 238,10 26%,4 285,2 106.9 329,0 51,3
36 SUNAN 22227F 188, 3 206 .0 220.1 236.5 254, 1 2731 29% .4
37 UGANDA I 204.9 2267 246,9 26h b PBb LA 308,1 29,7
38 7ATRF ?72727F 208.1 218,7 225.0 244,7 259.8 280,7 300.1
39' SRT LANKA 2?277F 222.9 246,0 240.3 236.7 242 .8 254,14 269 .4
U0 TANZANTA, .. ... L P2222B . 219.6., .., 37,8 . . ..250,.5 ., . . 272.0.. .  ?88.5 ., 308,7., .. . 329.3
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75" EXPART PRICE TNDEX ~-Bstimated 1374 Pofected \A1$-FPo
1967-¢7 = /o0 . T i T3 KT

I R 5 . TR . ) |- IS i | 1 T ONE - % 5o i DRI | . ., 1980

1 ARGENTTNA 71170 231.0 239;6 258,2 278,.5 301.4 32%.1 393.3
2 RRAZTL 227727F 196,2 206.6 209,8 220.5 235,6 53,5 276,1
3 CHILF ?27727F 164,5 135,2 161.6 191,9 208.0 2244 240.6
4 COLOMBTA g g i dis 168,7 178,% 194,0 210.2 228,7 2u8,0 267.7
5 DNMINTCAN REP ?22772F 182, 1 277.7 242,9 225.8 234,2 249,56 2660
6 GRFECE 2272727%F 195,9 2134 225.% 237,0 252.2 269,9 288,8
7 GUATEMALA 7272772F 175.2 2080 225.1 227.9 2u0,4 255.6 275.7
8 JAMATCA 2272772F 174,7 209,3 236.7 209 .6 263.2 294,.8 319,.7
9 MALAYSTA ?27727€ 16141 168,2 180 .8 197,0 214, 229.5 2u4.,0
10 MEXTEN 2272727F 162 .8 186.6 205.8 222.0 239,2 257.1 275.6
11 PERU. 2?7?7?7€F 1741 19ﬂ‘1 21%.1 231.° 2u9.17 268,58 2R7.%
12 TUNTSTA 2227272F 2242 229.0 233,9 239,1 2uB .0 259,% 273,04
13 YRUBUAY 222772F 175, 4 212,2 228.6 247,2 262.6 281,5 307.0
14 YUBNSLAVTA ?2277F 173.4 188 .6 205.5 222.6 200,80 2594 2794
15 7AMBTA 22727F 134,7 95.5 111.8 132,4 106.1 156,9 169,0
16 BOLTVTA 227227F 255.6 2042 2u8,2 25% 1 274,.8 312.7 348,
17 CAMERNNN ??2277F 189,2 1824 196,9 216.9 2348 252.6 267.1
18 FGYPT 2?2727F 106,0 108,5 111.8 114,8 117.6 120.6 123,6
19 GHANA 2277272F 196,0 217,56 230.9 251,4 261 .6 272.5 281,3
20 TVORY CNAST ?2277F 20%,3 224.1 244,73 261.3 275.1 289,6 106.6
21 KNREA (SNUTH) ?22777F 180,0 199,2 216.3 234,8 252.6 271.6 290.7
22 LIRERTA 22772F 180,04 219.3% 238.6 272.7 303.6 141,.9 181,2
23 MDORNCCN ??277272F 275.2 334,3 327.9 302.5 310.8 329.3 3152,0
24 PHILTPPINFS ???77F 180,9 114l 1704 177,5 1887 201,2 216.0
25' SENEGAL ?2277F 259,3 260.8 264,0 266,14 285,7 310,9 332,.4
26 SYRTAN ARAB REP 22227F 3135,3 365,3 396.6 426,0 451 ,8 4817 512,1
.27 THATLAND ?7777€ 192,.7 21R,0 220.0 229,0 2%39,0 249,0 259.0
28 TURKEY 7?227F 108,9 108,0 121,2 132,5 139.8 148,19 156.4
29 BANGLADESH 222727F 133,2 147,9 163,10 169,9 178 .4 188 ,4 199,13
30 FTHINPTA ?2727F 151.6 146.9 148,73 151,0 153,8 163,5 166,1
39 INDTA 22727F 173.5 185,4 190.5 201.5 215.0 230.1 2u8,2
32 KENYA 70110 187.0 220,5 2u2.3 256,2 269.9 28%,2 301.8
33 MALT ?22727F 138,9 142,0 146,1 158,0 175.0 195.1 22540
34 PAKTSTAN ?22?7727F 206,4 217,5 222.7 230,2 238.3 247.5 259.9
35 STERRA | FONE 22277F 180,7 189,.6 211.4 240,0 266 .1 3103,0 3129,4
36 SUDAN 222727 201,5 205,3 201,3 209,0 21649 225.1 233.7
37 UGANDA 222772F 173,3 1889 222.8 22%,9 236.2 241,8 258,4
318 7ATRE 2227272F 168 ,5 148,8 164,3 182, 1 203.5 220,.9 233.4
39 SRT LANKA 2?227272F 173,89 1747 172.5 1856 198,7 211.8 22149
, 40 TANZANTA B o TURR § & 5 SRR | % S | Y R . £12.% , ..., . 226,00 . . .  g4),p
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TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMEN" INTERNATIONAL BANK FOR ’ + ZRNATIONAL FINANCE

ASSOCIATION | RECONSTRUCTION AND DEVELOPMENT CORPORAT | ON
OFFICE MEMORANDUM
Mr. Ernest Stern DATE: June 6, 1975

John A. Holsemy

Terms of Trade Data

(08 Your early departure yesterday took us by surprise--so we
are completing your packet on terms of trade today.

2 Commodity terms of trade--with primary products in the
numerator and SITC 5-8 manufactured goods in the denominator--are

shown in the Commodities & Export Projections Division's tables you
received yesterday. ("Terms of trade" for individual commodities are,
in effect, given in the indices of the price forecasts in 1973 constant
dollars.)

3. Terms of trade for developing countries-—excluding OPEC-—-

are given on the attached table of "Income Terms of Trade for Sample
Panel Countries'". This table extends (and corrects, for middle income
countries in 1971 and 1972) the hand-written table given you yesterday.
The 1973 boom in export prices for most countries seems to be offset

by the increase in petroleum product prices, so the net effect is small.

[ Since LDC's export manufactured goods as well as primary
products, and import primary products as well as manufactured goods,
the data based on actual country trade composition seem more meaningful
than the primary product/manufactured goods ratios. The problem, of
course, is that differences between countries make generalizations
difficult. This is illustrated by the computer printouts of data for
the 40 Sample Panel countries. (You got the projections yesterday; the
historical data accompany this memo.)

B If one looks at 1973 and 1980 terms of trade indices (compared
to the 1967-69 base period) the spread is as follows:

Number of Countries

Terms of Trade Index in 1973 in 1980
110 or more 7 i
100 - 109.9 8 6

90 - 99.9 14 6
80 - 89.9 6 9
70 - 79.9 i 8
Below 70 0 4
36%* 40

* Data not available for Bangladesh, Pakistan, Liberia and Ghana.

JAHolsen/ddm

ecs Mri Tims



INCOME TERMS OF TRADE FOR SAMPLE PANEL COUNTRIES
(1967-69 = 100)

By GNP per capita groups

40 less then $200 to more than
Countries $200 8375 $375
Historical
1967 100.4 101.9 98.2 100.6
1968 98.8 98.9 99.9 98.6
1969 101.0 99.3 101.5 100.7
1970 100.3 92.1 99.7 103.2
1971 95.8 95.2 93.1 97.5
1972 07 0 97.2 94.3 98.8
1973 102.5 95.4 99.3 105 .4
1974 (est.) 92.5 79.7 88.3 98.0
Projected
1975 90.6 767 85.0 96.9
1976 91.0 77.3 86.4 96.8
1977 91.6 78.4 86.0 97.7
1978 92.2 79.3 857 98.6
1979 92.7 79.0 85.6 99.6
1980 93.2 78.4 855 100.6

Source: Calculated from aggregations of historical (1967-73),
estimated (1974) and projected (1975-80) country economic
data for sample panel countries.

6 June, 1975.
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75 EXPORT PRICE TNDEX (\«cﬂ—sﬂs=tcv) o/e[?
R _ _ _ UNTT 1967 . 1968 1969 1970 1971 . . 1972  _  197%
-....--..-.-.—.-------..--.---...-.-.------Q--.------.----.-.---...-.ﬂ.--..-------.-.--.--..-.--'---...Q'Q---.-.-..".-.
1 ARGENTINA ?’?”F 98,5 99,8 101.4 107.9 117,.5 131,7 195,5
2 BRAZTL ?2?22? 103*3 9a\3 100.5 115,0 113,0 122.7 145,9
S CHILE ?????E 92.4 97.6 110.2 116,0 _.B0.8 _95.3 137.3
4 COLDMBTA 7?7717€ 96,5 98,4 104,6 1117 1072 119,0 152.6
5 DOMINTCAN REP ?2?22727F 9%.0 100.1 106,5 104,2 100,04 109,1 13%3,2
5 GREECE ?7?22727F 97.4 100,7 101,3 110,0 110.5 111,0 137.8
7 GUATEMALA 777718 98,7 100,2 101.0 117,40 1111 113,9 140,3
8 JAMAICA 77000 104,0 971 .99.2? 100,.8 101.3 106,6 109,0
9 MALAYSTA ?27?727€ 99.6 95,4 104,5% 106.1 101.9 BR,7 112,80
10 MEXICO ??7727F 98,5 100.4 100,9 105,4 108,40 11%,1 136,4
11 PERU . & & & 4 4 95.9 98 .8 104,9 116,53 110.0 110.1 149,.2
12 TUNISTA 1118 99,9 99,6 100,.4 102.2 109.2 119.6 148,6
13 URUGUAY ?222727F 102.5 95,7 1081 105,.6 100,04 118,4 172,2
14 YUGBDSLAVTA ?2?7777F 99,5 98,3 101.9 110,7 1171 121.9 146,40
15 ZAMBTA ?2?22727F 82,4 89.9 123,2 106,0 85,5 89,1 112,6
16 BOLTIVIA ??227?F 971 96,9 104,8 1310 111.0 116.1 1454
17 CAMERNNN ?2?27?7F Bb,. U 96,0 118,8 106,7 9%.9 96,5 130,3
18- EGYPT TN 95 929.1 107.2 107.3 98.1 13042 165,7
19 GHANA 77708 9%.1 97.8 109.9 120.1 99.2 101 .2 & QL0
20 TVORY CNAST ??22727F 94,1 100.5 104,2 102.8 99,2 110,8 151,.8
21 XDREA (SNUTH) 2772727F 100,.6 101,8 .98,.4 102,4 101,3 102,.6 131,14
22 LTIBERIA 1% 101.4 97*0 101.5 96,7 109,.1 112.2 ool
2% MORDCCO b & & 44 102.% 99,2 99,0 99,2 _99,9 124,.8 147,.5
24 PHILIPPINES ?77727F 97.8 99, 7 102.8 110,5 106,2 98,5 139,0
25' SENFGAL ?227727F 96.6 86.5 124,% 112.9 119,2 133,3 1973
26 SYRTAN ARAB REP ?2?2727F 92,9 102,5 10%3.7 103,7 106,7 127.9 169.5
27 THATLAND 7177 lolqs 99 6 .99.9 .99.9% wgqmz 100,9 147.9
28 TURKEY. ?22727F 101 .6 95‘1 100.4 104,7 114.6 130.6 174,4
29 BANGLADESH 7777178 104,2 107 1 _90.5 93,3 148,6 .. 0.0 o Oyl
30 ETHINPTA ?222727F 97.7 100.8 101.3 11Y:7 110,8 115,6 129,8
31 INDTA 22277F 98,4 98,0 1036 98,3 107,4 120,8 142,8
32 KENYA 22?2727€ 99,2 100,5 100,? 106.0 110.9 122.0 141,0
34 PAKTSTAN 222727F 101,0 101,0 98,1 98,1 105,7 105.6 TR
35 STFRRA |FONE ?2?2727F 116,9 92.8 96.9 92.6 91,3 109,2 154,1
36 SUDAN 77777€ 96,1 96,6 107.3 110.8 115,0 12%.2 131.5
37 UGANDA ?227727%F 98,9 102,6 98,6 111.5 116,7 123,0 142,4
38 ZAIRE T .89.4 9T 112.2 112.8 95.4 90,0 138,.4
319 SRT LANKA 22277F 101,6 99,0 99,1 99,9 99,0 91,0 116,0
L 40 TANZANTA b b g 1 A ISP § [ P . . . (R |t COR (- TRRR.  S 116,85 0, 132,3

not available
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76 IMPDRT PRICFE TNDEX C\&- 6 = 160) olef/2<
. : UMY L L UERT AT e AR o BOTR L B DR | AR
.-..-—.---Q-.--'.-------...--.C---.---..---'---.'--.---.'.-.‘-.-------.-'-----..--.---‘---.-.-...-O--.,‘.-----"--—---.-
1 ARGENTINA 77777¢ 9641 96,2 106.1 114,5 123.2 127.2 154,.8
2 BRAZIL ??227F 95.8 100,4 102.8 1054.3 108,0 112,59 123.9
3 CHILE! 771E 9%.2 100,.6 103.7 109,.8 98.7 120,7 168,56
4 COLOMBTA ?2?2777€F 93,6 97.1 108.4 90,0 93,0 96,1 1110
5 DOMINICAN REP ??2?2?7F 98,2 99,2 102.3 1081 112,0 118,3 138,5
6 GREECE 770212 94,0 102,14 103,14 119,4 116,3 112,4 151 ,1
7 GUATEMALA 777110 _98.6 99.2 1021 107.5 110.4 122.7 148,.8
8 JAMAICA Tz 102.3 99,4 _98.8 103,2 109.3 1131 137.0
9 MALAYSTA ?2?2?7%F 7.1 98,7 103.5 1021 112.8 110,.1 127.2
10 MEXICO ??2?727F 100,4 99,2 100,04 105.3 108,8 111,2 135,5
11 PERU ?2?2727F 101.2 .99.7 98.8 100.2 101.6 108,8 120.7
12 TUNISTA ?7?777€ 101,19 100,7 98,4 101.5 104,9 111.6 $35.2
13 URUGUAY ?7?777€ 98,2 101,0 100,.8 103,2 92.9 111.4 156,.2
14 YUGNSLAVTA 777717€ 97.9 98,3 103.3 111.4 117.0 122.4 146.9
15’ ZAMBTA ?27727F 92.9 102.2 105,5 109,5 113.9 120,7 127.9
16 BOLIVIA 21771278 9R,2 .99.1 102.6 108,0 113.8 122.5 150.0
17 CAMEROON 7777%E 96.1 101,.6 101,17 106.1 108,2 123.6 141,.8
18 FGYPT T8 95,5 96,2 110.4 11%,2 11643 122.5% 122,8
19 GHANA : 717217¢ 100.6 97,8 101.5 107,2 97,9 100,.8 >
20 TVNRY CNAST ??227?F 97.6 100.9 101,2 98,7 102.9 121.7 157,2
21 XKDREA (SONUTH) 22727F 101,.5 100,2 99.1 102.7 102.3 104,0 138,8
22 LIBERIA ?27277€ 99,3 98,7 102.0 107,.8 113,2 119,.3 a0
2% MORNCCO ?2?727F 98,6 99,7 101.6 102.7 109,.0 118,2 149.0
24 PHILIPPINES ?2?227272€F _99.6 98,8 10146 104,.6 112.9 120,.2 142,9
25' SENEGAL ?2?2727F 102.2 94,8 103,4 102,4 104,8 125,8 164,2
26 SYRTAN ARAB REP ?2?227727F _95,9 103.3 100.4 101,9 107.9 147.9
27 THATLAND ?772727€F 105,7 101,1 94,7 105,5 119.4 14%,0
28 TURKEY. ?722727F 97,4 96,1 106.5 112.8 121.7 176.7
29 BANGLADESH 77771¢ 82,9 121.,3 105,.6 166,7 14%,0 0.0
30 ETHINPTA ?2??7E 98,3 100.4 101,2 102,5 107.6 116,6
31 INDIA 22777F 100.9 97.7 101.7 110,40 108,2 1566
32 KENYA ?2227?7?F 98,% 100,3 101,3 103,3 112.9 14%,7
T3 MALT ?27227F _97.6 111.3 937 101.8 _98.9 - 0.0
34 PAKISTAN ?2?277€ 102.8 99,2 977 104,0 124,.8 110,04
35 STERRA LEONE ?7?2727F 101.5 97.5 101.0 107.6 113,7 159,1
36 SUDAN ?27?77F 95.6 97,2 107.0 111.5 118,9 129.3 148,6
37 UGANDA ???77€ 1921 .99,.8 _98.% 103.1 107.1 114.4 131.2
38 ZAIRE ?2?27272€F Rb,. U 103,9 108,5 113,2 119,9 131,6 14481
39 SRT LANKA 77771€ _95.,% 97.3% 106,9 102.9 100,19 95,6 138,3
B0 YANZRNIA, . . .cvve i 22222F .. .. 103,3. .. ... .97.3 . .. ...99.8 . . .~ 103.6 ., ., 130,0 . .. 149,9

net awihable
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77 TERMS NF TRADE TNDEX éﬁbﬂ—5114cu) 6/&{7
M ‘‘‘‘‘ STl T TR AT Er ey .
,,,,,,,, : CUNIT 1967 . . 1968 . 1969 1970 S | . . . .. 1973
-...---'--n-'-.-.ﬁﬂ....‘---.---O’.------ -.-.----------....---Q.-------' ---.-..--.--.--.---.------------..Q--..----.."
1 ARGENTTINA ?2727272F 102,6 103,7 95,5 94,2 95,4 103,5 126.3
2 BRAZTL 77777¢ 1oaqq 95,9 _97.8 109q3 104,.6 109,0 117,87
S CHILE 77111E 770 ,91‘1 106.2 105,7 81,9 _79.0 81.4 -
4 COLDOMBYA ??27727F 108,14 1013 96,5 130,.8 11%,3 123.8 136,9
S' DOMINICAN REP ?227727?F 94.7 100.9 104,19 96,4 89.6 92.3 96,2
6 GREECE 111 103,7 9B, 6 98,2 92.2 95,0 98,8 100,7
7 GUATEMALA T e 100.0 100,9 98 .8 109‘2 100.5 92.8 94,3
8 JAMAICA TIIT2E 101.6 9747 100.4 A 92.8 94,3 79.6
9 MALAYSTA TTE 101,9 96,7 100,9 10}49 90,3 BO.6 BB8,3
10 MEXICO ?2777272€ 98,1 101.1 100.5 100, 1 99.7 101.7 100,64
11 PERU. 77777E 94,7 991 106.2 116,1 108,2 1082 123.6
12 TUNTSIA ?2?277€ LI 98,9 102.0 100,6 104,1 107,2 109,9 —
13 URUGUAY 7717108 104,4 94,8 101.3 102.3 108,1 106.2 110,2 +
14 YUGDSLAVTA 7777178 101.7 100,0 _98.7 99.4 10041 99,5 99,6 —
15 ZAMBTA ?2?2772F RR.7 88.0 116.8 96,8 78,1 75,8 BR,0 ¥
16 BOLIVIA ??777F 99,5 97.8 102.1 121.3 97.5 94,8 97.0
17 CAMERODN ?27777€ 89,9 94,4 116.8 100.6 86.8 78,1 91,9
18 EGYPY s 97 % 1035 7.1 3] 84,3 106.3 138,9 *
19 GHANA | 7771128 92.6 100,0 108.2 112,0 101.3 100,4 0,0
20 TVNRY CNAST ?777717¢ 96.4 99.7 10%,0 104,19 96,4 914! 96.6
21 KOREA (SOUTH) 22227F 99.1 101 .6 99.3 99.7 99,1 98 .6 9u,4 -
22 LTBERIA ?27777?F 1021 98,3 99.5 89.7 96.4 _94.1 0.0
23 MDRNCCO ??727?72F 103,7 99,5 _97.4 _96.6 91.7 105,95 99,0
24 PHILTPPINES 77178 98,2 100,9 10141 105.6 94,1 82,0 97.2
25 SENEGAL ??7777€ 94,6 91.2 120,2 110,2 113,7 105,9 108,0
26 SYRIAN ARAB REP ?77777€ 96,9 99,2 103,3 101.8 99.0 118,7 114,6
27 THAILAND ?77777€ 96,0 _98.5 104,7 94,3 8%.1 85,3 103,4
28 TURKEY. 7777108 104,3 102,1 94,3 92.R 94,2 92, 6 98.7
29 BANGLADESH I 12%,7 88,3 8S.6 56,0 10%,.9 0.0 0.0
30 ETHINPTA ?2?2777F 99.5 100.4 100.1 114,9 103.1 104,5 111,4
31 INDIA 77717 .97.5 100,2 101.9 89,0 99,2 107,1 > 91.2
32 KENYA 7777170 100,9 100,2 99,0 102,7 98,2 T 96,6 98,2
33 MALT 7717217¢F 92.0 100, .0 106.7 97.6 108,3 100,2 oL
34 PAKISTAN ?2?277?72E 98,2 101 .8 100.4 94,3 84,6 106,1 106,6
35 STFRRA | EONE ?7777272F 11,2 95,2 95.9 86.1 80.3 B6,8 96,9
36 SUDAN ?2?7?7?€ 100,5 99,4 100.3 99,4 96,7 <53 _BB,.S
37 UGANDA ?2?7772F 96,9 102,9 100,? 108,2 109.0 107.5 107.9
38 7AIRE ??72772F 10%3,4 93,4 103,4 99.6 79.6 68,4 96,0
39 SRT LANKA ?2?777F 106.6 101.8 92.7 .97.0 98.9 9%.1 B3.9
B TAREANIE. . i TP e b e BB e TR BN o TR i POEP L iy e DEES -
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Mr. J. Hilmy, EPDCE April 1, 1975
E. Stern, Director, Development Policy

Industrial Raw Materials

I found the comparison of world production of basic
minerals and U.S. stockpile figures (your table of
March 6) quite interesting. However, the U.S. has
had a major disposal program in the last several
years which is not reflected, or only partially so,
in the 1972 fiqgures. For some commodities, world
production figures for 1973 are almost certainly
available. Stockpile figures for 1973 and 1974
also must be available. I would suggest therefore
that you update the table by adding 1973 figures and
showing 1974 stockpile figures even though data on
production may not be available.

In the revised table we might also limit the
year columns - i.e. by five-year periods to 1970
and annual thereafter.

¥When the revision is ready, it would be worth sending
copies to the Regional Chief Economists, CPS/IPD and
others, as well as to your colleagues.

cc: Mr. Singh
bcc: Mr. Chenery

EStern/ls




Mr, S, Singh March 10, 1975

Joseph Hilmy
Industrial Raw Materials - .
U.S. Govermment Stockpile as compared
with Anmual World Production
Attached table compares the end-of-year stocks of selected raw
material commodities with annual world production, This comparison was
originally suggested by Mr, D. Avramovic,
ces Messrs., Tims, Holsen, Waelbroeck, McPheeters, Kalmanoff, Cash,

Brown- (IF), R. Bosson, M, Huag, Tekeuchi, Nusbaumer,
Huang, de Vries, Grilli, Mrs. Bothwell.

JHilmys jmea




INDUSTRIAL RAW MATERTALS: U.S. GOVERNMENT STOCKPILE AS COMPARED WITH WORLD PRODUCTION, 1950-1972

UNITS 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972

Aluminum

U.S, Stockpile 1,000 ST 48 106 ol 24 823 1,042 1,055 1,279 1,735 1,807 1,87k 1,929 1,970 1,974 1,919 1,898 1,566 1,502 1,LL48 1,307 1,281 1,279 1,269
World Production fa 1,000 ST 1,660 1,980 2,20 2,725 3,095 3,460 3,720 3,710 3,865 L,480 5,185 5.580 5,595 6,080 6,720 7,27 T,561 8,502 9,087 9,952 10 655 11,375 12,103
Ratio % 3 5 5 9 27 30 28 34 45 Lo 36 35 35 32 29 27 21 18 16 13 1 10
Antimo

U,S. Stockpile 1,000 ST 18,000 18,000 21,000 21,000 21,000 23,000 25,000 30,000 37,000 38,000 40,000 45,000 49,000 53,000 53,000 50,000 49,000 49,000 49,000 47,000 47,000 47,000 47,000
World Production /b 1,000 ST 50,000 70,000 49,000 37,000 L4,000 51,000 59,000 . 51,000 58,700 58,800 57,200 59,200 61,600 68 100 ,700 68,515 63, 8&9 67,737 75,ohh 77,124 70,891 75,035
Ratio % 36 26 5 L8 45 L2 5k 73 65 68 83 86 78 75 72 72 64 61 66 63
Bauxite

U.S. Stockpile 1,000 LT 2,822 3,542 4,002 L, hhh 4,900 k4,972 5,206 5,995 8,464 9,723 11,763 13,479 15,313 15,920 16,237 16,749 16,749 16,749 16,749 16,749 16,625 1L,1k9 14 1k9
World Production /a 1,000 LT 8,285 10,970 12,57 13,641 15,99 17,479 18,525 20,157 21,058 22,680 27,183 28,816 30.726 29,974 32,618 36,702 ko406 Mh,u35 U589k 53, 685 s8u2k 64kl 63,000
Ratio % 34 32 32 33 31 28 28 30 Lo L3 L3 L7 50 53 50 L6 L2 38 36 28 22 22
Bismuth

U.S. Stockpile 1,000 1b. 1,286 1,286 1,286 1,342 1,350 1,365 1,674 1,547 2,47 2,475 2,82 2,82 8 8 8 8u8 812 812 406 2 2,351 2 2,101
World Production /o 1,000 1b. 5,500 3,300 3,400 3,500 3,600 ﬂ;go 3,900 5,000 hzsog 5,100 5:203 5:103 2:7&5: é:sgg ?/:232 ;;uoo 2:660 ?/ Ll 31076 e;i’EZ Bzfge 8:232 8,77h
Ratio % 38 39 38 38 38 37 L3 31 54 L9 54 55 57 56 55 Lo 57 51 42 34 27 27 23
Chromite

U.S. Stockpile 1,000 ST 2,086 2,342 2,668 3,313 3,693 L 122 4579 k4, 5,754 6,795 416 2 7,82 6 8,706 8,6L! 8,501 8,258 6,24 [¢] 061
World Production /b 1,000 ST 2,655 3,170 k265 k265 5:720 4020 k4,565 5,2623 b:;[ﬁs h:;,gs Z:&?g ¢ 7630 7:;20 " 312 Z,g;q 5:51,?3 b 673h5 51013 :Ehh 5:825 6:672 Z,gle? g,shl
Ratio % ; 78 > 63 8 100 125 100 97 136 158 145 ’160 159 ’181 168 129 ’180 172 156 141 ol 102 103
Cobalt

U.5. Stockpile 1,000 1b. 14,355 17,722 20,55 30,618 k2,656 53,510 62,157 72,035 82,77k 90,91k 97,025 97,048 96,909 %,721 95,988 102,200 101,438 95,2k9 90,296 84,289 78,273 77,345 68,175
World Production /b 1,000 1b. 4 18,600 21,800 25,koo 28,800 29,hoo 31,800 35,561 34,hge 36,600 31, 7400 31,800 34,200 32,000 35,000 37,700 L4 200 L4k,028 41,968 43,338 50,358 ,000 149,000
Ratio % 91 95 e 102 148 182 195 202 239 248 309 305 283 302 294 268 229 216 215 194 155 161 139
Copper

U.S. Stockpile 1,000 MT 482 535 501 600 781 802 845 917 1,030 1,03% 1,039 1,055 1,027 1,017 993 768 416 225 243 236 229 234 234
Mine Production fa /b 1,000 MT 2,525 2,661 2,76 2,802 2,851 3,112 3,470 3,559 5:&51 3,695  b,2k2 b::.gh h:555 h 624 4,847 5066 5,316 5,086 5479 5,955 6,374  6,i55 7,049
Ratio % 19 20 18 21 27 25 24 25 29 27 24 23 22 21 20 15 7 L b 3 3 3 3
Diamonds

(Industrial only)

U.S. Stockpile 1,000 KT 15,333 19,202 23,066 25,827 29,291 35,347 40,702 40,770 k5 11k 0,046 ,17h 8,264 61,1 61,405 61,L05 61,412 63,266 69,311 6 6! 2 67,842 6 64
World Production /o 1,000 KT 15,519 16,972 18,733 20,165 20,k96 21,496 22,900 25,500 27,200 261000 gg,loo gzzooo 2 :ogc}; aaioog 28 oog 2 2g:ooo 23'300 53’% 52 s 3%2000 3;:% 51:%
Ratio % 98 n3 123 ’128 b2 164 177 161 165 192 203 182 218 219 ’219 2 225 239 231 ’216 205 205 207
Fluorspar
U.8. Stockpile 1,000 MT 7 187 231 326 463 561 751 748 1,106 1,206 1,275 1,372 1,k11 1,4k11 1,047 1,122 1,418 1,408 1,393 1,375 1,382 5 1,180
World Production /¢ 1,000 MT 864k 1,057 1,229 1,250 1,199 1,331 1,554 1,727 1626 1,626 1,930 2,065 2,154 2,133 2,476 2,875 2,946 3, y251 5,556 3,658 3,962 L 674 L 732
Ratio % 8 17 18 23 38 L2 L7 L3 68 i 66 66 66 66 L2 39 L8 L3 39 37 32 25 2k
Manganese Ore
U.S. Stockpile 1,000 MT 2,045 2,272 2,431 3,763 L4622 5,047 5,646 5,820 8,287 8,759 9,410 10,472 11,209 11,91 11,958 9,780 9,706 9,570 9,k22 9,2k 8,915 8,669 8,221
World Production /e 1,000 MT 7,620 9,246 10, 627 u,653 10,820 11,379 12,395 13,615 12,802 13,k11 2k, 175 1,021 1,752 15,347 16,459 18,288 19,000 88 18,898 19,30k 21,900 23,000
Ratio % 2% 24 32 L2 [ 15 2 64 65 F . S - = < 51 w8 6 - s

3 51 52 5! 39 35
Merc 5
U.S. Stockpile 1,000 MT 7,890 7,590 8,250 8,907 10,455 10,L6k 5,21k 5304 5,34 4,ko7  L,ko7  kkOo7  L,350 4,350 6,015 6,012 6,012 6, 6 6,000 6,00 6,00; 6,00
World Production fa 1,000 M 4937 5,062 5,201 5,508 6,20k 6h402 7498 8526 8 912 8167 925  8,9% a:ggh :325 9 9,513 9,332 e,ggg 9:;’053 10,252 101013 10:503 9:51'3
Ratio % 160 150 159 162 169 163 66 62 59 53 L6 L8 L9 L9 63 6l kgt 6l 58 59 62
Nickel (Mine)
U.S. Stockpile 1,000 MT 38 47 52 63 98 133 146 159 197 220 209 199 210 207 197 182 88 67 6l 60 58 45 43
World Production /a 1,000 MT 148 168 187 204 221 2bg 265 299 227 290 342 378 371 366 39 435 Lk 476 545 513 667 678 618
Ratio % 25 27 27 30 L 53 55 53 86 75 61 52 56 56 L9 41 21 14 n 1 8 [3 6
Silver
U.S. Stockpile /1 1,000,000 Tr.oz.  NDA 1,264 1,301 1,391 1,k1 1,631 1,731 1,77+ 1,875 1,851 1,800 1,694 1,626 1,492 1,204 80k 165 165 165 165 165 1ko 140
World Production A 1,000,000 Tr.oz. 203 200 216 222 21k 22l 226 231 239 222 "2k1 237 26 250 249 257 267 258 272 296 304 289 291
Ratio % 632 602 627 697 728 766 768 784 834 7 75 661 597 48k 313 62 64 61 56 54 48 48
Tin
U.5. Stockpile 1,000 MT 1.19 148 198 2L6 302 327 346 350 350 353 358 355 350 342 313 289 273 265 263 260 235 255 255
World Production /a 1,000 MI 179 183 185 190 194 196 201 165 173 189 190 194 194 199 204 215 221 230 229 236 2k1 231
Ratio % 67 82 108 133 159 168 177 174 212 20k 189 186 180 176 157 1h1 119 114 114 9 105 110

sten
U.8. Stockpile 1,000 lbs. 34,574 45,045 51,522 59,153 125,481 125,305 150,672 150,545 159,495 161,329 161,464 161,227 160,824 160,429 195,890 196,059 196,059 188,977 185,595 169,352 130,655 129,141 129,049
World Production /b 1,000 1bs. 84,657 114,860 151, ‘677 157,189 172, Sz‘l. 182, 4,542 182) 762 151,016 125,001 13k4,922 159,173 170, L7 159, 61k 132,277 136, 1686 132,277 138,891 138,891 155,205 158,071 166 448 177,912 93,255
Ratio % ko 39 33 37 68 99 127 119 101 9k 121 *103 148 1k 136 119 107 78 138
Abaca
U.8. Stockpile 1,000 MT 3 50 72 78 7 77 75 il 78 76 71 69 69 67 67 67 6k 59 53 L7 33 2l 15
World Production /d 1,000 MT 122 160 145 139 123 130 145 140 11k 17 1k % m n7 125 13 100 86 72 75 75 n T
Ratio % 25 31 ) 56 63 59 51 55 67 64 60 62 57 53 59 64 68 73 62 Lk 33 19
Sisal & Hene: sn
U.S, 1,000 MT 39 54 9k 122 154 154 153 151 148 W6 148 h7 150 140 140 159 151 2 97 92 90 75 51
World Prod\mtion L 1,000 MT k25 465 Lok 495 535 584 616 648 667 693 766 768 91 810 850 812 822 780 780 807 94 75 771
Ratio % 9 n 18 2k 28 2% 23 22 22 21 19 19 19 17 16 17 15 pLt 12 1 n 9 6
bbe: lmur..l.)

A 1,000 MT 523 831 1,121 1,187 1,227 1,207 1,212 1,228 1,225 1,227 1,141 1,109 972 87k 760 601 1487 b1k 376 3h47 310 260 165
World chtton yis 1,000 MT 1,890 1,915 1,820 1,757 1,840 b Jal7 1,922 1,935 1,970 2,072 2,035 2,122 2,170 2,352 2,352 2,392 2,522 2,685 2,995 3,102 3,077 3,102 3,493
Ratio % 27 43 62 68 67 62 63 63 62 59 56 52 43 37 32 25 19 15 13 1 10 8 5

tes
E‘E&um of Mint Figures to 1965, GSA Figures, 1965-1972
rwhmnl Weight
Data Available 1 Kilogram = 2,20462 Pounds
KT = Carat 1 Short Ton = 0.90718 Metric Tons
1b, = Pounds 1 Long Ton = 1.01605 Metric Tons

TR.0Z. = Troy Ounce
8T = Short Ton

BGURC!B

vamant stock ilet

a suppilement stockpile Report to the Congress - Executive Office of the President. OFFICE OF CIVIL AND DEFENSE MOBILIZATION, PREPARED BY GOVERNMENT SERVICE ADMINISTRATION (GsA).
FIGU'REB FOR UE. ETOCKPILES « EXCEPT SILVER STOCKPILES BEFORE lﬁﬁ THESE WERE OBTAINED FROM THE ANNUAL REPORTS OF THE DIRECTOR OF THE MINT, OFFICE OF THE DIRECTOR OF THE MINT, U.S. GOVERNMENT ACCOUNTING OFFICE.

HAFT AKTIENGESELLSCHAFT, METAL STATISTICS, VARIOUS ISSUES
AMERICAN METAL MARKET, METAL STATISTICS, VARIOUS ISSUES
©  GREAT BRITAIN, INSTI SCIENCES, STATISTICAL SUMMARY OF THE MINERAL INDUSTRY, VARIOUS ISSUES

FAO, WORLD CROP_STATISTICS, 1948-196L, ROME 19663 FAO, PRODUCTION YEARBOOK, 1971 end FAO, COMMODITY REVIEW, 1967, ROME, 1967
, HARD FIBERS, IX, §§$3 } and FAO, COMMODITY REVIEW, VARTOUS TBSUES.
b4 m_sw. Vol. 23. No.2, November, 1973

March 6, 1975
Commodities and Export Projections Division
Economic Analysis and Projections Department



TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELC NT INTERNATIONAL BANK FOR ' INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
Those Listed Below paTE: May 27, 1975
Shamsher Siné%ygnd Wouter Tims%§§;>

Economic Analysis and Projections Department
Commodity Forecasts

A set of the following tables showing commodity forecasts,
together with the assumed OECD growth rates and inflation measured in
dollar termms, is attached for your information and use. These
forecasts, which were reviewed at inter-departmental meetings, chaired
by Mr. John A. Holsen, on April 25 and 28, supersede the ones distri=
buted last year.

1 - Aggregate Commodity Price Index in 1973 Constant Dollars

2 - Price Forecasts in 1973 Constant Dollars

3 = Price Forecasts in Current Dollars

i = Table 2 Expressed in Index Form

5 - Table 3 Expressed in Index Form

6 - Volume of Exports from Developing Countries = Rates of Growth

7 = Index of International Inflation

8 =« OECD: Growbth Rates of Real GNP .

9 = Mean, Standard Deviation and Coefficient of Variation of Prices

A paper discussing the overall commodity outlook and the assump-
tions underlying these forecasts will be issued next month. As desired by
the Regional staff, write-ups on irdividual commodities will include
alternative assumptions and associated forecasts wherever relevant.

As regards the proper use of the price forecasts for country and
project work, we wish to stress again that the forecasts given here pertain
to market quotations for specific grades of a commodity in a specified
market. They are indicators of the likely general trend of prices for the
commodity concerned. The specific figures given are unlikely to be the
right ones to use in a particular project analysis or country economic
projection. Adjustments must be made for such factors as transportation
costs, grade or quality and for marketing arrangements in the particular
case. In doing this the country or project economist may always turn to
the commodity economist for assistance. A booklet on the proper use of
prices will be prepared jointly by the DPS and the Regions.

