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FOREWORD
1. The Development Committee .
of the European Parliament has aaked the Commiasion, -once transfers
under the export earnings stabilization system sei up under the first
Lomé Convention {Stabex) are completed, to prepare it a report
summarizing the operations carried out under the system, the experlenoe
gained and the problems encountered, and indicating how the. lessons -

learned in putting Stabex into practice were used to improve it durlng
. the negotiations for the new Convention.

2. The balance sheet for the period under comsideration stands as
follows: for 1975, 1976, 1977, 1978 and 1979, the five years of
application of the export earnings stabilization system set up for the
benefit of the Group of African, Caribbean and Pacific States (ACP) and
the overseas countries and territories (0CT), the Commission of the .
European Communities has takens:

. = 123 transfer decisions benefiting

~ 37 out of the 59 ACP States and 2 OCT and relaxing to

= 24 products, for a total amount of

~ almost 390 million EUA out of the 400 million EUA earmarked for the
ACP (375 + 5) and OCT (20), to which mist be added 5.9 million EUA
returned to the system as contributions by ACP and OCT to the
reconstitution of its resources; of that amount

- grants accounted for 67% and loans for 33%, and were used to compensate
for

- loss of earnings due to local circumstances (69%) and losses due to
cyclical factors (31%) ‘ .

S

3, On the basis of the bare figures the time is ripe, now that all
transfers under the 1975 system have been completed, to analyse and
evaluate the system more fully and to place it in its historical,
.political, economic and financial context. 'That is the aim of this
report. : -



INTROIUCTION

0te Heralded as a major innovation in international economic relations,
the export earnings stabilization system set up under the first Lomé
Convention and commonly known as Stabex hae performed just as was
intended. Over the five~year period it provided 37 ACP States! with a
total of 388 million EUA in 119 transfers accorded to cover losses
incurred on exports to the EEC of 24 out of the 38 products currently
~covered by the Lomé I system,

Of the amount’ transferred, 31% comstituted "unemployment benefit",

i.e. compensation. granted to ACP States for loss of earnings caused by
adverse market conditions in the Community, while &9% represented
*sicknese benefit", covering loss of earnings due to local circumstances.
Thirty-three per cemt of transfers was in the form of loans while 67%
took the form of grants to the least developed ACP States, which are
algo the moat vulnerable to market sBwings and local contingencies.
Putting the system into practice confirmed that for the products covered,
variations in earnings are due mch more to fluctuating export volumes
than to price movements.

It has thus proved possible to mitigate the short-term difficulties of pro-
ducers and governments without distorting the free operation of the market,
impeding the flow of international trade or compromising the effectiveness
of existing world commodity agreements or the conclusion of new ones, three
points, which they accounted for most of the reservations expressed when
the Commission suggested the scheme (2).

Before examining Stabex as a whole, it is a8 well to recapltulate the
political and econmomic circumstances of its creation.

th'Staba:, and how was it arrived at? This is of more than merely
historical interest. In theory the problems facing commodity producing
and exporting developing countries could be tackled in a rumber of ways.
The choice of a suitable approach must follow on economic analysis.

But to arrive at a realistic solution, putting forward a particular
formula at the right moment is as important ae actually choosing that
formala. Secondly, it was the interaction of economic factors with
political considerations which led to the emergence of the scheme
described here.

4

ACP States signatmry to the Lomé Convention or having acceded to it
under Article 89 (newly-independent OCT) or Article 90 (new ACP States).

See 8 122.3, which explains the differences between the various
categories of country eligible for Stabex.

250e 8 43.
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02, The ideas behind Stabex
021, The problem of unstable export earnings

As a rule the beneficial effects bffup'swings in“export' dérnings do not
seem to offset the damage wrought by downward variations, even if the
upward and dowmard movements appear of equal magnitude. . <

The disruption caused by fjluomtio’ns‘in, export*oax;ninga takes several
forms. o - 7 s o _

1 \‘Investmen'h\,pla.nni'n'g‘ia' 'und.efm:l.ﬁed, since a de'velbpi.ng cou‘ntry'_é
economic structure is often too rigid to allow it to make the most of -

" an unexpécted rise in export earnings, while a sudden fall in earnings

jeads to the cancellation or mothballing of projects in progress
without there being any immediate prospect of replacing them by
alternative schemes with a lower import content: o

2, Variations in expori earnings . endanger the internal balance of
.public finances., When commodity prices are rising governments tend to
inorease public expenditure on consumption, which is difficult to cut ;
back if .there is a downturn. Loss of tax reverme then has to be offset
by a heavier levy on producers' earnings or domestic debt with its

' ponocomitant inflationary risks. In either case the erosion of producers"

real income can put them off producing for export ani lead to a fall in

" export earnings and GNP.

3. The effect of fluctuating export earnings on the ‘balance of paymente
is obvious. o T o : ‘

- 022, Stabiligzation of prioces and’ea:'ni_ggg ‘ E .

The fluctuation of ‘commodity prices is not the only facior involved.’
Price stabilization alone cannot stabilize the developing countries!'
export earnings. On the contrary, it can even be harmful to their -
economic development, since by eliminating or reducing the part played
by one of the market regulators it ocould increase the instability ef
export earnings if fluctuations in output are due o non-economwic
causes's ~ : g

023.  Aggregates which oan be stsbilized

Stabilization or support measures can be applied 1o 'di‘r.fér‘eﬁt_ aggregates: -

1. Balance of payments: 1he main object here is to establish or
restore a balance between foreign currency outflows and inflows where
there is & temporary shortfall in the latter©. Such support can be
based on either . - . ‘ ’

the basic balance, or
goods movements only3, or

A

iSee 8 0241, | o
BSEQ 8 415.20 '
~“Or goods and services.
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primary products, perhaps :.nclud:.ng certain products of fs.rst-—sta.ge
processing. - : :

Any stabilization measure taking the form of an injection of foreig-n
currency into. the oxpor‘hmg country obnously helps its balance of
payuments. :

2+ Stabilization of government reveme, Commodity exporta generally
provide the exporting oountry's government with reveme

in the national cnrrancy, derived from export dut:.es a.nd other direct
or indirect taxes;

in foreign currency, through repatriation of the ‘proceeds nf Bales on
the markets of consumer ooun'tries.

The stabilizanon of export earmngs can obv:.ously a.ffect both these
faotors.

3. Stabiligation of the cash flow of the whole secior, ani producer
incomes in particular. The most suitable way of stabilizing producer
incomes is through a single-product or multi-product marketing board.
Such boards are generally public bodies charged with the following
duties:

— Buying at guaranteed prices as much as the producer offers for sale.
The guaranteed price is set by the authorities from time to time, and
is. obviously important as an incentive to peasants o increa.se output
aui market their produce through the hoard.

= Selling the cammodity directly or ind:.reotly'in the consumer markets,
Where the state of the market allewse, the guaranteed price will be
lower than the actual sale price and all or part of the difference goes
to a stabilization fund on which the board can draw to pay the
@xaranteed price whenever the selling price falls below it.

- If necessary, helping to improve production methods, train preducers
and promote sales, eic.

4o Price sta’bi‘lization: this is discussed below.

024. The main ways to combat export earnings instability and its
~ Sonsequences ’ . o ‘

Sonsequonces

Broadly speaking there are four ways of ini‘lusncing commdity—pmducing
countries' expori earnings. ‘

1. Intervening in the market (world commodity agreements or arra.ngemen‘ts)‘:

Market intervention techniques are intended to act on commodity prices
and involve sharing out the expori market, controlling supply and .
sometimes oreating buffer stocks. This approach comes up against a
certain amount of opposition, usually expressed as an attachment to free
maricet principles, which are memly the J.d.aological refleciion of
obvious economic facis.

1Stabilization schemes can be oonceived in aither nominal or real terms,
" Here mtabilization is considered in nominal terms; +the tricky question
of stabilization in real terms is examined below. S
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Since for most tropical agriculiural products, price swings are due

~ mich more to variable crop sige than “$6. fluctuating demand, price _
-stabilization works against consumers. " K world agreement would encourage

" consumers to try and secure price stabilization levels lower than the
‘likely average rate. Bui the position of consumers and producers is -

_ reversed where price instability is mainly e result of fluctuating
demand, as is the case with most minerals; prices are influenced by

" changes in the economic climate in the industrialized couniries rather

than in the terms of _supply1.‘ : ‘ . o

Those opposed to commodity agreements offer other arguments: many
commodities are produced and exported by industrialized ag well as
developing countries, and in many cases developing couniries are major
importers. This could mean that price stabilization would often
bepefit the industrializéd countries more than the developing ones, and
in some cases place an intolerable burden on the latter.

Furthermore, the reference price, i.e. ihe world price as quoted on
major commodity exchanges, is ofien far removed from the real value of
exporters! sales, as can be seen from whai we know of export anit -
values. ’ : ' S

Anyway, by definition price siabilization stebilizes prices and not o
earnings, which are the product of quantity times price, gince it offers
no solution to loss of earnings resuliing from a volume decline; even '
the best commodity agreement is no help to a country whose output has
been hit, driving it off the market or resiricting the amount it is
able to supply. o : -

This is where earnings stabilization can complement price stabilization.
Stabilizing the prices of the major commodities at world level with
sufficient funds is the first step in tackling the problems of commodity
exporting developing countries. But it cannot solve all these problems. -

2 Prefere‘nti‘a.l ‘schemes

These achemes are bﬁr definition geographically limited, since they are
based on & system of guaranteed prices supportied by tariff or similar
concessions to producers which are members of the agreement, This

approach would have run into s$iff opposition as it would have involved
further barriers to international trade.. o :

3e . Non-market ins'titutionai systems ‘irith‘ﬁﬁrchase and price gu_a.rantees

This would involve the esteblishment of bodies respomsible for buying up
specific amounts of the product covered by the agreement at a fixed ‘
price from the producing countries and then merketing them on a closed -
‘market ¢ selling them on the world markei, puiting them in storage or
denaturing them, This was the approach used in the old franc zone.
market organizetions and the Commomwealth Sugar Agreement. o

Tp1us the inherent pro‘bléma of fixing prices and, where buffer stooks

are concerned, quantities and intervention rules, so as to limit the
incentive to produce surpluses, = AV / o
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4. Compensatory payments with no mé.rke'h intervention

The idea behind this sytem is to fix a reference level, and then :

guarantee the exporiing couniries cash transfers to make up all or part
of the d1f‘ference between %he ac'tual value of exporis and this reference

level,.