A table showing the mean, standard deviation and the coefficient
of variation computed from a three-year moving average of '"constant" dollar
or "real" prices for the period 1950 to 1974 is included with this set.
These show that, for example, for rice there is a 67% chance that the
estimated value will lie within a range of £1L4% around the mean; in other
words, $3L more or less than the mean value of $239 per ton. For copper,
it would be 126% of mean, or 117 cents around a mean of 67 cents per pound.
Variations around actual prices would be larger.

Please note that short-term forecasts are revised by the
Commodities Division staff of the IMF and of the Bank every six months.



w2

However, long-term forecasts are revised only once a year, unless a
major event has affected the outlook for a particular commodity or
assumptions about inflation or real growth are altered significantly.

Distribution:

President

Senior Vice President, Operations

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

Directors and Deputy Department Heads, Bank and IFC
Chief Economists/Economic Advisers

Senior Economists

Division Chiefs

Resident Missions

MF

WI'ims :SSingh tke



TABLE 1
COMMDDITY PRICE INDEX/1/2

1973=100
35 Commodities 3L Commodities Agriculture Food Non-Food Minerals
(Including (Exclud Total Beverages Other Food and Metals
Petroleum) Petroleum
1950 127 125 ‘ 137 134 16k 11 115 9l
1951 17 12k ’ 134 122 151 101 161 98 -
1952 m 115 116 11k 142 93 122 110
1953 115 _ 113 116 122 153 99 102 103
195kL 126 127 136 148 217 97 109 101
1955 123 121 , 123 125 170 9 120 115
1956 121 119 120 126 173 9 108 117
1957 " 110 ; 114 119 156 92 100 101
1958 . 107 103 106 11 1k 86 9L 95
1959 99 102 105 105 128 88 105 93
1960 96 99 - 102 100 119 85 107 92
1961 90 9N : 92 93 106 82 9N 90
1962 88 90 92 92 103 83 92 87
1963 88 93 97 100 102 99 88 85
1964 - % 101 99 104 120 92 89 104
1965 89 101 93 97 112 86 86 120
1966 89 101 91 9l 107 . . 8L 8L 127
1967 85 93 89 9L 103 87 80 104
1968 85 95 9 95 102 89 82 107
1969 85 97 92 95 102 89 8l 12
1970 82 95 90 97 11 87 yh 109
1971 83 83 82 87 92 8L T 87
1972 81 81 82 87 92 8L 70 80
1973 100 100 100 100 100 100 100 100
1974 198 116 116 128 97 152 87 16
1975 182 93 92 102 78 120 70 96
1976 183 9k ‘ 92 101 87 112 i 100
1977 182 92 88 . N 93 96 73 104
1978 181 9N 87 92 9L 91 7L 102
1979 180 , 90 86 9 93 90 76 99
1980 180 89 86 90 91 89 17 99
1985 . 182 93 89 95 9k 95 76 105

/1 Veighted by 1967=69 LDC export values.
/2 1973 Constant Dollar Prices.

Prepared by Commodities and Export Projections Division, IBRD
May 27, 1975



TABLE 2
COMMODITY PRICES AND PRICE FORECASTS IN 1973 CONSTANT DOLLAG:S

Actual Prices iiurecast Prices

Unit 1967-69 1970-72 1973  197h 1975 1976 1977 1978 1979 1980 1985
Petroleum $/varrel  1.95 2.05 2.70  8.03 798 7.79° 7.18  TWIS A5 7478 705
FOOD
Cocoa ¢/1b. sl Lo 65 81 56 Sk 53 L9 L5 L2 L2
Coffee ¢/1b. 59 63 62 sl inn 53 60 63 63 63 65
Tea ¢/1b. i 62 L8 52 L8 Lé L3 L1 39 38 38
Sugar ¢/1b. Te3 8.0 8.7 20.5 1653 150 107 10,6 10.0 10.0 10.0
Oranges/Tangerines $/MT 249 203 163 151 163 162 161 157 156 156 156
Lemons/Limes $/MT 137 168 182 168 189 183 180 180 180 180 180
Bananas ¢/kg. 19.0 17.9 14.5 Theal 17,0 12.5 2. 1242 12.0 12,0 13.3
Beef #/xg. 25l 279 318 285 230 265 293 302 311 335 372
CEREALS
Wheat $/MT 100 8l 147 172 130 116 113 112 110 112 115
Rice $/MT 297 179 350 Lhs 311 300 280 260 250 240 240
Maize $/MT 76 Th 98 109 95 85 82 82 80 78 T3
Grain Sorghum $/Mr 73 70 93 99 87 79 76 Th 71 69 69
FATS & OILS
Coconut 0il $/MT Shly L32 513 820 37k 373 365 360 351 345 L39
Copra $/MT 319 239 353 Skl 245 245 2L 2L 238 236 306
Groundnut O0il $/MT Lh2 529 5L6 885 663 681 588 516 Ls8 L16 530
Groundnuts $/MT 276 3L 393 L99 304 3L0 395 277 256 242 319
Palm Kernels $/MT 246 18L 259 382 177 204 193 183 175 167 217
Palm 0il $/MT 286 316 378 550 378 330 306 288 270 253 321
Soyabeans $/MT 160 162 290 228 156 170 165 161 159 159 220
Soyabean 0il $/MT 310 385 L65 653 Lhs Lé2 399 351 311 283 360
Soyabean Meal : $/MT w5 w1 302 151 10k 136 143 L7 153 160 229
Fishmeal $/MT 217 256 sh2 306 165 251 263 271 282 294 k22
NON-FOOD
Cotton ¢/1b. L5 Lk 62 Sl L2 Lk Lk L3 L3 L3 L3
Jute $/MT 423 365 289 296 326 313 305 300 300 300 300
Sisal $/MT 25h 236 527 867 Sl 391 28l 235 245 245 245
Wool ¢/kg. 261 220 51 302 230 250 265 275 275 275 275
Ribber ¢/1b. 33 25 36 32 25 25 27 28 29 29 27
Tobacco $/MT 1395 1245 992 965 915 905 910 915 920 930 935
TIMBER
Logs ELauan) ; %3 59 gu 68 67 53 58 62 66 68 72 78
Logs (Niangon 2 9 70 58 58 63 70 Th 78 82
Savmicod g/m 137 125 15% 118 115 115 133 137 140 143 150
METALS AND MINERALS
Copper ¢/1b. 87 69 81 T 50 55 62 5L 6L (3 70
Lead ¢/1b. 17.2 16.6 19,5 22.1 18.5 19.0 18,5 18,3 18.0 18.2 18,5
Tin ¢/1v. 22y 211 219 306 282 315 326 307 266 250 280
Zinc ¢/1b. 18.6 18.9 38.6  L6.2 27.h 28,5 28.8 29.0 29.2 29.5 31.5
Bauxite $/MT 18.0 15.3 12.5 18.1 2h.L 2.2 23.7 23.3 23,1 22.6 21,3
Iron Ore $MT 18.9 17.8 171, 16.3 12.6  13.5 14.8 15.0 16.0 17.0 18.0
Manganese Ore ¢/LTU N 78 76 N 93 75 80 82 8l 85 70
FERTILIZERS
Phosphate Ro £ Y 28 2
rghpuste ook Vi 3 P ) B AR R 3 9% 57
i oy § O w OB B BB g oR B N
1 101 0
Muriste of Potash MT % I3 i3 50 53 2, 50 L7 % k2

Commodities & Export Projections Division
Economic Analysis & Projections Department
Development Policy Staff

May 1975 :



TABLE 3
COMMODITY PRICES AND PRICE FORECASTS IN CURRENT DOLLARS

1 . Actual Prices Forecast Prices
L Hath 1967-69 1970-72 1973 197h 975 1976 1977 1978 1979 1980 1985
Petroleum $/pbarrel 1.30 1.62 2.70 9.77 10.46 11.38 12.30 13.22 25 15.21 21.34
FOOD '
Cocoa é/10 36 31 65 98 75 80 85 8l 83 82 116
CZf‘fee #/1p Lo Lo 62 66 60 78 9l 107 115 12k 179
Tea #/10 50 18 148 N 65 67 68 70 T2 T 10k
Sugar #/1b 4.9 6.3 8.7 25.0 22.0 22.0 17.0 a17.1 18.3. . 19.6 27.5
Oranges/Tangerines $/M.T. 166 159 163 184 220 238 255 267 286 306 429
Lemons/Limes $/M.T. 125 132 182 205 255 269 286 307 330 353 h9g "
Bananas #/xg 12,7 k.0 k.5 17.2 23.0 18.14 19.7 20.8 22.0 23.5 36-
Beef ¢/xg 171 220 318 346 310 389 465 515 570 658 1,025
CEREALS
Wheat C$/M.T. 67 66 147 209 175 170 180 191 201 220 317
Ri:e ;M i3 198 1ko 350 sho 120 Lho Lll L5 459 471 661
Maize /M. Ts 51 58 98 132 128 125 130 140 1kt 15k 216
Grain Sorghum /M. T, 49 55 93 121 Vi 116 121 126 131 135 190
FATS AND OILS
Coconut oil /M. T, 363 33 513 998 505 548 580 61k 6lly 677 1,139
Copra /M. T. 213 185 353 662 330 360 387 L11 436 463 795
Groundnut oil /M. T. 295 415 sk6 1,077 895 1,000 933 881 8Lko 817 1,375
Groundnuts /M. T. 184 247 393 607 410 500 L8l 473 470 475 829
Palm kernels /M. T. 16k 143 259 L65 239 300 306 313 321 328 56k
Palm oil /M. T, 191 246 378 669 510 L85 486 Lo1 Lo5 496 833
Soyabeans M.T. 107 128 290 277 210 250 262 274 291 512 1,572
Soyabean oil /M. T, 207 300 465 795 600 679 634 593 570 555 933
Soyabean meal /M. T, 97 iz 302 18k 140 200 227 251 281 31k 594
Fishneal /M. T. 1ks 201 sh2 372 250 368 418 L62 518 578 1,094
NON _FOOD
Cotton #/10 30 35 62 66 56 6l 70 73 79 8l 118
Jute $/M.T. 282 286 289 360 Lko 460 185 512 550 590 825
Sisal . $/M.T. 170 187 527 1,056 730 575 450 Loo Lso 480 675
Wool #/xg. 17k 175 51l 367 310 367 21 469 50k sko 757
Rubber £/10 22 19 36 39 %3 37 43 L9 sk 57 h
Tobacco $/m. 1. 931 973 9% 1,175 1,235 1,340  1,b4h 1,561 1,687 1,826 2,57k
TIMBER i
Logs (Lauan) $/m§ 4o L2 68 82 72 85 98 112 125 1Lko 215
Logs (Niangon) /m3 38 41 ol 85 78 85 100 119 136 153 226
Sawnwood. /m 8l 98 156 143 155 169 211 23k 257 280 L3
METALS AND MINERALS
Copper #/1b 58 i 81 93 68 81 98 109 117 126 192
Lead #/1p 11:5 13.0 19.5 26.9 25.0 28,0 29.0 31.0 33,0 35.5 51.0
Tin #/10 1ko 165 219 372 380 463 518 sel 487 Lol 770
Zine #/1b 12.4 14.8 38.6 56.2 37.0 42,0 46,0 k9.5 53.5 58.0 86.5
Bauxite $/M.T. 12,0 12.0 12,5 22.0 32.9 35.6 37.6 39.8 k2.3 Lh. by 58.6
Iron ore $/M.T. 12.6 13.8 171 19.8 17.0 19.8 23.5 25.6 29.3 33,4 k9.5
Manganese ore ¢/L.T.U. 63 61 76 114 125 110 130 150 154 167 193
FERTILIZERS
Phosphate Rock $/M.T. 12 1 U S5 70 70 65 60 55 55 80
TSP M.T. 1 1 20 208 250 1 2
DAP AL 2 & ESCRRE ¢ %8 . S é@? ity
Urea /M.T o 6 51 ES 318 300 280 250 200 185 00 {20
Muriate of Potash /M.T. 2 33 3 1 72 80 0 80 85 90 15

Commodities and Export Projections Division
Economic Analysis and Projections Department
Development Policy Staff

May 1;’]7'?



INDICES OF COMMODITY PRICE FORECASTS IN 1973 CONSTANT DOLLARS

TARLE L

(1973=100)
Actual Prices Forecast Prices
1967-69  1970-72 197L 1975 1976 1977 1978 1979 1980 1985
Petroleum 72 76 297 287 287 287 267 287 287 287
FOOD
Cocoa 83 62 125 86 83 82 75 69 65 65
Coffee 95 102 87 Tl 85 97 102 102 102 105
Tea 15k 129 108 100 96 90 85 81 79 79
Sugar 8l 92 236 187 172 123 115 115 115 115
Oranges/Tangerines 153 125 93 100 99 99 96 96 96 96
Lemons/Limes 103 92 92 10k 101 99 99 99 99 99
Bananas 131 123 97 117 86 86 8L 83 83 92
Beef 79 87 90 72 83 92 95 98 105 117
CEREALS
Wheat 68 57 117 88 79 77 76 75 76 78
Rice 85 51 127 89 86 80 7h yal 69 69
Maize 78 76 111 97 87 8l 8L 82 80 80
Sorghum 78 75 106 ol 85 82 80 76 (N n
FATS & OILS
Coconut 0il 106 8L 160 73 73 s 70 68 67 86
Copra 90 68 154 69 69 69 68 67 67 87
Groundnut Oil 81 97 162 121 125 108 95 8L 76 97
Groundnuts 70 80 127 77 87 101 70 65 62 81
Palm Kernels 95 71 147 68 79 75 71 68 6h 8l
Palm 0il 76 8L 146 100 87 81 7€ 71 67 85
Soyabeans 55 56 79 sh 59 5 . 56 55 55 7€
Soyabean 0il 67 83 140 96 99 86 75 67 61 i
Soyabean Meal L7 L7 50 3L L5 L7 L9 51 53 76
Fishmeal ' Lo L7 56 34 Lé L9 50 52 sh 78
NON-FOOD
Cotton 73 71 87 68 T Tl 69 69 69 69
Jute 146 126 102 113 108 106 10kL 104 104 1oL
Sisal L8 L5 165 103 n sl Lé 6 L6 Lé
Wool 51 L3 59 L5 L9 52 Sl Sk 5h 5k
Rubber 92 69 89 69 69 75 78 81 81 15
Tobacco i1 126 97 92 91 92 92 93 oL oL
TIMBER
Logs (Lauan) 87 79 99 78 85 91 97 100 106 115
Logs (Niangon) 61 55 7h 62 62 67 n 79 83 87
Sawn Wood 80 80 76 7h yn 85 88 90 92 96
METALS AND MINERALS
Copper 120 85 95 62 68 71 79 79 79 86
Lead 88 85 153 95 9 95 ol 92 93 95
Tin 102 96 140 129 1y 149 140 121 11h 128
Zinc L8 L9 120 Tl (n 75 75 76 76 82
Bauxite 1hh 122 145 195 19k 190 186 185 181 170
Iron Ore 111 104 95 Th 79 87 88 ol 99 105
Manganese Ore 12l 103 12k 122 99 105 108 111 112 92
FERTILIZERS
Phosphate Rock 121 100 321 3L 343 293 250 1L 200 207
.8 F. 61 6L 253 185 129 116 106 99 96 97
DAP 78 73 230 212 186 166 14 133 130 136
Urea 105 68 274 234 < 201 166 123 106 107 122
Muriate of Potash 8l 95 116 123 126 116 109 107 107 98

Commodities & Export Projections Division

Economic Analysis & Projections Department
Develo;g]xgent Policy Staff
975

May 1



TABLE 5
INDICES OF COMMODITY PRICE FORECASTS IN CURRENT DOLLARS

(1973=100)
Actual Prices Forecast Prices
1970-72 1974 1975 1976 1977 1978 1979 1980 1985
Petroleum 60 362 387 Lh21 L56 1,90 526 563 790
FOOD
Cocoa L8 151 115 123 131 129 128 126 178
Coffee 79 106 97 126 152 173 185 200 289
Tea 100 1133 135 140 12 146 150 154 217
Sugar T2 287 253 253 195 197 210 225 316
Oranges/Tangerines 98 113 135 146 156 16k 175 188 263
Iemons/Limes 73 113 140 148 157 169 181 194 272
Bananas 97 ‘119 159 127 136 143 152 162 252
Beef 69 109 97 122 146 162 179 207 322
CERFALS
Wheat L5 12 119 116 122 130 137 150 216
Rice Lo 155 120 126 127 127 131 135 189
Maize 59 135 131 128 133 143 150 157 220
Sorghum 59 130 126 125 130 135 1l 145 204
FATS AND OILS
Coconut o0il 65 195 98 107 113 120 126 132 222
Copra 52 188 93 102 110 116 12L 120 225
Groundnut oil 76 197 160 183 171 161 154 150 252
Groundnuts 63 15h 10k 127 123 120 120 320 211
Palm kernels 55 180 92 116 118 121 124 127 218
Palm oil 65 177 135 128 129 130 131 131 220
Soyabeans Ll 96 72 86 90 9L 100 108 197
Soyabean oil 65 7 129 16 136 129 123 119 201
Soyabean meal 31 61 L6 66 75 83 93 1ok 197
Fishmeal 37 69 L6 68 i 85 96 107 202
NON-FOQD
Cotton 56 106 _ 90 103 113 118 127 135 190
Jute 99 125 152 159 168 177 190 204 285
Sisal 35 200 139 109 85 76 85 91 128
Wool 3L 71 60 yal 82 91 98 105 147
Rubber 53 108 92 103 119 136 150 158 206
Tobacco 98 118 12h 135 146 157 170 184 259
TIMBER
Logs (Lauan) 62 121 106 125 1l 165 18L 206 316
Logs (Niangon) Ly 90 83 90 106 127 145 163 240
Sawn wood 63 92 99 108 135 150 165 179 265
METALS AND MINERALS
Copper 67 15 8L 100 121 135 1Ll 156 237
Lead 67 138 128 1l 149 159 169 182 262
Tin 75 170 17h 211 237 239 222 22l 352
Zinc 38 146 96 109 19 128 139 150 22l
Bauxite 96 176 263 285 301 318 338 355 1169
Iron Ore 81 116 99 116 137 150 171 195 289
Manganese Ore 80 150 164 1L5 171 18L 203 220 254
FERTILIZERS
Phosphate Rock 19 39 500 500 L6l L29 393 393 571
3 S 5 3 250 186 188 181 % 168 368
DAP 58 280 286 272 26l 2L5 24l 256 376
Urea 5h 333 316 295 263 211 195 211 337
Muriate of Potash 77 1h2 167 186 186 186 198 209 267

Commodities and Export Projections Division
Economic Analysis and Projections Department
Development Policy Staff

May 1975



COMMODITY DESCRIPTION

Petroleum (Saudi Arabian light crude oil 34° average realized price f.o.b. Ras Tanura)

F00D

Cocoa Beans (Accra, spot New York)
Coffee (Guatemalan, prime washed, spot New York)
Tea (London Auction, Average all teas)
Sugar (up to and including 197k, weighted average of U.S. Preferential, Commonwealth Sugar
Agreement and ISA daily price - f.o.b. and stowed Caribbean ports; Beginning 1975 ISA daily prices)
Oranges/Tangerines (EEC Reference price for Import of Group II Varieties)
Lemons/Limes (EEC Import Reference price)
Bananas (Ecuadorian c.i.f. Hamburg)
Beef (Argentine, chilled rump boneless, wholesale price, London)

CEREALS

Wheat (Canadian No. 1 Western Red Spring (CWRS), in store Thunder Bay)
Rice (Thai, Milled 5% broken f.o.b. Bangkok)

Maize (U.S. No. 2, yellow, f.o.b. Gulf Ports)

Grain Sorghum (U.S. No. 2 Milo yellow f.o.b. Gulf Ports)

FATS AND OILS

Coconut 0il (Philippines/Indonesia, bulk, c.i.f. Rotterdam. Prior to 1973, Ceylon 1% c.i.f. Europe)
Copra (Philippines, c.i.f. Burope)

Groundnut 0il (Nigerian, c.i.f. Burope)

Groundnuts (Nigerian, c.i.f. Europe)

Palm Kernels (Nigerian, c.i.f. BEurope)

Palm Oil (Malayan, c.i.f. U.K.)

Soyabeans (U.S. c.i.f. Rotterdam)

Soyabean 0il (U.S., Crude, c.i.f. Rotterdam)
Soyabean Meal (U.S. L% extraction, c.i.f. Rotterdam)
Fishmeal (Peruvian/other origins 64%, c.i.f. Hamburg)

NON-FO0D

Cotton (Mexican SM 1-1/16" c.i.f. N. Europe)

Jute (Bangladesh White D. f.o.b. Chittagong/Chalna)
Sisal (East Africa Rejects, c.i.f. Burope)

Wool (56's clean, c.i.f. U.K.)

Rubber (RSSI, spot, New York)

Tobacco (India export unit value of flue~-cured)

TIMBER

Logs (Lauan), Broadleaved, (Philippines, wholesale price, Tokyo)

Logs, Hardwood (Niangon) (f.o.b. Ivory Coast)

Sawn Wood (Malaysian), Dark Red Meranti, Standard Density c.i.f. French Ports)

METALS AND MINERALS

Copper (LME)

Lead (IME)

Tin (LME)

Zine (IME)

Bauxite (U.S. Import Reference price based on imports from Jamaica)
Iron Ore (Brazilian, c.i.f. North Sea Ports)

Manganese Ore (Indian Ore 46-L8%, c.i.f. U.S. Ports)

FERTILIZERS

Phosphate Rock, 75% BPL, f.a.s. Casablanca
T.S.P. (Triple Superphosphate), f.o.b. U.S. Gulf
DAP (diammonium phosphate) f.o.b. U.5. Gulf
Urea, f.o.b. Burope, bagged

Muriate of Potash, f.o.b. Yancouver

Commodities & Export Projections Division
Economic Analysis & Projections Department
Development Policy Staff

May 1975



TABLE 6

VOLUME OF EXPORTS FROM DEVELOPING COUNTRIES - RATES OF GROWTH

(percent)
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/2 1955-57 - 1973.

/3 IDC exports jumped from 400 MT in 1967-69 to 102,000 MT in 1973.

/b 1957-1973.
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TABLE 7 1
INDEX OF INTERNATIONAL INFLATION—

Rates of
Change from

Year 1967-69=100 1972=100 Previcus Year
1955 ; 85.9 ~ 57.3 -
1955 ' BB L0t 3.3
1957 91.6 61.2 3.3
1958 e 89,8 59.9 B
1959 88.7 59.2 S
1950 $0.9 60.7 2.5
1961 92.9 62.0 2.1
1962 92.9 62,1 |
1963 93.6 62.5 0.6
196l 2 Iy 63.3 1.8
1968 - 4 96 .4 6Ll T
1956 98. L 65.7 2.0
1957 ; 99.L4 661 1.0
1958 98.4 65.7 = e
1959 02,1 68.2 3.8
1570 109. 4 3.1 Tl
1971 116.5 778 6.4
1972 125.6 Bli6 8.7
1973 149.6 100.0 18.2
1974 182.2 121.7 1.7
1975 " 202.0 - 134.9 10.8
1976 219.9 116.9 8.8
1977 237.5 158.7 8.0
1978 - - 255, 170.6 Telt
1979 274.6 1834 7%
1980 293.8 196.3 7.0
1985 ) h12.1 275.3 750

/1 Developed countries' exports of manufactures SITC 5-8.

Source: International Economy Division, Economic Analysis and
Pro jections Department.
Development Policy Staff
May 1975
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TABLE 9

MEAN, STANDARD DEVIATION AND COEFFICIENT OF VARTATION OF

COMMODITY PRICES, 1950 - 7L /1

‘Standard Coefficient
Commodity Unit Mean Deviation of Variation
Petroleum $/barrel 2.4 0.62 0.25
Cocoz ¢/1b 172 9.90 0.21
Coffee ¢/1b 69.4 14.36 0.21
Tea ¢/1b 87.0 19.57 0.23
Sugar ¢/1b 8.2 L0 016
Oranges $/MT 194.6 31.78 0.16
Lemons $/MT 175.1 21,31 0.12
Bananas ¢/Kg. 18.5 1.87 0.10
Beef ¢/Kg. 2Ll 7 38.19 0.16
Wheat $/MT 10L.1 10.22 0.10
Rice $/MT 239.4h i [T 0.14
Maize $/MT 19.7 5.95 0.10
Grain Sorghum $/MT 3.7 5.20 0.10
Coconut 0il $/MT 493.8 L7.92 fell
Copra $/MT 303.8 35.74L 0,12
Groundnut 0il $/MT 505.7 52.62 0.10
Groundnuts $/MT 308.8 29.91 0.10
Palm 0il $/MT 361.3 L1.89 D12
Soyabean Meal $/MT 1h5.4 20.97 0.1k
Fishmeal $/MT 253.5 L2.89 0,17
Cotton ¢/1b k7.7 Lol 0.10
Jute $/MT 367.4 L7.76 0.13
Sisal $/MT 356.2 101.30 0.28
Wool ¢/Ke. 312.5 51.80 Q.17
Rubber ¢/1b L1.2 11.51 0.28
Tobacco $/MT 1,235.9 101.91 0.10
Logs (Niangon) $/m3 £9.6 5.05 0.10
' Copper ¢/1b 67k 1739 0.26
Lead ¢/1b . 171 2.59 0.15
Tin ¢/1b 203.5 33.7% 017
Zinc ¢/1b 19k L.60 0.2
Bauxite $/MT 1.2 2.23 0.15
Iron Ore $/MT 24.7 6.6 0.26
Manganese Ore ¢/LTU 1277 45.50 0.36
Phosphate Rock  $/MT 19.6 3.19 0.16

él Computed from a three year moving average of constant prices.

Commodities & Export Projections Division

Economic Analysis & Projections Department

Development Policy Staff

May 1975



ASSOCIATION NSTRUCTION AND DEVELOPMENT CORPORATION

OFMICE MEMORANDUM

TO: See Addressees DATE: May 15, 1975

INTERNATIONAL DEVELC, MENT l INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE
RECO

FROM: Ernest Stern, Wi¥gctor, Development Policy

SUBJECT: Meeting of Commonwealth Heads of Government
Dealing with Economic Matters

The attached excerpt of the Kingston Communique may be

of interest.

Attachment
Addressees:
Messrs. Tims Hag Gulhati Duloy
Holsen Chernick Ms. Hughes
Saxe Vibert Leiserson

Singh



INTERNATIONAL DEVELC. sENT | INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT | CORPORATION

OFFCE MEMORANDUM

To. Regional Chief Economists DATE: May 15, 1975
FROM: Ernest Stern, Pikector, Development Policy

SUBJECT: Meeting of Commonwealth Heads of Government
Dealing with Economic Matters

The attached excerpt of the Kingston communique may be

of interest.

Attachment



EXCERPTS FROM THE FINAL COMMUNIQUE
OF THE MEETING OF COMMONWEALTH HEADS
OF GOVERNMENT (KINGSTON, JAMAICA, MAY 1975)
DEALING WITH ECONOMIC MATTERS

; B8 Commonwealth Heads of Government recognized the need to take
immediate steps towards the creation of a rational and equitable
new international economic order. They reaffirmed the statement
included in the Commonwealth Declaration adopted in Singapore in
197) that "The wide disparities of wealth now existing between
different sections of mankind are too great to be tolerated ...

Our aim is their progressive removal", and acknowledge the
complexity, range and inter-related nature of the issues involved.
They agreed that a small group of experts should be invited to

draw up for consideration by Commonwealth Governments, in the
context of the current international dialogue, a comprehensive

and inter-related programme of practical measures directed at
closing the gap between the rich and the poor countries. These
measures woculd be designed to promote development and to increase
the transfer of real resources to developing countries inter

alia in the areas of production, distribution and exchange of
primary and secondary products as well as services. Heads of
Government recognized the importance in this context of co-operating
to achieve an expanding world economy and world trade.

2. The group of experts should be selected from the Commonwealth
on the basis of their personal capacities and their expert

knowledge of contemporary problems of international economic
development, and should be assembled in a way which would ernable

the perspectives of different regions of the Commonwealth and
different national development strategies to be brought to bhear

on the problems concerned.

3 The group of experts should address itself to the issues
and proposals elaborated in:

a) The declaration and the programme of action on the
establishment of a new international economic order
as adopted by the United Nations General Assembly;

b) The relevant principles of the Commonwealth Declaration
adopted in Singapore in 1971; and

c) The ccncepts and proposals advanced during the discussions
of the international economic situation at the Kingston
meeting of Heads of Government includéing the presentations
by the Government of Guyana on behalf of the Caribkean and
the Government of Brit=ain.



47 In drawing up a programme of practical measures the
group should pay particular attention to:

a) Measures to transfer real resources from developed
to developing countries through international
co-operation in the field of international trade
in primary commodities with particular reference to
the integrated commodities programme recommended by
the Secretary-General of UNCTAD, current proposals
of buffer stocks, for indexation, and other relevant
proposals, including the proposal for a general
agreement on commodities;

b) Measures which the international community can
introduce for assisting developing countries:

i) to increase food production,
14} to promote rural development,

iii) to promote economic co-operation among themselves
at the sub-regional, intra-regional and
inter-regional levels,

iv) a review of existing organizations for industrial
co-operation and development, and

v) to obtain greater control over, and benefits
from, such activities as shipping, insurance,
banking and other parts of the infrastructure
for international trade and development;

c) Programmes for industrial development involving new and
expanded forms of industrial co-operation, time enlargement
of employment opportunities in developing countries, and
more favourable access to the markets of developed countries;

d) A review of existing organizations for industrial
co-operation and development;

e) Mechanisms for increasing the flow of long-term develcpment
funds, the transfer cf technology and the transfer of -
real resources to developing countries; and

f) Reform and, where necessary, the restructuring of the
international institutions concerned with the management
of international trade and finance, and whether means
could be found to increase the effective share of the
developing countries in the decision-making process of
the major international financial institutions.

In all of the above matters due regard would be paid to the special
needs of the lesast develcpszd, land-locked, the most seriously
affected, and island deve.cping states with limited natural
resources.




5. In drawing up its recommendations the group of experts
should consider the feasibility of utilising relevant concepts
and mechanisms embodied in recent economic co-operation

agreements between certain developed and developing countries.

6. The group of experts should consist of not more than
ten persons.

AR The members of the group should be appointed by the
Secretary-General after consultation with member Governments.

8. ‘The group should aim at submitting to Governments an
Interim Report on the results of its work indicating measures
which are amenable to early and effective implementation in time
to permit discussion of this report at the next meeting of
Commonwealth Ministers and to enable Governments to take this
report into account before the Seventh Special Session of the
General Assembly.

9. It is expected that the group will endeavour to hold its
first meeting by the end of May or early in June.

10. It would be desirable that the Secretary-General-Elect
should be associated at as early a stage as possible with the
work of the group.

11, Heads of Government appointed Mr. Alister McIntyre,
Secretary-General of the Caribbean Community, Chairman of the
Expert Group.

LOME CONVENTION

12 Heads of Government welcomed the conclusion of the Lome
Convention drawn up by the European Economic Community and
forty-six countries of Africa, the Caribbean and the Pacific.
They welcomed the increased co-operation within the Convention
between Commonwealth and non-Commonwealth countries in these
areas. They expressed the hope that the principles underlying
the Lome Convention could usefully contribute to the further
development of relations between the EEC and other industrizlised
countries, on the one hand, and developing countries, including
the Asian and other Commonwealth countries, on the other.

13. Heads of Government welcomed the valuable support which the
Secretariat is giving to Commonwealth countries in the multilateral
trade negotiations. '

FOOD PRCDUCTION AND RURAL DEVELOPMENT

14. Heads of Government discussed the report of the Commonwealth
Ministerial meeting on Food Producticn and Rural Developmaent
heid is Lorndon in March 1975. They welcomed the opportunity it



provided to consider in a Commonwealth setting the problems of
the three-quarters of the population of Commonwealth developing
countries who live in rural areas. Heads of Government

endorsed the view that the problems of rural development and food
production should be attacked in an integrated manner and should
receive high priority from individual Governments and Aid Agenciesg.
They stressed the need for aid-providing agencies to adapt

their practices and programmes to meet the special needs of

food production and rural development, and endorsed the proposal
to establish a food production and rural development division
within the Secretariat. The new division would enhance the
effectiveness of the Secretariat's already significant
contribution to this sector and should be essentially action-
oriented.

15. Heads of Government emphasised the setback to agricultural
production which has resulted from scarcity and high prices of
fertilizer, and welcomed efforts, in the Commonwealth and
elsewhere, to secure adequate supplies of fertilizer at reduced
costs. They also called for similar efforts with respect to

farm machinery, feed stuffs and other agricultural inputs.

DROUGHT AND OTHER NATURAL DISASTER

16. Heads of Government recognized the value of the Commonwealth
as a forum in which to consult and concert broad strategies for
action in the Sahelian %one of Africa and in other natural

disaster areas and endorsed the recommendation of the Ministerial
Meeting of Food Production and Rural Development that Commonwealth
action should supplement action taken by world bodies.

INDUSTRIAL DEVELCPMENT CO-OPERATIOCN

17. In underlining the importance of increasing agricultural
production, Heads of Government stressed the parallel and related
need to accelerate the development of industry and endorsed the
expansion of industrial co-operation, particularly between
Commonwealth countries. In this context, they stressed the need
for measures to promote the processing of primary commodities in
their places of origin and the removal of barriers to trade in
processed primary commodities and other manufactured goods.

18 Heads of Government stressed their concern to ensure that
the activities of multinational corporations conform with the
policies of host Governments and their goals for an equitable
redistribution of wealth. They noted the work done on multi-
national corporations by the Commonwealth Secretariat and by



bodies in the UN system. They agreed on the need for countries
to build up their capabilities to deal with multinational
corporations.

DEVELOPMENT ASSISTANCE

18 Heads of Government affirmed the need for all countries
with the capacity to do so, to maintain and, wherever possible,
increase the flow of develcpment assistance to developing
countries, especially to the developing countries most seriously
affected by recent economic developments. They should also
promote the rapid industrialisation of developing countries.

20 Heads of Government reaffirmed their conviction that mutual
help and shared responsibility were essential elements in
Commonwealth co-operation. They expressed satisfaction at the

expansion of the Commonwealth fund for technical co-operation in
the four years since its establishment, noted with approval its
flexibility and its capacity to respond quickly to the requests
of member countries and commented favourably on its successful
management.

21, Recognizing the need for the fund's resources to keep pace
with the expanding requirements of Commonwealth Governments,
Heads of Government noted with appreciation the steady growth in

suppeort for the fund and welcomed the substantially increased
pledges made by developed and developing member countries. They
noted the intention expressed by a number of Governments to
increase their contribution and hoped that further increases
would be forthcoming.

COMMONWEALTH INVESTMENT BANK

22. Heads of Government noted the studies organised by the
Secretary-General at the request of the 1974 meeting of
Commonwealth Finance Ministers, on the financial feasibility
and the need for the services of a Commonwealth Investment Bank
along the lines proposed by a Commonwealth expert group. They
concluded that a number of issues still required discussion
before the proposal could be put to Governments for a final
decision. They requested the Secretary-General to convene a
Committee of Commonwealth Officials to prepare a detailed and
specific proposal, addressing itself to the unresolved issues
which must be faced if such an institution is to be set up.

This Committee should report to the next meeting of Commonwealth
Finance Ministers.
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T3 FURTHZ? THZ PRINGIPLES OF TEE Co ddE Rl TH DETLARATION A% it
PROMOTE C:TSULTAT!QH, CO=UPEEATIDN 42D COLLABORATIVE ACTIOL Ao=2.%3
AND WITHIN REGSIQNS., SUucH CONSULTATION FORNED AN IMPORTANT PART OF
THE CORTRI2UT DY COFMONWEALTH COUNTRIES ARE TO THE DoVzLgseweesyT oF
A NEW PATTERN OF IHTERNATIO AL RELATIONS wHICH TO00K ACCOUNT OF THE

.

SIGHIFICANT SHIFTS In POLITICAL AXD ECONO%IC POWER. HEADS OF
GOVERNMENT URCED TEAT THE COYMOIWEALTH IRHITIATIYES ALREADY TAKEH
TO THIS END SHOULD Be INTENSIFIED 82 A5 TO PROMOTE PZACE AND
SECUR!TY, ECONOMIC AND SOCIAL JUSTICE AND HARVONY AMONLG RACES.
6. THE RESUCTION OF CONTINUING UNACCEPTARLE ECONQIEIC WISPAle!EE,
THE SHIFTING BALANCE OF POLITICAL A{D ECONONMIC POUWER AND COLONIAL=
ISM AND RACIALISY M SOUTHERN AFRICA weER E WMAIN PREOJCCUPATIONS

OF HEADS OF GOVERNMENT IN THZIR DISCUSSION

T HEADS OF GOVERWMEMNT RECALLED THE STATCSNMENT IR THE DECLARATION

OF COMMONWEALTH PRINCIPLES: ’?wWE BEL|EVE THAT THE I ISPARITIZS
IN WEALTH NOW EXISTING BET’Eié DIFFERERT SECTION OF MANKIND ARE

TOO GRZAT TO BE TOLERATED’? AND PLEDZED THEMSELVES 7D DO &LL N
THEIR POWER TO PROMOTE A NEW AND EQUITABLE ECOROMIC ORDER.,

WORLD AND COMMONWEALTH TRENDS.

8. HEADS OF GOVERNMENT REVIEWED POLITICAL DEVELOPMENTS IN THE
WORLD WHICH HAD OCCURRED SINCE THEY LAST i MET, IN THE LIGHT OF TH
VARIED INTERESTS AND CONCERNS OF MEMBER COUNTRIES. THEY ACKMNOWL
GED THE CONTRIBUTION OF THE SPIRIT OF DSTE! {TE TO A MEASURE O©OF
RELAXATION IN IN ERNATIOJAL TENSIONS AND CALLED FOR ITS UNTVERSAL
APPLICATION. THEY NOTED HOWEVER, THAT THERE WERE SOME CRISIS
AREAS [N THE WORLD WHERE PEACE AND anolLlTY WERE NOT YET SECURED
AND WHICH WERE STILL SUBJECT TO SUPZR POWER RIVALRY AND INTER-
FERENCE. THEY STRESSED THAT THE MAINTENANCE OF PEACE AND STABILITY
COULD NOT B LEFT TO ARRANGEMENTS BETWEEN THE SUPER POWERS BUT WAS
THE RESPONSIBILITY OF THE ENTIRE INTERNATIONAL COMMUNITY. HEADS OF
GOVERNMENT LAID PARTICULAR EMPHASIS ON THE OPPORTUNITIES FOR THE
COMHOHWE%LTH TO MAKE A CONSTRUCTIVE CONTRIBUTION TO THE PROBLZMS
OF SOUTHERN AFRICA AND UNDERLINED THE SPECIAL RESPONSIBILITY OF
COMMONWEALTH MEMBER COUNTRIES TO WORK TOGETHER IN THE SEARCH FOR

A RESOLUTICH OF THE SITUATION N RROBES [ 4
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CONTINUED TESTING AND PROLIFERATION OF NUZLZAR WSAPONS AN
AEAFPIRKED THE NEED FOR JBBERT PSASLEES T FioiLiTeTs &
CONPREHENSIVE ZAN ON ALL NUCLEZAR WEAPONS TESTS A5 OHE ESSENTIAL
STEP TOWARDS GENERAL AND COMPLETE DISARMAMENT UNDER EFFECTIVE
INTERNATICNAL CONTROL.

CYPRUS

14, HzZADS OF GOVERNMENT, DEEPLY CONCERNED OVER THE CONTIMNUATIO OF
THE CYPRUS CRISIS, EXPRESSED THEIR SOLIDARITY WITH THE GOVERNMENT
OF THE REPUBLIC OF CYPRUS AND THEIR DETEBMINATION TO HELP IN THE
ACHIEVEMENT OF A POLITICAL SETTLEMENT BASSED ON THE | RDEPERDZ NCE,
SOVERZ IGNTY, TERRITORTAL INTEGRITY AND HON—-ALIGNMENT OF TH:=
RePUBLIC OF CYPRUS. THEY REAFFIRMED THEIR SUPPORT FOR GENERAL
ASSEMBLY RESOLUTION 3212 (XXIX) AND SECURITY COUN

365 (1974) AND 367 (1975) AND IN PARTICULAR THEY CALLED FOR THE

SPEEDY WITHDRAWAL CF ALL FORZIGHN AR3MED CO"CES FROM THE REPUBLIC

OF CYPRUS, FOR THE TAXKING OF URGENT MEASURES FOR THE RETURN OF

ALL THE REFUGEES TO THEIR HOMES IN SAFETY AND FOR CONTINUED
EFFORTS THROUGH THE INTERCOMMUNAL TALKS TO REACH FRIELY A MUTUALLY
ACCEPTABLE POLITICAL SETTLEMENT. THEY NOTED THE SPiRIT OF GOOD
WILL WITH WHICH THE GOVIRKMENT OF CYPRUS APPROACHED THE RESUMPT!ON
OF THE INTERCOMMUNAL TALKS UNDZR THE PERSONAL AUSPICES AKD
DIRECTION OF T“_ SECRETARY-CENCZRAL OF THE UNITED HNATIONS AND
EXPRESSED THE HOPE THAT THZSE WOULD BE FRUITFUL.

i HEADS OF GOVERWMENT, AS A CONCRETE EXPRESSION OF THEIR INTEREST
AND COMCERN FOR A FELLOW COMMONWEALTH COUNTRY, AGREED TO cSTABLTSH
A COMMITTEE CONSISTING OF REPRESENTATIVES OF THE GOVERKMENWTS OF

AUSTRALIA, BRITAIN, GUYANA, INDIA, KENYA, MALTA, NIGERIA AHD

ZAMBIA TO MEET WITH THE COMMONWEALTH SECRETARY-GENERAL AS EARLY AS
POSSIBLE, TO FOLLOW DEVELOPMENTS CONCERMING CYPRUS, MAKE RECOMMEND-
ATIONS AND ASSIST IN EVERY POSSIBLE WAY TOWARDS THE EARLY IMPLEMENT-
ATION OF THE ABOVE-MENTIONED UNITED NATIONS RESOLUTIONS.

MIDDLE EAST.

12, HEADS OF GOVERNMENT EXPRESSED CONCERN AT THE RENEWED DANGER OF
CONFL{CT IN THE MIDDLE EAST. THEY RE-EMPHASIZED THE NEED FOR THr‘
ESTABL|SHMENT OF A DURABLE PZACE IN THE AREA AS ‘A MATTER OR

URGENCY AND URGED ALL PARTIES TO RENEW THEIR EFFORTS TO ACHIEVE

THIS OBJECTIVE. TO THIS END HEADS OF GOVERNMENT AFFIRMED THEIR
‘SUPPORT FOR THE RELEVANT UN RESOLUTIONS ON THE MIDDLE EAST AND

THEIR BELIEF THAT 7O ENSURE SUCCESS IT WAS NECESSARY. THAT .THE
AUTHENTIC AND LEGITIMATE REPRESENTATIVES OF THE PALESTINIAHN

PEOPLE PARTICIPATE IN THE FORTHCOMING PEACE NEGOTIATIONS 1M

GEHE VA, JIRDIAN oCral



Iy,

i SR om0 3

URGEEEST
-
p
INDI AN OCEAN.
: i §8 NOTING THAT THE IMDIAN OCEAN WAS A REgionN OF SFECIAL 1HIEREST
TO A SIGHIFICANT NUMBER OF COMMONWIALTY COUNTRIES, HIADS ¢F
GOVERNMENT RE-AFFIRMED THZ DESIRABILITY OF ENSURING THAT 17
REMAINED AN AREA OF PEACE AND STABILITY. SERIOUS CONUCERN wAS
EXPRESSED ABOUT THE INCREASE IN NAVAL ACTIVITY IN THE INDIAN
OCEAN AREA ON THE PART OF THE GREAT POWERS AND THE ESTABLISHMENT
AND EXPANSION THERE OF M1LITARY INSTALLATIONS. HEAD3S OF GOVERNMENT
CALLED UPON ALL NATIONS AND PARTICULARLY THE GREAT POWERS [MOST
DIRECTLY CONCERNZD TO WORK TOWARDS THE IMPLEMENTATION OF THE

RESOLUTIONS OF THE UNITED NATIOKNS DECLARING THEZ INDIAN OCEAN A Z0ME

o -~

TF B RC T
T ORERGE .

SOUTH ASIA

14, THE HEADS OF GOVERKMENT NOTED TH
BEEN TAXEN IN THE PROCESS OF NORMAL|ISATION AMONG THE COUNTRIES
OF THE SOUTH ASIAN SUB-CONTINENT. HOW R, THEY EXPRESSED
THEIR GRAVE CONCERN AT THE IMPEDIMENT TO NORMALISATION OF
RELATIONS POSED BY CERTAIN OUTSTANDING PROBLEMS RBESULTING I[N
THE AGGRAVATION OF ECONOMIC HARDSHIP AND THE RE DA

THE PROCESS OF NATIONAL RECONSTRUZTION IN BANGLADEZSH. THES
PROBLEMS INCLUDE THE REPATRIATION OF NATIONALS

SHARING OF ASSETS. HEADS OF GOVERNMENT EXPRESS
THAT THE PROBLEMS W!LL BE RESOLVED EXPEDITIOUS
THROUGH DISCUSSIONS AMONG THE COUNTRIES CONCE
INTEREST OF PEACE AND STABILITY IN THE REGION.

T POSITIVE STEPS HAD

m

<

rm

Y AND SATISFACTORILY
NED IN THE LARGER

INDO-CHINA,

15. HEADS OF GOVERNMENT WELCOMED THE END OF THE PROLONGED
WAR IN INDO-CHINA, URGED COUNTRIES IN A POSITION TO DO SO TO
CONTRIBUTE TO INTERNATIONAL ASSISTANCE FOR THE URGEMNT TASKS

OF REHABILITATION AND RECONSTRUCTION AND LOOJKED FORWARD TO THE
NEW GOVERNMENTS OF THE REGION PLAYING THEIR FULL PART I[N

THE COMMUNITY OF NATIONS.

THE CAR|BBEAN.

16.  HEADS OF GOVERNMENT STRONGLY REAFFIRMED THE RIGHT OF
PEOPLE IN EACH COUNTRY TO CHOOSE THZ FORM OF GOVERNMENT WHICH
THZY CONSIDERZD BEST ABLE TO ACHIEVE THSYR SOC{AL, -ECONAMIC
AND POLITICAL GODALS.
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HEADS OF GOVZRNMZINT OFFERED THEIR FLL SUPRIH3T £09 TR
ASPILRATIONS OF THE PEOPLE OF SEZL1Z: FOR cA%LY RIS PENEENCE .
NOTING THAT TALKS HAD BECSNTLY BEZeyd RIsuvsEn | TH GUATEMALA,
AND BEARING IN ¥MIND THE SPECIAL RS3PO SISTLITIES OF SUTAILY
AS THE ADMINISTERING PUE-R, HEADS QOF GOQVER'HZNT URSSD TeE PARTIES
10 TAXE ALL MSCESSARY ACTION FOR A SPEEDY SAIUTIIN o0F THE
PROBLEM, WHICH COULD EE ENDORSED BY THE |NTERHATIONAL
COMMUNITY THROUGH THE UNITED HATIOUS I ACCORBDANCE | TH THE
PRINCIPLE OF THE SELF-DETERMINATION OF PEOPLES AS EN3HRINED
IN THE CHARTER OF THE “UNITED HATIONS.

CUBA.
HEADS OF GOVZRNMENT EXPREZSSED THE HOPE THAT ALL COUNTRIES

WOULD NOW NORMALISE THEZIR RELATIONS WITH CUBA
AND RESPECT THE SOVEREZIGHNTY AND TERRITORIAL |HTEGRITY OF
THE STATE AND THZ RIGHT OF |TS PEDPLE TO THE GOVERQUMNENT )

OF THEIR CHOICE.
SOUTHERH -AFRICA.

NT HAD A THOROUGH AND CONXSTRUCTIVE

G SITUATION I SODUTHERN AFRICA AND
COMMONWEALTH., THEY CJJDID:?:D p

£ OF MOZAMBIQUE AND ANGOLA HAD RADICALL
ALTERED THE BALANCE OF FORCES IN THE AREA AHD TRIBUT_'
WeRE PAID TO THEZ PIBERATION MOVEMENTS WHO HAD CONT AiBUT
SO DECISIVELY TO THIS RESULT.

p i 8 HEADS OF GOVERNME
DISCUSSION OF THE CHANG
ITS IMPLICATIONS FOR TH
THE ITMMINENT INDEPENDEN

D

m

R | HEAD OF GOVERMMENT RE-EMPHASIZED THAT THE OBJZCTIVE

FOR RHODESIA WAS INDEPENDEINCE ON THE BASIS OF MAJORITY RULE.
THEY WELCOMED THE INITIATIVES TAXEN BY THZ HEADS OF
GOVERNMENT OF BOTSJAJA, TANZANIA AND ZA¥BIA AND THE PRESIDENT
OF FRELIMO TO ACHIEVE THIS OBJUECTIVE BY PSACEFUL MEAMS |IF
POSSIBLE., THE HEADS OF GOVERNMEMNT, MEETING | NFORMALLY, HEARD
A STATEMENT BY BISHOP MUZOREWA, PRESIDENT OF THE ASRICAN NATIONAL
COUNCIL., THE MEETING HOTED THAT THE TIONALIST MOVEMENT

NOW UNITED IN THZ AFRICAN NATIOHAL COUNCIL WAS SEEKING

WITH SINCERITY AND DETERMINATION THE BASIS FOR AN AGRSED
SETTLENENT. /19

UNCLASSIFIED
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21« IT WAS AGREED THAT THZ PROSPECTS FOR A SETTLENENT
WOULD BE GREATLY ENHANCED BY THE STRICT -EHFORCEMZNT OF
ANCTIONS BY ThE iu IERHATIORAL SO TY A% 2 aiBLE, HEADS
OF GOVERNMENT UNDERTOOK TO BRUNG THIS CONSIDIRATION TO THE .
ATTENTION OF GOVERNMENTS OUTSIDE THE COMMONWEALTH IN REKEWED '
REPRESENTATIONS WHERE A BREACH OF SANCTIONS WAS XNOWH TO HAYE

REED TO TAKE ACTION AT THE IHTERHNATIONAL

22, IN CONSIDERING THE RECOMMINDA \TIONS OF THE COMMONWEALTH

SANCTIONS COMMIT ITEE, AND AUTHORISING THE COMMITTEE TO

CONTINUE 1ITS WORK, HEADS OF GOVERNMENT EnMpP PHASISED THE IMPORTANCE

OF ‘TAKING IMMEDIATEN iPRACTICAL STEPS TO ASSIST AN | NDEPENDEHN

WOZAMBIQUE N APPLYING SANCTIONS SINCE THE GREAT BULK oF

RHODESIA’S EXPORTS AND [MPORTS IS DEPENDENT ON MOZAMBIQUE?’S

TRANSIT FACILITIES, THEY WERE UNANIMOUSLY IN FAVOUR OF ) 4
PROVIDING IMHEDIATE FINANCIAL ASSISTANCE TO THE NEW ' , :
GOVERNMENT OF MOZAMBIQUE, THEY ALSO ENDORSED THE

RECOMMENDATION THAT AN INITIATIVE SHOULD &t TAKEN BY COMMONWEALTH
GOVERIIMENTS AT THE UNITED NATICHS TO ESTABLISH A PROGRAHNC OF

ASSISTANCE FOR IMOZAMBIQUE IN TERMS OF 'RCTICL S 43 AND 50 OF

" THE CHARTER, /23.
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SELNRITY TOnSL A s RAVISIRY IPYNIEY BE TaEe ft &g Byt
COURY OF JuSTizcE ng deans 1971, AUB iy fEelavns wE WdORLD BP0,
SAFFIRMINGS THAT Tus FRAGVENITATIOY 3F w2 iIB1a WAS JHACCERTASLE,
THEY RECALLED 7THZ OBL GATION O3F THE [NTZRNATION L LOMMUUITY TO
MAIRTAIYN 7u2 TERRITOSIAL IATECRITY OF THE TERRIT22Y 44D THE RIGHT
OF ITS PECPLE TO SELF-DETERMINATISY A% HODEPENIENCE.,
oL, THZ MZETIYG LOOKED FORWARD TO Tus TIME WHEN THE
COVERNMENT A%D pcoprs OF MAMIBIA MIGHT 2E JELCIXED 14TD Tz
COi ONWEALTE, IF THAT ERE THETR wiSH,
25 READS OF GOVERNMENT REAFFIIMED THZ|R TOTAL AND
UNEQIVOCAL CONDENHATION OF APARTHELD AND ALL FOR4sS OF 3 PALl 855
RI

S
THEY WELCOYED THE '3

o

|
STRICTLY WITH THE UNITED NATIONS ENMBARGO O THZ SAL
D R

TO SOUTH AFRICA AND TO TERMIMATE THE SINMNONSTOUYN AGREEMENT,
THEY CCNDENMYED THE VIOLATION 0F THE EM3433D BY THOSE COUNTRIES
CONTINUE TO SUPPLY ARMS TO SOUTH AFR OR ENABLE THEM TO

[ BN

INCREASE IN SOUTH AFRICA’S DEFENCE EXPEHDITU?E, HzADS OF
GOVERNMENT EXPRESSED THEIR CONCERN THAT THIS HILITARY BUILD-

WD TO INCREASE TEKNSION 1IN AN AREA ALREADY PLAGUEZD e
BY DANGE 5 CORFLICT. HEADS OF GOVERNMENT ALSO AGRZED TO )
MAINTAIN AND IMTENSIFY EFFECTIVE PRESSURE ON SOUTH AFRICA
IN THE STRUGGLE FOR THE ELIMINATION OF APARTHE I D,

26, HEADS OF GOVERNMENT REITERATED THEIR SUPPORT FOR
HUMANTTART AN ASSISTANCE TO THE INDIGENOUS PEOPLE F SOUTHERMN
AFRICA N T";i? EFFORTS TO ACHIEVE SELF-DE ERMINATION AND
INDZPENDEHCE, SZVERAL HAEDS OF GOVERNMENT DESC?IBED THEIR
CONTRIBUTIONS TO VARIOUS BILATERAL AND MULTIL

PROGRAMMES AND INDICATED THEIR INTENTION TO INCREASE SUCH
ASSISTANCE. THE MEETING ALSO NOTED WITH APPROVAL THE
DEVELOPMENT OF THE SPECIAL COMMONWEALTH PROGRAMME FOR
ASSISTING Tks EDUCATION OF RHODESIAY AFRICANS AND INDICATED
THEIR DESIRE TO EXPAND THIS PROGRAMIME TO MEET NEWNAND URGENT
NEEDS. IN PARTICULAR, HEADS OF GOVERNMENT PE OGNISED THE
IF”O?TA”""-O’ EXTENDING THE VARIETY OF cEDUCA

TRAIHING OPDDD*U”ITIES AVAILABLE TO THE PsOPpPLE OF ZIMBABWE,

WITH SPECIAL EMPHASIS ON TECHNUCAL AND INDUSTRI AL TRAINING,
QUOTE 1IN SERvVICE UNQUOTE EXPERIENCE AND ADMITMISTRATIVE TRAINING.
IT WAS ALSO AgREED THAT COMMONYEALTH MULTILATERAL ASSISTANCE
SHOULD BE panc AVAILABLE TO HELP I THE DEVELOPMENTAL AND
TRAINING NEEDS OF THE PEOPLE OF NAMIBIA,

¢

JLCONONIC MATTLRS
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ECONIMIC MATTERS,
Y. COMMONWEALTH HELDS OF GOVERMEMNT FECOSYISED
. THE NEED TO TAXE {MMEDIATE STEPS TOWARDS TuZ CoTATiON
OF A RATIONAL AND EQUITABLE NEW INTERNATIONAL SCOKOMIC
ORDE THEY REAFFIRMED THE STATEMENT iNCLUDSD |N THE
COMMONWEALTH DECLARATION ADOPTED 1Y SINGAPORE I 1974 THAT
QUOTE THE WIDE DISPARITIES OF WEALTH NOW EXISTING BETUZEY

OUR AlM SIVE REMOVAL UNQUOTE, AND ACKNOwitpa:
THE COMPLEXITY, RANGE AND INTER-RELATED NATURE CF THE

FSSUES INVOLVMEDR. THEY ABRESED THAT .A SuALL GROUP oF

XPzRTS SHOULD BE INVITED TO DRAW UP FOR CONSIDZRATION

) 1 o RNd [XE Y ot e i e O Wo i ) AN~ Te ¥ =i A o S o= s = ™ ~
P |’|l‘\“‘| AL SL;J\.;":" ? o R R\)J D I‘\S .“__.l_L HO b;.'\)\‘llb_._f. :LJ_AOD Ur
OONIT D3aisg |7 Do by = THE s L e = o O 5 L e AEITE YT C =
‘\Jv_ 'Htr\l 1.\L_\I\/QF“SL.D i THE luf’On 8\ NN !A uuL-l\.) C Hle Al Ox CO

OPERATING TC ACHIEVE AN EXPANDING WORLD £CO0HOMY AND WORLD TRABE.

OUP OF EXPERTS SHOULD BE SELECTE

OM THE BAIS OF THEIR PERSONAL CAPACITIES AND THEIR EXPER
KNOWLEDGE OF CONTEIMPRARY PROBLSMS OF INTERNATIONAL ECONOMIC
DEVELOPMENT, AND SHOULD BE ASSEMBLED [N A WAY WHICH WOULD ENABLE
THE PERSPECTIVES OF DIFFERENT REGIONS OF THE COMMONWZALTH AND
DIFFERENT NATIONAL DEVELOPMENT STRATEGIES TO BE BROUGHT TO BEAR
CN- THE PROBLEM3S CONCERNED.

29, THE GROUP OF EJPER é’QHOULD ADDRESS |TSELF T@ THE ISSUES
AND PROPOSALS ELABORATED IN:

. THE DECLARATION AND THE PROGRAMME OF ACTION ON THE ESTABLISH-
MENT OF A NEW INTERNATIORAL ECONDMIC ORDzR AS ADOPTED BY ThE
UNITED NAT !O S GENERAL ASSEZ#BLY: AND

I1. THE RELEVART PRINCIFLES OF THE COMION WEALTH DECLARATION
ADOPTED IN SINGAPORE I 1971: AND

b11. THE COKCEPTS AND PRCPOSALS ADVANCED DURING THE DISCUSSIONS
OF THE . INTERNATIONAL ZTOROMIC SITUATION AT ThEt KINGSTON VEETING
“—fPJ OF GOVESHMENT [HCLUDING THZ PRESENTATIONS BY THE SOVERBNMEUT

e 13 o o M 1l i s = HNe T = A 59 i sl g (k= ‘..'- /\\ L il T R S ol 1M o N T e N i #
OF GUYANA O BEMALF OF THE Camysy Yoy THE GEVERGDNRT OF BipTayn
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L vebuP I liG COUNTRIES THROUSH ’\I_T.H?lu.n_le~gV At iy 1N THE

FIELD OF 1HTERNATIONL TRADZ 14 PRIGARY GINHSDI TIES J1TH
PARTICULAR REFERSNCE 70 THE INTEGRATED COMMAODITIES PROZRAMME
RECOMMENDED 3Y THE SECRETARY-GELNERAL OF UNCTAD, CURREINT P3OPO3ALS
OF BUFFER STOZXS, FOR NDZXATION, AND OTHER RELEVALT PROPISALS,
INCLUDING THE ‘PROPOSAL FOR A GENERAL AGRECSHISNT On CorndDIT1E3,
I'l. MEASURES WHICH THE |INTERNATIONAL COMMUNITY CAxd INTROIZUSE
FOR ASSISTING DEVELOPING COUNTRIES ~
(A) TO INCREASE FOOD PRODUCTION:
(B) TO PROMOTE RURAL DEVELOPHENT:
ELVES AT THE

(C) TO PROMOTE ECONOMIC CO-OPE!
SUB-REGIONAL, INTRA~RECION
ORG A

AL AND INTER-REGIONA St AlD
(D) A(REVIEW OF EXISTIHG RGAHISATIONS FOR [INDUSTRIAL CG=-0PZRATION
AND DZ VELOPMENT,

(E) TO OBTAIN GREATER CONTROL OVER, AND BENEFITS FROM, A
SUCH ACTIVITIES AS SHIPPING ANRCE, 1
OTHER PARTS OF THE [HFRASTRUCTURE FOR INTERNATIONAL
TRADE AND DEVELOPHMENT.

’?lll PROGRAMMES FOR INDUSTRIALNDEVELOPHENT INVOLY I"l~ NEW
AND EXPANDED FORMS OF INDUSTRIAL CO-DPERATIOC
OF EMPLOYMENT OPPORTUNITIES IN DEVELOPING €O R
FAVOURABLE ACCESS TO THE MARKETS OF DEVELOPZD COUNTRIES:
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IV. A REVIEW OF EXISTING ORGANISATIONS FOR I HDUSTRIAL
CO~OPERATION AND DEVELOPMENT:

V. MECHANISHS FOR INCREASING THE FLOW OF LONG-TERM DEVELCPMENT
FUNDS, THE TRANSFER OF TECHNOLOGY AND THERTRANSFER OF REAL RESOU
TO DEVELOPING COUNTRIES: AND

VI. REFORM AND WHERE ESSARY TH
INTERNATIONAL INSTITUTIONS CONCERNED WITH THE MA
INTERATIONAL TRADZ AND FINANCE, AND WHETHER MEANS COULDUBE
rouun TO IKCREASE THE EFFECTIVE SHARE OF THE DEV -

CCUNTRIES INNTHE DECIS10N=MAKING PROCESS OF THE MAJOR INTERNATI AL
F{HAHCiAL INSTETUT1O%S. |
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why =~ oME Rewrs SATTERE Dl BEaiem el 3 PAID TO TS
SPECIAL NEEDS OF TuE pLzasT DENELOPED, LAVD-LOCKED, TuE 1hsT
SERTQUBLY AFSESTED, AYD TBLanD T=w cLOPH e §TATE i IR TET
NATURAL RESOURCES.
3« IN DRAWING UP ITS RECOMMENDATIONS THE GROUP OF
EXPERTS SHOULD CONSIDZR THE FEASIBILITY OF UTILISING
RELEVANT CO#CEPTS AND MSCHANISHS EMBODIED IN RECENT
ECONOMIC CO-OPERATION AGREENMENTS BETWEEN CERTAIN DEVELOPE

AND DEVELOPING COUNTRIES.
t
32 THE GD“”P OF EXPERS

SHOULD CONSIST OF NOT MORE THAN
TEN PERSONS. ’

33, THE MEM3ERS OF THE GROUP SHOULD BE APPOINTED BY THE
SECRETARY-GENERAL AFTER CONSULTATION WITH HWEMBER GOVERNMENTS.
24, THE GROUP SHOULD AIM AT SUBMITTING TO GOVERNMENTS AN
INTERIM REPORT ON THE RESULTS OF I[TS WORK INDICATIKG MEASURES
WHICH ARE AMENABLE TONEARLY ANWD EFFE CTIVE IMPLEMENTATIONK

IN TIME TO PERMIT DISCUSSION OFNTHIS REPORT AT THZI NEXT MEETING
OF COMMONWEALTH MINISTERS AND TO ENABLE GOVERNMENTS TO TAKE
THIS REPORT IHT0 ACCOUNT BEFQRE THE SEVENTH SPECIAL SESSIGN OF

i - Lia 3 ol T 1 o] Lo R o T it
tat b oo AL ASSE HUL).

D IT IS EXPECTED THAT THE GROUP WILL ENDEAVOUR TO HOLD ITS
FIRST MEETING BY THE END OF MAY OR EARLY IN JUKE.

36, I'T WOULD BE DESIRABLE THAT THE SECRETARY-GENZRAL-ELECT
SHOULD BENASSOCIATED AT AS EARLY A STAGE AS POSSIBLE WITH THE
WORK OF THE GROUP,

31 HEADS OF GOVERNMENT APPCINTED MR ALISTER MCINTYRE,
SECRETARY-GENERAL OF THE CARIBBEAMN COMMUNITY, CHAIRMAN OF THE
EXFERT GROUP, '

LOME CONVENTION,

23 HEADS OF GOVESRNMENT WELCOMED THE CONCLUSION 0F THE

. LOME CONVENTIOM DRAWN UP BY THZ EUROPEAN ECONOMIC COMMUNITY

AND FORTY- SIX COUNTRIES OF AFRICA, THENCARIBBEAN AMD THE PACIFIC.
THEY WELCOMED THE INCREASED CO-OPZRATION WITHIN THE

CONVENTION BETWEEN COMMONWEALTH AND NON~COMMONWEALTH COUTRIES

IN THESE AREAS. THEY EXPRESSED THE HOPE THAT THE PRINCIPLES
UNDERLYING THE LOME CONVENTION COULD USEFULLYN CONTRIBUTENTO THIN
FURTHER DEVELOPMENT OF RELATIONS BETWEEW THE EEC aYD OTHZR
FPNDUSTRIALISED FO”'TRI‘D, ON THE ONT HAND, AND DEVELOPING COUNTRIES,

INCLUDING THE ASTAN AND OTHER COMMOMYEALTH COU ATRIE Ol THE OTHER,

]
v
Y A7



- =ik R
23, HEnls OF QAUEFIVEST WELBBVED TYE WELOIDUE SUsEonT suwre Tus
SECTERASIAT 18 SININE T0 CoNin 2 ilTy SHTRISE 1 T98 PoLTivats 1.
TRADE NEGOTIATIONS,
FOOD PRODUCTION AND RURAL DEVELOPMINT.
L3, HZADS OF GOVERNMZYT DISCUSSED THEZ JEZPORT 0 THS oMM T ALTH
MINISTERIAL MEETING OV FOOD PRODUSTION ALD RURAL DEVELOPHENT,
HELD ¥H LONDOR 18 MARCHNI1975, THEY SELCOMSD THE DoPRaTU%ITY IT
HAD PROVIDEDNTD COWSIDER N A COURDIEALTH STTTINHG TuE PROsIowg
OF THE THRSE QUARTERS OF. THE POPULATION OF COvUDNJEALTH
PEVELOPING COUMTRIES WHD LIVE M RUBAL ABEAS., HTADS of
GOVERNNENRT EMDORSED THFE VIZW THAT THE PROBLEYS OF 2URAL DEVELORMZUT
AND FOOD PRODUCTION SHOULD BE ATTACKED IR AY INTEGRATED MANYER
AND SHOULD RECEIVE HIGH PRIORITY FROMIIMDIVIDUAL GOVERNNINTS AND
AlD AGEHCIES. TMEY STRESSED TME NEED FOR AID-PROVIDINZ AGSKCIES TO
ADAPTHTHE IR NPRACTICES &ND PROGRAVMES TD MEET THE &PsCiiL
NEEDS OF FOOD PRD ND RUIAL DEVZLOPMENT HD ENDORSED THE

D

4i.  HZADS
PRODUCT I O4
FERTILIZER,
TO SE CUP~jHD QUATE Sup?
THEY ALSO CALLED FOR SIMILAR E
MACHINERY, FEED STUFFS AND OTHE

OF GOVERNIMENT EMPH

m
o M
5
0 v
-4
)
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DROUGHT AND OTHZR NATURAL DISASTER.
4o, HEADS OF GOVERNMENT RECO
COMMONWEALTH AS A FORUM IN
STRATEGIES FOR ACTION
[IATURAL DISASTER AREAS AND ENDORSED THE
THE MINISTERIAL MEETING ON FOOD PRODUCTION AND RURAL DEVELOPLENT
THAT COMFOH%EALTH ACTI0Y SHOULDISUPPLEMENT

BODIES. ;

HESED THE
WHICH TO CONSULT
IN THz SAHELIA é ONE OF AFRICA AND IN

VALUE OF TH

/I\D"“TRIAL
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INTERNATIONAL MONETARY FUND

Direct Tund Financing of Buffer Stocks

Prepared by the Research Department
(In consultation with other departments)
Approved by J. J. Polak

March 26, 1975

Introduction

In paragraph 7 of the Press Communique issued on January 16 following
the second meeting of the Interim Committee of the Fund, it is stated "that
he Executive Directors should be asked to consider possible improvements

in the Fund's facilities on the compensatory finsncing of export fluctua-
tions and the stabilization of prices of primary products and to study the
possibility of an amendment of the Articles of Agreement that would permit
the Fund to provide assistance directly to international buffer stocks of
primary products." This paper is confined to the price stabilization
question and focuses on the suggestion for direct Fund assistance to inter-
national buffer stocks, since any acceptance of this suggestion would
involve an amendment to the Articles wvhich it would be expedient to

include as one of the batch of amendments at present being prepared for
submission to the Governors of the Fund.

The proposal that worthy buffer stock schemes should be directly
financed by the Fund was presented to the Interim Committee by Mr. Ali
Wardhana, lfinister of Finance of Indonesia, who argued that the usefulness
of the buffer stock facility in its present form was limited both because
(i) the facility is open only to merbers having a balance of payments need
to draw and (ii) purchases under the buffer stock facility, unlike those
under the compensatory financing facility, are not excluded from the
computation of gold tranche purchases. If the Fund were in a position to
finance buffer stocks by direct lending to buffer stock authorities, these
two difficulties which relate to purchases by members would not arise.
However, Mr, Wardhana, as well as proposing direct financing, also suggested
that the facility should be turned into a "fully floating" one.

This memorandum begins by considering the issues of full floating and
balance of payments need, which have already been much discussed in the
context of the existing facility, and then proceeds to consider other
issues relevant tc the question of direct financing of buffer stocks.



A% Previous consideration of full floating and
the requirement of need

While direct financing of buffer stock schemes has not been debated
heretofore in the Fund, a number of arguments for and against the "fully
floating" concept of the buffer stock facility and for and against the
abolition or relaxation of the requirement of balance of payments need
in connection with that facility have been adduced in previous Fund papers
and discussions.l

8. A fully-floating facility

In favor of permitting drawings in the buffer stock facility to
"float" in the gold tranche as well as in the credit tranches, it has
been argued that the fact that a member that has not already used its gold
tranche will forfeit unconditional drawing rights if it draws under the
buffer stock facility discriminates against that facility as compared
with the compensatory financing facility and that it not only might
deter members from using the former facility but has already deterred
some members from using it to finance contributions to the tin buffer
stock. On the other hand, it has been pointed out that since the buffer
stock facility floats in the credit tranches its failure to float in the
gold tranche does not entail any diminution in a member's total access
to tranche facilities in the Fund; in effect, a member that draws on the
facility in the gold tranche obtains a corresponding increase in its
access to Fund resources under first credit tranche conditions.

In his summing up of the Executive Board discussion of June 29, 1973
on compensatory financing and buffer stock financing, as transmitted to
the Deputies of the Committee of TWenty,gf the lManaging Director reported
that there was considerable support for the proposal that the Articles of
Agreement be revised as part of the reform exercise to permit buffer
stock financing drawings to float in the gold tranche. It should be
noted that under Article XXX(c¢) of the comprehensive draft amendment of
the Articles of Agreement prepared by the Legal Departmenté/ it is
proposed that the Fund, by an 85 per cent majority of the total voting
pover, may exclude from the definition of a reserve tranche purchase
purchases and holdings under policies on the use of its resources other
than for compensatory financing.

1/ See, in particular, the memorandum by !Mr. Choi Siew Hong to the fifth
meeting of the Deputies of the Committee of Twenty (C/XX/DEP/Doc/T3/48),
the staff paper "Possible Changes in Fund Arrangements for Compensatory
Tinancing of Ixport Fluctuations and Buffer Stock Financing" (S11/73/1k6),
the minutes of Executive Board Meeting T3/66 of June 29, 1973, including
the statement by lir. Henh, and the memorandum by lr. Wardhana "Possible
Improvements in the Ixisting Fund Facilities Relating to Primary Producers"
(ICMS/T75/6).

2/ C/¥X/DLP/Doc/T3/T1.

3/ DAA/T5/2, page 92.



fo 8 Elivination of the requirement of need

The proposition that purchases to finance buffer stock contributions
should be relieved of the requirement that the purchaser should have a
balance of payments need has up to now failed to win widespread acceptance.
The main arguments in its favor have been that since the object of the
buffer stock facility is rather to avert future payments needs than to
offset present needs and that since wider recourse to buffer stocking
would confer benefits on producers and consumers alike, it would be
inappropriate to apply a needs test to drawings related to it. It is
implied that the constraint involved in such a test creates provlems
for some countries in participating in buffer stock schemes. This
might be particularly important for schemes where joint financing by
consuming as well as producing countries was envisaged.

As against this, it has been argued that the balance of vayments
needs test is basic to the operation of the General Account, that there
is no evidence that the channeling of Fund assistance through member
countries, even subject to a balance of payments test, has impeded the
setting up of buffer stocks when they would otherwise have been appro-
priate, that the incentive provided by the removal of this requirement
may not be great in the case of a country in a strong payments position,
and that to set aside the requirement would incur the danger of a misuse
of Fund resources. The staff paper S17/73/1Lk6 did, however, suggest a
more flexible interpretation of the requirement in the case of buffer
stock drawings by allowing drawings up to a year after the member's
contribution to the buffer stock scheme to be classified under the
facility to the extent that the payments difficulties exvnerienced at the
time of the drawing could be attributed to the "freezing" of a part of
the member's resources in the buffer stock account. In his summing up
of the Executive Board discussion of June 29, 1973, as forwarded to the
Deputies of the Committee of Twenty, the llanaging Director said that
while the suggestion that the Articles of Agreement bc amended to permit
the setting aside of the balance of payments need requirement for buffer
stock drawings vwas not generally considered to be acceptable, there was
some support for the more flexible interpretation of that requirement
suggested by the staff.

2 Direct lending by the Tund to a buffer stock facility

The problems that might be raised by any direct Fund lending to
buffer stock authorities are not exhausted by the two considerations,
discussed above, which have been those most emphasized by proponents of
the schemne.

a. Risk of the Fund

Thus, in the staff memorandum SI1/73/14k6, the point was made that
"direct lending to cormodity councils, besides involving greater risks
for the Fund, might involve the Fund in the affairs of these councils
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to a greater extent than would be comvatible with the Fund's area of
responsibility." It is possible, however, to conceive of arrangements,
involving guarantees by members of the Fund that are producers or
consumers of the commodity in question, which would relieve the Fund

to a large extent of the risks in question, and would thereby relieve

the Fund of the necessity for any closer scrutiny of buffer stock schemes
than is involved in present arrangements under the buffer stock financing
facility.

b Timing of repavment

A related question, raised towards the end of Mr. Ali Wardhana's
memorandum, concerns the timing of repayment. If revayment of loans
to commodity councils were peared to the running down of buffer stocks
previously accumulated, or were left to a decision of the council itself,
the timing of repayment would be dependent not only on market develonments
but also on the policy of the commodity counecil with respect to selling
prices, export restrictions, etc., and might in some circumstances be
long delayed. At present, a member's drawings under the buffer stock
financing facility have to be repaid within a period of three to five
years or when the buffer stock repays contributions to the member,
whichever is the earlier. It would not seenm appropriate that any direct
lending by the Fund to commodity councils should be exempt from the
general principle that use of the Fund resource should be temporary;
this could be safeguarded if the councils, like members, wvere required
to repay over a three to five year period, and if the member country
guarantees were to be applicable to repayment according to such a repay-
ment schedule.

Cu OQuantitative limits

Drawings under the buffer stock financing facility may not exceed
50 per cent of cuota, and drawings under the compensatory financing
facility and the buffer stock facility taken together may not exceed
75 per cent of quota. It has been suggested that these limits should
be extended to 75 per cent of quota and 100 per cent of quota,
respectively.}/ In his summary of the Executive Board meeting of
June 29, 1973, however, the llanaging Director reported that the suggestion
that the 1limit of 50 per cent of quota for buffer stock financing drawings
be increased appeared to find little favor among Executive Directors. If
it were desired to subject direct buffer stock financing to quantitative
limits analogous to those applicable to the present facility, this could
easily be done by providing that member guarantees of buffer stock loans
would be accepted only up to 50 per cent of the guarantor's quota, and
that the sum of a member's compensatory financing drawings and of any
guarantees it provided for buffer stock loans could not exceed T5 per
cent of the member's quota. If this course were not followed and if the
amount the Fund was prepared to lend for each particular buffer stock

1/ See C/XX/DEP/Doc/73/L8.



scheme had to be determined ad hoc, the Fund might become rather too
deeply involved in assessing the merits of particular schemes. However,
even if the amounts accepted in guarantee were limited in the manner
suggested above, the amount provided for buffer stocking might be greater
under direct lending than under the present facility inasmuch as some
members, particularly members consuming the commodity in question, that
were unable or unwilling to draw under the present facility, possibly
because of absence of balance of pavments need, might be willing to
provide a guarantee for amounts lent directly to a commodity council.