;This approa.ch has the following adva.nta.ges:
(a) it is conceptually simple;

(b) the operation of ihe system can be tailored to the Bl‘tuation of
individual recipient couniriesj

(o) it shields exporting countries from the vicissitudes of the market
while allowing it to con'hirme to ac't ag an indicator of %he supply
and d.emazﬂ position;

(d) it is relatively cheap and in some c1roumstances can be self-financing.

025.. Chosing s soheme

In 'hhe spec:.fic context of ACP-EEC rela;kions it was necessa.w %0 take
desisions regarding-

1e¢ The aim: balance of paymenis support or stabilization of earnings
from commodity exports?  Since the Acts of Accession mention commodities
the second of these was chosenl.

2, The method: compenaatory payments on a product-by-product basie or
on all commodities, i.e. product-to-product compensation? The -
product-by-product approach was chosen, out of consideration for ihe
interests of producers, for whom a loss of earnings means less income,
amt becasuse the second method would penalize countries with diversified
exports, which would hardly encourage otherse to diversify.

3+ (eographical cover: should the guarantee apply to exporis io all
destivations or oniy to the Commanity? Since there is no reason why
the Comsmnity should underwrite risks resuliing from events itaking place
in third-party countries or markets, it was felt fairer to restrict
cover to expoerts to the Community. The above economic analysis, and
various pelitical constrainis which meant ithat the schemes chosen

(a) mst not interfere with the operation of the mrke‘t

(b) must not create obstacles to imternational trade, and :

(c) m=t be compatible with existing world agreements for the commodities
- conperned and not stand in the way of furiher agreemenis,

I't is not correct to say that this choice was dictaited by purely
formel considerations., As far as commodities are concerned the Acis
of Acoession simply took account of the actual econcmic situation in
the countries involved. And what would have been the point of another
scheme overlapp:mg with the IMF's compensatcry finance facllity {CFF)?
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led the Commission on 4 April 1973 to suggest that a.'syatem for
stabilizing expori earnings would be the most suitable way of giving .
effect to Part III of Protbcol No 22 o the Aots of Accession'. ‘

03, [The emergence of Stabex

As iV'I: turned out, the Commission's proposal could not have bé_en more
timely, but circumstances at the itime did not make for easier
negotiations. - ‘ ‘

031. 4 timely proposal

1» - The instability of the developing countries® earnings from exports
of their commodities had been an issue on the international agenda for
yearse. One need only reflect on the o S
intentione voiced at the Havana Conferonce2, the hoet of theoretical
studies devoted to the matter, the World Bank study on complementary
finanoing prepared at the behest of UNCTAD3, the IMF's compensatory
Pinance facility (a different approach, involving balance of payments' .
support, but based on similar considerations), colonial and - ‘
postcolonial market organizations, and the various international
commodity agreements and arrangements. ‘ ‘

2, In accordance with the wishes of the contraoting pariies, the

- enlargement of the Community was to increase the mnmber of developing
countries with which the Commnity had to negotiate the successor to
the second Yacundd Convemtion, provided they so desired. In preparing
for the negotiations it was necessary both to preserve what had already
been achieved by the Six under the Yaoundé Conventions and by the
United Kingdom in its relations wiik the African, Caribbean and Pacific .
developing countries and to accommodate the concerns of developing
countries as a whole. DBut the rise in the numbers of coniractual
partners was bound to dilute the preferences which they each enjoyed
on their respective preferential markeis. _ . »

At this point, therefore, the Community had to submit to iis present
and future associates a scheme which could flesh out the irade o
provisions of the projected Convention in the form of an export earnings

stabilization sysiem. . : . '

"Part IIT of Protocol No 2 states that "the Commnity will have as its
firm purpose the safeguarding of the interestis of all the countries
referred to in this Protocol (i.e. the Associated Afriocan States and. .
. Madagascar, and Commorwealth countries situated in Africa, the Indian
'Ocean, the Pacific Ocean and the Caribbean) whose economies depend to
‘& considerable extent on the export of primary producis, and :
particularly of sugar. The question of sugar will be settled within
this framework, bearing in mind with regard-to exporis of sugar the
importance of this product for the economies of several of these .
pcountries and of the Commomwealih countries in particular®. |
The international conference held in Havana in 1947/48 was intended to
do for international irade whai Bretton Woods had done for ihe
international monetary system. The most tangible result of the .
‘ambitious "Havana Charier" was the General Agreement on Tariffs and
" Prade, otherwise kmown as GATT, T |
3United Nations Conference on Trade snd Development. .

i
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At the heart of the propoeals was the section just mentioned of
Protocol No 22 to the Acte of Accession: +the link thereby established
" between sugar and other commodities meant that any action en sugar
necessitated concomxtant measures for them too.

3« The Commisnionfs proposal was put foruard'in tempore non suspecto,
i.e. 8ix months before the Middle East crisis. So Stabex was not
produced in reaction to the new international situation, but was an
offer made by the Communlty quite independently of these developmenis on
the Hnrld scene.

032. Tou ne tz&tions'

te The Commission proposals set out in Memorandum Ko 500 of 4 April 1973
called for:

(a) The establishment of a reference price for each product based ‘on a
moving average of world prices over the five years preceding éach
new year of application, and of fixed reference quantities (each
country’s average exports to the Community in the five years before

. the entry into force of the agreement) to apply for the duration of
the agreement. ‘

(b) Weightings which could be added to the refersnce price to reflect
" the situation of different recipient countries.

(e¢) A credit line to be opened autematically where actual earnings fell
below the reference level.

(d) Repayable transfers, but with derogations allawed for the poorest
countries. ,

(e) A list of producta (benanae, cocoa, coffeo, copper, cotton,
groundnuts, groundnut oil and sugar) chosen on the grounds of their
importance to the benaficiary countries? economaes and the degree
of imstability of the markets.

(f) Guidelinee for the use of transfars.

(g) Pinancing from own rescurces, not subject to any ceiling and entered
in the budget separately from the other rescurces alloceted for
cooperation with the countries concerned. This proposal was emended

. several times in the course of the negotiationz to take account of
the views of Member States and ACP States, and Commimsion
discussione on various aspecis of the scheme.

2, In accordance with procedure the Memher-States firat considered the

' financial implications of the scheme and were unanimous in calling for

a ceiling. The first consequence of this was to force the Commission to
estimate foreseeable needs and reconsider the priorities: as a result,
copper was Withdrawn from the list of products covered.

The allocation of 395 million EUA (375 million BUA for .the ACP States

~and 20 million . EUA for the OCT) was incorporated into the overall package
of resources the Community was to make available for financial cooperation
with those countries. Thus Stabex forms part of the financial activities
of the Buropean Develepment Fund (EDF) although the Stabex money ie kept
goparate and administered under separate rules fram ‘e EDF money proper,
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The Member States also urged that the automatic machinery advocated by the
Commission be replaced by a system allowing a certain margin of discretion.
This explains the incorporation in the Convention of the "basis of the
transfer”. concept (Art. 19(3)) and of Artzcle 19(4).

3. In the course of the negotiations ihe Gommunity agreed to marv of the
requeets made by the ACP States:

(1) The list of products covered by Stabex ie admittedly not as long
as the ACP States would have wished; but it goes further tha,n the
ong:mal Commission proposal.

{ii) The Commission had proposed a five-year reference period, but a.fter
protracted negotiations a moving four—year period was adopted (the -
negotiations partly coincided with the desire to take advantage of
the commodity price boom).

(iii) The wezghtmgs idea was also e.ba.ndoned in the face of oppoeit:.on from
'~ the developing countries. :

(iv) The Community's biggest concession concerned use ‘of the trensfene:
the only undertaking the ACP Siates gave on this point was that -
 they would inform the Commisaion how the {ransferred resources were
used..

4. As the negotiations, and the Commission's internal discussions,
“progressed, other changes were: made to the initial acheme?

(a) The dual reference quant:.ty/reference price system was. replaced by a
‘ single reference level based on export earnings, owing to the lack of
a world price for many of the products on the list, substantial
differences in many cases between world prices and unit values,
atatistical problems and a desire to reflect as closely as poenble
tbe reality of the transactmnl expressed in export earnings.

(b) Once the Stabex "tra.ln" had gathered sufficient momentum, the
"locomotive™ - pugar - was uncoupled: +the arrangements for sugar
~ are different from tbe Stabex scheme, though linked to it by the
structure of the Lomé Convention, since Stabex and the suger provieions :
constitute the two chaptere of Title II.

Having run through the coneeption and geeta,tion of the Sta.bex echeme, we.
will now describe the system as a whole. : A

04. Stsbex is born (1 Februery 1975) .
041. Prod.uc'b cover )

1. Two sets of criteria were used to draw up the liet of roducts (first
subparagraph of Article 17(1)):

(a) Those adopted at the ACP-EEC negotiat:.ng conference held in K1ngeton
in July 1974, viz: the importance of ‘a product for the level of
employment in the exporting countries; a deterioration in the terms
of trade between the Community and the ACP State concerned' the
level of developument of tbe various ACP States. . ‘
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(b) The lon@y¢erm inetability of earnings fram a partlcular product

because of price and/br quantity fluctuations and the dependence of .
the ACP States' economies on the prodnct.