It may be assumed that, under direct lending as under the present
facility, the Fund would continue to require that an appropriate part of
the initial and operating costs of any particular buffer stock scheme
would be met from resources other than those of international financial
institutions.

RBis Issues for. decision at this tine

It is not necessary for Executive Directors at this time to arrive
at definite conclusions regarding the merits of direct financing of buffer
stocks. It is important, however, for Directors to decide vhether the
potential case for such direct financing is strong enough to warrant
the inclusion, in the package of draft amendments nov under prevaration
for submission to the Governors, of an amendment empowering the Fund to
engage in it.

One relevant consideration in this connection is the attention
paid to raw material issues in other international discussions. The
Secretary-General of the WICTAD presented, cn Decermber 9, 1974, a report
entitled "An Integratec Programme for Commodities" (1D/B/C.1/166) in
which it is suggested, inter alia, that agreements involving inter-
national buffer stocking should be negotiated simultaneously over a wide
range of commodities, so that the special interest of countries in
particular commodities could be an incentive to them to reach agreement
on others. A tentative list of 18 stockable commodities is cited,
accounting for some 60 per cent of the non-oil exports of developing
countries.

One particular feature of the Secretary-CGeneral 's proposal was that
a common fund supnported by exporting and importing countries should be
created for the financing of these international stocks. The common
fund, it is hoped, would be assisted by international financial institu-~
tions, such as the Fund and the World Bank, as well as by borrowing
from other sources. The stockpiling program envisaged might, it is
thought, involve capital resources up to a maximum of $11 billion,
although the actual amount likely to be needed might, for a variety of
reasons, be much smaller. The Cormittee on Commodities of the Trade and
Development Board of the UNCTAD, at its meeting in February, asked the
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Secretary-General to continue to develop his proposals.=~ It also took
note of the planned studies of possible improvements in facilities for
compensatory financing of export fluctuations and of the possibility
of direct assistance to buffer stocks, and invited the international
financial institutions to talke into account the proposals made in
document TD/B/C.1/166 and its Supplements 2 and 4 which deal, respec-
tively, with the common fund and with compensatory financing.

Although details on the common fund have not as yet been worked out,
it seems clear that this approach could raise for the Fund problems beyond
those that would arise in connection with Fund lending to individual
buffer stocks. ' For example, even if guarantee features were included
analogous to those suggested above for lending to individual buffer
stock schemes, lending to a common fund would involve a considerable
break with the existing arrangements. The guarantors would not be the
producers or consumers in any particular buffer stock scheme, and any
incentive that repurchase obligations under the nresent facility give--
and which guarantee obligations arising out of a commodity scheme
might also give--to ensure that the scheme is so managed as to promote
a balance betwveen stock accumulation and decumulation in the medium term
would be lost. DlMore generally, the Fund would not be able, as at
present, to make its financial assistance to buffer stocking dependent
on observance of the principles set forth in Chapter III, Section 2 and
Annex A of Part II of the staff study on "The Problem of Stabilization
of Prices of Primary Products,” except insofar as such principles might
be applicable to the coordinated stocking activities financed by the
common fund, taken as a whole.

L,  Nature of a possible amendment

If it were felt that an amendment permitting the Fund to engage in
direct transactions for the financing of buffer stock operations desir-
able, it is the opinion of the staff that such an amendment should
provide for lending through the General Account rather than for the
allotment of special drawing rights to buffer stock authorities as
suggested in paragraph 16 of Part II of DAA/TL/9, Supplement 1. The
latter course would reguire much more extensive reshaping of existing
Articles than would the former, and is doubtfully compatible with the
declared purpose of the Special Drawing Account "to meet the need, as
and wvhen it arises, for a supplement to existing reserve assets"
(Article XXI, Section 1).

The adoption of an amendment permitting direct lending for buffer
stocks need not be accompanied by the abolition of the buffer stock
facility as at present constituted. There might even be some advantages
in leaving open the possibility of providing assistance to some schemes
through direct loans to commodity councils and to others through
drawings related to buffer stock contributions. It would be necessary

1/ See "UNCTAD-~Eighth Session of Committee on Commodities,"

= a report
by Fund observers (SIM/75/58).



to ensure, however, that the sum of any member's drawings and guarantees
for buffer stock purposes should not exceed the relevant limits determined
in relation to its quota.

An amendment to permit direct General Account lending to btuffer
stock agencies might run somewvhat as follows:

Article V, Transactions with the Fund

Section . Loans to Finance International Buffer Stocks

The FTund may lend the currencies of its members or special
drawing rights to international organizations to assist them in
establishing or maintaining international buffer stocks of
primary products. In considering such lending the Fund shall
have regard to its own nresent and prospective liguidity. The
terms and conditions prescribed by the Fund for any loan shall
include a recuirement that interest and repayment be fully
guaranteed by members of the Fund that are also members of the
borroving organization.
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INTEGRATED PROGRAMME FOR COMMODITIES

15 UNCTAD Committee on Commodities met in Geneva, February 10-21,
1975, to discuss, among other subjects, an integrated (i.e. multi=-
commodity) programme for commodities covering a wide range of primary
products. The principal objectives of the proposed programme are
stabilization of commodity prices at an adequate level and security of
supplies in international trade. The rationale for favoring the simul=-
taneous negotiation 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 reconcile the diverse interests of
a large number of producers and consumers.

P 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 for inclusion in such a program.
For illustrative purposes, it estimated that, at 1970-7L or 1972-7L prices,
the Common Fund would need a line of credit of $11 to $13 bi}lion, with
one-half of the amount required for grains alone (table 1).l The fund
could be financed from a number of sources, including a levy on exports,
contributions from importing and producing countries, borrowings from IMF
and the World Bank, and special assistance from individual (0il) countries
willing to contribute.

3. Emphasizing the need for action, the Secretariat pointed out that
the commodity boom has been short-lived and the non-oil developing countries
are likely to face serious deterioration in their terms of trade. Even in
1972-197k, when the price boom contributed $47 billion to world trade in
non-oil primary products, the benefit to the developing countries was only
$11 billion. For 1975, OECD has estimated that its members could expect to
gain $7% billion through the deterioration of the terms of trade of non-oil
developing countries. The Secretariat pointed out that the commodity-by-
commodity approach towards stabilizing prices had not been effective and an
alternative should be explored. However, it was stressed that the proposed
Integrated Programme does not discard the commodity-by-commodity approach,
but is meant to provide a comprehensive framework for such agreements.

b 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 solve 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

1/ These are aggregate amounts; since not all buffer stocks would be buying
simultaneously, the actual credit would be much smaller.
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buffer stocks and another one for establishment of producers' associations
of raw materials, although no framework for implementing these resolutions
was established.

54 The developing countries, as well as the East European countries

and China strongly supported the UNCTAD proposals at the Committee on
Commodities. However, one country did caution the Committee that developed
countries should not be identified as the importing countries, just as develop-
ing countries should not be identified as the exporting countries. The distri-
bution of benefits should be carefully examined lest a large share went to the
richer nations.

6. The industrialized countries wanted more time to study the issues
involved and requested further refinement of the proposals, including
priorities and financial needs. However, in their individual positions

several countries supported the creation of buffer stocks for commodity

price stabilization.

Te The Common Market countries stated that the present concern of
the consumer countries for stability 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 agreements on wheat, maize,
rice, and sugar. Since coffee, cocoa and tin agreements were due for
renegotiation this year and the FAO Intergovernmental Group is examining
the possibility of a tea aﬁreement, they thought that their offer covered

a sizeable portion of the UNCTAD proposed list of 18 commodities, although
they realized that foodgrains were not of major export importance for the
developing countries.

8. At its concluding session the Committee agreed that the Secretariat's
proposals constituted a useful basis for further work on an Integrated
Programme which could lead to just and equitable solutions to the problems of
commodities. It requested the Secretary-General of UNCTAD to elaborate the
provisions of the proposed Integrated Programme, further imcluding:’

(a) suitability of individual commodities for stocking, - maﬁagement
measures including operating principles and rules and objectives
of intervention, - size, location and carrying costs of stocks;
and

(b) amounts, terms, techniques and prospective sources of finance
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 also review the effect of stabilization on the imports of the
developing countries, particularly the poorest. It may then make
recommendations or submit conclusions to UNCTAD IV, scheduled for April 1976
in Nairobi.

10. 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 fluctuations and direct assistance to
international buffer stocks.

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

125 The staff proposes to follow closely the developments concerning
the Integrated Programme and the renegotiation of several commodity
agreements due to take place this year.

Attachments}

Economic Analysis and Projections Department
Development Policy Staff
March 12, 1975



Table 1

INTERNATIONAL STOCKS; ESTIMATED PURCHASE COST

Purchase Cost,
Commodity Stock Required at average prices ings
[1970-197 1972-197
('000 tons) ($ million)

Grains 45,000 L,725 5,940
Sugar 5,500 1,200 1,665
Coffee 15,000 1,097 1,200
Cocoa 300 337 4,28
Tea 90 101 104
Rubber 375 193 229
Cotton 535 55T 668
Jute and

manufactures a0 98 100
Sisal 114 32 L6
Wool 228 505 661
Copper 557 854 455
Lead 240 91 107
Zinc L2s 273 370
Bauxite

(al. content) 825 L7 52
Alumina

(al. content) 562 83 85
Iron ore 26,000 286 ne
Tin L0 194 227

Total: 10,673 13,149

Source: UNCTAD:

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

The Role of International Commodity Stocks,



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

Mr. Chaimman:

The report of the Secretary-General, and his proposals 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 with the persistent commodity problems which are of such great
importance to the prospects of the developing countries, and particularly
the poorest. The Bank staff remains ready to cooperate fully with the
UNCTAD Secretariat, as we have done in the past.

The Bank has reviewed 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, after a thorough discussion of the analysis presented and the
recommendations made by the staff, decided that the World Bank Group could
assist its member countries to help solve the commodity problem in close
cooperation with other national and intermational agencies in several ways,
including a financing of diversification projects, assistance to inter-
national commodity agreements and strengthening the competitiveness of
primary products in world trade through, for example, research and develop=
ment.

The commodity problem within its broad context of trade policy for
development, was also examined in 1969 by the Commission on International
Development, headed by the former Prime Minister of Canada, Mr. Lester B.
Pearson. The Commission 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.

With 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 diversification 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
international commodity 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 seg-
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
increasing 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 Bank staff prepared a report on "Development
Policy for Countries Highly Dependent on Exports of Primary Products.” The
report discussed Bank Group policy relating to countries highly dependent on
exports of primary products with unfavorable market prospects. The analy-
sis showed that in some cases market organization schemes can help stabilize
and increase export earnings of developing countries. Also, a major obsta-
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 reserving 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 prospects of these countries.

During the discussion of this paper Bank policy towards financing
of buffer stocks was once again reviewed by the Board of Directors. The
President of the Bank stated that, if 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 financial support to countries participating in commodity agreements
or financing buffer stocks directly.

In 1974 once again some members of the Board of Directors asked for
clarification about Bank policy towards financing of stocks and Mr. McNamara
reiterated that the Bank was prepared to examine the issues and intricacies
of buffer stock financing, but no request had so far been received.

Mr. Chairman, I have dwelled at some length on the evolution of Bank
policy towards financing of buffer stocks, to put before the Committee a
clear picture of Bank policies on the subject, In essence, the policy
remains that the Bank is ready to receive applications for financing of
buffer stocks and examine them in each case on its merits.

It is not possible to foresee 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 require governmental guarantees. In case
of national 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 also requires findings as to financial viability
and repayment capacity. Once the nature, scope and organizational struc-
ture of an international buffer stock is agreed on these questions can be
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 relations between the Bank and
the specialized U.N. Agencies and the independent cormodity bodies have
been productive and mutually beneficial, We remain ready to further
strengthen the bonds of cooperation.
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OPENING STATEMENT BY THE SECRETARY-GENERAL OF UNCTADL/

I
Mr. President, distinguished delegates,

i We are, as you are well aware, in the initial months of a year which, I hope, will

_be a turning point in development co-operation. It is a year of intensive discussions
and negotiations on development issues, the year of the Second General Conference of
UNIDO, the General Assembly's special session on development and international economic
co-operation, the mid-term review and appraisal of the International Development
Strategy, the multilateral trade negotiations and the energy conference. It is a year
of heightened consultations on economic issues amongst groups of countries - the Group
of 77, the non-aligned, the members of OECD, of EEC, of OPEC and so on. It is also
International Women's Year, to be marked by a conference whose objectives and concerns
are integral, to development.

2 The present special session of the Board has the advantage of being held early in
the year, the advantage of being able, for this reason, to contribute to and influence
the deliberations to come. The session is devoted to three closely related issues:
the mid-term review and appraisal of the International Development Strategy, the
implementation of the Declaration and the Programme of Action for the Establishment of
a New International Economic Order, and the efficacy of the United Nations system for
dealing with the basic issues of development. These issues will be the concern of
the General Assembly later this year, both at its seventh special session and at its
thirtieth regular session. It is the hope and expectation of all, I am sure, that out
of these events will emerge a better understanding of the development problem, a new
commitment to the development objective and an identification of new directions to be
pursued.

1/ At the 414th meeting of the Trade and Development Board on 10 March 1975.
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5 + is the task of UNCTAD through this session of the Board to contrilute to these
igssues in the light of its own concerns and its own experience. But the Board has, in
addition, another objective. The fourth session of the Conference next year will
follow upon the vital meetings of the General Assembly. It will, in my view, present
an opportunity, perhaps the first opportunity, to implement some of the broad policies
that might be outlined and adopted by the Assembly. For this very reason, the Board
should seek to influence those policies and to help in their formulation in those areas
which fall within its responsibility. ~In this way, the Board could better prepare the
ground for a successful fourth session of the Conference.

4., The themes before the General Assembly are both substantive and institutional.
Although the mid-term review and appraisal of the Strategy at the regular gessgion is
likely to be wide-ranging, the two-week special session of the Assembly may need to
single out some basic issues. In the two principal documents before you, I have
endeavoured to provide a background to your deliberations on both the substantive and
the institutional questions. In the remarks I am now making, I intend to do no more
than introduce, and perhaps supplement, the observations I have already offered.

e

Ui What can we say on the substantive issues which pertain to the International ,
Development Strategy? If we begin by reflecting on the first five years of the Second
Development Decade and of the Strategy, what observations could we make?  There are
doubtless several, but a few basic ones come to mind.

6. The first is that rapid expansion and rising prosperity in the developed countries,
as witnessed in the initial period of the Decade and even earlier, do not spontaneously
and readily percolate to the developing countries - at least not on a comparable scale.
Tt is true that, at the time of the biennial review, we found some satisfaction in the
fact that the growth rate of the developing countries taken as a whole was on average
around the 6 per cent target set for the Decade. But, even then, it was evident that
the average concealed an unsatisfactory pattern of distribution in which the poorest and
the: most populous countries fared relatively badly. The mechanisms of transmission of
the process of growth and prosperity appear to be as weak internationally as they are
nationally. There is no assurance that the increasing affluence of the rich will
always 1ift up the poor.

i The second observation concerns the instruments of development co-operation.
Although there are other elements in the development co-operation policy of. the
industrialized countries - the generalized system of prelerences is an example -
development aid has been one of its main pillars. But here the picture has been one
of relative failure. Despite good performances by some countries, there have in general
been substantial shortfalls in respect of the btargets in this field. The Chairman of
the Development Assistance Committee of CECD has, in his recent report, pointed to the
paradox that, although during the ten years 1963--1973 the member countries of OECD
experienced marked expansion and prosperity - with their total product increasing by as
much 2s two thirds and their per capits product by 50 per cent in real terms - official
development assistance actually declined — also in real terms - by some T per cent.
This is surely a reflection that something is wrong with the aid instrument for
development co~operation as we have known it, a reflection of some underlying malaise
whose roots go deeper than the difficulties and problems of the developed countries.



The experience we have had points, I believe, to the need to set the role of assistance
within a broader framework of measures to meet the external resource needs of developing
countries and to explore new and more assured mechanisms for financial resource transfers.

Bie The third observation we need to make is that now, at the mid-point of the Decade,
we have moved into a phase of multiple crises, a phase in which rapid expansion in the
developed countries is not in prospect. We have entered a phase of economic slow-dowrn,
occurring in a setting of continued inflation, increasing payents problems and mejor
changes in price relationships. The crisis has enveloped the developing countries as
well. Many of them face a desperate situation where, instead of growth and development,
there is a feverish struggle to avert a breakdown. But the problems ceused by high
prices for food, fuel, machinery, equipment, fertilizers, and other imports and those
caused by falling prices for commodity exports, lie atop more deep~seated tensions,
reflecting the processes of demographic, political, social and economic change,
reflecting the expectations and aspirations of growing numbers of young people entering
the work force in search of employment. These are, indeed, massive problems, which
pose a serious challenge even in the most favourable external environment.

i

9h What conclusions can we draw from all this that are of relevance to. the Strategy
during the remaining part of the Decade?  Our experience of the firsgt five years
points to but one basic conclusion: that there is an absolutely urgent — I would say
imperative - need to get development moving again, and to get it moving on a new
course. There are both internal and external dimensions to this problem, national as
well as international aspects. Internally, in the developing countries, there is a
need for new strategies, new styles of development that are more responsive to the
human condition - strategies that combine economic growth and the transformation of
productive capacity with employment creation, better income distribution, better health
and nutrition, better education and better resource use and conservation. Abvove all,
the ‘developing countries need to greatly intensify their efforts to raise domestic food
production. A1l this is a responsibility which the developing countries themselves
must bear; it is a test of the strength of will and of the sincerity of purpose of
their govermments.

10. But, as UNCTAD has repeatedly emphasized, the success of their efforts will be
thwarted in the absence of a suitable international framework. Such a framework has
now to be fashioned in the context of a new global situation - one which is not
predicated entirely on exceptionally high growth rates in the developed countries,
although quite clearly the avoidance of dislocation and disruptions in these countries
is essential for a smoothly functioning global economy. It has to be fashioned in the
context of a global situation where the countries of the third world have acquired a
new awareness of themselves and of their capacity for action; a global situation where
there is a growing concern with problems of resource utilization; one in which
important changes in political relationships have taken place, resulting from a
relaxation of international tensions that could enable the socialist countries to
strengthen their presence and participation in the global economy. The international
framework is, as I said, UNCTAD's main preoccupation and it is on aspects of this that
I shall now dwell. !

v
11. Mr. President, if the momentum of development is to be resumed it is necessary,

first of all, to ensure that the external resource requirements of the developing
countries are met. In the present crisis, the initial reaction has been to meet this



need through the provision of emergency aid. But these programmes will help to offset
the impact of higher import prices and enable countries to remain where they are,
‘rather than take them forward on a new course. Although more external resources are
urgently needed, an exhortation for additional aid surely cannot be the main theme of
the special session of the Assembly, of a new policy for development, or of the review
of the Development Strategy. Aid is doubtless of vital importance. It needs to beé
increased; it needs to be provided on better terms; it needs to be parallelled by
much better access to capital markets on suitable terms and by the adequate treatment
of debt problems. But we have to ensure at all times that the efficacy of these
measures is not undermined by a continuing decline in the real value of external
earnings of the developing countries, brought about, for example, by collapsing
commodity prices or deteriorating terms of trade.

12. There is clearly a need for a new emphasis, one that is based on a recognition of
the fact that the bulk of the external resources of developing countries accrue through
trade, that, in the absence of effective measures’ to underpin and strengthen external
earnings, efforts on other fronts could be self-defeating. A failure to recognize
this adequately is, I believe, a major flaw in the concept of development co-operation
as we have known it - a defect whose roots lie perhaps in a disinclination to interfere
with prevailing economic mechanisms. But this has now to be corrected with a new
endorsement of the importance of trade. There is surely something basically wrong
with a trend where the share of the developing countries in world trade, exclusive of
0il, continues to decline. A successful development policy should see a reversal of
this trend; it should witness an acceleration of the trade of developing countries at
a rate faster than for the rest of the world. If this is not achieved, deveélopment
policy, and trade policy in particular, simply camol be on the right lines. -

v

13. I have already, on other occasions, drawn attention to the fundamental importance
for developing countries of their trade in primary products and to the need for major
new initiatives in this field.. I do not need %o dwell on this again except to say
that the overall integrated programme for commodities which the UNCTAD secretariat has
proposed must be seen as the cornerstone of a new trade policy for development. I
ahould like to add that I am greatly encouraged that the member States of UNCTAD,

at the recent session of the Committee on Commodities, showed an awareness of the
importance of this problem and a willingness to examine the integrated programme. °

I do indeed hope that intergovermmental consideration of the programme and of the
commodity problem, as well as the secretariat's supporting work, will have advanced
considerably by the time the General Assembly meets. But I would. at the same time
expect that a recognition of the Teal importance of the commodity problem and of the
need for new initiatives will be strongly and amply reflected in the deliberations and
discussions of the Assembly's special session as well as in the new orientations given
to the International Development Strategy. This is, I believe, of cardinal importance.

14, Action on the trade front must not, however, be confined to commodities alone.
Commodities are for many developing countries the base - and clearly the base needs
to be sound; but the wider objective is surely a reduction in the traditional
dependence on commodities through a dynamic transformation of the economies of
developing countries in the direction of industrialization. A corollary to this
would be a rapidly expanding trade in industrial products.



15. Now the question'of reducing barriers to exports of industrial products by
developing countries has for long figured on the agenda of UNCTAD. Progress has
certainly been made through such mechanisms as the generalized system of preferences,
recently introduced: by the United ‘States as well. We need also to ensure that further
pregress occurs through the multilateral trade negotiations. UNCTAD will certainly
pursue its role in helping to further improve the GSP and will endeavour to fulfil its
mandate in respect of the multilateral trzde negotiations. I should like in this
connexion to say tnat.I very much appreciate the efforts of member States to help
resclve the question of UNCTAD's participation in the meetings of the Trade
Negotiations Committee and its subsidiary bodies.

16: The problem of trade in manufactures cannot, however, be seen only as a problem
of access, a problem of removing barriers. This is perhaps a necessary condition,
but not a gufficient one. We can hardly remain content with opening doors and rely
on the forces of the market to do the rest. I believe myself that there is a need
for a more active policy, for an interrelated and mutually supporting package of
measures to stimulate the trade of developing countries in industrial products -
covering not only their traditional concerns with conditions of access to markets but
also the constraints on their ability to supply such products. Such a package should
aim, at the international level as well as the national, at eliminating barriers and
providing facilities of a financial, institutional and technological nature. It would
vomprise measures in the field of the transfer of technology and policies relating to
the role of transnational corporations in this sector. It should also embrace the
marketing and promotion of industrial goods, the availability of export credits, and
S0 on. Similarly, it would be related to issues in the area of adjustment measures
undertaken by the developed countries. Problems relating to the processing of
primary products and international trade in them will provide a link with policies in
the commodity sector. .This is an area df great potential that is integral to
industrialization itself. . If the UNIDO Conference gives, as I expect it will, a new
impetus to the acceleration of industrialization, the trade implications of this goal
would, I am sure, be far-reaching and would need to figure on the agenda for action.
This would give a new perspective to the issue of trade in manufactures.

17. Before leaving the trade sector, I should like also to reaffirm the role of
transport and insurance in the service of trade. UNCTAD has been responsible for
important policy innovations in this area and these issues should be further advanced
in the second half of the Decade. ‘
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18. A'new focus on trade and on measures in this field as an integral part of a global
developuent strategy needs to be supported by parailel measures which aim at providing
an appropriate monetary and financial framework. One of the major features of the
present international situation is the breakdown of the 5Lld monetary system and the
tentative character of the arrangements that have teken its place. When the third
session of the Confsrence convened, there =zre hopes that a voew reformed monetary
system would te established. There were Lo:zs that the new mrnetary system would be
based on the international creation and management of liquidity and that it would be
characterized by an adequate participation of the developing countries in the
decision-making process. Many of these hopes have been frustrated, Although the
decision to establish SDRs was a milestone in international monetary affairs, the
generai thrust of progress in this field has been arrested. The developing countries
had hoped ‘that an increasing part of global liquidity would be met through the
cregtion of SDRs and that these would be distributed in a better fashion than is jnow
the case, through the principle of the link. Instead of this, we now have a situation
which has seen the de facto revaluation of gold as a means of buttressing internationel
ligquidity and the continued use of reserve currencies. We have allcwed a situation

to develop in which the immediate prospects for an increase in SDRs have been
considerably weakened, a situation which has in turn jeopardized the vprospects for the
link, This is not a good result to mark the increased participation of the developing
countries in the decision-making process in the field monetary reform. If the minimal
requirements of developing countries are to be met by increases in international
liquidity other than through the creation of SDRs, ‘then; at least, the magnitude and
distribution of these increases should be subject fo'internationally agreed criteria.

19. There is a need now to pursue the original goals of monetary reform in the light
of the new setting. The basic requirements of the developing countries remain os
relevant as ever — the need for appropriate participation, the need for liquidity,

he needr for "rules of the game" which are consistent with the interests of developing
countries, the need for adjustment mechanisms in pursuance of these rules which do not
impose excessive burdens on the developing countries, and the need for adequate support
in the way of resources to help in the observance of thege rules, Indsed, for
developing countries, the distinction between short-term and long-term resources is

o fragile one, sometimes a meaningless one. Basically, the developing countries cannot
comply with any system of rules if the rescurces needad for the maintenance of their
developiment effort are not forthecoming., There is need for a ra2formed monetary system
which would recognize this fact. Participation in such a system should alsc be as
UNCTAD lhias urged before, more representative and universal than at present.

20, In the financial sphere, there remains the need to implement, and perhaps even
improve, the targets laid down in the Strategy and the Programme of Action for the
Establishment of a New International Economic Order. Progress in the trade field, as
I have already stressed, must be accompanizsd by substantial incrsases in financial
resource flows. I believe thaet the time has come for changes in the concept of aid
iteelf., TUp to now, aid has been essentially a voluntary act on the part of donor
couniries, given effect to through their budgets. In the period ahead there is a need
perhaps to establish more automatic, perhaps even more depsndable mechaniesms for
resource transfers to the developing countries. The SDR link would of course he one
such mechanism and it is indeed a pity that it still remains unimplerented. Butb,
looking ahead over a longer period, there is a prosvect of other mechanisis being
ectablished. ©Some of these are in an embryonic stage at the moment but may gain in
relevance in the period ahead. Amongst these are the proposals for the utilization,
for the benefit of developing countries, of the resources accruing from the
exploitation of common property rights, particularly the sea~bed and ocearn floor, and
propozals for the imposition of taxes on the use of non-renewable resources.



21." Thereiis, further, the whole problem of access to capital, of the institutions
and modalities in this field. Allied to this, is the problem of the external debt of
developing countries which, even by the end of the 1960s, was a cause for concern.
In the present situation, with the acceleration of the emergency borrowing, the collapse
in commodity prices and the consequent need for even further borrowing, the debt
problem is likely to assume greater dimensions. In this respect I am very pleased to
be able to draw the attention of the Board to the results of the meeting of the

Ad hoc Group of Governmental Experts on Del’: Problems of Deve oping Countries, which
was concluded only last week and which resulted in a broad agreement on some initial
steps in two vital areas, that of the institutional machinery for dealing with the
debt question, and the problem of establishing principles for guiding debt
rescheduling. On the question of financial resource transfers, there is need also to
pay continued attention to the need to direct increased aid flows to meet the
requirements of the least-developed countries whose problems as you are aware, are of
a particular concern to UNCTAD.

B ALIE S

22. We have to look at the trade problem and regsource transfers not only in their
sectoral aspects but also from the geographical or directional standpoint. Up to now,
the major emphasis has been placed on the historical North-South pattern of trade — how
to overcome the drawbacks that have appeared so far and how to intensify existing
exchanges. But, as I have saidon a previous occasion, we cannot dwell exclusively on
a bipolar view of the trade potential of the developing countries, one which seeks
merely to intensify their exchanges with the developed market-economy countries.
Indeed, it is difficult to visualize a situation in which the developing countries,
having proceeded far with industrialization, would be selling all their surpluses of
manufactured goods in the markets of the Western countries alone. Quite clearly, it
will be part of the process of change and evolution.to bring about changes in the
historical directions of trade and to utilize new opportunities and new potentlals
that might arise.

23. In this respect, we have to look to the trade flows between the developing and
the socialist countries. These flows have grown faster than trade between the
developing countries and the developed market—economy countries. But we cannot take
it for granted that this trend will continue and intensify spontaneously. We need to
see how it could be enhanced; and what new nolicies and modalities are available for
making use of this potential. With the present imprevement in international relations
and with the continuing growth of the productive capacities of both the socialist
countries and the developing countries, there are surely new opportunities to be
grasped.

24. Besides this, however, there is the whole question, the major question, of trade
and other exchanges between the countries of the third world themselves. It is
unthinkable that, with their vast territories, resources.and populations, the present
minimal level of interchanges amongst themselves could continue into the future.
There is a need for a new understanding of the potential in this field, and a new
attempt consciously to pursue, and to grasp the opportunities that exist. This is
the essence of the concept of self-reliance, collective self-reliance, so urgently
stressed in the Programme of Action. It is also the subject of a draft resolution
before you.

25. The scope for co-operation amongst the countries of the third world is of two
kinds, each of which needs to be developed. There is first of all the need for
co—operation through joint action by developing countries to improve their position



vis-a--vig the o *wlae world to give themselves a measure of leverage, of countervailing
power. Then‘tnero is also a need to strengthen economic and financial, trade and other
relations with sach other. I feel that this is an arsa for new work and Zor new
initiatives which could result in major and far-reaching developments. The obstacles
which inhibit trade =nd other exchanges amongst the developing countries need to be
identified and mew modalities developed for facilitating such exchanges. In the
document that I have presented ;/ T have drawn attention to such new possibilities as
preferentiel trading agreements and payments arrangements, not merely on a limited
regionzl scale but covering the third world as a whole. These are at present

tentative ideas which clearly need to be studied boforc any pronouncements could be
made on their desirability and feaSlbl. ty.

25. A new situation has cmerged with the accrual of financial surpluses to the
oil-axmorting countries, which themselves are members of the third world. I belicve
that in the future the absorptive cepacity of these countries will grow considerably
end thut “hey will be able to utilize an increasing pert of these surpluses for the
tranuformatlon of their own economies. DBut I believe also that for some time to come
these countries will be in possession of resources which could be made available for
“nvestnont and use in the world outside. Already the oil-exporting countries are
arge prov1derﬁ of zid ‘and this has been an entirely new element in the ‘global picture
of résource transfers to the developing countries. I think it is now appreciated that
the ald ¢ offorts of the oil-exporting countriss are of a congsiderable magnitude and that
they evei better the perfo“mance of the daveloped countries in respect of the share of
GNP dpvoced 30 external aid

27.  ‘The financial resources of oil-exporting ccuntries could, however, ‘g0 beyond *he
provision of aid, béyond the p“OVlQLon of assistance to offset the se in import
prices. -There is the prospect of investments Quhor than aid. Is 1t not possible for
the other countries of the third world to offer outlets for the investment resources
of oil-exporting countries which would provide +the security and the rate of return
that these investments require? Such a channeiling of resources would -be in the
interests of a sound world economy. A triangular relationship, in which the surplus
resources of +the oil exporters are invested in part in {he developing countries

should at least parallel the present concept of the wecycling of surplus oil funds.
The developed countries cf the West have essentially a payment problem, an ezchange
problem — they are not short of capital. Tet it is somewhat paradoxical to devise
means of helping these countries meet their payments and exchange difficulties by
way of solutions that zlso provide them with capital. This is the implication of
bilaterzl recycling. Would it not b2 betier to meet the exchangs and paynments problems
of the Western countries by a system which enables them to reduce their deficits
through greater exports to the countries of the third world which heve benefited from
the investment of capital resources by the oil-exporting countries? But this process
will hardly take place spontaneocusly. Thers is a nsed for now mechaniems te help it
along. The precposal for the financing of buffer stocks is one such mechanism, but
others need tc be fashioned 1nvoanpv s1ch 1sgue5 ag investment guarantees and tbe
like, as has been pointed out in the document L ore JOU»

1/ 1m/B/530.
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28, The question of economic co-operation amongst the countries of the third world
needs to be set in a global perspective and viewed as a major dimension of a global
strategy .for development, - This is why the issue is of relevance to international fora.
T am convinced that the issue of co—operation among the developing countriées is one
which will gathér momentum in the period ahead. . -

o (FEEL

29. I wish'now-to turn to institutional questions, which are of interest both in the
contextiof UNCTAD and in that of the United Nations system as a whole. "It is somewhat
difficult to comment on these questions because it is hard to judge whether institutional
reform is likely to be approached by Governments in terms of its widest dimensions, -
vpening the door for major structural changes, or whether it is to be confined to the
improvements‘ and modifications that are possible over a shorter period. I can do no

more than give expression to some general thoughts that I have on this subject.

30. I believe that for the United Nations system as a whole the major institutional
question is how to make the system itself an effective forum for decision-making and
action in the economic field; how to reduce the tendency for major decisions to be
made outside of the system, for various reasons. This is a complex question which
embraces issues relating to attitudes of member States and to the machinery of the
system itself. In this context there is, of course, the question of the role that
UNCTAD could play in a situation in which the United Nations becomes more active in

the process of policy formulation and decisionFmaking.

31. The questions of more specific interest to UNCTAD are two-fold., The first is the
wider issue of a comprehensive international trade organization. In response to the
request of the Board, I have submitted a paper on this question drawing attention to
gome ‘of the basic issues. -The question of a comprehensive trade organization has
remained on the agenda of UNCTAD from the very beginning, and has recently been the
subject of a resolution of the Dakar Conference of the developing countries. On
previous. occasions when the views of Govermnments were sought, it was apparent that
thers was still a lack of consensus that the time had arrived for a decisive step in
this field. Nevertheless, I felt that it was necessary to bring to the attention of
members the changes that have taken place in the world situation which are relevant
to this issue, and which have occurred since the earlier rveactions. There is still no
organization in the field of international trade which satisfies the need for
comprehensiveness in the coverage of issues and for universality of membership.
Despite all the changes that are taking place there is still no new philosophy, there
are no new "rules of the game" that have been elaborated for international adoption.
The old code, based largely on the concepts of free trade and government
nor—intervention and on the most-favoured-nation principle, has been eroded by many
developments and this has been recognized in the way of exceptions and waivers to its
written rules. But given the growing presence of the socialist countries and the
developing countries in the world economic system, and the changing attitudes in
Western countries, there is the question of whether new approaches are not needed
which recognize the changed situations, as well as new institutions which could
respond to these problems.

32, Secondly, there is the more specific question of how UNCTAD could become, even
within its present framework, a forum for more effective negotiation and decision—
making. In the first 10 years of its existence, UNCTAD has been a forum in which the
wider issues of development have been debated, a forum for generating new ideas and
for exerting an influence on international development policy in general. But it has
yet to be an effective body for setting up actual arrangements, for decision-making.



o

There has, of course, been some progress — the Cocoa Agreement and the Code of Conduct
for Liner Conferences were subjects of intensive intergovernmental negotiation. But
much more, I believe, can be done and needs to be done. The work on the integrated
programme for commodities will, I hope, be an example of the use of UNCTAD as a
negotiating forum. However, if UNCTAD is to play this role in the future, ‘it would
need adaptation. At the level of the governmégjtal machinery, there is the need for
arrangements which reflect the requirements of flexibility and speed in decision-making
at a high level. In this connexion, there is the proposal which the Board has to
consider for a high-level Standing Committee. Other bodies, as you are aware, have
found it necessary in a situation of continuous change and crisis to establish
decisiQn-making“machinery of an effective and flexible kind, and we could well

reflect on what UNCTAD would need to do in this respect. In a wider sense, it is
perhaps also appropriate to reflect on the adequacy and relevance of the present
compartmentalized structure of Committees and of Divisions geared to service these
Committees.

33, There is one further observation that I should like to make. I believe that it
is important for member States to determine the proper forum in which an igsue has to
be mainly dealt with., It is true that no issue can be separated in an exclusive
fashion. But, in regard to each of the major issues, it would be helpful if
responsibility for the basic thrust is clearly placed on one institution. Where it
is placed on UNCTAD, it would enable the secretariat better to discharge its
responsibilities. In other words, it would help to know on which stage each act

is being played.

34. Mr. President, my remarks have ranged over a number of issues that are of
particular relevance to UNCTAD. I have tried to emphasize those that might provide
some orientation to the International Development Strategy. You will, I know, agree
that all this calls for new positions and actions on the part of the members of the
world community - both the developed and the developing countries. The developing
countries have to give effect not only to new internal development strategies, but
also to the concept of collective self-reliance, within a framework of international
co-operation. The developed countries need perhaps to fashion new policies on
development, policies in respect of the third world which are more responsive to

the changes and pressures of our time. The end result of this should be, not merely
an acceleration of the tempo of development, but a buoyant and smoothly working
global economy.

C’ A A0 (\ce (2}
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I. Introduction

1 Recent commodity developments, in which the state of stocks has been a prominent -
factor, make it pertinent (and for many countries a matter of vital importance with
respect to some commodities) to consider whebther more stabie and predictable

conditions of trade and prices could be encouraged through more constructive stocking
activity. A fundamental question then is: ‘whether in the public interest the financial
regources devoted to holding stocks cr other deferred claims on commedities in unstable
conditions might not be mere efficiently employed through an exiensive multi-national
guvernment-sponsored role in stock operations.

Pe Co-ordination hetween governments designed to harmonize stocking activities'might
increase their effectiveness at a considerably lower net cost to economies than. their
nominal financial requirements and could reduce public expendi tures now incurred

where incaome and price stabilization policies for producers or cCONSUmEYS are pursued
in relation tc unstable external markets. If stock management was planned as a key
element in an integrated international policy of commodity stabilization, the cost of
stocks would need tc be related to the whole of the benefits expected to accrue from
the integratel programme. However. for stocking policies in this context to be of
general value in the world economy and to attract political support from countries
with different degrees of interest in any single commcdity, they should relate to a
"package" of commodities large enough to be of significance to the well-being of a wide
numbey of primary producing countries and also to the stability of economic activity
and to the current external accounts of the main consuming countries. The piecemeal
approach to commodity arrangements has not achieved this generality of interest.

3. This paper suggests that this ohjective would be facilitated by assuring
financial assistance large and flexible =znough to cater for stocking arrangements for
a number of commodities. It considers that the negotiation of commitments on
international commodity trcde, including arrangements for stocks, would be greatly
assisted, and the differing national interests more easily reconciled, in the larger
context of a number of commodity negotiations initiated or contemplated more or less
concurrently. if there were a financial authority ready to support operational
arrangements of an appropriate kind. The secretariat believes that a common
facility or fund for stock financing could act as a catalyst in the establishment

of an integrated commodity policy and, in an atmosthere of greater concern with
commodity probiems, wculd help to resolve tae difficulties experienced in the past
when governments have discussed or negotiated a commodity-by-commodity approach to
stabilization arrangements.

4. Proposals for large-scale financing of commodity stocks will need to be
considered in the context of the radical changss occurring in the system of
international payments. Commodity stabilization schemes might have equilibrating
influences within the general framework of world trade and payments brought about by
the international umonetary crisis, the oil situation and the difficulties in the food
situation. The modalities of a financial operaticn with this aim are outlined in
sections LII and IV of this paper, taking into consideration the international
financial si‘uation as well as equity of interest in an international approach to
commodity trade stabilization.



TD/B/C.1/166/Supp.2
page 3

S Commodity stocks entail direct costs to private business and frequently to
governments. Because of the paucity of information.on the size, cost and duration

of stockholding, the extent of the resources so tied up has not usually been given

the attention it deserves when the financial implications of individual public schemes
have been considered., If schemes for a more comprehensive range of commodities were
studied concurrently, there would probably be large offsetting financial implications
to be taken into account with regard to the existing cost of stocking operations, the
purposes they serve and the ways in which they might be modified by the introduction
of other arrangements.:

6. One aspect of the financing of stocks that merits particular attention is the
effect of variations in stock levels on foreign exchange outflows from importing
countries, Import demand for stocks can represent an unpredictable and sizeable

drain on foreign exchange reserves. These outilows may not be essential to the
immediate production or consumption requirements of the economy, and are undesirable
if payments for commodities or claims on them accelerate as a hedge against inflation
and exchange rate changes, thus adding to the forces influencing foreign exchange
markets that the authorities are endeavouring to counter. An illustrative example of
the magnltude of certain types of transactions is the increase in IME stocks of copper
by more than 100,000 tons in the course of 1974, representing in effect (to the extent
that it was not financed by foreign exchange inflows) imports to the value of at least
£70 million. The slowdown in Japan's growth after 1970 led to a large increase in
imported raw material stocks. The export subsidies granted by EEC as an alternative
to stocking, when prices of sugar, grains and dairy produce were at low levels in the
~ late 1960s, rose to well over $1 billion annually on these products.

e Apart from the cost of the stockholding itself, the case for financing
governmental or intergovernmental stocks should take into account the wider economic
effects. Most studies conclude that the changes in the value of trade and income
resulting from the effect of stock operations to the price and volume of commercial
transactions will be larger than the expenditures involved in stock transactions.

The financial analysis of a stock operation should thus not be measured in terms of the
profit and loss account of the stock alone, but should take into account the "hidden'"
gains or losses of its influence on trade returns. Moreover, if a full economic
accounting were made of stockholding policies, it would take into consideration all
the ramifications of their effects, including the effects on balance of payments,
public expenditures on insulating domestic sectors from instability in domestic and
external trade, and their contribution to general policies of economic stabilization.

B Such effects are not directly accountable, as is the profit and loss account of
the stocking operation taken alone. Some of the costs of market instability are
measurable through, for example, variation in deficiency payments, export subsidies or
import levies. It is not usually possible, however, to make more than analytical
estimates of changes in the value of trade that might result from the generation and
disposal of stocks. Nevertheless, it has to be borne in mind that any judgement of
the value of financing stocks would be imperfect without allowing for the possible
offsetting values in trade results and in public and private expenditures which might
be achieved by the introduction of the arrangements.
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II. Current arrangements for stock financing

9. The financing of stocks naturally presents a varied picture of arrangements and
use of funds around the world. Two broad generalizations seem possible. First, the
institutions that undertake stocking operations tend to be serviced by financial
institutions of a similar character. Private commercial firms use the parts of the
banking system that provide short- or medium-term credit for private business
activity. As larger elements of industry-wide organizations and statutory bodies in
the marketing of commodities emerged, they looked to public or semi-public gources of
financing. There are broad exceptions to this linkage. Public financing has entered
the picture, for private commercial firms as well as marketing organizations, through
government appropriations . for particular measures. The extent of governmental
assistance to agriculture and mining industries, and also to importers and users of
commodities, in ways that facilitate stockholding, is already much wider than is
generally. considered to be the case, and should be given some weight in judging
proposals for co-ordinated government support of stockpiling policies.

10. It follows, as a second general observation, that the economics of stocking is
greatly influenced by variability in the terms of its financing, and the greater the
variation in the cost of money from place to place and from one period to another the
more difficult it is to ensure that the aggregate effect of decisions on stocks is the
one needed in the global circumstances of the market. At the one extreme, stock
management that depends largely on highly unstable commercial money market interest
rates will be viable only if commodity markets are highly unstable, and may contribute
to that instability. At the other extreme, public finance provided at negative real
interest rates can encourage perverse flows of commodities that are also
counter-productive for stability. Differences between countries in credit
availability and its cost is one of the factors that make it difficult for many
producers to withhold from weak markets, allowing their weak bargaining power in

this respect to be exploited, and encouraging the movement of supplies into
inventories in more favourably financed, and generally importing, hands.

11. Governments supporting organized stockholding schemes, including national buffer
stocks and the two international schemes for tin and cocoa, have recognized that
assured financing at reasonable charges must be provided. Individual govermnments
have committed themselves to contributing to such schemes in various ways: budgetary
appropriations, loans that have increased their liabilities to central banks, use of
statutory powers to recoup contributions from the private interests concerned,
legislated use of producer reserves and public guarantees for loans by the banking
system.

12. Nevertheless, ‘both in national schemes and in international arrangements the
scope of stocking operations has been limited by financial constraints imposed
sometimes by a cautious approach to the scheme itself, and sometimes by general
financial stringency or other factors not connected with the commodity arrangements.
This has sometimes led to the abrupt abandonment of stabilization operations and
objectives. When the possibility of breakdown is foreseen by traders, a stabilization
scheme is placed under strain and the market can be destabilized. In other instances,
the management of stocking arrangements has had recourse to high-cost commercial
financing (as in the case of the International Tin Agreement), reduction in
expenditures by making deficiency payments (the New Zealand Wool Commission), or
postponement of full payment (the Canadian Wheat Board).
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13. Judging by previous experience, one serious obstacle likely in negotiation on
international stocks is that importers generally have not accepted the principle that
they should help to finance them, taking the view that buffer stock schemes are
primarily for the benefit of producers. This has applied both to national schemes
(as for wool, meat, coffee and grains) as well as to the international stock of tin
and to preliminary attitudes taken on other commodity proposals. This view appears
somewhat equivocal when in fact the limited funds that producers could set aside made
it more likely that stocks would be inadequate to hold ceiling prices in times of
scarcity. Recent high levels of prices may have persuaded importers to reassess their
interest in adequate stocking arrangements. Moreover, just before the recent
commodity boom, there were already some signs of change in this respect. Voluntary
contributions were made by two importer members of the International Tin Agreement,
and the negotiators of the International Cocoa Agreement agreed on a trade levy on
cocoa, the incidence of which falls partly on consumers and partly on producers.

14. Ancther difficulty encountered, in the view of a number of developing countries
that have contemplated participation in buffer stock operations involving relatively
large expenditures for government or industry, arises over the domestic financing
arrangements. There can be obstacles to providing the amounts from public taxation
or borrowing, particularly in the very low-income countries. On the other hand, to
obtain the funds from the industry or sector concerned. may deprive it of resources

- needed for modernization or expansion. The financial and legal position of some
govermments also precludes official external borrowing for the purpose, unless
offsetting changes are made in the domestic money supply or government indebtedness.

15. An important intergovermmental initiative on the financing of buffer stocks and
other associated costs was taken Jointly by the International Monetary Fund and the
World Bank in 1969, through the establishment of the buffer stock financing facility
of the IMF and decisions by the Bank on longer-term assistance for expenditures not
qualifying for IMF assistance. ;/ The IMF facility allows its members to refinance
contributions to international buffer stock schemes through loans on terms partly
determined by the general practices of the IMF and more specifically related to the
purpose of buffer stock financing. The provision of finance on public financing terms
through international financial institutions thus implicitly recognizes that stocking
policies are in the category of economic activities whose financial viability should
not be judged by market considerations of the operation alone.

16. The funds provided are to be used for the financing of new purchases of stocks :
or of operating expenditures under international control. The World Bank is prepared
to extend loans to finance storage facilities for the holding of national or
international commodity stocks, and will also take into account additional external
borrowing requirements arising from participation in appropriate commodity stock
schemes, in considering development loans and credits for its members.

1/ These policies are set out in reports of the Executive Directors of the IMF °
and World Bank entitled, The Problem of Stabilisation of Prices of Primary Products,
part II, IMF, 1969, and Stabilisation of Prices of Primary Products, part II,

World Bank, 1969.
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17. The IMF facility is primarily intended for members in their capacity as
exporters of primary products. The assistance is available when balance-of-payments
difficulties demonstrate a need to use IMF resources, and on that account it was
anticipated that importing members, though not excluded from use of the facility,
would rarely find it necessary to seek this assistance. The limit on loans is set

at 50 per cent of the member's quota in the IMF. The charges and repayment terms

are as for other general use of IMF resources, that is, on a graduated scale from

4 per cent per annua at one year up to 6 per cent per annum a. four years, and
repayable within five years. g/ The IMF needs to be satisfied that the member will
co-operate with the IMF in seeking solutions for its balance-of-payments difficulties.

18. As regards the nature of the schemes for which IMF assistance may be expected,
certain criteria are laid down. They should be international arrangements adhering,
in their negotiation and conduct, to general principles protecting exporter and
importer interests. They are expected to be of medium-term duration, and to seek to
avoid trade discrimination. An appropriate part of the financing is to be found from
sources other than the IMF facility. With regard to stabilization objectives and
operations, the scheme should endeavour to smooth out short-term price fluctuations
around a medium-term trend, to the extent possible simultaneously with stabilization
of export earnings, and at least avoiding significant destabilization. The price
stabilization aim is defined as one in which stock accumulation and decumulation
could be expected to balance out roughly in the medium term, without resort to
adjustment in the prices or volume of trade that destabilized export income.
Provisions for quantitative controls of a restrictive character, in association

with the buffer stock arrangements, is not, a_priori, regarded favourably. However,
the IMF makes an ad hoc decision on schemes that involve long-term supply controls
aiming at remunerative prices for developing countries "even though this may involve
a permanent real income transfer from consumers to producers'", by taking into account
whether consumers can be deemed to have consented to the objectives, through adequate
provision for their participation, and the likelihood that the agreement would
function without eventually breaking down.

19. The amounts available under the IMF facility are potentially very large. The
cost of such borrowing is determinable at the time of the commitment and is
exceptionally low. Once the IMF has determined that a particular scheme is worthy

of support, the processing of loans is rapid. In practice, use of the IMF facility
for loans and repayments can be fitted to the requirements for reserves and liquidity
of buffer stock operations as a revolving operation at minimum cost. As a source of
finance, the facility is greatly superior to one of indeterminate and fluctuating
charges or opportunity costs of money to which other forms of financing are subject,
with the consequent risk to the viability and effectiveness of stabilization.

20. When the IMF facility was introduced as a venture into a new field of activity
in 1969, it was hoped that it might play an important role in helping individual
countries to agree on action of collective benefit. So far that has not been the
case and, in consequence, use of the facility has been for amounts of about

g/ Plus a service charge of 0.5 per cent.
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SDR 25 million, measured against a theoretical quota provision under the facility
for primary producing developing countries (excluding oil exporters) of well over
SDR 3 billion. The experience with the facility has been limited to transactions
connected - with the financing of the buffer stock of the International Tin Agreement,
and to pTOV151ona1 acceptance of the International Cocoa Agreement as a suitable
agreement for assistance under the facility when its buffer stock arrangements might
require. The World. Bank has provided loans for national storage facilities, though
it has not yet been called on to support an international stabilization scheme.

2l. The reclatively minor use made of the IMF facility should not detract from the
potential value and farsightedness of the wider approach taken in the activities of
the IMF towards facilitating stabilization in the commodity field. If the IMF
initiative had been complemented by successful efforts on the part of governments
to establish stabilization schemes, it is likely that the facility would have been
more intensively used. Moreover, this initial activity in the financing of
international buffer stocks provided useful experience for larger international
stocking activity. The IMF is giving further consideration to the buffer stock
financing facility, and some IMF members have suggested various amendments to the
facility on the basis of experience to date; j/ thegs suggestions have been taken
into account in the views expressed in paragraphs 33-37 below. However, apart from
improvements that may be obtained in the financing facilities provided by the IMF,
wider provisions for financing would increase the likelihood of international
co-operation to establish practical operational measures for stocking commodities.
The following sections discuss this possibility, including the more extensive
function that might be performed by the international financial institutions.

j/ For example, 'Malaysia and the International Monetary Fund", Quarterly
Beconomic Bulletin, Bank Negara Malaysia, September 1972.
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IIZ. The role and efficiency of common financing

22. Certain general considerations might be advanced in support of a common financial
source for commodity stocking schemes analagous to the practice of consolidated
financing for various economic and social purposes, ranging from the floating of
loans in international capital markets to cover a country's short- to medium-term
external requirements to centralized arrangements with the domestic banking system

to cover the credit requirements of agricultural production and marketing. These
considerations include the cheaper terms obtainable, overall management of the use

of credit, greater lender security and improved access to capital markets.

23, All these reasons are relevant to the purposes of commodity stabilization and
some of the general advantages might be summarized as follows:

(a) Experience with commodity negotiations leaves little doubt that
greater weight would be attached by governments to solutions with
financial implications if the source and cost of financing were
assured.

(b) Twe amount of capital indebtedness outstanding is likely to be
. reduced in common financing of stocking arrangements for a number

of commodities, as. compared with equivalent individually financed
arrangements. The liquidity required in working capital and in
contingency accounts in connexion with each commodity. handled
should be less. The calling-up of funds should be more closely
geared to operational needs, and the ratio of funds employed to
assets called up would be higher in the case of commodity operations
that did not coincide. These factors would keep down the financial
charges that would need to be met in the accounts of the stocking
operations. :

(¢) The spreading of risk through investment in a number of stocking
operations would make it easier to attract financial resources
by reducing the element of risk-bearing reflected in the interest
rate, though the risk attached to investment in government-sponsored
individual stocking operations is also not likely to be high.

(d) The management of stocking operations can concentrate in a more
specialized manner on purely operational objectives, through devolution
of the financial management problems involved in seeking funds and in
conducting operations to meet fluctuating and higher costs from
commercial and other non-consolidated sources.

«4. The merits of common funding require examination in the light of other aspects

of its constitution and operation, and chiefly with regard to the sources of
investment in the common fund and the kind of schemes which it would be designed

to support. Stock operations that are well planned and expertly managed should

be capable of providing a return on investment, and the rate of return will have a
bearing on the kind of investment attracted. In this regard, however, there are also
considerations arising from the views held by governments (and the commodity
interests concerned) on the responsibility for commodity policies that ought to be
shown in the financial arrangements. Participants in commodity arrangements and
their financing would need to strike a balance between, on the one hand, the origin of
the investment (with its implications for control of use) and, on the other, equitable
sharing of the responsibility for commodity arrangements.
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25. The tenets of the Havana Charter were based on the desirability of balanced
representation between exporters and importers, or producers and consumers (which in
practice has meant the former rather than the latter), but they gave no guidance with
respect to the sharing of obligations between participants to provide resources for
commodity agreements. It was not until 1968 that governments (in the UNCTAD Committee
on Commoditiés) enunciated the principle of shared costs in buffer stock financing. ﬁ/
It was believed at the time that access to the resources of the international financial
institutions represented one means of moving in the direction of shared interest.

The funds these institutions provide are controlled through the weighted voting system
of the international financial institutions. 6/ ’ : :

26, In sum, the position in practice is that exporters have been expected to finance
commodity stocking schemes, partial loans for the purpose having been offered by the
international community, and the principle of importer-exporter control has been retained.
This position has not predisposed governments to enter stabilization schemes to a
significant extent.

27. A new approach would be to agree, first, on the principle that exporters and
importers, jointly, should assume an appropriate part of the financing of stocks, and
second, that they might borrow for this purpose from the international financial
institutions. "In addition, the contributions of individual trading countries might be
determined in a flexible manner, taking account of circumstances other than their trade
position. Finally, associated funds should be sought through the attraction of liquid
balances into commodity stock financing as an alternative.to.other forms ofi helding of
these balances. G AT RGBS Je antae Sk e E ekt S :

28, This approach would abandon, or at least modify, two attitudes commonly held as
aims for commodity stock financings (a) that the whole of the financing should be found
directly by trading countries, and in broadly equal shares by importing and exporting

- participants, and (b) that individual countries have to contribute in direct proportion
to trade shares. - The current international payments situation might at the same time
make: it more. improbable that major importing countries would be receptive to the idea
of additional foreign exchange outlays to meet half of the cost of commodity schemes,
and unrealistic to expect that developing countries can do so, while at.the same time

- the -creation of large payments reserves might provide a unique opportunity to obtain
the necessary infusion of capital for stocking policies. iy

29, The following section therefore puts forward one possible joint scheme for financing
commodity stocks. The fund is conceived as based on contributions by trading countries,
refinanced substantially through the IMF or the World Bank, and also open to investment
by other sources of finance. Supplementary sources of finance could also be contemplated
by means that would link buffer stocks to, and help them to support, other features of

an integrated approach to commodity arrangements. - R o , '

4/ Decision 1 (III) . of the Committee on Commodities adopted on 8 November 1968.
5/ Trade and Development Board resolution 19 (II).

é/ The World Bank and the IMF, which together with the then envisaged international
trade organization were seen as linked parts of an international organization dealing
with problems of “trade and payments, adopted a system of voting proportional to the
financial subscriptions of their members. ' (
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IV. The viability of a common fund

A. Potential sources of funds

%30. The sources of capital made available to a common fund would be a main
determinant of the viability of the operation. Three important criteria for the

generation of capital in relation to the specific use to be made of it would appear
to be that:

(a) Substantial interest in the purposes of the investment should be
reflected in an appropriate commitment in the financial arrangements
together with an appropriate role in their management.

(b) Because of the public interest in the overall purposes of
international trade policies for food and raw materials,
international capital should be provided on terms and conditions
comparable to those for other public investment.

(¢) Confidence in the security and usefulness of international
investment in the fund should be encouraged by a reasonable rate of
return and guarantees of repayment commensurate with the motives
of the investors of the capital provided.

Loan commitments by trading countries with the assistance
of the international financial institutions

%31. For the reasons noted in the study on international stocking policies, it would
not be possible to forecast the timing and magnitudes of calls on the common fund

for individual commodites, and thus to expect that detailed formulas could be used

to determine the amounts of financing individual trading countries should be prepared
to contribute, as in the case of a single commodity agreement. Participating countries
would need to make a broad assessment of the value of the fund to them, with regard
to their primary trade in general. The basis for determining the distribution of
contributions might reflect the trade distribution of a number of commodities as one
clement. Rules for the determination of contributions and procedures for call-up of
financial commitments would need to be elaborated in the light of the overall
composition of the fund.

%2, Financial commitments by trading countries would reflect their commitment to the
workability of the arrangements to be financed, thus enhacing the likelihood that
other capital would be attracted to the fund. In the case of most of the major
commodity~importing countries, such financing would not necessarily be a drain on
foreign exchange reserves to the full amount of the contribution. Major importers
among developing countries would be likely to feel greater foreign exchange
stringency, especially when they had commitments to stocking arrangements as
exporters, so that the distribution of contributions between trading countries might
weigh alternatives that took various factors into account.

%33, One means of obtaining substantial financial resources equivalent to the interest
of all countries in commodity trade would be through an enlargement of the role of the
international financial institutions in this field. It would be possible, for example,
for World Bank bonds to be issued in major capital markets for this purpose, providing
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that the funds so obtained could be lent to members in ways dovetailing with the
fluctuating requirements of commodity schemes. It might have more appeal to examine

the possibilities of building on the initial essay into this field undertaken by the
IMF, especially as the general activities of that institution support policies in the
field of national balances of payments and the international monetary system more
related to objectives of trade equilibrium and stable international commodity conditions
in an integrated programme. However, the prospect of substantial financial assistance
through the IMF within the framework of an integrated programme as conceived would

seem to imply major changes in the present basis for IMF operations.

34. If changes in the IMF facility were made along the lines suggested in paragraph 37
below, they could be an important incentive to the particivation of the major trading
countries in the financing arrangements of commodity schemes, especially if the overall
financial burden were lightened by the varticipation of other capital. However, there
would be grounds for treating loans by the major trading countries in the common fund
arrangements on different terms to other capital subscriptions. To the extent that
assistance was obtained from the IMF, the cost would be low, and would make viable
operations more likely. The terms of loans by governments without IMF assistance
should probably not be at higher interest rates than loans with IMF assistance.
Contributions by trading countries in some relationship to their substantive interest
in the arragements, and to other benefits, could be regarded as having an element of
venture capital, and might thus not need to be given the same assurance of returns or
repayment as in the case of other capital. This would not alter the fact that
governments accepting obligations with the IMF on charges and repayment would examine
the overall viability of common fund arrangements for the protzbility of there being
no net losses for contributors over a period of years. )

35. It is possible to conceive of more than one means by which the resources of the
IMF could be made available to a common fund for stocking purposes. The IMF could
meke resources available through its General Account, in which the assets are the
subscriptions from members and under which the present buffer stock financing facility
is operated. It might also use its present powers to create SDRs to contribute to

the fund, as a special feature of proposals for a link between SDR creation and the
needs of developing countries. In principle, it could also borrow funds for special
lending operations, as it has done for the IMF oil facility.

36. If it was felt that the most practical and earliest concrete action could be by
extending the operations under the General Account, and through the reform of the
existing buffer stock financing facility, a number of issues touched on in the review
of present arrangements would require attention.

27. Some of the changes indicated below could be made by the IMF within the general
policies and procedures already established; others would seem to require amendment
of the Articles of Agreement.

(1) The IMF could decide to make resources available directly to the
common fund, or alternatively by refinancing contributions made by
IMF members. In either case, this would require reconsideration of
its basic approach under the current facility to the financing of
individual commodity schemes, and would raise questions with
regard to the criteria presently applied to schemes, in order to
allow the IMF to satisfy itself that the eventual use of its
resources would be in line with its general purposes.
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(2) The condition of immediate and temporary balance—of-payments
difficulties applied to borrowings from the IMF (and its
counterpart influence on repayment obligations) would probably
be a serious impediment to commitments to a common fund.

These conditions are not directly related to the purpose or

need for the stock financing (though the circumstances can
coincide), and thus introduce uncertainties about availability
of the funds, because members would not be assured that the
overall circumstance of their balance of payments would allow
borrowing from the IMF at the exact time that a contribution

fell due. 1/ More flexible conditionality would thus be
desirable in this resnect, on the grounds that effactive

stock operations are likely to vrevent future balance-of-peyments
strains.

(%) Other present condiiions and procedures would reguire modificabtion.
The IMF's lending would, in practice, need to be unequivocally
additional to other access to IMF resources, through removal of
the present links whereby use of the buffer stock financing
facility eliminates other borrowing rights. Present limits
on the amount of buffer stock financing might also need to be
re—examined. Furthermore, IMF loans are of somewhat short
duration for the financing of stock operations, and repayment
terms could be moderately extended, as under the recently
approved extended credit facility. In other respects, the
IMF has adopted a flexible and pragmatic approach to the
requirements of its members in connexion with buffer stock
schemes that would fit well in the formulation of their
contributions to a common fund. The IMF hag not, for example,
insisted on rigid rules with regard to shares of contributions
or to uniformity of financing arrangements among different
schemes.

(4) The IMF could consider making ites facility generally available
to its members (aswould follow in part from the changes set out
under (2) and (3) above, so that major importers, including
industrial countries, could use IMF resources for this purpose.
The basic rationale for major high-income importing countries
to support an expanded IMF role, in conjunction with other
capital, would be that they could use their own access to IMF
drawing rights for this purpose, complementing the assistance
now mainly available to developing countries. §/ Some
industrial countries might wish to meke loan commitments without
having recourse to IMF assistance, but for others the use of
IMF resources might be more convenient than their domestic
arrangements for the appropriation of funds.

1/ The final repayment obligation (at 3-=5 years) also falls due independently
of the circumstances of the stocking operation.

§/ On the other hand, countries with strong currencies, including some primary
producing countries, would have to take into account that their currencies would be
obtained by other members in loans from the IMEF.
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Other borrowing

38. There is at present one very large body of capital - namely the payments surpluses
of some oil=-exporting countries - for which the financial authorities of the countries
concerned may seek appropriate external investment outlets. If means were found of
attracting investment in the proposed common fund, this could present a unique
opportunity for supporting improvements that would be of mutual benefit to the partners
in world commodity trade, including oil-exporting countries as importers of food and
raw materials and, in the case of some of these countries, as exposters of both oil and
other primary commodities.

39. The potential financial capacity of countries with large international reserves,
relative to their role in international commodity trade (other than oil)y suggests
that the conditions for investment from these reserves in a common fund for commodity
stocking operations might be based on different criteria from those for investment by
trading countries discussed in the preceding section. Such loans might be regarded as
preference capital, by analogy with industrial and commercial investment, having
pre—emptive rights on the returns and assets of the common fund, or as other first
secured indebtedness.

40. Preservation of the value of the investments would probably be an important
consideration. Successful stocking operations should help to underpin investment in
primary commodities, to the extent that the real value of commodities can be

maintained under an integrated programme in which international stocks are established.
In addition, assurance of preservation of value in relation to exchange rate changes has
been improved since 1974 by the use of SDRs as a measure of asset value and the
valuation of the SDR in terms of a basket of currencies.

41. Calls could be made under loan agreements with interested lending countries in
phase with the overall borrowing of commodity agencies from the common fund (and in
co-ordination with calls on contributions by major trading countries). The loans might
receive interest at a fixed rate; if it were comparable to the return arranged for
borrowing under the oil facility of the IMF, the possibility of effective

stabilization operations would be greatly improved.

Charges for use of stocking arrangements in connexion with

multilateral commitments

42, In the study of multilateral commitments in commodity trade, 2/ it is suggested

that acceptance of commitments by governments with regard to the level of trade volume
and prices would be encouraged by the possibility of using international stocking
arrangements to take up deficits in fulfilment of commitments. The charges attached

to this use could be regarded as a calculable insurance premium on commitments, reduced
to the extent that commitments were filled. If such charges were based on carrying

costs in stocking operations, they would be a fraction of the full value of the commodity
deficits, but would constitute a valuable source of income for the stocking arrangements,
and this would be a useful procedure for determining the profitability of transactions
that the stocking management assumed in this respect.

9/ TD/B/C.1/166/Supp.3.
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iz Procedures and transactions

4%. There are a number of operational questions that would arise in respect of a
common fund on which no attempt will be made tc take a position at the present stage.
Indeed, issues arising over interpretation of the original articles and intended
scope of activity in other instituticns meke it clear that their resolution does not
have to precede the establishment of international economic organs of fundamental
value. Some guestions will come up at an early stage, if only because prevaration
of the commodity arrangements will be moulded by the nature of the financial
arrangements expected. How would agencies for commodity operations deal with the
fund? VWhat role ought the fund to assume in the supervision and management of
commodity arrangements? VWhat interest should it take in measures included in
commodity schemes that do not have financial implications but could affect stocking
operations? What management structure sghould the fund have? Vhat kind of schemes
should it suppeort, and what part of their financing should be met from the IMF? What
security or' collateral ought to be offered by a commodity agency to the fund? Should
existing arrangements be brought under the fund?

44. The form of organization appropriate for commodity stocking operations, as
discussed in paragraphs 19-22 of TD/B/C.1/166, will have a bearing on the policies
and rules suitable in fund operation. Generally, the fund might be considered to have
a legitimate interest in certain aspects of the management of stocking operations
and other associated measures. It would have to assure itself of the viability of
its own operations, and also that the schemes it was helping to finance met the
purposes for which the fund was set up. It would need to establish criteria. As
was pointed out when governments were making the decision to establish the IMF
facility, this is an area of great difficulty and sensitivity. 19/ It was
recognized that the prevaration, negotiation and management of commodity schemes
would be the responsibility of governments and appropriate bodies established for
these purposes, and not of the IMF.

45. It would seem appropriate at the present time to take a fresh look at the
purposes and constitution of commodity schemes that would be worthy of financial
support. This is a purpose of the series of studies to which the present paper
belongs. In its financial relations with schémeg, however, ‘while an intérgovérnmental
financial instrument such as a common fund dealing with an intergovernméntal commodity
agency should be able to ottain sufficient security from the obligations assumed

by governments, it might be desirable not to exclude the possibility that in
excpetional circumstances stocks could be used as collateral.

10/ The Problem of Stablization of Pricesg of Primary Products, IMF,
Part II, p.15. i '
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46. Procedures for transactions with thé fund would need to be standardized, though
again with sufficienf flexibility for the technical objectives of operations in
individual commodities to be effeciively pursued. One possible approach would be.
for the ,fund's management to enter into an agreement with the executive organ of
the commodlty scheme on its initiation, setting out the conditions with regard to
amounts, charges and repayments on loans which it would stand ready to meke in
connexion with the scheme. This would take the form of a standby or overdraft
arranged with the collective participants. Disbursements would then be made at
short notice and as required for the scheme. The fund.would be able to manage its .
liquid resources and its borrowing rights economically in relation to a number

of arrangements, by linking actual disbursements as far as possible to the

schedule of actual stocking expenditures.

A47.  The fund should be able to harmonize charges and repayment schedules for its
clients at relatively low levels if ifs sources of capital were as outlined in the
previous section. If the fund is large, it would not seem necessary to link
particular sources of capital with partifular commodities as regards either séhedules :
ot charges or repayment obligations. Moreover, if the pr1n01nle of the responsibility
of particivating governments for commodity schemes is recognized, and the fund
becomes a new injection of capital into commodity schemes, it woul& not seem necessary
to bring existing funds for commodity stabilization within the control of the fund.
Separate arrangements could look to the fund for additional finarncial help. They
might also find it desirable to phase out current arrangements for flnan01ng as
agreements fall due for renewal. Financing by the fund would imply that arrangements
would meet the overall criteria adopted by the fund, and would follow general
principles incorporated in an integrated programme in which the common fund was one
instrument. If, for example, the introduction of trade commitments into commodity
agreements was a desirable criterion for stocking assistance, this would need to
be taken into account in providing partial assistance to separately financed
arrangements.
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V. Further work

48. Having regard to the urgency expressed by the Trade and Develepment Board in its
resolution 124 (XIV), and the need for giyvernments to have adequate time to consider
proposals with financial implications, the Committee on Commodities will need te make
a careful assessment of the further work required in recommending a time-table of work,
as called for under the resolution.

49. It will be of key importance for governments to decide at an early stage whether
to proceed with the examination of a common fund designed to operate in support of a
broad range of stocking arrangements and other elements of an integrated programme, se
that worthwhile policy initiatives for the integrated programme in general could give
proper weight to the financing issues associated with the programme.

50. Preparatory work far the negotiation >f a general financial instrument will need
to take account of the vomplementary elaboration ef policies supported by governments
in other intergovermmental bodies concerned within the United Nations system and in
economic organs >f mure limited membership. Centinuing work under the responsibilities
of UNCTAD will thus requiwe more intensive consultations with the relevant
intergovernmental bodies. These consultations have been-initiated in accordance with
paragraph (6) of resjlution 124 (XIV).

51. In this connexion, the prosecution of the work of UNCTAD on the financing aspects
of the integrated progrsmme will need to take account of the further consideration
being given by the IMF to the buffer stock financing and compensatory financing
facilities‘l;/ In addition, work in UNCTAD will be related to matters. included in

the terms of reference of the Joint World Bank/IMF Ministerial Committee on the ‘ :
Transfer of Real Resources to Developing Countries (called the Development Committee),
set up in October 1974. The Committee is to undertake a programme of work en a number
of issues, including-international financing schemes for commodity regulationszand price
stabilization.lg/ It is expected that the Development Committee will wish to be fully
informed of relevant proposals in UNCTAD, and the Committee on Commodities will wish to
take account of the Development. Committee's organization of its work a2t its next meeting
in January 1975.

“11/ IMF Survey, 9T4, June 17, page 208.

12/ The resolution establishing the Committee states that "the Development
Committee shall establish a detailed programme of work, taking account of the topics
listed in Annex 10 of the Outline of Reform" [of the International Monetary System].
The annex referred to lists four topics, including "international financing schemes
for commodity regulation and price stabilization". A communiqué of the Group of 24
on the resolution stated that the Group "wished to record their understanding that.....
the work programme of the Committee shall include, [inter alia], international
financing schemes for commodity regulation and stabilization. Priority shall be given
to (i) the problems of countries most seriously affected by the current economic
situation; (ii) access to capital markets and the promotion of the flow of capital
resources to developing countries; (iii) protection and expansion of the real value
of the export earnings of developing countries."
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52, At the same time, the emergence of a consensus of interest in a common fund will
not be sufficient unless practical proposals as regards the sources of funds and the
operation of the fund are elaborated taking full account of administrative, legal and
other factors that would affect the decisions of governments of potential contributors
and countries with major primary trading interests. There will need to be close
consultation with such governments in the pre-negotiation stages.

53, This consult:tive activity should be carried on in conjunction with continuing
work by the secretsriat on the integrated programme. The work of the secretariat
would be aimed at clarification of a number of aspects of fund constitution and
operation. The probable size of the fund required will need to be estimated in the
light of ongoing feasibility studies of buffer stock operation and other measures for
the range of commodities covered. Issues of financial significance that require more
time for exsmination include more detailed investigation of the probable range of
transactions in individual schemes, the effect on costs and returns sf the integration
of stocking operations with purchase and supply commitments, the probability of
coincidence in transactions for a number of commodities, the possible impact on
commercial inventories and other stocks, and the extent of local currency and foreign
exchange costs involved in an international approach. Better information on the
technical aspects of commodity trade and stock management will need to be incorporated
in this programme of work and, in general, there will need to be a fuller understanding
of the specific problems faced by individual countries in adapting commercial systems .
and national policies to international stocking arrangements.

54. Determination of the possible ranges of financing involved for individual
commodities and in total will allow governments to assess their particular interest

in providing financial support for the proposals. It would also be useful to examine
further the possible principles and methods of operation of the fund, since they would
affect initial positions on the proposals. As this preparatory work proceeds, it may
be necessary to seek expert and technical advice on financing aspects through a meeting
of experts in national and international financial operations.

55. Proposals for new forms of international co-operatisn pose the question of the
existing responsibilities of the several intergovernmental organizations with relevant
interests and of whether there is a case for a separate agency. For an activity
concerned with financial matters and dependent in part for its efiectiveness on
commercial and tecmical expertise, the adaptability of existing international
organizations would have to be studied with great care. For the common fund, as
described, the acquisition of funds from various sources could also influence the
question of responsibility for its activities. In the light of these considerations,
the formation of views on management would best be taken up when the attitudes of
governments towards the creation of the fund and other aspects of the integrated
programme have become clear.
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Al INTEGRATED PROGRAMME FOR COMMODITIES
Introduction
i 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 now needs 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 now 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 commodities must be prepared to deal with this prospect. Secondly, the
imbalances in commodity supply and demand since 1972, together with oil developments
and the food crisis, have stimulated 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 is heightened by the extent
of the recent upward fluctuations in commodity prices, and the important initiatives
taken by producing countries in these circumstances to redress the balance of
bargaining power in trade through co-operative association. An integrated commodity
programme must incorporate better assurances as to supplies and markets, and greater
price stability at levels that are adequate for producers and equitable to consumers;
it should also allow for the constructive organization of preducers in order to
influence the operation of the institutional framework in international trade relations.
Thirdly, present difficulties are symptomatic of long~term structural problems in
developing economies 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 time 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 world 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 oil), and over half of the external purchasing power of the
national product of at least 60 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 basis of these general considerations, the following proposals are made on
the key issues that would form the core of an international approach to commodity
problems:

(a) Establishment of international stocks of commodities, on a scale sufficient
to provide assurance of disposal of production undertaken on the basis of
a realistic assessment of consumption, as well as assurance of adequate
supplies at all times for importing countries, and also large enough to
ensure that excessive movements in prices - either upward or downward - can
be prevented by market intervention;
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(b) The creation of a common fund for the financing of ‘international stocks,
on terms and conditions that would attract to the fuana investmenc of
international capital, including the support of international-financiel
institutions, while also reflecting in its composition the responsibility
of govermments of trading countries for the maragement of internaticaal
commodity policies;

(¢) The building up of systems of miltilateral commi iments on individual
comuodities, whereby governments, on the basic of & multilateral appraisal
of trade requirements, enter into purchase and supply commitments as a
means of improving the predictability of trade réquirements and encouraging
rational levels of investment of resources in commodity production. The
functioning of the system, and the capacity of governuents to undertake
commitments on behalf of their export and import sectors, would be
facilitated by arrangements for linking the commitments to the operation of
international stocking machanisms, and to coupensatory schemes;

(d) Improved compensatory errangements in situations of fluctuation in commcdity
prices and earnings for which internsntional stocliing or other arrangements
coulé not secure suitable price and production incentives;

(e) The implementation of measures reroving discrimination in trade against
oroceszed products, encourazing the transfer of teshnology and suprorting .
a more: intensive research effurt, in order to secure rapid developacut, in
the processing of raw materials in prdducing countrics as n bacis for. the
expansion and diversification of export earnings.
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Chapter I
CONCEPT AND MEANING OF AN INTEGRATED PROGRAMME

/i 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-General of UNCTAD presented the case for a new initiative in
international comm-dity policy which might take the form of & multilateral negotiation,
or "package deal", lor the establ.osiment of .nternational arrangements covering a
comprehensive range of commodities of export interest to developing countries. It was
suggested that these arrangements might be based on a common set of prinyiples,
objectives and techniques, and should be "multi-dimensional" in scope, covering not
only prieing policy bt also aspects such as marketing, diversificaticn and access to
markets.