This dependence criterion manifests itself through "dependence
thresholds™ (Article 17(2)): a country's earnings from exports of
_the product concerned during the year preceding the year of application
must have represented at least 7.5% of its total earnings from
merchandise exports. For sisal the percentage is 5%, and in the case
of least developed, landlocked or island ACP States, 2. 5%3 One
comment is called for here: <the fact that these thresholde” are

worked out anew each year is one of the things that give the system

its flexibility and keep it rooted in economic reality..

2. On tha basis of these criteria a liat was dramn up comprining aevural
groups of products (&rt. 17(1)): _

(a) a group of tropical commodities comprising more or less the list
originally suggested by the Commiseion: cocoa, coffee, coconut
products, cotion, groundnuts and bananas;

(h)ga second group beéring certain resemblancds to the firet: leather,
hides and skins, wood, tea, raw sisal, palm products and coconut
products;

(c).products of first-stage processing derived from the commodities:
groundnut oil and oilcake, cocoa paste and butter, coffee extracts
arxl essences, etc.;

() iren ore, an addition accepted by {he Communlty purely in order not
. to jeopardize the conclusion of an overall agreement.

There are two ways of reading the list. Counting the products by family,
the total is twelve. But counting each member of:the different

families = and this is the right approach Bince each is "inaured®
separately — the total number of products covered is 29.

3. In certain special cases (Art. 17(4)), Stabex covers exports-of the
products in question irrespective of destination (for Burundi, Ethiopia,
Guinea-Bissau, Rwanda and Swazlland)

4. To Qalify for cover exporis must have originatod in the exporting
ACP State within the meaning of Article 2 of Protocol No %1 to the-
Convention, which deals with rulee of origin (Art. 17(5)).

'1The process of fixing these percentages was a difficult one — the
parameters involved here to some extent determine beth the coet of the
system to the Community and the financial benefit to the ACP States.
Initially the Commission submitted a proposal based on assessment of the
ACP States' output and exporte of the products covered. During the
negotiations the political powers reduced the percentages originally
proposed, arriving at the ones given here,

%See B 32.
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1. The Sta.bex ma.chinery operates on the ba.sin of the ACP- States' export
figures and the Community's import figures « Provision was therefore
made for statistical and customs cooperation to be eatablished between ‘
the Commission and the AGP States (Art. 23(1)). .

2. The statistics are used first of all for caloulating the reference
level for each ACP State and for each product. The reference level is the
moving average of the earnings derived by each ACP State from its exports
to the Cmmxity over the four years pnreoed:mg each year of appl1cat1on
(art. 19(1))2. B | | :

i 3¢ The statistics also serve to determine the actual resulis for each
year of application. The firet condition for an application for Stabex -
relief is that the actual earnings for a ‘given year must be below the
reference level., This condition has to be fulfilled, but it is also
necegsary for the difference to be greater than what is known as the
wiripger threshold®, which is normally 7.5%, or 2.5% for least.

' ‘-developed, landlocked or island states {art. 19(2))3. ‘

4. Once it is establishod that the dependence ‘threshold has been
cleared the difference between the reference level and actual earnings
is the basis of the tramefor (Art. 19(3)). The ACP State concerned
may then apply to the Commission for a transfer; +the Commission
examines the reguest and, in conjunction with the applicant country, d.raws -
up & draft tranger decision (Art. 19(3) and (5)). But if the
examination shows that the fall in earnings from exporis to the
Community is the result of restrictiive irade measures discriminati
against the Community, the request is not admissible (Art. 19(4)(:?
'This rule is linked to the most-favoured-nation clause in Article 7(2)
of the Convention and is the 9n1y immodiato ganction available for non~
observance of that clause. .

5. A "{ransfer agreoment" is signod by the Comm1ssion and the appllcant ,
state (Art. 22) g

6. Advance. pe,ymonts can be made, norma.lly s:.x-monthly (Art. 19(6))

043.. Financial E:ovis:.ons (Art. 18) L ‘ . ) ,

1« A total amount of 375 mill:Lon EUA4 was allocated 1o Stabox for the

duration of the Convention. This sum wae divided into five anmal
instalments of 75 million EUA. The Council of Ministers could authorize
the sdvance use of up to 20% of the following yearts instalment. From
the seoond yea.r omrards the available Tesources comprised. '

13ee S 33 below.

§See Apperidix, notes 1 anl 2,

4Sae 8 32 below.

““The original amount, topped up from 1977 ohwards 'by 5 million EUA to
cover the costs resulting from the accession of three new ACP 3tates to
the . Convention.
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(1) The amounts carried over from previous years

(i1) The anmual instalment of 75 million EDA (76.67 million EUA after the
increase in the allocation) .

(3ii) Up to 15 million EUA from advance use of the following year's
instalment (15.34 million EUA after the increase in the allocation)

(iv) Money returned to the system under the arrangement whereby the
ACP States help reconstitute ite resources under certain
ciroumstances. : : ' :

2. The allocation is basically designed as a revolving fund, with

outgoings subsequently offset by reconstitution payments. This conmcept

is reflected in the stipulation that ACP States which have received
transfers (and these, be it noted, are interest—free) must help 1
- reconstituie the resources of the system on certain conditions (Art. 21(1)) .
But countries regarded as least developed within the meaning of the
financial and technical cooperation rules (Art. 48) are exempt from the
requirement o coniribute to the reconsiitution of resources (Art. 21(5)).

05 The arrangemenis for overseas countries and territories (ocT)

On 29 June 1976 the Council of the Buropeen Communities adopted
Decision 76/568/EEC2 on the association of the oversess couniries and
territories with the EEC, .

The first chapter of Title II of the Decision established a system of
atabilization of the OCT's export earnings. It is identical #o that set
up under‘ the Lome Convention except on two points:

(i) The allocation, which was set at 20 million EUA for five yesrs. In
this comnection it was provided that any OCT acceding to the Lomé&
Convention would continue for the purposes of Stabex to come under
the OCT allocation, but subject to Convention rules. This was
-because it is impossible to bresk down the total allocation to
arrive at g "rigk" figure for each country and then iransfer that
sum with the country when it changes status. - '

(i1) ™he Decision makes no provision for the six~monthly advances. -

Partly because of this close resemblance between the two sets of
arrangements and partly because few difficulties have been encountered in
applying Stabex to the OCT, we have confined ourselves in this report

1o setiing out the relevant figures. ' '

06. Soon after the Convention was signed the ACP States and the :‘Community
agreed that the calendar year 1975 would be the first year of application
of Stabex. In the four subsequent years ithe Convention institutions
monitored and developed the operation of the scheme and the Communi ty
ingtitutions gave their attention to it. Chapter 1 of this report will be
‘devoted to the activities of the imstitutions and the development and
administration of the system. Chapter 2 will consist of a general
quantitative and cumulative overview, Chapter 3 will deal with the
application of the rules, while in Chapter 4, which draws together the
ground covered in the first three, we look at Stabex in the comtext of the
beneficiary countries! economies, North-South relations and public opinion.

Tsee 8 37. :
ZSee 0J Fo L 176, 1 July 1976.
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 1. ACTIVIT]ES OF THE INSTITUI'IONS DEVELOPHENT AND MAGEDEM OF THE
: §§ﬁl . o
1. Activities of the ;nstitutions ) ‘
111. Inst:d:u-tions set up under the Lome Convention -
. ACP-EEC Subcommittee on Stabex '

(a) The ACP-EEC Subcommit'tee on Sta.bex: R o .

met for the first time on 17 June 1975 to examine the important -
matter of the initial pericd .of application of the system. Given

“the Community's resolve to allow the ACP States to benefit from the '
system irrespective of the date of entry into force of the Convention -
it being understood that no payment oouch be m.de before that da.te -
there. were two posaible formulas.

(1) to work on the basis of twelve—month periods, sta.rting on
1 March 1975; ‘

(i1) to work on the basis of the calendar year, Btarting with 1975

For reasons related mainly to the general method of oompiling
external trade statistics, it was decided by mutual a.greement to
‘adopt the second formula, i.e. the .calendar years

(b) At its meeting on 24 February 1976 the Subcommittes was. given a
report on progress made in getiing 'the system underway. On that
occasion the ACP States raised a number of points aimed a.t jmproving
Stabex, notably with regard to the reference period, and pointed out
that the system was subject to distortion where an ACP State had .
suffered a sharp fall in export earnings in the reference period
established by Article 19 of the Convention. The ACP States were -
in fact requesting nothing less than an amendment of the Convention,
and of a highly specific artiole at that (Article 19); the result
of a hard-fought compromise in the negotiations. The Commmity -
pointed out that it could legitimately be asked whether any benefit
that might result from such. an amendment was sufficient to Justify
upsetting a balance which had been achieved only at the priceé of
much effort.

(¢) The Subcommittee held its third meeting on 14 March 1977 to etamine

. requests which had been presented by the ACP States at the first .
‘meeting of the ACP=EEC Counoil of Ministers concerning the reference
period, the-list of products covered by the sysiem and the extension
of the guarantee under the system te cover exports to all.
destinations. The question of the final date for submitting
requests for transfers was also on the agenda.

Thé discussions on the first three items resulted in 'the. cla.rification
of & number of points with a view to their examination by the

" Committee of Ambassadors. With regard to the question of the final

. date for submitting requests for transfers, the ACP spokesman . ,
.indicated that the ACP States were agreeable 1o the principle of such’

a final date and proposed that it be 31 March of the year following

each year of applicaticne |

"(d) The Subcommittee met again on 7 Februa.zw 1978, primrily with a
view to preparing for the meeting of the ACP-EEC Oommittee of .
Ambassadors and the third meeting of the ACP=EEC Council of Hinisters.
The meeting provided the opportunity %o carry out an initial :
examination of (a) the requests submitted by the ACP States concerning
the a.ddition of new produots to the 1ist in Article 17( 1) of the
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Convention and (b) three requests for transfers from certain
ACP States submitted in 1977 for 1975, uhich the Commission had not
been able to entertain. ‘

The Subcommittee did not meet in 1979 or in 1980.
2. "The Committee  of Ambamsadors

(a) At its meeting on 28 March 1977, the Committee of Ambassadors
noted the progress made in discussions on the reference period, the
list of produbts covered and the guarantee for exports to all
distinations and also agreed that in future requests for transfers
under the system should be presented to the Commission by the

ACP States not later than 31 March of the year following each year
~of application.