5 Document_TD/B/498 was a response to the call made in the Programme of Action on
the Establishment of- a New International Economic Order,1/ adopted by the :

General Assembly at its sixth special session, for the preparation of an- over-all
integrated programme for a comprehensive range ol commodities of export interest to
developing countries, setting out guidelines and taking into account the current work
in this field. The call for such a programme was itself the result of the current
crisis of international commodity policy, constituted by the fact that years of studies,
discussions and consultations in various forums have succeeded in establishing
international arrangements for only a few commodities, hardly any of which have proved
to be effective or durable.

5. The proposal for an over-all integrated programme for commodities endeavours to
launch international commodity policy onto a new course which, it is hoped, may have
a 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 arrangements 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-commodity, appreoach to negotiations, it does not
alter the fact that specific arrangements would have to be devised for individual
commodities. It dc:s mean, however, that tre drawing up of ar rangements for a
substantial number of commodities ould have to be agreed upon at the same time and
undertaken simultaneously, or as simultaneously as possible, this being an important
dynamic feature of the new approach.

e 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 access to markets, and measures
to counter inflation, in addition to the traditional objectives of stable and
remunerative prices. Acceptance of these additional objectives is essential if more
viable and more durable commodity arrangements are to be established. Without some

1/ General Assembly resolution 3202 (S-VI), Sect.I,3, para.(a), (iv).
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kind of provision for relating prices of exports to prices of imports,;/ for example,
commodity arrangements operating in conditions of rapid international inflation would
tend to break down. In the case of some commodities, provision for improved access
to markets would also be essential, since the expansion of world supply in line with
demand cannot be assured if efficient producing countries fear that any attempt to
expand their exports will be frustrated by import restrictions, as has been notably
the case with sugar and livestock products.

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

Havana Charter, of co—operatlon between exporters and importers, or producers and
consumers. But it also recognizes that co-operative action by producers can be - and
in given instances has been - an aid to negotiations with consumers. Indeed, in some
cases, such co-operatlon might be 1nd1spensab1e to negotiations and generally it would
be an important means of expediting and facilitating progress. It should therefore be
accepted and encouraged.

9. One final point needs to be made regarding the relationship between the proposed
integrated programme and the work of existing international commodity councils and.
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
to draw up and negotiate economic arrangements for the commodities with which they are
concerned.” Such work could be perfectly compatible with the idea nf the integrated
programme, and indeed could form part of it, provided the governments concerned
carried out the work in the manner and in the spirit of the programme.

10, Briefly stated, the principles and objectives on which it is proposed the
programme should be based are the follow1ng

(a) There is a need to séek solutions simultaneously and urgently to the
problems of a number of commodities of major interest to developing
countries, both as éxporters and importers, in view of the considerable
threat to the interest of these countries posed by prospective developments
in the world economic situation in both the short term and the longer term
(see paragraphs 1-2 above);

(b) International action on commodities should take due account of the
interests of both exporting and importing countries;

() Co-operative action by producing countries has a 1egitimafe'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 responses to price incentives in
production, to help stabilize export.incomes and import bills, and to
improve the competitive position of natural raw materials 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 oountrles and the prices of their
imports from developed countries" (Sect.I,l, para.(d) of resolution 3202 (S-VI)).
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(e) Commodity prices should be at levels which provide incentives for the
maintenance of adequate levels of production, which are just and
remunerative, which take due account of world inflation, and which are
consistent with developmental objectives;l. :

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

(g) The improvement of marketing and distribution systems, more advanced
technology, and research should be actlvely promoted in the interest
of both 1mportem and exporters; g/

(h) Internatloral commodity arrangements should seek to ensure liberal
- access to protected markets for exporting countries and securlty of
supplles for importing countries.

Provisions for attaining additional agreed objectives could be incorporated in
arrangements for individual commodities or groups of commodities in the course of
detailed negotiations on the programme.

;/ 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 to this objective. This programme of studies is
being carried out in pursuance of Conference 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

e Internabtional stocking policies

11. The most urgent need is for action on commodity stocks, and it is suggested that
this be given priority consideration., The urgency is dictated by the recent and
possible future developments in the world economy. Prices of a wide range of primary
products have been falling precipitously in recent months, despite continuing
international inflation. While declines from the 1973-1974 peaks were to be
expected, their extent and speed have been ominous. By November 1974, prices of
copper, rubber, zinc and wool had fallen by more than 50 per cent, cobton and tropical
vegetable oils by 30-50 per cent, and iron ore, lead, abaca and tin by 20-30 per cent.
A continuing shortage of some agricultural products coupled with high prices, notably
for sugar, in the midst of the present recession, can be attributed in large pext to
past under-investment associated with long periods of low prices. To wait until the
downturn becomes more general may be leaving matters too late to negotiate on
corrective measures of international scope. Tt 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 range
of commodities by purchasing them when their prices are at an agreed floor level.
Table 1 lists 18 major commodities which appeer suitable for international stocking.
The list is provisional. Some of these commodities, for example, wheat and wool, are
exported predominantly by the developed countries, but are important to developing
countries as both exporters and 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 stabilization at an
adequate level would have far-reaching effects on these countries.

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

or to the participating countries when prices moved above an agreed ceiling. Such
international reserves should be created, since the national stocks of some key
products, very large until several years ago, have now been depleted. By the end of
1973, the aggregate of existing stocks of cereals and mest non-ferrous metals had
fellen to under 10 per cent of world anmual consumption, 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 necegsarily 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 is whether there will be attempts by a number of countries
to carry stocks individuslly, or whether there will be an international system of
gtock accumulation, holding, and disposal.

14. The present proposal is not limited to meeting the current energency situation.
The mechinery of international stocks, once created, should remain in existence and
would then be able to exercise a continuing stabilizing effect on world commodity
markets, in the interest of both the exporters and the importers. In the absence of
price support by an international stock, the exporting countries, particularly
low-income ones, are frequently compelled, in periods of excess supply or wealk demand
marked by falling prices, to sell on a declining market, thus depressing prices and
earnings even further, because they do not have enough financial resources to hold
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Table 1
Major stockable commodities: Trade values, 19725/
(Millions of United States dollars)
; T
Exports,f.o.b. Imports|c.i.f.
Developed Developed
World market- Social%st Developing World market- Social;st Developing
economy countries |countries economy countries [countries
countries countries
Wheath/ 4 366 30818 388 160 4 609 1 540 1 291 1 718
Maize 2 298 1 914 53 331 2 444 1905 324 215
Rice 1120 551 143 440 1 2352 745, 82 974
Sugar 3 334 921 178 2Nesh 3379 2 304 460 614
Coffee (raw) 3 049 = - 3 049 3 368 3 101 126 141
Cocoa beans 723 - = 723 729 572 131 26
Tea TA5 i[9 57 609 T84 470 i 242
Cotton 2 828 587 484 L7 5 055 1714 792 549
Jute and
manufactures 762 T 21 670 840 520 120 200
Wool 1 346 I 143 42 161 1 722 1 361 251 105
Hard fibres 87 3 - 843/ 106 92 7 7
Rubber 904 = = 904 1 095 689 305 101
Copper 4 113 1 364 354 2°395 4 226 41635 377 214
Lead 418 257 45 116 470 379 60 31
Zinc 862 ' 558 110 194 938 736 i 125
Tin 730 70 28 632 758 613 53 92
Bauxite 305 82 5] 218 363 325 36 2
Alumina 609 265 46 298 685 532 91 62
Iron ore 2 608 1. 213 403 992 3 484 3 039 425 21
Total 21,207 12 882 2357 15 968 34 287 25 102 5 086 5 499

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

The figures are preliminary.

a/

to exports.
2/ Including flour.
o/

Notes: Oilseeds and vegetable oils are under consideration.

In addition, $49 million exports of hard fibres manufactures.

In sugar, cocoa and copper, import values appear understated in relation
In metals and ores, EEC intra-trade is excluded.

Special investigation is needed of a suitable

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

interchangeable with other oils and fats in a varying number of uses and are therefore exposed to
complex substitution effects.
processing stage at which they could be stored most economically.

In bauxite and iron ore, further investigation is needed of the
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back supplies. While the support provided by an inbternational 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 o nccessary condition in most cases. For the
importing countries, international stocks would bring security 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, especially if gupported by investment on the part of
international development agencies designed to expand output of scarce materials. A
wide geographic distribution of physical location of stocks would be an additional
guarantee of equal access to primary products.

15, While the primary objectives of the proposed international stocking system are
price stabilization at an adeguate level, and assurance of supply and outlets, it
should also aim at a financial profit on its operations as a whole. In this way 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 mandatory 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 in
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 necessary volume of the 18 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-year 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 sugar, coffee and copper, aggregating $3.2 billion. If
the commodities were bought at average prices of the three-year period 1972-1974, the
aggregate cost would be one-fourth higher, and at 1970-1972 prices probably

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 values of
international inflation. The estimate for grains assumes a reserve stock based on the
FAO analysis of world needs prepared for the World Food Conference; international
grains stocking requirements would be lower if they were designed primarily to assure
supplies for the low-income countries (mostly in South Asia and Africa) and for other
developing food-importing countries (i.e. some petroleum producers). Conversely,

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

17. The aggregate figure of $10.7 billion represents conceptually a commitment rather
than o disbursement figure, for two reasons. TFirst, the estimates for each

commodity represent the maximum which may be accumulated; in practice, the
accumulation will vary between zero and the maximum. Secondly, if = multi-commodity
stock or a 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 that most commodities will move together and there
will be little offset. During the post-war period, some cormodity prices moved in
opposite directions to others in most yecars; 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 actual use of funds in particular periods may be below gross
commitment needs, Purther 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 exist at present for only two of the 18
commodities, tin and cocoa. The operating experience and financial results of the
tin stock, covering the last 20 years, have been favourable. The mechanism of the
cocoa gstock has just been established. The limited use of stocking arrangements in
international commodity policy is inconsistent with the prescent and prospective necds
of the world economy.

19. The functions of an international stock can be performed by national stocks in the
producing and consuming countries, provided the producers have sufficient finance, and
all national stocking policies are internationally agrecd. The first condition is
met by some producing countries dbut not the majority. The second condition hos not
been realized in practice, although it is feasible in principle; it would require
institutional arrangements and a set of agreed rules concerning the range within which
the participating govermments would try to keep the world market price, and the
stock-releasing and stock-accumulating obligations of each government. 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 absorb the net
surplus) of world production in relation to consumption, while the aggregate of
national stocks would tend to be of o 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
existence of an internationally managed stock and national stocks, all operating in a
co-ordinated manner. Such co-ordination would reguire a sustained effort in
interhational co-operation. Nevertheless, if the traditional policies of the leading
importing countries towards international stocks for commodity stabilizetion are
meintained, it will be in theinterest of producers, faced with stagnation or worse in
their economies, to adopt stocking arrangements among themselves.

20. Early action on international commodity stocks is seen as the cornerstone of the
integrated progremme, and the question of organizational arrangements will be a first
consideration. The proposed progromme cmbraces the estoblishment of international
stocking arrangements for most commodities of significance to developing countries in
their capacity as substantial importers or exporters. In some cases, such
arrangements might be. organized as o series of individuval commodity schemes, in which
the stocking operations could be one among several types of measure in a multi-
dimensional approach to the short-term and long-term ~djustments required. The cormon
fund for the financing of stocking schemes, also proposed in the programme, would help
to ensure consistency in the objectives and conduct of individual commodity schemes.

21, On the other hand, it will be of little real value to engage in arrangements for

- financing international stocks if slow progress is made with the arrangements for the
stocking operations themselves. It may be necessary to organize generalized :
arrangements for stocking those commodities on which progress could not be mode in
individual commodity schemes despite a consensus on the problems. Moreover, the
organization of stocking arrangements would have to be viewed in o different
perspective if the onset of a serious general recession led to the prospect .of a major
decline in the volume of trade ond prices for export commodities of cardinal importance
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for developing cOuntriesg while prices of basic foods and general inflotion rates
remained high., While early action on stocklng arrangements is in ony case required,
such ‘conditions would make it all the more imperative to set up a rapidly orgaonized
scheme to acquire stocks of o number of commoditics. Such a scheme night hawve to be
orsanized on multi-commodity lines, under o single agency, and in large part to provide
an oubtlet for production already initiated. It might have to be set up as a
transitional neastire, allowing time for the estnblishment of more comprehensive
meosures under an 1nte~roted PLOgrarme .

22. There are other reasons for o multi-cormodity approach, which would either
co-ordinate stocking for o group of related commodities, or would more ambitiously
seek to menage stocks of o comprehensive range of commodities. The functions of a
central agency could have the advantage of incorporating the purposes of o common
financing fund, as well ns those of stock monogement, though it would be necessary to
consider the extent of its involvement in other types of commodity adjustment peolicies,
such as supply management. The functions of a multi-commodity organization set up
with the wider objective of co- ordinating the activities of o mumber of commodity
agencies could include 1onger~tern objectives. It could be responsible for, and be
capdble of, taking into account the effects of policies for one commodity on others.
It could give guidance to individual commodity agencies on diversification policies,
and it could set o better perspective for long-term plamning on crops with long
gestation periods then could individual agencies of medium~term duration. This type
of operation could also, as 'noted abowe, make a significant contribution to the
control of the business cyclo, by co-ordinating the purchases of commodities in the
downswing to support effective demand and protect employment, and by releases of
commodities in the periods of upswing and inflationary pressures.

23, Cormodity stock operation could also be integrally linked with multilateral
cormitments on trade, as advocated in paragraph 38 below. The support of stocking
arrangenents would be a strong inducement for govermments to enter into supply and
purchase commitments, while at the same time such commitments should make for greater
smoothness of operations by stocking agencies, by helping to prevent the need for
abrupt adjustment in prices or production to divergent trends in supply or demand.

In brief, govermments that entered commitments would be entitled to the use of
stocking facilities, ns exporters or importers, with respect to non-fulfilment of the
commitments. Policies would need to be elaborated with regard to the role of stocks
in this manner, and these p011c1es, combined with those on multilateral commituments,
could be mutually reinforcing in encouraging trends towards global equilibrium in
national supply and demand.

B. The finanoing of stocks

24. The integrated programme will need te adopt o broad solution to the financing of
stocks as a key element in the programme. The illustrative example given in the
study on the role of international comuodity stocks (TD/B/C.1/166/Supp.l) suggests
that the comprehensive programme envisaged might involve capital resources of the
order of $11 billion (nearly half of which might be for grains alone), though the
amount in use at ony time might not approach this size, and would in part represent
re-zllocation of public expenditures already committeed to stocking (see parn. 17
above). International co-operation in investment of this magnitude cannot therefore
be congidered in a sinilar monner to the amounts of less then $200 million committed
to the two existing international stocks.

25. Present stock operations suffer from financial constraints in govermment budgets
and industry, and from the instability of interest rates. Credit shortages ond
"double~-digit" interest rates currently moke it virtually inpossible to breck even on
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stocking operations unless price swings are wide, Financing stocking operations with
an uncertain quantity and an unstable price of money cannot be expected to achieve
stable prices, costs and returns for cormodities. Consecuently, governments supporting
stocking schemes recognize that assured sources of funds at reasonable charges should

be provided. Financing probably remains o major factor impeding the estaoblishment of
stocking schemes. ‘

26. Although, under present arrangements, the IMF buffer-stock financing facility is a
potentially large source of funds, it has not been used extensively during its

five years of operation, and has not so far acted as a catalyst, as hoped, for the
negotiation of new buffer-stock arrangements. The facility is intended to assist
nainly developing country oxporters with contributions to individusl intermnational
schemes, but a serious difficulty in the use of the facility even by such countries

has been the reluctance of importers generally to make their contribution directly to
such schemes. '

27. In view of the foregoing, it is proposed that stock financing should be
undertaken through a common fund, constituted for the specific purpose of directly
financing stocks of a number of commodities. The fund should be supported by both
exporting and importing countries, so that an appropriate commitment to the financial
arrangements would be shown by countries participating in the menagement of stocking
arrangements. The financial burden for these countries would be eased if the
international financial ingtitubtions extended assistance more widely and effectively
to all countries omong their members. thermore, the fund should be open to
investment from other sources, as a major or supplementary source of financing. To
do so, the stocking operations and the rules of the fund should provide security of
investment and rcasonable returns. The fund should be able tc raise its finances

on terms and conditions comparable to those for other officicl intermational investment.
The balance of commitments accepted by govermments and the international financial
institutions would exercisc o key influence on the objectives of international policy
in the commodity field.

28. Recent developments nmay have modified the sttitude of importers n~s regards
financing stocking arrangements. he eppropriate conditions for investment in
international stocks could be achieved if the major trading ccuntries could agree on’
joint responsibility for the public financing as well as the monagement of commodity
stabilization measures. It would have to be recognized, however, that many countries
would have problems in making o sizecble contribution in a period, of the kind that at
present seems to be ahead, of balance-of-payments disequilibria, inflation and slow
economic growth. These difficulties might be eased in two ways.

29, PFirst, the IMF might appear to be an appropriate means of refinancing, though
effective assistance would aoppear to entail substantial amendment of its present
policies on the financing of buffer-stocks, including the extension of the
aveilability of loans in practice to all member countries that undertook stock
financing. The World Bank may alsco be an appropriate source of funds.

30. ©Secondly, while the financial backing of the major commodity trading countrics
should be lent to the fund, viable commodity stocking operaticns could also be
regarded as a sound investment. The contributions by trading countries would help
to guarantee the security and viability of such an investment. Investment, in
particular any investment that could be attracted from oil-exporting countries, would
require to be securc and to provide a reasonable return.
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31. Consolidated financing for stocking orrangements could thus spread the burden of
financing, and it would help to ensure that the resources required were kept to a
minimum by full employment of them. It is also conceivable that consolidated
financing would be less than the current real costs of commodity stocks, while producing
economic benefit more effectively than ot present. Moreover, o financial instrument
large and flexible enough to cater for a package of commodities should be evaluated,
not only against the large costs alrcady incurred in stocks, but also in terms of its
contribution to the stability of economic cctivity and its impact on balances of
payments. For these wider reansons, internctional stocking schemes might be
introduced ot more modest net cost to the economies of both importers and exporters
than the apparent investment.

¢. Multilatercl cormitments in comnodity trade

32, The objective of more stoblc conditions in commodity supply and demand in general,
and the role and viability of international stocking operations, would be strengthened
if govermments encouraged sustained levels of trade by undertaking multilateral supply
and purchase commitments to which stocking policies would be related. These
commitments could be cgreements between govermments on the approximate amounts of a
cormodity that each government expected the economy. to supply or demand, to or from
all participating countries, based on forecasts of trade, including state trade,
private and official bilateral contracts and open market trading. Though the
agreenent would carry en obligation, 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 purchased or sold under the ordinary trading system of the country
during the period of the commitmentﬂ;/

33. . Assurance of supply is the second outstanding area of concern ecmerging from the
chaotic commodity developments of the 1970s. Set alongside the chronic concern of
primary producing countries with sustained market capacity, there is o unique
opportunity for a marriage of interests in realizing more predictable and more stable
movenent of commodities in international trade. Governments now seem more ready to
recogrize that reciprocel trade volume cormitments could facilitate forward planning
of resource use in their domestic economic policies and in sclutions for balance-of-
payments difficulties.. These commitments could best be achieved multilaterally, and
with as wide a coverage of trade flows for particular 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. Most generally,
national authorities dealing with foreign exchange budgets, import policy and the
expansion of exports have to toke decisions based on appraisal of market developments
and the prcbability’ of national actions affecting their trade. The market price
mechanism and such national actions, as short- and medium-term indicators, cause
serious difficulties for such planning.

1/ See TD/B/C.1/166/Supp.3 in which more formal multilateral contractual
arrangements are considered.
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35, An additional advantage of govermmental purchase or supply commitments organized
multilaterally, is that they might improve terms and conditions in the extensive
proportion of cormodity trade that is already transacted through forward contracts.
Conclusion of the cormitments multilaterally would help to bring more complete
information and competition to the conclusion of bilateral private or governnental
contracts, especially for commodities for which open narket prices are not available
or representative. One of the purposes of producers' sssociations is to improve
their bargaining position in this respect. The cormmitment procedure, involving as
it would the exchange of information with other producers, could be of considerable
value to exporting countries as regards their sales policy and the regulation of
foreign companies operating in their territories.

36. The difficulty in mrking commitments on trade is that the influence that
goverments can exercise on the performence of producing and trading sectors varies

a great deal. The noture of agriculture does not ensurc export availability, ond

most importing govermments camnot enforce purchases by commerce and industry.

Moreover, even if such cormitments were undertoken for a period of as short as one
year, 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 demand and export availabilities, undertcken by national
authorities in consultotion with the private interests concerned.

37. To be effective, o system of multilatercl commitments would need to cover a
large proportion of trade in any given commodity. therwise, any significent
imbalance in import demend and export supply might not be discernible. Producers'
associations could find an important place in the system, by determining the export
potential and price conditions acceptable to their membership as a bagis fTor a
congtructive relationship with consuming countries. Bilateral trade arrangements
and state trading proctices would also fit well into the procedures of multilateral
cormitment, since such transactions assist govermments in deciding on their over-all

requirenents 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
international stocks, whereby the obligations of govermments to fulfil commitments
that had been realistically appraised but impeded by circumstance would be mainly
taken over by the nanasgement of stocks. the use of stocking arrengements 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 the amount committed. One method of operation could be to allocate
shares in an international stock to participating countries that could be token up
against non-fulfilment of commitments. Such stocking rights could be transferable.
While the financing of stocks might be independently provided through a cormon fund,
the use of stocking rights in this manmer, by either exporters or importers, could
entail certain charges (possibly determined in relation to carrying costs) as a
digsincentive to deliberate evasion of purchase or supply commitnents. Such charges
would provide a useful scurce of operoting revenue for stocking agencies, but would
not place a large financial penalty on commitment deficits. As -noted in para. 29
above, pricing policy would need to be harmonized under stocking arrangements and in

the determination of multilaoteral coritments.
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39. Multilateral cormitnents could also be concluded on commodities for vhich stocking
arrangenents were not feasible, especially if compensdtory schemes were also available
to countries with o high deépendence on non-storable export products. - There mey also
be scope for arrangements that balance commitments on one commodity agoinst

commitments on another. ‘

40. The systen could thus be envisaged as 2 three-stage process applying to trade in
orie or several commodities as follows:
(i) Projection of the global potentinl for trade between exporters and
inporters over o specified period, ot least ennually and preferably
over the medium term, ns o forward planning exercise;

(ii) Consultotions between producers (or consumers) as o means of resolving
significont coverages in annual export availability or in import
demand, the range of prices oppliccble, or other terns of arrangenents;

- (iii) Agreement in the form of purchase and supply commitments concluded )
multilaterally, but without specification as to the direction of trade.

41, The question arises whether stocking arrengenents will by themselves perform many
of the functions cleoimed for multilaoteral commitments. A system of international
 stocks alone can realize important objectives, including the reduction of price
fluctuations and the effecting of short-term adjustment for imbalances in production
or consumption in a moenner less abrupt than results from the operation of market
forces and prices alcne. In this respect, stocking arrangenents will help to reduce
the uncertainties in planning trade ond producticn policies. However, as stressed in
section A above on international stocking policies, when they are not open-ended they
will usually need to be associated with provisions for gquantitative controls and
alteration of intervention prices if and when stock operations are not achieving
longer term equilibrium in supply eond demand. Such measures effect adjustment when
the problem has developed and place the burden on export producerss; forward
comriitments could encourage o less painful or less wasteful adjustment process.  While,
therefore, stocking arrangements would not need to be associated with multilateral
commitments in order to perform a central role in an'integrated programme, thelr value
night be more effectively realized in dealing with temporary and irregular market
disturbance, particularly from the demand side, if price moverents and guantitative
restrictions due to structural imbalance could be averted through forward trade
commitments, On the other hand, a multilateral cormitment system would most probably
stond o greater chance of acceptance and would be greatly strengthened in practice af
supported by internationel stocking arrangerents.

. Compensatory finoncing of commodity trade

42. The foregoing measures would still leave certain countries vulnerable to export
instability and to depressed trend, thet roflected o weok bargaining position for key
exports. These would probably be countries with o significant dependence on
commodities for which stocking arrangements or multilateral commitments are not
feasible, or where participation in a maltilateral commitment still left serious
fluctuation in their prices or returns. Such commodities are less likely to have a
significant influence on the trade or payments situotion of importing countries, SO0
that arrangements for compensation could be more suitably directed to the assistance
of exporting countries.
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43. The justification for such assistance is already concretely acknowledged in the.
international community through the IMF facility for the compensatory finenzing O
export fluctuations, and by a major group of importing countries in the EEC proposals
for a commodity compensation scheme available to associated and assoclable countries.
Medium-term loans by the IMF are intended to smooth out fluctuations in the total
export trade of primary producing members and thus compensate for fluctuations in
specific commodity exports when these are reflected in dovnturns in over-all export
receipts. The IMF scheme is self-financing, with full repoyent of loans. It does
not lay down conditions with regerd to the domestic arrangements the financial
suthorities of borrowers make on producer prices or incores. About SDR 1 billion
of assistance was provided to 32 countries in 1963-197%. The EEC scheme would be
applicable to a selected group of cormmoditics, and while based on returns to those
commodity ‘sectors individuclly, is intended fto have an income-stabilizing influence
for the individuel producer in recipient countries. It has provisions that would
cause non-repayable expenditures, though partly self-financing.

44. Tor those countries in the positiocn described in paragraph 42 above, the
expansion and liberalization of IMF assistance would probably be of significant help.
The introduction of the ERC scheme would also be helpful in finding solutions to this
kind of problem. There would probably continue to be problems in some special areas
of commodity trade for particular countries that it might not be possible to
encompass in the IMF approach at the level of total export earnings, but the extent
of these problems would probably be greatly reduced if appropriate changes could be
made in the IMF facility to enlarge the omounts transacted and the number of countries
using the facility. Within an integrated approach to commodity problems, it would
seen best to give priority attention with regard to compensation aspects to the
possibility of building on the present IMF facility, with attention being given at a
later stage to any additional compensatory measurcs thot might be required in
consideration of the scope of the expanded facility. :

45. The aspects of the facility in mind in this respect are (i) the need for more
flexible conditions as regards the balance-of-payments criterion for assistance;

(ii) relaxation of the limits on the amounts ovailable as deternined by IMF quotas to
take nccount of the size of shortfalls; (iii) casier requirements on the completion of
detailed export statistics within a relatively short period of the

shortfall in exports; (iv) extension of the repayment period beyond the present
obligation to make complete repayment within five years, incl—-ding a closer link with
the recovery of exports; and (v) account to be tcken of changes in the import
purchasing power of a country's exports.

46. 1If, however, action on these lines did not appear feasible, the problem for the
exporters of the perisheble commodities for which demand and prices are highly
unstable would remain large encugh to worrant consideration of commodity compensation
schemes. The most critical point of policy in a commodity compensation scheme is
that the scheme should be considered as o residunl measure, to be applied when other
more direct approaches are inappropriate or inadequate to meet the ultimate objective
of stabilizing and mointaining the real export income of exporting developing
countries. Consequently, the scheme should be designed to provide automatic
compensation payments in the form of loans to developing countries experiencing
shortfalls in their export income from the commodities considered (i.e. those not
covered by other arrangements). Such loans would be repaid out of part of any
excess of exports over the agreed "normal" levels (from which the shortfalls were
calculated). Repayment procedures might elso include provision for conversicn of
unpaid balances into grants.
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. Expansion of processing and divergification

A7. The contribution of commodity production and trade to the economic development of
the developing world will only be realized rapidly end efficiently if shifts in
resources within the primary scctors of the developing countries and within their
econcrmies in general can occur. The neasures above would create more favourable
conditions for appropriate diversification ond for freeing resources in o more broadly

based economic sgtructure. But in addition, separate and mere constructive attention
will be required in the internatiocnal community to develop means of expanding the
processing of primery products, removing trode discrimination in this respect, ond to
encourage the transfer of technology ond research with this objective.

48. TFor the geherality of primery commodities exported by developing countries, there
is need for greater diversificetion into the more monufactured forms of the basic
products. Expansion of trade in semi-processed ond processed products is inhibited
by various factors, amons which are tariff and non-toriff barriers in developed
countries. This situction needs to be improved through extension of GSP coverage to
nore products of primery origin, the removal of ceilings and quotas under the GSP, ond
the removal or relaxation of other non-teriff barriers. In addition, increased
attention needs to be paid to the problems of the development of processing in the
economies of developing countries, including such aspects as the transfer of
technology and research. Among the actions that developing countries can tike, it
will be important to provide export incentives.
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Emepter IIT

APPLICATION TN PRACTICE OF THk VARIOUS PRINCIPLES, OBJECTIVES AND
TECHNIQUES

49, .n considering how the various principles, objectives and techniques dealt

with in the preceding chapters might be applied in practiece, four separate groups of
commodities which face distinctive basic probléms and for which distinctive policy
cbjectives need to be set can be taken as a basis for negotiation, This illustrative
grouping is not meant to represent any exhaustive list of commodities, nor to be
exclusive regarding the techniques indicated., Further, it is without prejudice to
the pospgibility of adopting a multi-commodity system and arrangement of the type
relorred to in paragraphs 21 and 22 above and in the supporting document on
international stocks}/ or the proposal contained in paragraph 51 below.

50, The first group that can be distinguished consigts of essential foodstuffs,

in respect of which the prevention of excessive fluctuations in world prices in both
the short and long term, the provision of adequete incentives to production, and the
puilding up of large internationally-held reserves, is in the common and vital
interest of virtually all countries of the world, exporting and importing, developed
and. developing. - Because production 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 stocks,g/ the
most econcmic and effective way to achieve the required degree of supply and price
stabilization, and the necessary margin of supply security,-would be to establish
internationally owned and internationally managed buffer stocks, with financial
support from the proposed common fund. The current world shortages of cereals and
sugar heve underlined the fact that national action, far less private commercial
acticn, cannot be relied upon to ensure adequate prices and security of supply for
brsic focd commodities, shortages of which can cause hardship, suffering or death

to millions of human beings, Tndeed, international stocks should be established as
s matter of urgency for wheat, coarse grains, rice, sugar and selected vegetable
ocilgeceds and oils.g/ The international co-ordination of national stocks, as proposed
ty the Worid Food Eonference, would be a major improvement in the organization of
world trade in food, though it should be regarded as an important first step towards
the establishment of international stocks.

S 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 cf commodities.ﬁ/ In order to provide further safeguards for importing

™/B/C.1/165/Supp. L, paras. 41 - 43,

2/ -Op.cit. para.8.

J See also para. 71 below, for the views of the World Food Conference of
rdlevance to this question, ‘

4/ The complexiby of the fats and oils group would entail careful examination
>f the feasibility of 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 commodities in each group.
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and exporting countries, stock arrangements 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
minimum degrees of access to protected markets, along the lines suggested in the
supporting paper on the role of multilateral commitments in commodity trade

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

52, The second group of commodities consists of essential industrial minerals
subject to substantial price instability and/br unsatisfactory price. trends. These
commodities include bauxite,iron ore, copper, Tead, zinc, manganese ore, tungsten
and phosphates (in addition to tin, for which an international buffer stock already
exists). In view of their importance in the export structure of many developing
countries (and some developed primary exporting countries), and in the import bills
of many developed and developing countries (vecause of the inelastic nature of the
demand for them), there is a large common interest for both exporting and importing
countries in the prevention of excessive fluctuations in their prices. In addition,
importing countries have a strong interest in the longer term security of supplies
of these commodities at "reasonable! prices while exporting countries are also
extremely concerned to maintain their prices at adequate levels, taking into account
world inflation, the conditions of demand for the particular commodity, and the rate
of depletion of reserves.

Do One way in which these objectives might be attained simultaneously would be
through international stock operations of the kind in effect for tin. The price
range to be defended by such a stock could be set 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 represent
a solution substantially the same as that proposed for basic foodstuffs.

54. However, the level of production of mineral commodities can be planned much
more easily than that of foodstuffs, Hence effective management of world supplies
and prices of mineral 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.

55, Tn teking 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 resources. HNevertheless, they would need
also to respect the principle that, in acting jointly, producers should take due
account of the interests of consumers, Alternatively, this objective might be met
by negotiation with consumers, where necessary, to provide them with a substantial
degree/pf security of supplies and stability of prices over the short to medium
term.1

26, The third group of commodities facing distinctive problems is agricultural

raw materials, These include cotton, natural rubber, jute, hard fibres such as
sisal, wool, etc, 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 as 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

[ SUR -

1/ Provided adequate facilities were available to them for the financing
of stocks, exporting countries might not wish to conclude "symmetrical' contractual
arrangements with importing countries, that is, arrangements incorporating a

reciprocal commitment by the latter countries.
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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 ang:
manufacturer preferences for them through improvement of their quality, attractiveness
and technical characteristics and through market promotion. i

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 evidence that the considerable instability in prices and to some extent in
supply influences the choices made by manufacturers in favour of synthetic materials
that are supplied at fixed prices which change relatively infrequently.l/ The basic
objective which should be pursued for these commodities in the context of an 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
should 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 synthetic 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
to ensure their success and'it is to be hoped, therefore, that .they would participate
fully in the financing 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 own.

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, stocks should be established for jute and hard fibres, including
the simply processed forms of jute (yarn, bags and cloth) and of hard fibres (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 present any undue technical 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 %o cycles of over-production and shortage.

As a result of these tendencies world prices of 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 coffee),
Even the recent exceptional commodity price "boom", it may be noted, failed to 1lify
(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 is probable that in the production of most of these commodities real
wages have been falling.,

}/ 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).
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61. A common feature of the situation of all these commodities is that solutions to
the problems facing them depend on co-operative remedial action by producers, as well
as the assistance of the international community. Action by producers is needed to
manager supply through restraint on investment. The action of the international
community 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.
Special arrangements may be useful for the disposal of temporary or marginal surpluses,
as in the stocking provisions of the Tnterrational Cocoa Agrecment.

62. ~TFor cocoa and coffee, which are marked by both long cycles and sharp short-term
variations in production and prices, a special blend of stabilisation 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 investmént and promoting shifts to other:
activities, A progressive export tax -applied when prices are high would dampen -the
cycle as a whole, because it would curtail investments in surplus capacity and ]
therefore avoid prolonged periods of depressed prices and earnings; in addition, if

tax proceeds are used for financing diversification, there would also be income
generated by the released factors of production., TFor tea, an agreement may be
facilitated by international assistance for stocking and diversification, thus, Sl v
helping to remove obstacles ‘to agreement amongst the producers concerning future ... .opns
output and investment, More generally, operation of an international stock could be
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 Is’a pre-condition . for an improvement in prices.

63, The co-operation of importing countries in "policing" export quota arrangements,
or in concluding multilateral commitments with exporting countries, might be of
valuable assistance 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-ordinated 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 estoblished on the lines indicated, a major step forward would have.
been taken in dealing 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
degree or other, reflected in the extent to which the trend of each country's S
commodity export earnings, in terms of its import purchasing power, was satisfactory
or otherwise. In the light of this, an extension and improvement of the existing
compensatory financing facility of the TIMF would be of value for the purpose of
dealing with these residual commodity problems of individual developing countries, on
the lines described in the supporting paper on compensatory financing.arrangements.1/
One way of dealing more directly with the problems of individual commodity sectors s
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/ T0/B/C.1/166/Supp.4



TD/B/C.1/166 -
page 21

65, Finally, whatever the particular objectives pursued and the particular techniques
adopted for individual commodities or groups of commodities, and whether or not a
mlti~commodity system is 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 econonies of developing
countries, especially through the processing of raw materials and foodstuffis in
developing countries and the diversification of their exports.
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Shapter IV
 PROPQSALS FOR FURTHER ACTION

66, Paragraph 8 of resolution 124.(XIV) of the Trade and Development Board requests
the Committee on Commodities to give pricrity consideration to the matters contained
.in the part of the resolution dealing with an over-all integrated programme for
commodities, and to make,recommendationé; inéluding a time-tavle of work, for
appropriate action by the Board at its_Sixth special session. A

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 arrangements for various commodities, to be brought
into operation to counter rapid deterioration of prices or downturns in
demand and, in some instances, to restore dangerously low levels of world
stocks. BEighteen 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 also open to intermational
investment from other sources;

(¢) Multilateral purchase and supply commitments by goverrnments 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 also 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 GiP, the removal of non-teriff 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
functions to sources of finance;

- proposals for multilateral contracts and compensation arrangements.
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69. Besides the urgent need to endorse 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
meking its Tecommendations 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 forward 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.

71. 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 integrated
programme. It may also 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 UNCTAD to intensify its efforts in considering

new approaches to international 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 institutions

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 ¢’ the sense of mrgency " hat is being shown by the international
community on these issues, and the expectation that UNCTAD and other internmational
organizations will move forward with expedition in deciding on the lines of the
intergovernmental 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 activity.

7%, It should be borne in mind that other on-going activities between governments
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. Specific financial questions relevant to the integrated programme proposals may
also be taken up in 1975 in the agenda of work of the recently inaugurated Development
Committee of the Governors 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 continuing efforts
to re-establish economic provisions in other agreements or to negotiate new agreements.
A11 of these activities will require close co-ordination with the over-all devzlopment
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

commodities.

75. Furthermore, it bears reiteration that the nature of the programme may well be
imposed by world events. The gravity of the present international economic situation
should persuade goverrments of the imperative need for early action on contingency
policies, if the action eventually decided upon is not to be overtaken by more rapid
change in the condition of the world economy, and of thé developing countries in
particular, : ; g
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INTRODUCTION

i Two of the principal objectives of the integrated programme set out in

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

2. Chapter I focuses-on recent developments in the international commodity situation
and stresses the danger of heightened instability of commodity markets in the future
unless effective international action is taken. Chapter II discusses the objectives
of a system of internationally held and internationally managed stocks and reviews the
possible interests o6f the exporting end the importing countries in such a system.
Chapter IIT provides a first approximation of the renge of commodities to be ecovered,
discusses storage costs, and analyses inter-commodity linkages. Chapter IV focuses
on operating problems of the stocking system, such as: the determination-of purchase
and selling prices; the adjustment mechanisms aimed at reducing the danger of surplus
stock accumulation and at promoting diversification; the scope of intervention in
commodity markets; the economic and financial criteria for Judging the results of
international stock operations; and the multi-commodity versus the single commodity
stocking approach. Chapter V deals with capital requirements for stocking operations
and provides a first illustration of the amounts which might be involved.: A
concluding chapter outlihes suggestions for further work

Chapter I
NATURE OF THE PROBLEM

B The relative attractiveness of a stocking system over other regulating mechanisms
is that a commodity stock, with adequate resources of finance and of commodities, can
achieve market objectives directly and with immediate effect. This consideration is
particularly important for the low incone producing countrics, when purchases by an
international stock may be decisive in preventing sharp price falls and depressed
earnings. While the stock will need supporting mechanisms to prevent excessive
accummulation of supplies, it should normally be able to function without undue
restrictions on regular trade.

AL The stocking system has another advantage: the existence of stocks of foodstuffs
and raw materials may serve to avoid famine and other major disturbances when a 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. For a number of key products national stocks have fallen to low levels;
and if account is taken of the need for working ("pipeline") stocks, the remaining
reserve margin has become thin (see table 1). These developments are particularly
important for food-importing countries and for countrics heavily dependent on imported
raw materials for their industrial growth.

Sir It is now reasonably certain that the 1973-1974 boom in commodity prices is over
and that the spreading recession and the reversal of speculative expectations may lead
to declines in primary product prices considerably grcater than those which have '
already occurred. Such developments would discourage production and investment in a
number of primary commodities, thus leading to a posgibility of renewed shortage and an
cven sharper upward spiral in prices when the lovel of economic activity revives in the
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industrialized countries., This danger was recognized by the OECD secretariat as
commodity prices started falling in mid-1974., ;/ Furthermore, a deep and widespread
fall in commodity prices would not only inflict hardships on the producers, most of

whom are in poor regions, but by reducing their incomes and effective demand it would
also deepen the recession in the world economy. Thesec considerations call for a

revival of international discussion of commodity stabilization on a broad basis and with
a sense of urgency.

6. Reserve stocks which existed until several years ago were managed nationally., In
particular, the United States held large stocks in relation to world consumption for a
number of commodities - both those which it produces (foodstuffs, agricultural raw
materials and some metalsg) and those which it imports (metals, some agricul tural
products). Other producers of both temperate zone and tropical products had also
accunulated large stocks. National stocking policies, determined by various
considerations, occasionally destabilized the market, but teking the periecd 1950-1970
as a whole, and considering the entire range 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 consunption and of world industrial
production. In addition, there was spare production capacity in primary products,
particularly in the United States, in the form of set-aside acreage. vince 1970,
however, reserve stocks of both foodstuffs and key materials hawe been depleted at an
accelerated rate, and the spare production capacity for primary products in the

United States has virtunlly disappeared. Consequently, for the first time in the last
two decades the world economy is being run virtually without reserve stocks of
essential foodstuffs and several industrial materials.

7. The result is likely to be a greater instability of the world economy than has
been experienced since the second world war. As trade in many commodities is only a
fraction of world production and consumption of the commodities concerned, small
changes in world demand and supply give rise to disproportionately large fluctuations
in trade and prices, unless adequate stocks are available: Stocks will have to be
rebuilt, although not necessarily to earlier levels. Govermments of countries which
were holding the largest stockshave now moved away from policies which had led them' to
such extensive accumulation, and it is unlikely that any country will attempt in the
future to carry virtually alone the stocks required for the world economy. The choice,
then, is whether there will be attenpts by a number of countries to carry stocks
individually for their own nceds, or there will be an international systen of stock
accumulation, holding and disposal.

8. The functions of an international stock can be performed by national stocks in
producing and consuming countries, provided they have sufficient finance and national
stock policies are internationally agreed and synchronized. The first condition is
met by some producing countries but not by the majority. The second condition has not
been realized in practice, although it is feasible in principle; it would require
institutional arrangements and a set of agreed rules concerning the range within which
the participating governnments would try to keep the world market price and the level of

l/ "Aspects of World Inflation", OECD Economic Qutlook, Paris, July 1974, page 37.
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stocks to be released or accumulated by each government. Even if bthese conditions
were met, the aggregate of mational stocks, each based on individually perceived
country needs, would be larger, both in volume and in terms of financial requirements,
than an internationally managed stock, which could be deployed more efficiently to
achieve the same objectives. g/ In addition, there would be an element of uncertainty
over access to supplies, since the stocks would be nationally owned and cperated.

Some of these problems could be partly resolved by the simultaneous existence of an
internationally managed stock and of national stocks, all operating in a

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

9. International stocks exist for two commodities: +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
stocks 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 a number of
developing countries.

2/ An international stock would need to be sufficient to cover the net deficit
(or to absorb the net surplus) of world production in relation to congumption; the
aggregate of national stocks would tend to be of a size to cover the gross deficit,
i.e. the sum of deficits 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 Bnd-year Stocks as a Percentage of World

TABLE 1

Annual Consumption, 1960-1973

(Including working stocks)

1960-61 1965-66 1970-71 1973

average average average
Wheat?/ 26,2 14.8 17.8 8.5
Coarse Grains® 22,3 15.5 124 9.42/
Sugar 34,6 33,7 20.5 26,2
cOpperE/ 36.7 20.0 16.4 101
Lead 18.3 9.3 9.9 70|
Zinc 1250 9.1 10,0 5.5
Tin 28.5 %00 24.5 i T
Bauxite 18.2 10.6 7.2 7.04/
Coffzs?/ 11347 114.6 56.3 48.6
Cocoa™ 46.1 53.7 35,2 20.4
Tea. . 8.9 9l 8.7 5.8
Cottond/ 59.8 67.2 44.8 45.1
Jute 1o.o-24.3—/ B 16.0 15.2
Wool 29,0 520 29.0 25.0
Sisalgé 258 245 26.3 ...2/
Rubbord 93,1 65.5 58.1 51,2

Sources: FAO, Commodity Review and Outlook

Gill and Duffus (London), Cocoa Market Report
International Cotton Advisory Committee, Cotton - World Statistics
International Rubber Study Group, Rubber Statistical Bulletin

International Sugar Organization, Statistical Bulletin

International Tea Committee, Annual Bulletin of Statistics

International Wheat Council, World Wheat Statistics

United States Department of Agriculture, Foreign Agricultural Circular, Grains
Commonweal th Secretariat, Wool Statistics and Industrial 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 Congress

1972

Bl el

Crop years ending in the year shown.
A sharp reduction in the stock ratio is likely in 1974.
Including the stockpile of the United States General Services Administration.
End-1973 commercial stocks and end-May 1974 GSA stocks.

10.@% in 1960-61, 24.3% in 1962-63.
13.0% in 1965-66, 19.3% in 1967-68.

Note:~ Unless otherwise stated below or in the foot-notes, consumption refers to actual world
consumption and stocks refer to commercial stocks.

Wheat:

Sugar:
opper:

i

Lead

Zinc
Ting

N o
.

Stocks in seven exporting countries.
Coarse Grains: World stocks, excluding socialist countries.

Stocks in principal exporting and consuming countries.

Consumption of refined metal; known stocks in producing and consuming

countries.

Consumption of refined metal; world producers' stocks and consumers' stocks
in the United States, United Kingdom and Japan.
Consumption of refined metal; known stocks in producing and consuming

countries,

Consumption of bauxite is taken as equal to production of alumina; stocks

of bauxite in the United States.
Stocks in producing and importing countries.

Grindings; stocks in producing and importing countries.
the United Kingdon (excluding primary wholesalers).

Stocks in
Stocks in
Stocks in
Stocks in
Stocks in

Bangladesh and Indi

e

producing and consuming countries.

Kenya, Tanzania and Brazil.

producing and consuming countries, excluding stocks afloat.
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Chapter IT

OBJECTIVES

10. The objectives of a system of internationally held and 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, he exporting'oouhtries have several major interests in price stabilization
through international stocks: ‘ '

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

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

(iii) Price stability achieved 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 feeds' ocks have increascd production costs
for synthetics; also their prices may be less stable in the future
than in the past. This provides natural products with an opportunity
to recover some of the market lost to an exoeedlngly strong competitor,
provided their prices are reasonably stable.

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

;j/' In these 01rcumstances the movement of private s tooks will normally be
destabilizing As prices- fai& the -holder of" prlvate stodks-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,
-howover, ‘the effect on.the ‘incomes of the producers w111 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. ﬁ/

(v) Elimination of the need for selling on a weak market, an assurance of
adequate prices, a better allocation of resources and a strengthening
of the competitive position of natural products would lead to an
increased flow of foreign exchange earnings. The resulting larger and
more stable resource base would facilitate efforts to diversify and
modernize the 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 of the importing countries are in the security of supplies
over the short and long run, in equitable 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 reduce their risks. Some of the ways in which an
international stocking system might assist in reaching these objectivesrare set out
-below: :

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

(ii) A reasonable stability of floor prices of the international stock and
its readiness to absorb output at these 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. 5/ FPurthermore,
the operation of the stocking system could be considered in a wider
framework of measures needed to assure satisfactory supplies of
scarce materials over the long run. Close co-operation with
international development agencies and with public and private
interests in the consuming and the producing countries could result
in an integrated approach covering the whole chain from mineral
exploration and land-use decisions to marketing, including the use
of long-term contracts. '

4/ This applies to some agricultural products where prices normally fluctuate
in inverse proportion to quantities 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" (TDK%/Supp.l) in Proceedings of the
United Nations Conference on Trade and Development, Second Session, vol. 'IT Commodity
Problems and Policies, United Nations publication, Sales No. E.68.II,D.15. and
The Problem of Gtabilization of Prices of Primary Products, a joint study by IMF and
IBRD (1969), especially chapter III. ‘ :

5/ OECD, op. cit., p.37: "It appears highly unlikely that in an expanding world
economy relative prices of primary commodities could return to the depressed level of
the 1960s. Given the present capacity constraints in basic 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 to ensure minimum supplies to
participants in the stocking system at reasonable prices and without
discrimination. . ; e

(iv) The location 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. P :

Cs 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 benefitsy
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 ITT
SCOPE

A. Commodity coverage and country effects: A first approximation

14. ‘Table 2 lists 18 major commodities which are prima facie suitable for
international stocking. The list is a tentative one, and further work is necessary
on the feasibility of stocking of particular products. Special investigation is
needed of a suitable stabilizing mechanism for oilseeds and vegetable oils produced
in the tropical areas, which are interchangeable with other oils and fats in a
varying number of uses and are therefore exposed to complex substitution effects.
As regards tea, recent experience suggests that it may be storable under. . :
appropriate conditions for a longer period than earlier thought; the question here
concerns the extent to which stocking could be used in conjunction with other
measures to change the level of prices. For 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 listed account for 55-60 per cent of total primary exports of
developing countries, excluding petroleum, and their stabilization at an adequate
level would have a significant favourable effect on these countries' foreign
exchange earnings. Developing countries are also importers of primary preducts,
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 than 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
gtabilized. 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-income countries are large exporters of primary products and
would therefore directly benefit from stabilized export prices (see table gy, The
main effect on the majority of these countries, however, would be with respect to
their imports, as their import prices would be higher while international stocks
were being built up than they would be otherwise. It is iaportant to bear in mind
the proportions involved, however. Tmports 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 price
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 ccnsiders 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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trade values, 1972

(Milliqns of dollars)

Exports f.o.b.

!

i Inports Ceoil.f

| iDevelopedi %Developed
World market Social?st Developingtworld market Social@st DeVeloping
economy |countries|countries economy |Countries| countries
countries countries !

Wheaté/r 4 366 3 818 388 160 4 609 1 540 1 291 L 778
Maize 2 298 1 914 53 53 2 444 F 1905 324 25
Rice 1 120 53T 143 440 1252 s 82 914
Sugar 3 334 921 L5 2255 3 3791 2 304 460 614
Coffee
(raw) 3 049 - - 3 049 3 368| 3 101 126 141 .
Cocoa
beans {23 - - 125 2 512 1351 26
Tea 745 79 57 609 784 470 7 242
Cotton 2 828 587 484 L %2 05501 714 192 549
Jute and
manu—
facturesl (762 71 (21) 670 (840 (520) (120) (200)
Wool 1 %46} 1 143 42 161 122 1 361 2511 105
Hard E/
fibres 87 3 = 84 106 92 7 i
Rubber 904 - - 904 C L s 689 305 G
Copper 41135] 1 364 354 2 395 4226} 3 635 3T 214
Lead 418 251 45 116 470 379 60 31
Zinc 862 558 110 194 938 736 T 125
Tin 730 70 28 6%2 758 613 55 92
Bauxite 505 82 5 ik 363% 525 36 2
Alumina 609 265 46 298 685 532 91 62
Iron | |
ore 2! 608 1 215 403 992 A 4841 3 039 425 21
Total #0202 882 | 2 551 15 968 A34 287% 25 102 5 086 5 499
Sources: FAO, Trade Yearbook 1972, and national gtatistics.
g/ Including flour

b/

Note: The classification into country groupings is that o

The figures are preliminary.

In addition, developing countries exported $49 million

For sugar, cocoa,
appear understated in relation to exports.

the mine countries members of EEC is excluded.

For metals and ores,

of hard fibre manufactures.

£ FAO used in the source.
and copper, import values
trade among



TD/B/C.1/166/Supp.1
page 10

supplies and ultimately cheaper products due to a steady flow of investment and
technical advance in export 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 storage - warehouse rent, insurance and other storage costs - are an
important element in determining the length of the stocking cycle and the margin
between the buying and selling prices. If annual storage costs amounted to

5 per cent of the purchase price and interest on the commodity in stock is 10 per cent,
per annum, the“selling price a year later should be 15 per cént above the buying R
price if the stock is to break even. Higher storage costs and longer periods of
storage call for a proporticnately 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 perishability 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 marketing
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 consistent with the profitability of carryovers in commercial
storage". 6/

20. The study by the UNCTAD secretariat referred to in paragraph 1l above Z/
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 %), which confirm this earlier classification.

21. The relevant relationship 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
agricultural commodities. Further work is needed to establish the availability of
storage space in the producing and consuming countries and its rental and construction
cost, the probable operating costs, and the time needed for completion of additional
warehouse capacity. This work is related to the issue of the geographical
‘distribution of stocks, discussed in chapter II.

¢/ INMF/IBRD, op. cit., p. T1.
Z/ See foot-note 4 above.

8/ Op. cit., paras. 149-153.
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TABLE 3
Estimated storage costs of selected commodities, 1974
$ per metric : Per cent
ton per year g/ of price Q/
Copper 11 - 19 0.5 - 0.8
Tin 11 - 22 0.2 - 0.3
Zinc 11 - 19 0.8 - 1.4
Lead 11 - 19 108 =5
Bauxite 1.50 ¢/ 6.8 - 13.1 &/
-Iron ore .50 ¢ 8.1 =~ 12,0 4/
Wheat 11 - 15 ¢/ 6.7 - 8.4
Maize 11 =15 of 6.5 - 8.1
Rice 12 = 15 Pl = 2.6
Sugar 15 - 30 £/ 2.8 - 5.6
Cotton 12 - 18 0.8 = L.k}
Wool 12 - 18 0.2 - 0.3
Rubber ' 12 =15 1.5 = 1.8
Coffee , 12 =15 g/ 0.8 = 1.0
Cocoa . 12 = 15 b/ Ol =0T
Tea 18 - 24 i 1.3 = 1.7

Source: UNCTAD secretariat calculations.

g/ 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 price per ton in the
first nine months of 1974, unless otherwise indicated.

Based on open air bulk storage for iron ore, port of Rotterdam, for periods
of 12 or more months. Rates for moving into/out of storage: 85 cents per ton.

SR

The range reflects different prices for different periods and grades. For
bauxite, the upper limit of 13.1 per cent reflects the world export unit value
of $11.40 per ton 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.

g/ 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 coste in the United States aré
respectively $11.40 and $3.20.

i/ 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 ton.

3§

An alternative estimate suggests $33 per ton, including overhead and
operation costs of the stock.

o

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

22. A major problem iﬁ'axtempting‘to ‘gtabilize-the price of a- sxngkz product is the
undesirable substltut;on,_.ef.iegtg.,..-glﬂ__,.*A‘.pmd.ugt whose price is stabilized 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. siabilization. policy extends over a broader product range.. .. Moreover,
such comprehen81ve stabilization policy could be used for inducing the shifts that

are needed. Changes in relative support prices have been used successfully in
influencing the comp031tlon of output of annual crops in a number of countries -

e.g., the Unlted States, United Kingdom, EEC, Argentina, and Egypt. A major shift

in resource use was achieved in Bragzil in the mid-1960s, away from coffee into other
activities, essentlally by changing sharply the relationship between the support

prices of different crops. Colombia has been applying over a long period'a
consistent coffee price-support policy which has prevented over-production and at the
same time promoted other activities in the coffee-producing areas. ; :
23. Shifts of resources within countries may have international repercussions and

may call for international co-ordination. For any one country, moving resources from
a product which is in surplus to another which is not constitutes dlver31f1catlon.
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 multl—oommodlty stock would be able to discourage such developments by
appropriate changes in relative prices of different products. = = =

2/ For example, on the supply side it might be difficult to stabilize the
price of rice while jute prices continue to fluctuate widely, sincé both compete for
the same factors of production. The situation.is similar in the case of grains
and cotton, or rubber and oil palm. On the demand side, stabilization of -the price
of copper is made easier by the de facto stabilized price of aluminium, whieh is its
major substitute, and the competltlve position of copper, whlch has shown wide prlce
fluctuations, should therefore improve with stablllzatlon.’
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Chapter IV
OPERATIONS 10/

A Prices

24. Initial determination of the stock's buying and selling prices is a major
operational issue. Views differ as to what represents a fair price, and also as to
what would be the long-run equilibrium price for a particular 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 costs. Furthermore, as recent experience has
shown, past prices may have been accompanied by under-investment, resulting in
subsequent sharp price increases. Conversely, in industries with declining costs,
maintenance of past prices may lead to over-production. In many primary 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 to the
international stock. A factor of significance is whether the producers are likely to
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 inputs 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
take account of these changes.

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

10/ TFor a more extensive discussion see UNCTAD, op.cit. and IBRD/IMF, op.cit.
Considerable 1literature 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 Cocoa
Agreement. A thorough treatment of the operations of a stabilization system is
contained in a series of writings by L. St. Claire Crondona, of which the latest is
a A Built—-In Basic Economy Stabilizer, the Economic Research Council, (London), 1972,

l;/ An alternative to changing the price for all purchases is for the stocking
system to pay reduced prices for each quantity beyond an initially agreed limit
(Grondona, op.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). Further analysis is
needed of appropriate intervention rules and their likely effects.
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B. Adjﬁstment mechanisms

155 Supply controls

28, In serious and persistent surplus situations there may be no feasible

reduction in price capable of arresting the excessive flow of sales to the stock,. -
and 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 difficult
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 an 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 quotas. They
would also avoid another major disadvantage of export quotas, hamely, their tendency
to freeze 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 of
quotas in the light of countries' current production. These provisions have been
applied, and there has been a shift in the international 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 formula that allows for any
significant changes in national production levels.

s Diversification

29. Export quotas are an effective stand-by device for emergencies, but they cannot
solve the problem of 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 sums required are considerable. One possible
source of finance is income generated in commodity production and trade, especially
in periods of high prices. Close 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 solution 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 into account ... the differences between the wealth of individual
producing countries ... and that there is a case for self-help between the
producers. (There could be) a plan for governments 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 fund would also help to
diversify employment in areas where mining proved surplus. (There were raised
very practical objections — the objection of governments to local levies being
used for action elsewhere, the difficulties, especially in Bolivia, of finding
anything in the mining areas into which to diversify redundant labour, the
problem of deciding when capacity would be sterilized - but (it is
regrettable) that this suggestion ... has not gone further'. ;g/

12/ Fox, op.cit., pp. 266-7.
Qp.c1t
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"Po provide an incentive for the adoption of a rational policy in relation to
both production and stocks, & 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'’. l}/

30. The use for diversification projects of part of the proceeds from exports when
‘world prices are high would achieve the objective of structural 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. Superimposed on the long
cycles are sharp short-term fluc¢tuations 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 cycle 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 avoid prolonged periods of
depressed. prices and earnings. If tax proceeds are used for finaneing diversification,
there will be additional income generated by the factors of production released. The
incentives provided by the operations of an international stock can be used to
stimulate such desirable shifts in resources and to promote the internal mobilization
of resources in the 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 2
experience of the Fund's operation.

(G 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 guarantees of both prices and quantities to the developing countries
exporting essential foodstuffs, in order to 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
food-importing countries, however, the risk would be reduced. Financial assistance
by high income countries would also be most helpful. Such operations would contribute
to economic co~operation among the developing countries.

li/ International Coffee Organization, Working Group on the Negotiation of a
New Agreement, Issues Paper, EB'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 stocks, since it could lead to increased market instability 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 instability in the exporting
countries or even insufficient supplies to meet the contract. The existence of
adequate stocks would resolve 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. lﬂ/ The mutually reinforcing action
of these two instruments could be expected to lead to a faster expansion of trade 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 set 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.

%5, The International Cocoa Agreement is based on the first principle: the buffer
stock buys cocoa only from producing countries and at the floor price, lj/ 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 a combination of the two principles.

36, There are many technical issues concerning the application of either principle,
but the main issue is one of policy. WNational 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 achieve 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
yet been fully explored. 16/ A distinction should be made between working stocks,
commercial reserve stocks, and speculative stocks. The existence of public stocks

lé/ 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 purchases 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 to hold working stocks, i.e. those
at the production end needed to maintain a regular flow of shipments, those in
shipment, and those at the users' end needed to maintain the smooth flow of
processing and distribution. A public stocking system may be expected to bring
about a reduction of the 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 stock
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. ll/ For a public stocking system to be
able to alleviate the situation, however, it would have to be endowed with Tresources
sufficient to meet a possible unloading of private speculative stocks, concentrated
in a short period, and to discourage speculative buying on the upturn.

38. The operations of a public stock could increase market instability. 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 fluctuations of larger

amplitude than those which would have occurred if a public stock had never been on
operation. Market instability might also be worsened if the public stock is managed
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 conditions, work
together in generating market instability. More generally, the operations 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.

B. 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 being determined by the margin between the
buying and selling prices. l§/ A relatively wide margin will tend to increase
trading profits, but means that either the support price is too low or the ceiling
prices is too 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. 13/ In
the event, the tin buffer stock has been a financial success, partly because of a
rising price trend and partly because of skilful management. Price trends cannot be

17/ OECD, op.cit., p.29. The major speculative element is in futures contrachs
("paper stocks"). See also W.C. Labys, "Speculation and price instability on
international commedity futures markets" (TD/B/C.l/l?l).

18/ In 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.

12/ When prices rise the buffer 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 tc be always upwards, however, and even if the general price level continues
to rise, the price-of a particular commodity may be falling. Under these
circumstances, trading losses on a particular commodity in'a particular 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 operation a: a whole. Since the primary objective of the system is an
economic one ~ price stabilization - its profit target cannot be too ambitious, but
the system has to be financially 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 export levy be introduced on all
commodities included in the system, the proceeds of which would go tc a contingency
fund. A less satisfactory slternative 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.

. Multi-commodity versus single commodity stocks

41. Management of an international stock can be organized entirely on a commodi ty-by=—
commodity basis, as at present for tin and cocoa, or it can be entrusted, in some
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 exist 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 responsible
for the provision 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 individual commodities is not in existence. BSuch a
multi-commodity system would also have a number of long-term advantages, some of
which have already been alluded to:

(a) In approving recommendations f>r individual commodities concerning
support and ceiling prices, a multi-commodity organization would be
responsible for, and capable of, taking 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 assistance 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 Aprll 1942, published in Journal of Internatlonal Bconomics,
(1974), pp. 301-305, and unpublished subsequent documents.
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In the case of tree crops with long gestation periodd, the existing system
of 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 achieve stabilization. gl/ in
overall commodity organization of long life expectancy, responsible for
price policy guidelines, would be better able to provide more certainty;

A multi-commodity approach could make a significant contribution to 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 downsw1ng it would support effectlve demand and protect employment; __/

If a multi-commodity stock had tradlng functions, it would be 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

some commodities against sales of others, thus reduolng its net borrowing
requirement (see chapter V below);

Prospects for reaching agreed solutions in intergovernmental negotiations
would be enhanced by a multi-commodity approach, since the scope for
mutual concessions” and reciprocity would be muth greater than in dealing
with single-product schemes.

43.. Views will probably differ on the weight to be attached 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 multl—commodlty stocks and their
possible variants.”

21/ Bee International Coffee Organization, op.cit.

22/ This possible function of a multi-tommodity 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 reforn'; the need for a new approach, Banca d'Italia December 1973, and
"World Inflation and the Collapse of the International anetary System"
(Williamsburg, Virginia), June 1974). ;
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Chapter V
CAPITAL REQUIREMENTS

Al Relevant considerationsgi/

44. The main determinants of the amount of resources needed to establish a system of
international stocks are:

(i) the commodity coverage;
(i1) buying (support) prices;

(iii) the sensitivity of production and consumption to random factors, such as
the weather, and to fluctuations in economic activity; the magnitude and
 the frequency of such o currences and the amplitude of the fluctuations
‘they generate in the markets of the commodities cmncerned;

(iv) the aegree to which 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 demand and supply responses te changes in prices;

(vii) the degree to which export quotas and other measures of supply management
are expected to te used; extensive reliance ofi export quotas would reduce
the need for international stocks in periods of surpluses, but would
aggravate the shortage in periods of deficits;

(viii) the likely wmagnit-de nf absorptions into the international stock of private
speculative 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 resnurces for the system of international stocks.

45. Some of these factors are of a technical natare. 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 appropriate use of public funds. :

B An jllustrative estimate

46. Considerably more work, including consultations with experts, is needed to arrive
at quantitative estimates of the resources required for international stocks on
different policy assumptions. In the meantime, the UNCTAD secretariat has compiled an
illustrative estimate, based on suggested relationships between the volume of world
trade and the size of international stocks, on existing studies, and on prevailing
expert opinion.

B

23/ See UNCTAD, op.cit., paras. 204-208.
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47. Keynes had prepared-the-first estimate.for a group of commodities to be included
in an-ifitérnational  stock-scheme, based.on. the view that the minimum. stock level.
should correspond to three months of the anrual value of world trade in these
»oommoditiés,.gg/ Any stock/trade ratio selected would be influenced by past
experience of surplises and shortages. In a recent discussion, a reduced minimum of
_one and.a half months' trade has been mentioned; the tin buffer stock reflects this

stock/trade ratic, and for cocoas the stock level is between these two figures LY e
These ratios - one and .a half and three months' exports - have been used in annex I,
which also shows all wther available volume estimates of stock requirements, with
comments on the basis of estimation 26/.

48. Table 4 shows the estimated dollar cost of purchases on the assumption that the
quantities indicated would haVe been bought at average prices prevailing in the
five-year pericd 1970-1974. The aggregate amount for the 18 commodities is

$10.7 billion, of which $4.7 billion is accounted for by graing (wheat, cosrse grains,
and rice). The next largest amounts are for sugar, coffee and copper, totalling

$3.2 billion. The estimate for grains assumes a stock of 45 million tons (4 per cent
of world consumption), based on a recent FAO analysis gz/; international stocking
requirements would be lower if they were designed primarily to assure supplies for the
low income countries mostly in South Asia and Africa) and for other grain-importing
developing countries (e.g. some petroleum producers).

49. The following qualifications should be noted:

(a) The estimated volume requirements have been shown as a specific figure
rather than as a range, in order to simplify the presentation. Ranges are given
in amex 1 (TD/B/C.l/l66/Supp.1/Add.1). In-table 4, the lower end of the range
has been chosen for commodities where price fluctuations in the past have not
been very large or where adjustments in utilization of capacity can be made more
-easily (e.g., most metals). Particularly 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 statistics indicate.
Conversely, the estimates for sugar and wool may be on the high side.

‘(b)' Past prices have been used for estimating the purchase cost because any
price projection weuld have been controversial. Periode other than 1970-1974
"could have been used, but any period earlier than 1970 would not have been useful
in view of the distorting effects on all nominal values of international

24/ Op cit., p. 310. In later documentation it was emphasized that three
months! stock would probably be too low and six months' would be preferable.

25/ A. Maizels "A New International Strategy for Primary Commodities", a lecture
given to the Dag Hammarskjold Foundation, Uppsala. (to be published).

26/ In the case of sugar it was also possible to make a 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 operations.
(See amnex II). - : e :

.21/ FAO, World Food Security: "Draft Evaluation of World Cereals Stock
Situation" (CCP: GR74/11)5“Ju1y 1974, p. 14; "The World Food Problem. - Proposals .
for National and International Actien" B/CONF.65/4 (document of the World Food
Conference) p. 173. 5o : .
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Exchange;

a/

Bauxite and Alumina:

For 1974, January-September average.

dollars per metric ton.

b/

considered.

Y.
o

£/ - Tne computef value has been
between market prices and export

&/

.unit value of world exports;
Liberia, North Sea ports and unit value of exports from developing countries.

Iron Ore:

page 22
TABLE 4
International stocks; estimated purchase cost .
Purchased at
: Stock required Average prices in: o EROERARC Gogh,
Commodity il fy p . g t average prices in:
(Thousands of tons)!1970-1974% | 1972-19742 f&970_1974 1972-1974
: ; €3 mllllon)
Grains 45 000 $105 m,t.h/ 1 $132 g 4,725 5,940
Sugar 5 500 9.9 cts/lb 13.75 cts/1b 1,200 1,665
Coffee 15 000 _/ 55.4 cts/1b | 60.6 cts/lb 1,097 1,200
Cocoa 300 {51 cts/1b 64.7 cts/1b 337, 428
Tod ° 90 |51.1 cts/1b 52.6 cts/lb 101 104
Rubber 375 23,4 cts/lb | 27.7 cts/lb 193 229
Cotton 535 47.% cts/lb | 56.6 cts/lb 58T 668
Jute and 3
manufactures e 29.8 cbafib | 30.5 ote/ib 98~/ 109%?
Sisal e/ 114 119.4 cts/1b- | 27.5 cts/lb 3 46
Wool - 228 $2 215 m.t. $2 898 m.t. 505 661
Copper 557 69.3 cts/1b | 77.7 cts/lb 854 955
Tin 40 219.8 cts/1b| 257.8 cts/lb 194 227
Lead 240 17.2 eta/lb 20,9 ots/lb 91 107
Zine 425 29.2 cts/1b 39.5 cts/1b 273 370
Bauxite g/
(Al.content) 825 $56.5 m.t. $63.2 m.t. 47 52
Alumina : { ) '
(Al.content) 562 '$148.0 m.t. | $150.0 m.t. 83 85
Iron ore g/ 26 000 h _/ | $11.0 m.t. | $12.0 m.t. 286 512
" Totel : 10,673 13,149
Sources: Annex I for volume requlrements Prices: Wheat: US, No.2 Hard Red Winter;
Maize: Argentina cif United Kingdom; Sugar: New York, contract No.1l; Coffee: All
coffee ICO; Cocoa: Ghana, spot New York; Tea: all teas, London, Rubber: Singapore,
.No.l RSS; Cotton: Mexican, S.M.1-1/¥6"; Jute: Pakistan; S.gal: East African U.G.,
Wool: United Kingdom Dominion clean 50 S; Copper, Tin, Lead, Zinc: London Metal

average of

Prices are given in US cents per pound or

Averages of wheat and maize prices, which were almost identical in the periods

.The price of rice was more than double but the share of rice in the
aggregate grain stock is likely to be small.

¢/ Thousands of bags of. 60 kg (132 1b).

Based on stock/export value

See annex I for comments on
fibres and probably manufactures

stock requirements for hard flbres.
should also be included.

ratio of 0.125 in 2972 adJusted for price chaﬁges

Other hard

h/ Actual quantity may be smaller, depending on the stage of processing.

edjusted to take account of tﬁe 33 per cent difference
unit values recorded in 1970-1972.

Estimates subject to further investigation (see chapter III).
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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 ($13.1 million) whereas at 1970-1972 prices it would
probably have been one-fourth lower. To facilitate judgement concerning prices
used, annex III contains price series.fér each. commodity, both in current terms
(actual prices) and in constant 1973 terms.'g§/ In the case of sugar and zinc, -
the 1970-1974 average prices used in table 4 are clearly above the historical level
in real terms, and this is more frequently the case if 1972-1974 prices are used.
For some other commodities, (tea, coffee and jute), both the 1972-1974 and the
1970-1974 average prices are clearly below the past level in real terms.

(c) " For some commodities it is known that the prices used understate the likely
purchase cost. FOr¥ tea, where prices can be expected to respond significantly to
changes in volumé, it is likely that esch successive purchase would take place at

- higher prices thar the recent depressed.lével. For bauxite, prices are now ..

- increasing substantially above the past level, and this would affect the value of
the purchases.  On the other hand, the cost to the stock may be overstated to the
exterit that market quotations (which are the basis of most prices used in table 4)
are higher than prices actually obtained for all qualities on the average. This
difference may be important for coffee, and alsc in some other cases 22/.

(d).‘The tétal'pﬁrchése cost for all commodities is a gross figure, for three
" reasons: : e ’

‘"t:‘(i); Conceptually, the estimates for-each commodity represent the .maximum
gtock which may be accumulated; in practice, stocks will vary between zero
and the maximum; e ‘ :

(ii) If a multi-commodity stock 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 that
most commodity prices will move together, with consequently little offset.
During 1963-1972, commodity prices were moving in opposite directions in most

.years (usually between one-third and two-fifths in one direction and the rest
in the other), but in 1973 they all moved together. If. eyclical movements in
the world economy prove in the future to be stronger than in the past two

; decades;wthe offsetting action will be weaker. . 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 substantially below

" the gross commitment needs; : :

(iii) If the stocking system is successful in reducing the amplitude of price
 fluctuations it is likely to result in & gradual dampening of output
‘fluctuations as well. This should work in the direction of reducing capital
requirements. At the same time, however, the volume of eutput, consumption
and trade will be expanding in absolute terms, which would necessitate
“carrying a growing volume of stocks. Only the future can tell what would be
the net effect on stocking needs of reduced percentage variations around a
rising trend. ;

28/ Current prices were deflated by the United Nations index of prices of
exported manufactured goods from industrialized countries.:

22/ For a group of 14 commodities, market quotations were on average 8 per cent
above export unit values during 1967-1972. The margin reflects other factors besides
quality differentials.
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e Chaptex VI

SUGGESTIONS FOR FURTHER WORK

50, Four areas of future work are suggested:
(a) Selection of commodities, size of stocks and price ranges;
(b) Storage costs and location of stocks;
(¢) Operating principles and rules of intervention; and

(d) Institutional questions.

51. It is proposed that further work 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 simul taneously.
First, an investigation could be made by the UNCTAD secretariat of the factors
influencing, for each commodity, the stocking needs, and the feasibility of stocking
operations in complex cases (e.g., oilseeds and vegetable 0ils); the work would be
done in co—operation with other international bodies., Secondly, the secretariat
proposes to consult with governments in order to obtain their reactions to the
suggested scope nf operatisns of an international stocking system, including the
questions of commodity composition and price ranges.

52, Work on storage costs and the location of stocks could perhaps be undertaken

best in two phases. The first phase would consist of fact—-finding (see chapter III
above), and the second would be concerned with the appropriate location of stocks.
Since national administrations, including marketing, port and railway authorities,

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

53. Work on operating principles and rules of intervention of the stocking system
could focus 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. Seccondly, and assisted by censultants as necessary, it could
analyse the experience of national and regional price stabilization systems in
selected industrialized and primary-producing countries having long experience of
such systems. The analysis would focus on the objectives of intervention, the
techniques applied, auxiliary mechanisms and their effectiveness, with a view to
deriving necessary guidance for the operations of an international system. The
co-operation of governments in providing the secretariat with all possible assistance
would be necessary.

54. Institutional questions on which further work is needed are of three kinds:

the relationship between the international stock and national policies, particularly
national stocking policies; the merits of g multi-commodity stocking system as against
those of individual commodity schemes; and the financing of schemes. All three groups
of issues call for consultation with governments.
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Annex 1
INTERNATIONAL COMMODITY STOCKS: ESTIMATED VOLUME REQUIREMENTS

Commodity Volume of world exports Stock requirement é/ with

1972-1973 a/ a stock/trade ratio of:
(annual average) 0.125 b/ 0.25 ¢/

18 000

Grains
(wheat, rice
and coarse grains)

144 000 4/ 36 000

22 200

2 11> 5 550

Other estimates and comments

45 - 50 millions tons estimated by the
FAO Secretariat as the needed reserve
stock ("World Food Security: Draft
Evalvation of World Cereals Stock
Situaticn," CCP: GR 74/11,

July 1974, p:14 and "The Worid Food
Problem Proposals for National and
International Action," August 1974
p.173). (B/CONF,65/4), A smaller
- international  stock would be needed

if it was designed primarily to assure
supplies for the low-income countries

(particularly in South Asia and Africa)

-suffering from crop fluctuations and
for other food-iwporting developing
countries (e.g. some petroleum-

producing countries). Close co-operation

would be needed between such an

international stock and national graingstocks

The 1968 International Sugar Agreement
required the exporting countries to
maintain stocks at a level of 10-15
per cent of exporte., This would be
now considered inadequate in the

light of production fluctuations

in recent- years and the changing
position of some major producers.
Preliminary results. of a quantitative

analysis suggest that at a stock level
of 6.1 million tons the supply-demand gap

could be kept within 2 per cent of the

trend (1.6 million tons), while at a

level of 2.4 million tons the gap
~would widen to 5 per cent of the trend
" (4 million tons). See Annex II below.
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Coffee

Cocoa

Tea

Rubber

59 000 &/

1190

fikl

2 994

7 500 a/

150

89

375

15 000 &/ 80 per cent of world exports, are

300

178

750

18 producing countries, accounting for

reported to have agreed that a buffer
stock scheme of 16 million bags (18
million if all exporters were

included) would be necessary in 1974-1975.
(George Gordon Paton, Complete Coffee
Coverage, 27 September, 1974). In

large part, the buffer stock would

absorb existing national reserve stocks
in the producing countries.