(b) On 28 February 1978 the Gommittee expressed the opinion that the
Stabex system was opserating satisfactorily on the whole.

The ACP States did, however, point out the difference of opinion that
still existed with the Community as a result of the Commission's
refusal {o entertain the requests for transfers submitted in 1977
for 1975 by Gabon, Kenya and Mali. They also expressed the wieh

to have sesame seed, tobacco, sisal products, cashew nuts and

shea kernels added to the list of products covered by the systems

{o) At its meeting on T March 1979 the Committee agreed to refer
the following to the ACP-EEC Council of Ministers:

an invitation to the Commissjion, in the light of the results of '
- the good offices prooedure, to exaine the three requests for
- transfers for 1975; -

a recommendation that with effect from 1 January 1979
sesame seed should be 1nc1uded in the ‘list of products covered
by the system, d

For the other products which the ACP States had asked to be included-
it was-agreed to recommend further examination of the problems
which would be raised by their inclusion, with a view to reaching

a solution in the negotiations of the new Convention.

() In 1980, the Committee met:

(i) on 18 January to prepare the Decision concerning transitional
measures extending the application of Title II of Chapter 1 of
the first Lomé Convention beyond 1 March 1980 until the entry
into force of Lomé II or until 31 December 1980, whichever
wag the earlier;

(i1) on 15 April, to prepare the Deoision on the inclusion of
-sesame seed with effect from 1 January 1978 in the list of
- products given in Article 17(1) of the first Lomé Convention.

3« The ACP-EEC Cowncil of Ministers

(a) The first meeting of the ACP-EEC Council of Ministers was held
on 14 and 15 July 1976 at Brussels. . At this meeting the
export earnings stabilization system was referred to only in passing.

(v) The ACP-EEC Council met at Suva (Fiji) on 13 and 14 April 1977,

-~ This second meeting found the Community in general agreement

on all the pointe raised by the ACP States and this agreement
resulted in a number of decisions and other acts whioh were to apply
from the year of application 1976 onwarde.



K-

; R

(1) H:Lth réga,rd to the reference periocd; the AGP-EEC Council took
‘note of a Community statement to the effett that where an ACP State
gave evidence of difficulties arising in a year characterized by
exceptional ovents, the gravity of which was recognized by the
international community, the Commuiity was ready to seek & solution
to the difficulties, on a case-by-case basis and in conjunction with
the ACP State concerned, by placing the most ‘favourable poasible
interpre*ta.tion on existing provisions.

(11)- The following products were added (Deoiaion No 3/77) 40 -the
1list given in Article 17(1) of the Lomé Convention: cloves, gum arabic,
‘wcol, mohair, pyrethrum, vanilla, ylang=-ylang. -

(iii) The facility provided for in Article 17(4) of applying the
system 1o exports irrespective of destination was extended by -
Decision No 4/7"{ to the following ACP States: Cape Verde, the Comoros
(which now enjoys virtually 100% coverage of e:.ports), Lesotho, -
Western Samoa, Seychelles and Tonge. )

(¢) At its third meeting, which was held in Brlmaels on 13 and 14 March 1978
the ACP-EEC Council examinedthe problem of belated requos’ta for transfers
for 1975 On a proposa.l from the ACP States it agreed to init:i.ata,

via the two Chairmen, the good: offioes prooedure provided for in -’

Article 81(2) of the Convention.

The ACP-EEC Council alsc asked the Committee of Amhasndors to - 5
ocontinue its enmmation of the ACP States' request concerning the
addition of the products referred to at the prev:lous Committee of
Am'ba.ssa.dora meet ing.

As for the inoluaian of mining products other tha.n iron ore, the ,
ACP States pointed out that they were hoping to bring this queation (
. up again in the negotlatlona for the next Convention. ' '

() At its fourth meeting, held in Freepori (Bahamas) on 22 March 1979,
the ACP-EEC Council endorsed a Committee of Ambassadors recommendation
‘calling upon the GCommission, in the light of the resulis of the good
off‘lces procedure, to examine the three requests for tranasfers for
19751. = By means of a decision entered in the minutes, the

ACP=EEC Council {authorized the Commission to draw from the 1976

’ mstalment the sums necessary 10 meet the three requests ooncerned.

After oonsidering #n ACP request for the inolusion of sesame seed
with effect from 1 January 1978, the ACP-EEC Council deoided io refer
the matter to the Committee of Am'ba.sse.dors, with the recommendation
that the Commitiee examine the possibility of agreeing to that da.te
in accordance with the ACP States' request. :

’(e) At its meeting in Lomé on 31 October 1979 $he ACP-EEC Cowunoil
decided, pursuant to Article 18(2) of the Lomé Convention, that pert
of the annual inetalment for year of application 1979 oould be dra.un
on in advance . for year of application 1978.

(f) At its fifth meeting, held in Nairobi on 8 and 9 May 1980 the
-ACP~EEC Council accepted the ACP request that the inclusion of sesame seed
in the list of products covared by the system should ta.ka effeo‘t on

1. January 1978. ‘ :

. The ACP-EEC Ccuncil a,lso decided at this meet:mg that any bala.nce .
unexpended &t the end of the final year of application of the system
under the first Lomé Convention should be transferred io the f1rs1; '
a:rmual insta.lment of the appropriation for the azport earnmgs

Tsee B 126.
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stabilization system under the second Conventione Contributions -
towards the reconstitution of the system's resources — repayment of
transfers made in respect of years of application 1975 to 1979 -
will also be added to the appropriation.

4+ ' Parliamentary institutions of the Lomé Convention

(a) At the end of the meeting held at Maseru (Lesotho) from

28 November to 1 December 1977, the ACP-EEC Consultative Assembly
adopted a final declaration containing a reference to the export
earnings stabilization system; it weloomed the satisfactory _
application of certain major aspects of the Convention, such as

Stabex and financial and technical cooperation, but asked that speedy
action be.taken to remedy any shortcomings found. -

(b) At the end of the meeting held from 27 to 29 September 1978, the
Consultative Assembly adopted a resolution containing the following
references to the export earnings stabilization gystem?

"(the Cons_ultla.t ive Assembly)

invites the ACP States and the Community to work out together solutions
to the difficulties arising in the operation of the Stabex system, in
particular as regards the transfers to which certain ACP countries can
legitimately lay claim; : :

calls for the successor Convention to the Lomé Convention to make
special provisions for aiding the ACP States to resolve the problem
of marketing mining products (partioularly copper and phosphates)
and rubber, at stable and remumnerative prices, according to the
Stabex method, or by other appropriate means." S

(c) At the meeting of the Joint Committee of the ACP~EEC Consuliative
Assembly held at Arusha (Tanzania) from 25 to 28 February 1980, the
rapporteur—general, Mrs K. Focke, made an introductory statement

- analysing the achievements of Lomé I ageinst the background of the
forthcoming implementation of Lomé II; +the statement expressed
satisfaction at the way Stabex had operated. This favourable comment
was included in the final declaratiom published at the end of the
mesting. ' '

112 The Community institutions
1« 'The European Parliament

]

The European Parliament showed a very keen interest in Stabex from
the time it was first mooted and its interest has never abated since
the system came into operation. This has menifested itself in .
various wayss ‘ ' : '

(a) The European Parliament's Committee on Development and Cooperation
asked Mr Adgner in 1977 to prepare a report on initial experience .
with the Stabex system. On the basie of this report, the

European Parliament adopted on 17 February 1978 the following
resolution’'t : o o §

on the communications from the Commission of the European Communities
‘to the Counoil on:

10J No C 63, 1303.1978.
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= the operat:mn durmg 1975 of the system get up by the Lomé Gonvention
for stabilizing export earnings ' (Stabex) r

~ the operation during 1975 of the system set up by the decision on the
association of the 00T with the EEC for stab11121ng export ‘earnings

the reports from ‘the. Commission on the use of the funds transferred for -
1975 under the export earnlnge steb111zatlonsyetem set up by the-
Lomé Conventlon

© and on the first resulis of the expori earnlnge etablllzatlon system for
1976. S T -

The European Parliament,

~ having regerd to the report of the Ccmm1ttee on Development and
Cooperat:on (Doc.’ 539/77) ‘ ‘ ,

1. Recalls that it was the European Parliament in part;cular which helped
to develop and decide the principles of Stabex; believing that the o
introduction of such a system would be of con91derable political
significance in that it establishes a precedent at international level

and offers a practical solution, even if only partial, to the*probleme of
the developlng countries which produce raw materials, -

2. Expresses satisfaction at the fact that all instrumente and mach1nery '
needed for the epplication of Stabex were set up so qulckly. f

3. Regards this dlllgence as evidence of the determinatlcn of the ACP,
the OCT and the Community to respect the commitments entered into and of
the 1mportance they attach to the1r implementation, : .

4. Notes ‘the fact that durlng its flrst two years of appllcation the )
system, despite its relative complexity, functioned properly and thus
entirely fulfilled its dual role of prov1d1ng protection firstly ageinst
economic risks and secondly against reduced earnings for whioh the ACP State
or OCT concerned cannot be held respon51b1e-

5. Is particularly gratified by the fact that, for 1975 and. 1976, 56 and
76% respectively of the total transfere went to the least develpped ACP ,
countrles. ;

6. Notes the Commlsslon's reports on the use of the funds transferred for.
1975 which show that the greater part of these funds were spent on
agrioultural or infrastructural programmes, but is concerned that n9t all
the ACP States are utlllzlng the funds 1n the spirlt of the system's
objectives.. .