The International Cocoa Agreement provides
for a buffer stock of 250,000 tons. It
envisages the possibility that surpluses
may exceed thig amount in particular
years, and there is a provision for

sales for non-traditional uses of
quantities in excess of the stock,

A reported possible action by producers
to strengthen the market seems to
contemplate a relatively small reduction
of supply. The estimated values of the
price elasticity of demand are low,
ranging from -0.05 to -0.39, indicating
that considerable trice effects could be
achieved, at least initially, by a
moderate withholding action. (See "Survey
of Commodity Demand and Supply
Elasticities," UNCTAD Secretariat
Research memorandum No. 98,

March 1974.

Commercial stocks at the end of 1973

(1.4 million tons) were equivalent to

46 per cent of consumption. Aggregate
stocks i,e. including the stocks of the
US General Services Administration,

have declined steadily, from 118 per cent
of consumption in 1953 to 51 per cent

in 1973,

2 aged
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Cotbon

Juté and .
manufactures

Sisal

4 279

§762

million a/

443

505

$95
million g/

57

1 070

$190
million a/

114

‘Commercial stocks at the end of 1973

(4.8 million tons) were equivalent to

45 per cent of world consumption, but
requirements of the textile industry
for working stocks are reported to be
considerable, lmplylng that the

reserve stocks are low. The issue of

a cotton buffer stock was last raised

at the 1972 meeting of the International
Cotton Advisory Committee. (See Edouard
Senn, "Note on the Stabilization of

' Cotton Prices" September 1972, Managua

Nicaragua.)

During 1ntergovernmenta1 discussions in

the late 1960s within the Consultative

Committee on Jute, Kenaf and Allied
Fibres, FAO estimated stockholding
requirements for stabilization
purposes at 1,850,000 bales (333,000

tons), valued at %74 million. (See

FAC "Issues Relating to an

International Buffer Stock Policy for

Raw Jute," CCP: JU/CC 68/7, June 6, 1968.)
At 1970-1974 world prices this would be
equivalent to $91 million, allowing for
lower valuation of the kenaf part of the

stoek.

Other hard fibres, and probably also
manufactures, should also be included.
See, however, FAO, "Information

Paper on a Possible Formal
International Agre=ement for Sisal and
Henequen," CCP: HF. 73/23, July, 1973 ,
stating that "the exporting countries (have)
specifically excluded the possibility of
setting up a single internmational buffer
stock" para. 25,
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T X3y

t*pvv/t;ddnsfg9171*a/a/am



Wool

Copper

Tin

Bauxite
(A1. content)

Alumina
(Al. content)

Iron ore

913

4 460

209

6 576

4 502

206 000

114

557

26

825

562

26 000

228

1 1315

52

1 650

1 125

51 000

Two major exporting countries
(Australia and New Zealand)

have frequently held large stocks.
Close co~ordination between national
stocks and an internmational stock
appears necessary.:

An expert estimate -of the requisite

size of a buffer stock, if established,
is 500,000 tons. A draft- simulation,
prepared in 1969, indicated a range of
between 465,000 tons and 1,100,000 tons,
depending cn the width of the price range
and on price elasticity of demand.

The International Tin Agreement provides
for contributions by producing countries
to finance a buffer stock of 20,000 tons.
In addition, there are voluntary
contributions by importing countries
amounting to £1,9 million, and the buffer
stock can borrow £8 million, equivalent
to 4,000 tons at September 1974 prices.
It is generally considered that the
present buffer stock is too small. A
figure of 40 - 45,000 tons has been

“ suggested. (cited by Fox, op. cit.

p.274).

Estimate subject to further investigation.
The United States alone held more than 4
million tons (close to 17 million tons
gross weight) during the late 1960s.

Estimate subject to further investigation.

7 afed
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Lead

Zinc

Sources:

e g

1 914 240 ! 480 Reported existing national stocks
appear to be very low.

3 404 425 850 Reported existing national stocks
appear to be very low..

See table 1,

Thousands of tons, except for coffee (thousands of bags of 60 kg) and jute
and manufactures (§ million).

i.e. stocks equivalent to one and a half months of the average annual
world trade in 1972-1973.

i.e. stocks equivalent to three months of the average annual value of
world trade in 1972-1973.

Average for crop years 1972/73 and 1973/74 (preliminary data).
Estimate for 1972.
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Annex IT

Preliminary assessment of capital requirements for a
buffer stock for sugar over the period 1953-1973

Lo The purpose of this annex is to determine a broad order of magnitude of  the
capitell which would have been needed for operating a buffer stock for sugar over the
period 1953-1973, had one been in existence, by making a rough simulation of the
hypothetical operations of such a buffer stock. :

2 At this stage, and in the time available, it seemed neither advisable nor possible
to take into consideration the sophisticated mechanism of price féormation in the sugar
market. Together with a number of other simplifying assumptions, . this limitation
restricts the significance of the estimates (see further below). :

3. Simplicity has also been an important consideration in defining the "management
rules" of the buffer stock, the main objective of which is assumed to be maintaining
the gap between "apparent availability" (production plus releases from, or minus
additions, to the buffer stock) and consumption within limits expressed as a
percentage of the trend value of production/consumption. :

Production and consumption trends

4. World production and consumption of sugar, excluding China, are shown in

Table I. Linear trends have been fitted to each of these two series. The two %rends
are almost parallel, but for any given year the trend figure of production is about
1,300 thousand metric tons higher than the trend figure for consumption.

B4 Since there has not been continuous stock accumulation over the whole period,

it is likely that this persistent difference is attributable to some systematic bias
(on account of, for example, losses in transportation and in processing not reported
and time-lags between production and consumption). In order to obtain a set of
consistent figures, an "adjusted" series for actual consumption has been computed by
adding 1,327 thousand tons to the recorded consumption for each year, thus making the
trends for (adjusted) consumption and for production identical.

Tke acceptable gap between apparent availe bility and consumpion and
the desired level of intervention of the buffer stock

6. Column 5 of table I shows the gap between production and adjusted consumption

for each year. As stated abcve, it is assumed that the buffer stock wishes to maintain
the gap between "apparent availability" (production plus releases from, or minus
additions to, the buffer stock) and consumption within a specified percentage of the
“rend value of production/consumption.

s This "acceptable gap" is shown in column 1 of table II on the basis of a
5 per cent relationship to the trend value (i.e. for each year, the figure in column 1
equals 5 per cent of the trend value of production shown in column 2 of tablg I).

8. An important assumption is that the operations of the buffer stock do not have

any impact on production and consumption levels. In other words, production and
consumption do not change as a result of the activities of the buffer stock. Clearly,
such a simplifying assumption limits the scope of the present exercise, as is discussed
in more detail below. It implies that:



; TABIE I
World—/productlon and consumptlon of sugar 1953—1973

(Thousands of tons)

Gap between actual.

“ Gap as

- Productlon Consumption production - |a percentage
" Year 2 s : » ; -/ and adjusted | .of trend
~ Actual: . Trend—/ " Actual ' AdJusted © consumption : | ~ figure
(1) - (3) - (4)=03)+1 327 (5)=(1)-(4) - (6) (5)»(2)
7 1955 ¢ 36 292 35 287 35 000 . 36 327 - 35 O~10
1954 36 680 37-282 36 885 38 212 -1 532 £.11
P e I8 38 208 39:277 “37 861 39 188 - - 980 2fsb
> 1956 . 1- " 39 410 2271 = Fle 40881 42 208 -2 798 6.78
AGET 1 AR 128 T 43065 7 - Ll 4 K1 n 42 858 - . 1+ & 270 0.6
1958 = Ll 46 3G, ¢ 45,859 -« . af. MO0 = T 46 ATY w - #9953 2.06
- % 18597, 48 531 47854 . A5 628 < . v 46 955 - +1 576 3.34
« 1960 <t 51 039 49248 - A 90 a9 Y +2°119 4,30 -
1961 .. 53 514 51 242 - Lol 249 - P RN + 958 1,83
1962 ‘.1 =0 180 . 53:237 - . 51 676 s B0 R R 530
1963 .- 4 50 784 55,231 | . 38 819 54 306, - = - =3.522 - 6.38
1964 - 58 213 21:.225 e - 54 915 ™ +3 300 S 19
. 1965 62 665 . 59 220 57 280 56 607 > . +4 Q56 6 »85
1966 61 644 61:214 30 . - AL E +1 167 +91
1967 63 805 63 208 60 9%8 ~ 3 62 269 +1 540 2 44A
1968 64 144 - 65 .203 64 124 65 451 -1. 307" 2.00-
1969 . 66-987 - 67 :197 66 301 6T 628 - 641 _ ,95
1970~ - 65979~ 69 :191 <+ 69 112 438 -~ 460 - 0;66
1971 - 70924 11:185 - 70 801 T2 128 7 ° -1 204 1,69
71972 12613 5 180 . 72 462 T fo8 = - -1 176 ; 1,61
1973 T4 795 2 ATs . 12 898 74225 . . o R 0:1%#

‘af Excluding China

b/ Linear trend . , = g .
9/ For justification a&d methods of adjustment, see the text of fhis annex, paras. 4:and-‘5.

- Source:

il

Internstional Sdgar Organization, Statistical Bulletin

FComm ¥
O
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- the buffer stock manager wishes to intervene on the market only when the
gap between production and adjusted consumption (as shown in table I,
column 5) is larger in absolute terms than the acceptable gap (table II,
column 1, on the 5 per cent assumption, and column 6, on the 2 per cent
assumption).

- when the buffer stock menager intervenes, he does so only to the extent
necessary to ensure that the gap between apparent availability and adjusted
consumption is reduced to the "acceptable level".

9. Given these assumptions, it is possible to compute the desired mimimum level of
intervention of the buffer stock, although the actual level of intervention may differ,
since he will also take into account the existing stock. On the alternative of an
acceptable gap equal to 5 per cent of the trend, the gap between production and
adjusted consumption (table I, column 5) for 1953, 1954 and 1955 is smaller than the
acceptable gap for each of these three years. Consequently, the minimum level of
intervention for these three years (table II, column 2) is zero. In 1956, the gap
between production and consumption is -2,798 thousand tons, while the maximum
acceptable gap between apparent availability and consumption is 2,064 thousand tons.
Consequently, the stock manager would release 734 thousand tons (2,798—2,064) in order
to reduce the gap between apparent availability (39,410 + 734 = 40,144) and adjusted
consumption (42,208) to the acceptable level.

10. He would operate in a similar manner in 211 subsequent years.

The desirable initial stock level and the stock range

11. In this exercise, it has been postulated that the stock manager, irrespective of
his current interventions on the market, wishes to maintain stocks within a certain
range in order to be able to fulfil his obligations in times of excess demand. This
range is assumed to be between 80 per cent and 100 per cent of the maximum balance of
commitments to release stock (i.e. of the algebraic cumulation of deliveries and
purchases) over any continuous sub-period of the period under review, For practical
purposes, only continuous sub-periods during which market conditions would lead the
stock manager either to release sugar or not to intervene, but not to purchase sugar,
have been considered.

12, Considering once more the alternative of an acceptsble gap equal to 5 per cent of
the trend value, the minimum level of intervention is zero in 1953, 1954 and 1955,
while 734 thousand tons should be released in 1956 (table I, column 2) and no
intervention is required from 1957 to 1961. 1In 1962 161 thousand tons should be
released and in the next year 760 thousand tons, In 1964 market conditions would
require the buffer stock to purchase sugar. Consequently, in order to meet its
obligations in times of excess demand, the management of the buffer stock would need
to have available 734 + 161 + 760 = 1,655 thousand tons at the beginning of the
sub-period 1956-1963 (table II, column 3). On this basis, it is assumed that the
desired range of the stock level is from 1,324 to 1,655 thousand tons (1,655 being
100 per cent of commitments and 1,324 being 80 per cent of commitments).



TABIE II S d ;

Sugar buffer stock operations on alternative assumptions concerning the acceptable gap between supply and demandii/ ’

(thousands of tons) :

7 e8ed

T xeuuy

I'pﬁv/ 1+ddn§/1*0/a/ai

Year Acceptable gap equals 5 per cent of the trend figure . Acceptable gap equals 2 per cent of the trend figure
T = 3
Size of : ‘. Minimum ' Cumulative i Stock End-year Size of” - Minimum ' Cumulative ' Stock End-year
acceptable | ‘level of ! minimum interventions stock acceptable” |7 level of minimum interventions | stock
! gap i intervention intervention E/E/ level gap : intervention intervention | E/g/ ) level
i 1 o/ . i in periods of E = b/ ; ‘ in periods of | :
continuous g i continuous
releases 3 ; 5 releases r
(1) (2) (3) (4) (5) (6) o (8) (9) (10)

1953 1 764 0 0 1 490 706 0 i : : 3 596
1954 1 864 0 0 1 490 746 - 786 786 ~ 786 2 810
1955 1 964 (6} (0] 1 490 786 - 194 980 - 194 2 616
1956 2 064 - 134 734 - Y734 156 825 =RLASTD { 2:955 < LoTs 643
195 2 163 | 0 T34 + 568 1 324 865 0 4+ 1 135 1778
1958 2 263 i 0 734 0 1 524 905 . 28 + 1 418 3 196
1959 2 363 l 0 734 0 1 324 945" + 631 + 631 3 827
1960 2 462 i 0 134 0 1 324 285 +1 134 + 1134 4 961
1961 2 562 : 0 734 0 1 324 1.025 0 - 87 - -4 874
1962 2 662 t - 161 895 - 16 1 163 1 065 -1 578 1 578 - 1578 3 296
1963 2 762 i 760 1 655 - 716 403 1105 -2417 5395 -2 417 879
1964 2 86l i + 439 + 921 1 324 1. 8% vt st #2155 3 034
1965 2 961 ! + 1.095 + 1 095 2419 1 184 + 2 872 + 2 872 5 906
1966 3 061 ‘ 0 = TER 1 655 100K 0 = 57 5 849
1967 3 16D I 0 o 1 655 1 264 3. 276 + 276 6 125
1968 3 260 | 0 0 1 655 1 304 = 3 ) =2 150 3995
1969 3 360 0 0 1 655 1 344 0 0 3993
1970 3 460 1 0 0 1655 1 284 0 0 299
1971 3 560 I 0 0 1 655 1 424 0 0 3 995
1972 3 659 0 T 1 655 1 464 0 0 3 995
1973 5 159 0 0 1 655 1 503 0 Y 3 995
(a) i.e., between apparent availability and adjusted consumption (see text, para. 6).
(b) + equals purchases; - equals sales. See paragraph 8 for the concept of minimum intervention.

(¢) Desired range of stocks: 1 324 -1 655." :

(d) Desired range of stocks: 3 196 - 3 995.
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13. On the alternative of an acceptable gap between apparent aveilability and »
consumption of 2 per cent of the trend value, three sub-periods can be observed during
which market conditions would require the stock to purchase sugar: 1954~1956
(inclusive), 19621963 and 1968. The cumulated amounts of deliveries (table II,
column 8) are respectively 2,953, 3,995 and 3 thousand tons. The largest of these
three figures being 3,995, it is assumed thet the desired range of stock level is

from 3,196 to 3,995 thousand tons (3,995 raing 100 per cent of commitments and

3,196 being 80 per cent of commi tments ).

14. Since the purpose of this exercise is to determine the capital requirements of
a buffer stock that is currently functioning, it has been assumed that the initial
level of the stock is the arithmetic mean of the two extremes of the desired range:
1,324 + 1,655 = 1,490 thousand tons, when the acceptable gap between apparent

2 : ' availability and consumption is equal to 5 per cent of the
trend value, and 3,196 + 3,995 = 3,596 thousand tons, when the acceptable level of

2
this gap is equal to 2 per cent of the trend value.
Actual stock interventions and stock level

15. So far, only desired stocks. and "minimum" levels of intervention have been
congidered. The next step is, on the basis of these -desired levels, of market
conditions and of the guantity of suger available in the stock, to determine the
actual operations of the stock.

16.. To this ehd, it is assumed that the management rules of the stock are as folldws:

— When the level of the stock is within the desired range, the actual level
of intervention is equal to the desired level, unless the buffer stock
manager is prevented from releasing the whole of the desired quantity
because of exhaustion of the stock.

- Whehythe level of the stock is outside the desired range, the management of
the buffer stock operates in order:

(a) firs%, to maintain the gap between apparent availability and consumptioﬁ>
within the acceptable limits,.as far as possible; and

‘ (b) second, within these limits, to increase or decrease, as the case may be,
the level of stocks up to the point where it is brought back within the desired range.

17. Taking an acceptable gap between supply and demand equal to 2 per cent of the
trend value of production/consumption as an example:

(a) In 1953, the stock level is assumed to be 3,596 thousand tons (the middle
of the desired range) and the minimum level of intervention is zero. The buffer
stock netther purchases nor sells, so that the level of the stock at the beginning »f
1954 remains unchanged. In 1954, merket imbalance necessitates a release from stock
of at least 786 thousand tons (table II, column 7). Consequently, at the end of
1954/beginning of 1955, the stock level is equal to 2,810 thousand tons (3,596 - 786).
Thus it falle below the desired range, but market conditions, far from permitting a
replenishment of the stock, call for a new releesse of 194 thousand tons, reducing the
stock to a level of 2,616 thousand tons 2t the beginning of 1956. During 1956,
market conditions call for a new release of 1,973 thousand tons, following whieh
the stock falls to a level of 643 thousand tons.
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(b) In 1957, market conditions do not require intervention by the buffer stock.
However, the level of stocxs being far below the desired range, the stock's management_/
purchases 1,135 thousand tons, i.e. the maximum possible within the acceptable limits.
However, after this purchase, the stock level is only 1,778 thousand tons, and s
consequently remains outside the desired’ range. In 1958 market conditions require s
purchase of 28 thousand tons only. However, in order to increase the stock up to the
desired level, the management purchases 1,418 thousand tons, which it can do without _/
the gap between apparent availability and consumption becoming larger than acceptable.
Following this purchase, the stock reaches a level of 3,196 thousand tons, and is once

again within the desired range.

(¢) A period of excess supply follows (1959-1960) during which the stock manager
has to purchase sugar in order to maintain the gap between apparent availability and
consumption within acceptable limits. Through these purchases, the stock increases to
4,874 thousand tons by the end of 1960, which is above the desired range. In 1961,
the management releases 87 thousand tons, although market conditions do not impose such
a release, in order to lower the stock level.

(d) Actual stock interventions and the stock level are determined year by year
until 1973 on the same principle.

Capital needs and current expehses of the buffer stock

18. Price series are necessary in order to derive the capital needs of the buffer
stock from the figures shown in table II. As mentioned above, the interventions of

the buffer stock would in fact have modified the prices which actually prevailed over
the period, but in the time available it has not been possible to take 1nto account the
sophisticated mechanlsm of price formation in the sugar market

L9, However, a rough assessment of the order of magnitude of the capital required to
operate such a buffer stock can be derived from the stock figures in table II on the
basis of prices which were actually observed during the period under review. Two such
assessments are shown in table IIT below. They have been obtained by valuing the
maximum level of stock by the average price for sugar observed during the period
197C-1974 on the one hand and during the period 1972-1974 on the other hand. In
addition, the range of capital required corresponding to the desired range of stock

is also shown, since it is desirable to distinguish between two concepts of the capital
required:

- the average capltal requirement for the de31red level (range) of stock. Most
of this capital would normally be tied up in the stock of sugar, and hence some long-
term financing (shares, capital endowment, longhterm loans) would be required; and

af Apparent availability: 43,128 - 1,135 = 41,993
Consumption (adjusted): 42, 858. Hance gap = 865. : ?
Acceptable gap (table 1L, column 6) = 865 (A11 figures in thousand tons)

Q/ Apparent availability: ‘B6s510 ~ 1 418 =NAANEY 2.
Consumption (adjusted):  45,377. Hénce gap = 485. i
Acceptable gap. (table II, coiumn 6) = 905 (All figures in thousand tons)
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TABLE ITT

Capital requirements for a sugar stock
~ under various assumptions

Acceptable gap = 5% Accepfable gap = 2%‘
of trernd values of trend values
Maximﬁm*level of stock : : '
(Thousend tons) S 6 125
Corresponding financial
requirement - mln. US$
- &t 9.9 cts/ibﬁ/ 528 1 336
b/
- at 13.75 cts/1 733 , 1 857 p
Desired range of stock
(Thousand tons) 1 324-1 655 3 196-3 995
Correspezding’ financisl
rreguirenent--cnln, US$
- 8t 9.9 etaf1vd 289-361 : 698-872
= ah 135 e fine 401-502 969-1 211

g/ Average price over the perioc 1970-1974.
y/ Average price over the period 1972-1974.

-~ the maximum capital requirement, corresponding to the maximum level of the
stock during the period under review.. The management of the stock would need to have
this amount of sugar available only in exceptional circumstances, and the corresponding
additional capital could be raised on a short-—term basis (credit line).

Limitations of the exercise and scope for further studies

20. As already indicated, price effects have not been analysed in this exercise., The
problem here is not to determine long-run equilibrium prices (which can be done by
using long-term price elasticities and by assuming that prices clear the market) but
rather to estimate price movements from one period to another. An adiitional difficulty
is likely to be that behavioural relationships of price formation in the short run often
inclvde the level of accumulated stock as a major explanatory variable. Will the
psychologicel impact of a certain amount of the commodity held in stock be the same if
stocks are private, national, or international? This is a question which is difficult
to answer on the basis of historical experience, although some indication can be
obtained from an analysis of the functioning of the International Tin Agreement.
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21. The analysis made above has considered the hypothetical impact of a stock

assumed to have existed in the past. In order to be able to assess the effects of

a possible stock operating in the future, much further work will be required. In
particular, it will be necessary to investigate how far merket fluctuations are due to
lags in supply/demand responses to prices on the one hand and random factors on the
other hand. Further work also appears necessary for establishing the stochastic
characteristics of these random factors. In addition, research is required in order
to derive the optimal operating principles and rules of management of the buffer
stock, starting from the objectives of the stock and from the economic and technical
constraints under which it will have to operate.



TD/8/C.1/166/Supp.1/Add.1
Annex IIT

page 1

Annex ITI

COMMODITY PRICES 1953-1974 IN CURRENT TERMS
AND TN CONSTANT 1973 DOLLARS

Notes to the tables

1, The attached tables show monthly average dollar prices of wheat, maize, rice,
sugar, coffee, cocoa, tea, cotton, jute, wool, sisal, rubber, copper, lead, zinc,
groundnuts, copra, palm oil, and coconut oil for each of the years 1953-1974. (For
1974, January-September). Prices are taken from UNCTAD, Monthly Commodity Price
Bulletin. A description of each series is given in the appendix to this annex.

2. Table A shows actual market prices. In table B these prices are deflated by the
United Nations index of prices of exported manufactured goods from 11 developed market

economy countries, rebased on 1973, in order to obtain prices in terms of constant
1973 dollars. a/

a/ The original base of the index is 1963. (See, for example, the
September 1974 issue of the source of the indices - United Nations, Monthly Bulletin
of Statistics, special table B). The index for 1974 (14 per cent increase over 1973)
is a projection taken from IBRD, "Price Forecasts for Major Primary Commodities",
19 June 1974 page 27 (index of international prices). For the full run of the series
used, on both the 1963 and the 1973 base, see the appendix to this annex.
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Table A
Commodity Prices 1953-1974 in Current Terms
| weEAT | MAIZE | RICE suar| comes| cocoa| =
$/60 1bs| cts/1b | cts/Ib| cts/1b| cts/ib | cts/lb| cts/1b
1955 . 1 2,01 | (3.18) ] (8.59) ] 3.41 | 36,90 | 37.d0 | 51,27
"1854 T.91 | 3.2z 7.76 3.26 | 71.55 | 57.80 | 73.94
1955 1.82 | 3.67 6.40 3,241 56,36, | W50 7122
1956 170 | 3:6% | 626 3.48 | 5433 | 27.30 | 67.60
1957 1,70 | 3.36 | 6.31 5,25 | 54.02 | 30.60 | 62,10
1958 1,70 | 2.63 6.71 3.50 | 48,17 | 44.30 | 64.40
G J68 ] Al 6.03 2.97 | 38.40 | 36.60 | 63.50
1960 167 | 210 5.81 3.30 | 33,80 | 2.0 | 64,93
1961 1.69 | 2.67 6.20 2.91. 1 31.87 22,60 61.61
1962 .72 | 2.0 6.93 2,98 | 31.09 | 21,00 | 62.31
1963 1.76 | 2.96 6.48 s 1 poaz P Esaa ] s
1964 184 | 2,98 6.2/ 5.87 | 43.51 | 23.43 | 59.53
1965 1.62 1 5.38 6,19 2,33 1 41,02 | 17.28 | s8.02
1966 LI | 3.8 7,48 1.86 | 39.61 | 24.43 | 56.70
1967 L79' | 2,96 | 8.61 1.99 37.22 29,07 6715
1968 S 9.11 198 13736 .1 b 3 e
1969 1.59 | 2.99 8.40 3.3 | 3871 | 4568 | 427
1979 1.49 .| 3.31 | 6.49 3.9 1 5092 | AT | 4557
A 1 ket e 5.91 4o52 | 44,66 | 26,77 | 47.82
972 ] 1,90 1 3.54 6.80 7.43 | 86,34 | 32.27 | 17.69
1973 3.75 | 6.48 | 14.25 9.60 | 62,16 | 64.35 | 48.02
197,28/ L85 | 8,38 .| 26,07 | 24.23 | 89,04 | 97.52 | 62,23
197595 ) 273 | 499 | 1m9c | 9.90 | s5.36 | s1.02 | sn.07
average _
197274 | 3,501 6,13 | 15.71 | 13,75 | 60.55. | 6471 | 52.85
average ' '

a/
= January-September average
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Table A (continued)

Commodity Prices 1953-1974 in Current Terms

CCTTON JUTE WOOL SISAL RUBBER COCPPER LEAD
cts/1b | cts/Kg | cts/1b | cts/1b| ects/1b | cts/1b | cts/1b

1953 |39.10 | 20.50 | 87.10 | 10.51 | 22.00 | 31.78 | 11.43
195, |38.89 | 24.20 | 89.81 | 9.65 | 22.00 | 31.07 | 12.04
1955  |37.16 - | 1970 | 8754 | 9.20 | 37.29 | 43.93 | 1.2
1956  |33.65 |o2s.20 | snao |oges b ster | anaz | 1.5
1957 33.58 23.20 96,62 8.13 28.99 27 4l 1208
958 l3sia | ansn | B8 | sl weazz | 248w | 90
1959 |28.36 | 25.30 | 73.93 | 10.18 | 33.07 { 29.72 | 8.85

1960 |29.69 | 43.90 | 82.10 | 11.58 | 35.39 | 30.74 | 9.02
1961 |30.49 ['31.90 | 80.74 | 10.26 | 27.27 | 28,69 | 8.03
1962 | 29.45 29.10 | 76.66 | 11.35 | 25.56 | 29.23 | "7.04
1963 29.29 | 27.20 | 92.99 | 17.36 | 23.65 | 29.27 | 7.93
1964 29.50 32,70 97.07 | 16.73 22,25 43.90 12,63
1965 |28.8s - | 3z.00 | azse {10007 | 22091 | 5850 | 14.39
1966 28,20 34,70 83,46 9.50 21.41 69.35 11,90
1967  |30.69 | 29.60 | 67.59 | 8.07 | 17.70 | 51.14 | 10.29
1968 |31.05 | 31.30 | 36.25 | 7.31 | 17.33 | 56.31 | 10.91
1969 | 28.51 | 29.60 58,20 | 7.80 | 22,79 | 66.52 | 13.15

1979 30,65 28,70 54445 6.89 18,50 64,19 13,80

1971 35.79 28.90 54497 Tol 15.35 49.06 11,48

1972 37.12 29,00 94,80 | 10,87 15.04 48456 13.69

1973 ; 61,69 30.00 165.45 | 23.90 | 31.10 80,78 19.46
a,

1978 71,07 32.40 139.68 | 47.67 36.97 [103.80 &le15

1970-74 | 47,26 29,80 101,87 19.41 23.39 69,23 17.24
average’ _

1972-74 | 56.63 3L 133,30 1 2028 2770 T Tk 20.3¢
averagﬁ

a/ .
= January-September average
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Table A (continued)
Commodity Prices 1953-1974 in Current Terms
ZINC GROUNDNUTS COPRA PAIM OIL COCONUT OIL
cts/1b cts/1b cts/1b cts/1b cts/1b

1953 9.39 713 i 10,01 7.76 15.67 |
195/, 9.78 7.30 8.89 8.62 13.76
1955 11.94 8.57 8,18 10.25 11.62
1956 32,82 9.70 8.04 11,61 12,01
1957 10. 20 9.20 7.82 11.52 Yo.41
1958 8.24 Tub? 9.20 10.34 14.33
1959 10.27 8.26 11,40 10,80 17.39
1960 11,72 8.95 9.15 10,18 14.17
1961 9.72 8.87 .07 10.36 11.49
1962 8.43 7.75 7.43 9.53 11.30
1963 9.59 7.82 8.33 9.90 12.85
1964, 15,74 8.48 8.82 10,61 13.45
1965 14.12 9.37 10,27 12,30 16.33
1966 12,75 8.48 8.41 10.59 14.15
1967 12.35 8.08 9.17 10,08 14,45
1968 11.91 7.53 10,60 - 7.64 17.52
1969 12,99 9.36 9.16 8.46 15,74
1970 13.43 10,34 10,10 LT 17.19
1971 14,04 11.53 8.62 11.89 15.99
1972 17,34 11.75 6.51 9.86 11.23
1973 38.36 18,13 15.58 17:05 22,67
19742 62.94 (26.41) 32.52 29,05 47.37
1970-74 29,18 15.63 14.67 15.92 22.89
average

1972-74 39.48 18.76 18,20 18.65 27.09
average

8/ January-September average
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Commodity Prices 1953-1974 in Constant 1973 Dollars

WHEAT | MAIZE RICE SUGAR | COFFEE CoCoA TEA CCTTON

$/60 1bs| cts/1b | cts/1b | cts/Ib | cts/lb | cts/1b | cts/1b | cts/1b

1953 3.58 5434 14,41 5.78 96,48 62,19 | 86,94 66,30
1954, 3.27 .| 5.52 13,30 559 122,66 99.09 | 126,75 66,67
1955 3.79 6.22 10.85 5.49 95.57 63.59 | 120,76 63.01
1956 2.79 6.03 10,23 574 89,22 .23 | 111,01 55426
1957 2,71 5¢35 10,04 8.36 85.99 48,71 98.85 53.45
1958 2.73 Le23 10579 P il 9 Ti.eh t 103,57 51,67
1959 2,70 L3 9.70 478 61.76 58.86 | 102,12 45,61
1950 2.66 L.30 9.25 5.C0 53.80 L8L2) ¢ A03.36 47,26
1951 2.61 L1 9.58 Lel9 49.22 34.91 95.16 47.09
1962 2.71 4¢1C 1C.92 | 4.70 48.99 | 33.09 98.19 Lbo 4l
1943 2,75 L.62 10,11 13.26 51,82 | 39,51 91,62 45.69
196/, 2.84 4.60 9.64 9.07 67.20 36,19 91.95 45,56
1965 2.45 482 9.38 3.23 62.13 26, %7 87.87 43,68
1966 2,52 L 11,01 2.74 52,29 35.95 83.45 150
1967 2.61 Iy 1 12,55 2.90 54,26 42,38 83,32 hiks Th
1963 2.49 Leok }a3.28 2.89 54,47 | 50,15 | 68.87 | 45.27
1969 2,25 Ledd 11,91 4,78 54.90 64.78 62.78 40,43
197¢ 1.99 Laid 8.65 £..99 67.36 45.56 66,09 4L0.87
1971 2,11 Lo 06 7.4 5.69 56.19 33,68 0,16 45,03
1972 22 4e12 7.92 8,65 58,60 3. 57 55,52 43,21
1973 3.75 6,48 1425 9.60 62,16 64.35 48,02 61.69
972" | 4.2 .34 | 2288 | W12 60,59 18547 | 5454} 62,29

a
= January-September average
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Table B (continued)
Commodity Prices 1953-1974 in Constant 1973 Dollars

JUTE WOOL SISAL | RUBBER | COPPER | LEAD ZINC

cts/1b | cts/1b |ets/Ib | cts/1b | cts/1b | cts/1b | cts/1b
1953 .96 1 Lo 1 182} 3730 3.89 | 19.38 | 15.92
1954 4,491 153,97 | 16,54 )} 3.7 ) 53.26 | 20.6L | 16T
1955 3340 1 14845 15,60 63.23 74449 22,45 19. 23
1956 39,74 | 143,02 | 1470 | s1.92°| 67.52 | 23.88 | 20,07
1957 36.93 1 153.80 1 12,94 | 4618 | 43.68 | 19.23 | 16.24
1958 34,26 | 110,15 13,20 0 47 | 29.60 ) .64 ¢ 13.25
1959 40,69 | 126,94 | 16,37 43,38 | 41,80 | 1k.23 16,52
1960 69.83 | 130.69 13,43 56.34 48.93 14.36 18,66
1961 .27 F el 1588 1 A58 ) L3140 12,40 1500
1962 45.85 1 120.80 | 17.88 } 40.28 | 46.06 {T11.09 13,28
1963 L Lo 2B 0 OF 27.08 36.89 45,66 1237 14.96
1964, 50,51 | 149.94 | 259.84 F. 34,37 | 67,81 | 19.51 | 22.77
1965 48.47 | 125,05 15,25 ¢ 3470 | 88,60 | 21,79 | 21,39
1966 51,07 | 122.83 | 13,981 30,51 } 102.06 | 17.51 | 18,76
1967 43.36 0 98.%4 1 11.07F 2581 ) 74,56 |+ 15.00° | 18001
1968 45,63 1 82,001 10.66 | 25.27 | 82,10 | 15,91 17.36
1969 41.98 | 82,53 11,06 32.32 94.34 18,65 18,42
1970 38,27 | 172.60 9.19 24,67 | 85.59 18,40 17.91
1971 36.36 |  69.15 9,70 19,31 | 6172 | 1444t 17,66
1972 33.76 | 110,36 | 12.65 17.51 | 56.53 15.94 | 19.95
1973 30,00 | 165.45 23.90 1100 80,78 19.46 38.36
1974§/ e840 1 18242 | 41718 | 32.40 | 90,97 | 24.32 | 55.16

/

a !
= January-September average
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Commodity Prices 1953-1974 in Constant 1973 Dollars

GROUNDNUTS COPRA PAIM OIL COCONUT CIL

cts/1b cts/1b cts/1b cts/1b
1953 1530 16.97 13.16 26,57
1954 12.51 15.24 14.78 23.59
1955 14.53 13.87 17.38 19,70
1956 15,93 13.20 19.06 19,72
1957 14.64 12.45 18.34 19.75
1958 12,01 14,80 16.63 23.05
1959 13.28 18.33 17.37 27.97
1960 14425 Y57 16,20 22,56
1961 13.70 1354 16,00 17.75
1962 12,21 11.71 15,02 17.81
1963 12,20 12.99 1544 20,05
1964 13,30 13.62 16.39 20,77
1965 14.19 15.55 18.63 24.73
1966 12.48 12.38 15.59 20,82
1967 11.78 13.37 14,70 21,07
1968 10.98 15.45 11.14 25,54
1969 13.27 12.99 12.00 22,32
1970 13.79 ik 15.69 22,92
1971 14.51 10.84 14.96 20,12
1972 13.68 7.58 11.48 13.07
1973 14,13 15.58 17.05 22,67
19743/ 23.15 28,50 25,46 41.52
a/

= January-September average
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Appendix

A, Commodity Descripﬁion

" US, No. 2, Hard Red Winter (ordinary) f.o.b. Gulf

Argentina, c.i.f. UK

Thailand: White, 5% broken, end of month price. f.o.b. Bangkok,
including export duty

New York (No. 11 contract); before 19 November 1970, contract No. 8,
f.c.b. Caribbean ports, bulk basis

Ex-dock, New York (indicator prices as defined in the International
Coffee Agreement). All coffee.

US: spot New York (Ghana)

London, auction prices (all tea)

Mexican S.M. 1-1/16" (medium/long staple)

Bangladesh, export prices, raw baled, f.o.b. Chittagong
UK Dominion clean: (50's dry-combed basis)

Bast African, UG, c.i.f. UK

Singapore: f.o.b. in bales, No. 1 RSS

London Metal Exchange, electrolytic wire bars, cash

London Metal Exchange, settlement and cash sellers' price in warehouse
excluding duty, range main United Kingdom ports. Purity 99.97% pb

ILondon Metal Exchange, settlement and cash sellers' price in warehouse
excluding duty, range main United Kingdom ports. Virgin zinc,

98% minimum

Nigerian, shelled, c.i.f. Buropean ports

Philippine, bulk, c.i.f. Buropean ports

Malayan, 5%, c.i.f. Buropean ports

Ceylon 1%, bulk, c.i.f. Buropean ports
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B. United Nations index of prices
of exported manufactured goods
"19%5 = 100

1953 92

i 0 9%
1355 i 9e
1956 45
1957 98
1958 97
1959 97
1960 98
1961 29
1962 99
1963 100
1964 101
1965 103
1966 106
1967 107
1963 107
1969 110
87047 T
197 124
A9 134
1973 156
1974 178

1973 = 100

59

59
61

63

62
62
63
63
63

64
65
66

69

69
71
75
19
86

100
Akl