T Approves the decimions taken by the ACPHEEC'Counoii of Ministers at’ ite
meeting in Fiji conoernlng & degree of extene1on of " the Stabex system «

8. Recalls, however, that the operation of Stabex is t1ed to the existence
of an overall budget fixed for the duration of the Lomé Convention and that
this constraint mekes it impossible to extend the system's expenditure
indefinitely; notes in this connection that for the purposes of transfers
effected in the first two years of operation of the system, the budget ’
appears adequate. .

9. Regerde respeot for the obJective‘cr1ter1a whlch determ;ne the rules of
application of Stabex to be essential; believes that in the absence of euch
respect the system would very soon ‘become inoperabler‘
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10, Consn,ders that Stabex ie merely one component of development and
cooperation policy and tha.t 11;5 scope a.nd impaot should therefore be

seen in t}u.s light .

11 Emphasmes once again that there can be no- question of attempting to
use Stabex to resolve all the problems of the ACP and OCT countries’
involving their balances of payments and raw materials; believes that
golutions to these problems can only be found in the framework of
Agreements. concluded on a broader basis and that the Communlty mast
accept special responsibility in this matter. ' .

12. Points out that it is still too early to be able ic assess the
impact of Stabexon the aconomic and oommerclal situabion of the ACP
.and OCT beneficiary countries. ,

13. Instructs its committee to submt & report on this aapect at the
a.ppropna:te time. ‘

14, Instructs 1té President to forward this re801u't10n and the report of
its committee to the Council and Commission.:

(b) Four Members of the Buropean Parliement have put down written questions
‘concerning the system. They are Lord Reay (ertten Question ¥o 236/77),

Mr Petersen (Written Question No 1179/77), Mr Denis (Written Question

No 957/79) and Mr Pearce (Written Question No 390/80), the Commission's
answers were published in the following issues of the Official Journal:

C 206 of 29 August 1977, ¢ 175 of 24 July 1978 and C 19 of 24 January 1980;
+he answer to-the 1as1: questlon will be publlshed towards the end of

this year.

fc) It wag at & meeting of 'I:he Comttee on Development and Cooperation
that the Comm1ss:Lon was a.sked to present this comprehensive report.

In ithe dra.ft oplm.on of the Comm:.ttee on Developmant and Cooperation to-
+the Committee on Budgetary Control ooncerning the discharge for 19"{8
with regard to expenditure under the development aid poliocy,

Mrs K. Pocke, rapporteur for opinion, referred - without prejudice to
any . conclusions that might be drawn from a more detailed examination

of the funotioning of the system - to certain statements in the working
paper produced by the Committee on Budgetary Comtrol (and even in the
special réport of the Court of Auditors) which were partly due to a
mmmderstandlng of the system's o‘naectwes.

(d) Mrs Castellina was asked to draw up for the Connnrbtee on Development
 and Cooperation a report dealing inter alia with the éxport earnings
stabilization system.

2. The Council of the Europea.n Commmnities

The Council is of course closely involved in preparlng Community positions
on matters relating to the gystem for presentation to the ACP-EEC T
Council of Ministers, and in preparing and conducting the negotiations for -
the renewal of the Conveniion and the Decision on the association of the OCT.
In addition, as the recipient of annual reports on the functioning of the
system and reports from the ACP States and the OCT on the use to which the
transfers heve been put, the Councll has a supemsary role +to play in the
operation of the system.

. 3., The Economic and Soclal Commrttee '

.The Economic and Social Committee looked at the systen as part of :ms
examination of the overall implementation of the Lomé Convention and the
Decm:mn on the assoclatlon of the .0CT. - ‘
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4. Supervision of the discharge of the Community's finanoial‘qbligations

(a) The Audit Board ‘

Prior to the establishment of the Court of Auditors, the discharge of

the Community's financial obligations was pupervised by the Awdit Board,
which exsmined Stabex operations for year of applioation 1975. The
remarks of the Audit Board and the replies given by the Commission of the
Furopean Communities oan be found in the Report of the Audit Board on the
acoounts for the 1976 financial year, followed by the replies given by

the institutions (XIX/236/78, Volume II, Part 2: the European Development
M)o ’ X 7 v

(b) The Court of Avditors )

From year of applioation 1976 onwards, supervision of the discharge of
the Communiiy's financial obligations was taken over by the :
Court of Auditors, whose activities fall under three main headings:

(1) Normal supervision of amnuel operations, in the course of which the
Court may review the operations of preceding years. The remarks of the
Court and the replies given by the Commission with regard to 1975 and 1976
can be found in OJ No C 313 of 30 December 1978 (pages 147-153) and in
'0J No C 326 of 31 December 1979 (peges 212~219) for year of application
1977. The remarks on operations in 1979 will be published in the '
Official Journal in late December 1980. , g

- (ii) Om 19 July f§79‘a speoial report by the Court of Auditors was sent
to the Community institutions. The text of this report and a statement ‘
by the Commission on the various points raised in it can be found in Annex

11.A to this report. ‘ : : '

(iii) The Court carries out inspedtions in the ACP States, in the oourse
of which it also looks into problems arising out of the. implementation
of the system. The Court draws up reports following ite visits and the
Commission supplies any additional information requested. - -

R *

This brief summary of the activities of the Community institutions and the -
institutions set up under the Convention shows how the Commission,

whioh is responsible for administering the system,i® supervissd in its
tagk and also how the institutions endeavour to strike a balance between
the rules laid down by the contracting parties and changing oircumstances.
There follows .a more detailed description of the main decisions which

have affected the development of the sysiem.: ’
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12. Development of the system since 1975

121, The texts 5gvernﬂngvthe system oﬁ‘ite entry into force wére:

1+ As regurds the ACP States:

(a) Chapter 1 of Title IT (Articles 16 to 24), Article 48 and
Article 59(6) of the Lomé Convention, plus Artiole 2 of
Protocol No 1 on the definition of the oonocept of "originating
producte”,

(v) Article 1(3)(a) and Articles 26 to 29 of the Internal Agreement
on the financing and administration of Community aid,

(¢) Articles 53 and 54 of the Financial Regulation of the EDF,

(d) Regulation 2 ; No 158/76 of 20 January 1976 (replaced by
Regulation Yo 2478}77 of 7 November 1977) making imports
into the Commumity of producta coverod by Stabex subaeot 1o
surveillance.

2. As regarde the OCT:

(a) Chapter 1 of Title IT (Articles 18 to 26), Article 30(1)(b),
Annex I and Article 2 of Annex II to the Decimion of 29 June 1976
on the association of the OCT with the EEC,

~ (b) Article 1(3)(¢) and (5) and Articles 26 to 29 of the
: Internal Agreement, togethsr with the texts apooified above under
(c) and (d). ‘

Follou1ng their implemsntation some of theae legal provisloﬁk were
emsnded by deoisions of the ACP-EEC Counoil of Ministers, as
indicated below.‘ }

122, Changes conoerning the siates

1 When it was signed on 28 Pebruary 1975, the Lomé Convention
linked the European Communities with 46 ACP States.

Three states acceded to the Convention with effect from 1 November 1978

. under the ratification procedurs provided for in Article 90 of the

Converntion. They were Cape Verde, Papua Iew Guinea and
Sao Tome and Principe,

Following accession of these states, the total appropriation under the
system wes increased by 5 million EUA for the three years of application
1977=79 in order to allow for any additional costs without adversely
affecting the interests of the original ACP States.

2, A number of overseas countries and territories gained their
independence between 1976 and 1980. They aoceded to the Convenmtion

a8 ACP States under the procedure provided for in Article 89 but
continued for finanoial purposes to bs covered by the OCT appropriation.
The ten states in question, and the dates on which thay acceded to the
Lomé Convention, were as follows:

Suriname - 16 July 1976 Tuvalu 17 Janvary 1979
Seychelles 27 August 1976 - Dominica 27 February 1979
Comoros 13 September 1976 Saint Lucia 28 June 1979
Djibouti 2 February 1978 Kiribati 30 .October 1979

Solomon Islands 27 September 1978 = Saint Vincent 27 February 1980

3, 1In order to take aocount of the above developments in this account
of the various aspects of the system, the following terminology will
be used throughout:
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- Group I:. original ACP States (sign&tories to the Lone Conventlon),

-~ Group 1I: Croup I plus the three states which acceded to the
Convention under Article 90 (Ca.pe Varde, ‘Papua New Guinea ard

~ Sao Tome and Principe),

= Group 1II: Group II plus the states referred to above in point 2,

. which acceded to the Convention under Article 89,

- Group IV: eriginal OCT ae at 29 June 1976, -

- Group V: OCT ae at 30 June 1980, .

123« ACP States for which the gasrantee under the sysiem covers all
__:Eports irrespective of destination (Article 17(4) of the convention)

This guarantes, which oonstitutos an exception im.smuch as it deroga.tes
from the principle of covering only exports to the Commumity, is:
accorded to least developed ACP States which traditionally semd the
bulk of their exports to the markeis of non-Communiiy countries. '
Under this arrangement the rules of the Convention are applied without
cross~checking of statistice to exports of the products covered from
the states in question, irrespective of destination.

1. The ACP States which were the: original beneficiaries under
Article 17(4) of the Convention were the following: Burundi, Ethiopia
Guinea~Bissau, Rwands and Swaziland'.

2+ By Decision No 4/77 of the Counocil of Ministers, taken at
Suva (Fiji) in 1977, the following were added: Cape Verde, Comoros,
Lesotho, . Seychelles, Tonga and Hestern Samon.

3. Lastly, a number of other ACP S'ta.tes which, like Comoros a.nd -
Seychelles, acceded to the Convention under Article 89 and as OCT

already benefited under the provision in question, continued to do eo.

' these statees were : the Solomen Islands and Tavalu.

124, List of products

1. The system originally covered 29 individual products grouped
under 12 headings; at its meeting in Suva the ACP-EEC Council of
- Ministers decided to include séven a.ddn 10na1 producte with effect
from year of applioat;on 19763 ‘ .

oloves, ' pyrethmm,
gum arabic, _ : vanilla,
wool, ' ‘ ‘yla.ng—yla.ng.
mokair, ‘

.
2. At its meeting in Na.lrob:l. in May 1980 the Counoil of Ninisters -
decided to add sesame seed to the list -with effect from 1 January 1978.

3. With rega.rd to other producte which the ACP States have a.aked to
be included:

(i) for some products the roquest was not renewed;

(i1) in the case of others, the ACP S'tates' request \ua.e met in the
" hew Convention;

(iii) for another group of products, tho Commm;ty has undertaken to
examine the problems to whioh they give rise with a view to a.
possible decision under the new Convent:.on,

(iv) in the case of a last group, the difficulties are such that it
would appear to be unrealistic to consider including them: in
. the list of products covored by Sta.baz2

'See Joint Declaration on Article 17(4) aunexed to tha minutes of the
‘. pnegotiations for the first Convention. g
21“or ‘l:he substantive. problems concerning the list of products, see 8 31,
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125, Adjustments to reference periods’

1. The text used as the basis for adjusting reference periods is the
"Fiji Declaration”, which is given above in i111-3(b)(i§. This
declaration was applied in the extreme cases of Cape Verde and
Guinea~Bissau. A long period of drought in Cape Verde and
Guinea~Bissau's fight for independence effectively wiped out from 1971
until 1975 = and indeed until 1976 - any meaningful basis of reference
for quantities. For this reason the Commission, taking as a basis

the Fiji. Declaration, considered that the spirit of the system required
that reference quantities be extrapolated from the quantities

exported by Cape Verde and Guinea-Bissau in the past.

The practical consequence was-that data on quentities relating to the

years preceding the events referred io above, namely 1959 to 1962,

were adopted initially in the case of Guineas~Bissau (i.e. for year of
applioation 1976) and 1967 to 1970 in the case of Cape Verde (year

of application 1977), while for the unit values the normal reference

period was adopted (1972=75 initially in the cese of Ouinea~Bissau and.

.1973=76 for Cape Verde). Subseguently, the first years of the _

quantity component of the reference level were progressively replaced by

- the normal. reference years, thus: 1960, 1961, 1962, 19763 1961, 1962, 1976,
1977; 1962, 1976, 1977, 1978 in the case of Guinea-Bissau, which will be fully
covered by the normal arrangements from year of applioation 1980 '
onwards; and 1968, 1969, 1970, 1977; 1969, 1970, 1977, 1978 in the oase of
Cape Verde, which will be covered by the normal arrangemenis from year

of application 1981 onwards. '

2. It is worth pointing out that Article 36(3) of the new

Lomé Convention makes provision for a short reference period, i.e. _
three years, where an ACP State starts processing a product traditionally
exported in the raw state or begina exporting a product which it did

not traditionally produce. _ : :

126. The good offices -Brodedure

At its meeting on 13 and 14 March 1978, the Council of Ministers decided
to initiate, via its two Chairmen, the good offices procedure provided
for in Article 81(2) of the Convention in order to setile the matter

of the belated requests for transfers for 1975 which the Commission
considered it could not entertain owing to the lack of funds for the
year in question as a result of the sutomatic carryover of the '
unexpended balance to the annual instalment for 1976.

Following this decision, the represenmtatives of the two Council Chairmen
jointly drew up a memo concluding that the Touncil of Ministers should
be recommended to invite the Commission to examine the three requeets in
question because of the difficulties raised by the adwinistration of the
system's first year of application. They did, however, siress that in
future, no requests in respect of those years for which the 31 March
deadline fixed by the Committee of Ambassadors had expired oould be

' . entertained and that, for reasons of equity, these three requesis could

not, in so far as making funds available was conoerned, enjoy & privileged
- position compared with other requestis submitted within the prescribed
time limit. )

At its meeting on 22 March 1979, the Council took note of and agreed

to the results of this good offices procedure and invited the Commission
t0 examine the requesis presented by Uabon, Kenya and Mali for the

year 1975,
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' Thig emir;ation resulied in two trahafers, the examination of Ksnya."a case

having led to the conclusion that there were no grounds for a transfer fo
this country, &8 no logses of expori earnings from sisal were experienced
on an all-destinations basisl., . :

Gabon had experienced, along with most of the other African timber-sxporting

countries in 1975, & drop in earnings due to the fall in European demand.

On the.basis of the cross—checked siatistios of Gabon and the Communi ty, a
transfor for 6 703 311 EUA was made. ,

For Nali, the request concermed a rewexamination of the transfer already
paid for 1975, as & result of a statistical adjusiment. The examination
revealed that the request was soundly based and resulted in an additional
transfer of 496 501 EUA. : ' ' o ' .

'I'he ,procevssing of these late mqueta‘suhniitted for‘1975 ‘resulted thereforé_'k
in transfers totalling 7 199 812 EUA for the two couniries concermed, which
brings the total amount of tremsfers for 1975 to 75 985 880 EUA. ,

Concerning the question of how the funds were to be charged, the ACP-EEC
Council of Minigters took the following decisions o

nIf, as a result of thie examination by the Commission, it is necessary %o
‘proceed with financial transfers, the Council of Mirnisters anthorizes the .

Commission to reconstitute the 1975 allocation for this purpose and, if
the  funds available on this allocation appear insufficient, to utilize the
1976 allotation to cover the necessary amounts up o the limit of 20% of
this allocation." = ‘

N
5

- 2 213 932 EUA to the 1975 instalment (total of the funds available under
: this instalment); - o

- 4985 880 EUA %o the 1976 instalment, this sum being comsiderably below

the limit of 20% of the instalment. The unexpendsd
balance for 1976 was thus reduced from 37 864 065 EUA to
32 878 185 EUA, which was carried over as of right, by
_virtue of Article 18(3) of the Lomé Convention, ito the
1977 operation. T '

13. Management of the system

Article 18(1) of the Lomé Convention stipulates that the amount allocated
to the system by the Communiiy shall be managed by the Commission. The
way in which this is dome is described in § 131. - The involvement of ths
ACP States in the management of the system is desoribed im § 132.
Management by the Commission in conjunction with the ACP States dovetails
naturally with the institutional framework of the Community, as described
in § 133. Lastly, & complete case history will show how the system
actually works (§ 134). B = _ -

131s Mr ment by the Commigaion " . o |

1. The bulk of the work of m ing the sgste’m ie handled by the Export
Earnings Stabilization Division EVIII/D/B') of the Operations Directorate
in the Directorate~Ueneral for Development of the Commiseion of the '
European Communitiese. , : S : C

éSee,§"342. | E

‘“The division comprises a head, two primcipal a.dmin:i.sﬁé.toré two senior

administrative assistants, two administrative assistants and two
secretaries, i.e. a total of only nine officials. :
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2. This division carries out all the c:onc;e];)1:1:119,11'2 and ma.nagement3 o4
tasks entailed by the system, except for paymentis and receipts, which are
the province of Directorate E, Finance and Administiration. In carrying
out its tasks, the division calls upon the following for assistancet

-the Commission delegates in the ACP States,

other units of the Directorste-(enersl for Development (desk officers,
units responsible for trade or statistics, technical depariments),

' other Commission depariments, particularly the ‘Lega.l Service, Financial
* Control, Customs Union Service and the Tramslation Service, but also
the Directorates-General for Agriculture and Industrial Affairs,

the relevant irade and business interests concermed by the partiocular

product, where this is necessary in order to examine difficult cases;

this involves seeking information from trede associations or individual

importers or business repregentatives. Information gathered via these
- channels obviously remains confidential. :

3. Thé division endeavours to agsist other depariments aeeking its help,
8.g. external relations, departments responsible for treining, information
departments. '

4. Most of the division's work is done in Bmsséls. Migsions to the
ACP States are necessary: ‘

(i) for launching the system, when new products are added to the list of
products covered or when a new siate accedes to the Convention,

(1i) for examining and dealing with cagses of exceptional diffioulty (no
more than ten cases 80 far), . '

(iii) in order to re-establish cooperation with a given ACP State where |
it hag breimn down. o ‘

: Lstudies on the products to be covered; resources required; determination
‘ef attitude to be adopted in situations not epecifically provided for by
the texts; contributions to related work at intermational level, and s0
ONe . : ) .

aTno division has called in externmal comsultants on only one dccagion:
with the agreement of the ACP Group, & contraci was awarded to five
Community comsultancy firms in 1977 fer compiling and processing ihe data
required for a satisfactory solution to the cif/fob question. o

3

t.idﬁntificati};m‘af correspondents in the ACP States; performance on behalf
of the Commission of the tasks listed at the emd of § 132; monitoring of
the financial situation; periedic reports, and sc on.

e rever possible this work is automated and retionalized by the use of
data processing techniques and standard forms, worked out in collaboration
with the ACP Group (see Armmexes II.B.to E). ‘
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132. Menagement in comjuntion with the AP >

.In this commection a distinction must be drawn betwaen the mamganent of
the system in the fremework of the institutions set up under the Convention
- which has been dealt with in § 111 - and relations beiween each
roquesting ACP State and the Commission. .

One. of the cri’ticiuns levelled againet the s;rstem is that it is mnna.gad
unilaterally by the Comission alone. .

If 'bhia were the cage, the s:.tuation would be ,articula.rly serious &8 J.t
would be contrary to the provisions of the Convention, which requires that
the Commission must examine requests “in conjunction with the ACP State
concerned" (Article 19(4)(s)) and that "uta.tistical and customs cooperation - -
shall be inatitutea' (Article 23(1)). o

However, the way things are done in practice is sinply a matter of common
gense: nothing could be done without the cooperation of edch ACP Siate,,
which is involved in every a.apect of the- systen ard at each staga of
implementa.tion, vizg

- compilation and 'brmsmssmn ‘Dy ea.ch ACP Sta:te of statistics for its |
exports of the products covered by the s stem and its total exports ‘
(Article 17(1), €2) and (4); Article ?Jg

— certification of the origin of products (Article 17(5)),
- 1odging of request for trensfer (Article 19(2)); .

- cross—checking of ACP and EEC statistios (Article 17(1));
- examination of the transfor request (Article 19(4)); -

- consulta.t:.ons in the event of significant change in the trend of total
exports from the requesting ACP State (Article 19(4)(1));

- drawing up of the transfer decision (Ar'ticlo 19(5));
- signing of the transfer agreement (Article 22),

- notification to the Commission of -the use to which 'tranafers have been
put (Article 20), :

— implementation of Article 21 governing the contribution by certain ACP .
States towards the recornstitution of the system's resources.

"l‘he above list indicates the responsibility of each ACP State for the .
nanagement of the system and should suffice to dispel the oriticisms made
in this conmmeetion.

It should be added that a good deal of the work oarriod out by the ACP
States falls on the "Stabex correspondents" who are to be found in each -
‘of the ACP States which could potentially benefit under the system.

These correspondents, who are freely chosen and officially appointed by
the netiomal authorities, are responsible first and foremost for emsuring
a regular flow of statistics to the Commission. Depending on what is )
decided by the nationsl authorities, the correspondents' arsa of _ :
responsibility yaries and in many cases embraces all the opera.tions leading :
up to the signing of the 'tra.nsfer a.gnement.~

" The correspondents‘ Bain profeaaional activities reflect widﬂly d.:.ffering

. backgrounds: ministry officials, oustoms officers,officials of statistical
departments, product boards, central banks, enployeec of public, somi— '
publm or priva.to onterprises, and 80 On.
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133. Commiéaidn management of the sy stem as an integral part of the
institutional framework of the Comunin , .

As pointed out sbove (§ 111), any decision by the institutions set up under
the Convention requires, so far as the Community is concermed, the adopiion
of a Community position, which is decided by the Council; similarly, it
has been shown (@ee § 112) that the other Community institutions have to be
kept informed concerning the implementation of the sysiem. ‘

To complete the picture, it should be pointed out that the Nember States
are notified of Commigsion propesals for tramsfers and can request
additional information on them. - '

‘134, Management of the Siabex system — Case higtory: Senegzal 1218

1. A good example of the trensfer procedure in action is to be found in
the operations concernming the transfer made in 1979 to compensate ‘Senegal
for the loas of export earnings from groundnut oil which it suffered in
1978, Other cases could be chosen, but the advantage of this particular
ome iz that it presents if not all then at leasi the majerity of
difficulties which can arise in managing Stabex. L

- 2. In this case, as with all other transfer operations — and indeed for
‘a1l states and products in respect of which a tranafer might have to be
made - there is a bagic infrestructure already in position. A= soon as
the system was set up, a fow months after the signing of the Convention,
‘the Commigsion started looking for Stabex correspondents. The
correspondent for Senegal is the Director of the Caisee de Péréquation et
de Stabilisation des Prix, who im appointed by the Senegalése Govermment.
‘At the seme time, the requisite statistical data for Senegalese exports
‘ware compiled using monthly figures (a prerequisite for the examination
of any request for an advance), and from the customs administretions of
+he Member Siates for Community imporis.

3. The transfer for groundmt oil was carried owt in two phases. The
‘firet phase was set in motion by the Seregalese Goverment, which presented
on 1 July 1978 a requeat for a six-monthly sdvance on the final trengfer.
The second phase was concluded with the final payment of the transfer

in 1979. : '

(a) Exsmination of the request for an advance (Article 19('6))
(1) The request ‘ ' '

As & result of the serious drought which affected a large proportion
of groundmut production in the 1977/78 seeson, the Senegalese
Govermient repidly found itself faced with serious difficulties,
notably with regard to payments io preducers. A gtudy of the facts
showed that Semegal would certainlybe entitled to a transfer in 1979
and accordingly the Goverrment, on 1 July 1978, sequested a.six-
monthly advance of CPAF 4 500 million, i.e. around 16 million EUA.

(i1) Examination of the request

wher examining a request for an advance, the Commission nomally
follows the step-by-step procedure described below.
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In the case under consideration the amount requested,as an advance
represented a relatively small proportion of the amount eventuwally to be
trangferred, so the Commission needed only to check on the basis of the '
two Bets of statistice that the 16 million EUA requested was comfortably
within the margins of error and safety normally allowed. -

This simp11f1ed pwocedure meant that the examination could be speeded
up. The decision to pay the advance wae taken by the Commission on

14 July 1978 and the agreement for an advence on the transfer was signed
on 17 July 1978, sixteen days afier the reéquest had been received.
Payment followed 1mmediately upon the signing of the advance agreement.

Under the terms of the agreement, the Senegalese Government urdertook to
refund any sum overpaid when the exact amount of the final trsnsfer to
which it was entitled became known.

In more usual cases of requests for advances under the first Lomé&
Convention, failure to meet certain. conditions could render a request’
inadmissible: they included:

(1) the need for the Commission to be in possession of monthly data at -
leaat for the four reference years and for the first six months of
the year of appl1cation in respect of which the reguest was made;

.(11) the need for the figures presented by the ACP State in support
of its request to show a substantial fluctuation in earnings from
exports of the product in question in the first six monthse by
comparison with the reference pericd.

Where these conditions wers met, the Commiesion ‘ezamined the case. If the
statistical data had not been cross-cheoked in connection with a previous
transfer, the Commission checked that there weme no disparities between
the data and worked out a figure for the advance by comparing a standard
annmual profile of gquantities exported by the ACP State (imported by the
EEC), constructed on the basie of monthly exports (imports) in the past,.
with the profile for the firsi six months of the year of application,
allowing for a safety margin. Except where the request relates to a
product for which a transfer has already been made and for which, therefore,
a basis for oross-checking exists, the amount of the sdvance must be
calculated on ‘the basis of figures for imports into the EEC. The safety
margin takes ‘account of the poseibility of consultations pursuant to -
Article 19(4)(b).

(b) Examination of the request for a iransfer

(1) The request (Article 19(3))

As with requests for an advance on a transfer, only an ACP Btate
can set in motion the procedure leading up to the transfer itself.
'In the case of groundnnt 011 from Senegal, the request was made on
27 February 1979.

(il) Examination of the request (Article 18(1))

Immedzately the request for a tranefer is roceived, the Commlssion
sets in motion the follow1ng procedure.
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- Thresholds (Articlea 17(2) and 19(2))

The first stage in the examination of the request consists in checking
whether the two thresholds - dependence threshold and fluctuation
threshold — have been reached. This check is carried out on the basis
of the statistical data supplied by the ACP State and in the national
currency of that state.. In the case of groundmut oil from Senegal, the
rate of dependence (32.89%) was well in excess of the thresholdg?'? 5%),
a® was the Tluctuation rate (52.40%).

- Indirect application of Article 17(4)

The second aperation involvee. checking — by reference to ACP figures -
whether there is also = less of earnings on experis to all destinaiions
and whether thie loss is in excess of the loas on exports to the
Gommunity In the case of Senegsl, there was a loss of '
CPAP 76 000 million on exports to all destinations, i.e. in excess of the
CFAF 67 000 million'on experts to the Community.

- Application of Article 19(4)(a)

This provision requires the Commission to check whether the requesti has
to be declared inadmissible because "the fall in earnings from exports
to the Community of the products in question is the result of a irade
policy memsure of the ACP Siate concermed adversely affecting exporis
to the Community in particnlar™ (Article 19(4)(a)). The Senegal case
did not come into this category. - ‘

- crosa—checleing. (Article 17(1))

Cross-ghacking is ome of the: trickieat stages in the examination of a
casel, Comparison of the statistics from the two sources almost
invariably reveals divergences and this proved to be the case with
Senegal. Following market research and comparisons with other available
sources, and after conasultations with the Senegalese Ambassador om

22 April to discuss cross—checking and the choice of a matually
acceptable statistical basis, a cross-checking formula was agreed.

The agreed basis for croes—checking comprised the quantities imported
into the EEC and the fob unit values for Sensgalese expor‘bs to the
Community.

~ Caloulation of the basis of the tramsfer (Article 19(1) and (3))

Once a basis for cross—checking has been adopted, calculation of the
bagin of the tranafer is an entirslx automatic process carried out in
‘apcord:anca with Article 19:

reference level 1'21- 992 933
less actual earmings in year
" of application
bagis of transfer

S 483 206
- 509 727
- Consultations pursuant to Article 19(4)(1:)3

There wae no call for consultations in the case under eonsideration. The
Commission. found that the drop in production, quantities marketed and

‘See- 8 33, ‘ ‘ ;
3 "~
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exports was due entirely to tho drought local consumptlon having

‘remained on a par, in terms of absolute value, with consumption in the

reference years, and that exports to the COmmunity a8 a proportion of
{total exports of groundnut oil had_ also remained at a 1eve1 comparable

- 'to that of the reference period.

- Ca,lculation of the amount to be paid

This calculation too is eutomatic. It consisis in auh'tracting from the _
basis of the iransfer ihe amount of ibe reduction and the adva.noe, if any. .

The amount to bo paid . 13 thus obtained:

Basis of transfor _ 66 509 727
L o - 16 627 4311
Amount of transfer N 49 882 296
Less advance - S 16 000 000 - . *
Amount to be paid . - 33882 296 |

(iii) The tra.nsfer decision (Ar‘icle 19(5))

The Commission took dooiaions on the' Sonegal and other transfers
on 22 May 1979; by means of writien procedure, following the
delivery of favourable opinions on the varicus transfer proposals.
by the Commission Legal Service' and - F‘inanoial control.

(iv)- Signing of the iransfer agreement (Article 22)

The transfer agreement was migned on 23 Hay 1979. In other words,
less than two months had elapsed gince '31 March and the signing
of the a.greement was. followed uith:.n a few days by payment of the
balance. :

" The agreoment was a.ccompanied by an exchange of letters B:Lgned by
Senegal and the Commission in which the Senegalese Statle undertook
to contribute towards the reconstitution of ihe resources of the -

‘system under the oonditions laid down by the first Lomé Convention.

(c) Report on. use (A:rt:.clo 20)

(i) Artiole 20 of the Lomé convention stipulatos that the recipient -
ACP State shall inform the Commission anmually of ‘the use to which
it has put the resources tra.nsferred. ' :

{(ii) The Senegalese Goverment sent a report to the Commission on
.1 PFebruary 1980 concerning the use io which it hed put both the
advance = not compulsory according to the toxta - and the transfer
made in. 1978 and 1979 rospectively. . _

The report statos that 22% of the a.mount wae used o finance developmen't 2
projects, which are described in detail in the report, while 78% went

to improving the accounts of the Caisse de Péréquation et de
Stabilieation des Prixs Of this latter amount, 42% went on payment of
debts for the purchase of seed and equipment a.nd the rema.ining 8%

was used to fmance agricultura.l subsidies. . '

1JJecluo:‘l:ion 'takon following Senegal's deoision not to. avail itself of 11'.9
right to a tra.nsfor within a limit of 20%. : \
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(d) Provigions relating 4o the mcmﬁtution of ‘tho systemn's resources
(Artlcle 21) _

In May 1980 the Commiuuon departments ' f'ountl that the conditions laid down
in Article 21(3) of ithe Convention wers not fulfilled and that Senegal
was not therefore cbliged to repay the transfer, lfhother wholly or in part. -

" The general rule is that the checking mution will be repeated each
. year until the transfer has been repaid or until 1984, whichever is the
earlier; if the amount of the transfer has noi besn wholly repaid by
then, Article 21(4) of the Lome Convention will be applied.

~ (e) Pimetable of operations ’

~  Date of request for adwvance : 1 July 1978.

Commission decision on payment of advance 14 July 1978
Signing of agreement for advance on transfer 17 July 1978
Issue of payment order by the apprnpria'te _ .
, department _ » : 17 July 1978
= JDate of request for transfer 5 27 Pebruary 1979
" Consultations : 24-26 April 1979
Pranafer decision bty the Cmmion : 22 May 1979
Signing of transfer agreement . 23 May 1979

Issue by the appropriate department of the ‘
arder for mmnt of the balance o 23 May 1979

k Rapnrt on use 1 February 1980
Checking with regard to possilble \
reconstitution of resources 28 May 1980
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2, QENERAL PERPORMANCE

21." Results
211, Qenersl survey

1. In accordance with the sysiem of classification described in .§122.3,
every time we refer to a purely financial aspect we shall make the
distinction between Group 1I, which was allocated 380 million EUA, and
Group IV, which was allocated 20 million EUA, A total of 123 transfers
have been made to 39 ACP States or OCT to the tune of 389 811 T1l EUA im
all, to offset & drop in export 'sarnings in respect of 24 products.

2. Of the 46 states in Group I, 30 have received some 96 transfers
totalling 376 289 144 EUA, Three iranafers totalling 1 206 564 EUA weni
to Cape Verde, one of the three states thal acceded 40 the Convention in
1978, wnder Apticle 90. : S » g

3. Of the 24 iransfers made to Group IV states, four (1.7 millien EUA)
were for the benefif of Group V countries or territories, There have been
20 transfers (10.5 million EUA) to ACP States thal acceded to the

Convention under Article 89, eleven made while they were not yet independent

and nine for which the transfer agreement was signed once the country had
become an independent ACP S'batq. ’ -

Table 1 : 'Gvorall ro_iﬂ.}‘ta_ )

Number of | Number of | Number of | Ameunt As % of
transfers | recipient | produots | in EUA allocation
-"sta.tes L .
Grewp II . SRR
|ACP States = 1975(462 : . 96 30 23 ‘376 o
ACT States = Arte 90(3) | _3 a1 o 99%
| | 99 RS ST E< S O & A
Group IV N -
ACF States — Art.89(10) .20 6 6 10
0cT o o 4 -2 2 2 60%
- I E 8 6 12
TOTAL — [ a3 | 3 | a4 |30 9%

The breakdown by state and ’ny product is given in Annex 1, Tables 3 a.nd4 4e

Timese results are shown in Tables 1 to 20 in Annex I.
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1

212, Nature of transfers - position regarding individual oountries

l. Of the 119 transfers to Group III states. (including 20 coming from
the OCT allocation), 102 (or 86%) commist of grants to least developed
states undér- Apticle 48,

Tlto ruﬁniﬁg&? are interesi-free loans.

The - four tranafers to Gronp V. statss: are loans, a large proportion of
which he.ve, moreover, been paid back (uc §216 below).

- Table 2 : Brea.k.down of loans and. gra.nts
| ACP States.| ACP States | Other 0CT
B Article 48 | Former OCT | ACP States &
: Article 48. | . .. | Kiribati
Rimber .of {mstm ; 84: .18 ' -15 : 6
{Peroentage 6% ©15% 12% 5
Amownt: in million EGA 254 8 123 4
Pisroen'ba.ge 65%. - 2%. 32% 1%
' Grants: 263 million EUA | Loans: 127 million EUA
‘ 67% ' 3%

2.. It can Dbe: meen that 262 915 561 EWA, or 6T.4% of the amounte transferred,
- went to least developed: mtwtess. Mika result may seem: surprising at. first
sight. GOiven that: the Stabex: sysbem is based on trade, one would have
thomght that it wounld benefit first and foremost those ACP States that had
a. wide range of produatsé to export and: lively irade flows, that is the

meet advanced: statess. This: iuf not in. fact: the case, for several reasons:

(1) Under thes Dimsst: Lme Convmztimr, 36 ouh: of 59~ states (61%) werse
classifisd ae: least deweloped and, hence, difd not have to repienish
the: systems. The lower- thresholds: a.pglica:ble to these states also
proved’ a valnabln asnet,.

(i4.) M™e risk of having to. cope with a coaaidera.'ble loss of earnings is
gremier the fewer- the: products: a. glven state has to offer on the
marieet; this is why: Nigemdén, for example,. has never used the sysiem
wheress Stabex has tumedi anb: to: be an: impoxrtant means of aiding
many: of the least dewalopsd: ACE: Statess.

(iif) It im alsos true that: a. etateds: soops for- timely action using its
owr Pinancial and adminisirvative resomroeses: to limit losses in an-
affected sector d.epm on ite lwol of* development.

(iv) La,stly, it must be- admitbed: that: there: in an:. element 6f "chance”
However, its: signi:ftcences should: nok: e overestimated in view of the-
abovementicned: intrinsio: Paatons..

. All this. goes: to0 prove: thad: Stebex i a. system of particular relevence
" to: this cabegory of miate. This has: beoome: clear during the periocd
covered by Lomé- I angk efftmts: to aid these: siates: are vo.be stepped up

even furtiver during: the: pemtod: covered by Lozé: Il..
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'3, Three states acceded to the Conveniion, following ratification, ,
pursuant to Article 90, A 5 million FUA alloostion wes added at this time.
In all, three transfers have been made to one of these three states,
involving a to%al of 1.2 ‘million MUA (which is less than the 5 million EUA
added), This shows that the accession of these states has not adversely .
affected the advantages accruing to the original signatory states, as
_ati‘.pula.ted. by Article 90. ~ T ‘ o :

" 4. The largest transfer, amounting to 49.8 million EUA, went to Senegal, .

Followed by those to Mauritania (33.3 million EUA) and Sudan (27.2 million BA).,

The state hat has received the largest number of transfers is
Benin (12, involving a total of 20.3 million BUA), followed by Uganda
(8, amounting to 20,5 million EUA in all)s _ o

© 213, Position regarding individual products

Transfers have been made in respect of 24 products (out of the 32 listed).
The 1ist of transfers, broken down by product, is given in Annex 9. . .- -

Nearly 40% of total transfers were for groundnut products (groundnuts,
shelled or not; groundnut oil; groundnut oiloake), 16% for iron ore,

114 for cotton and 10% for wood in the rough (owing to a cyclical S
problem specific to 1975, which was the year in which 99% of transfers. .
for wood in the rough were made). R o S

Five producis - the three groundnut products, iron ore and cotton - account
‘for two thirds of the transfers. There is no rational explanation for this
phenomenon, especially in view of the fact that its csuses vary, being due
both to local circumstances and cyclical problems, - Therefore, the question -
of whether it was possible to foresee this concentration becomes pointless.
It should simply be noted that the conoentration on the products in question,
especially groundnuts and cotton, leads to the conclusion that it is the.
Sahel that has had to meke the most use of the system, : e
Table 33 . Breakdown by product

»

|24 out of 32 | N 1 lucoa in -

products = 75% ' Groundnuts | Iron ore |Cotton |4y . uzn Other

imownt (sillion BA) | 16 | 62 | 43 | 39 9%
o ’ 40 | 16 11 | w23
umber of transfers 18 - 19 | T | T2

_ . ‘ I 15 & 15 ol 6 ’ 59 .

214. Circumstances lea.digg to a drop in ean__;ing' '

Some 271 million BUA {69% of the total disbursed) has been paid out in
_pespect of products (mainly groundnut products and cotton) on which the
. export earnings were affected by local circumstances, often of a physical
nature (drought, hurricanes, plant disease, etc, ). In-this connection,
44% of transfers went to the Sahel. - co BER
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Of the 271 million EUA, 14 million EUA (4% of the total) was paid out when

mines were closed down

of Stabex was used as life a.s'm;ra:aoe. as well.

On this occasion, the acoident insurance aspect

The -remaining third, 119 million EUA, was transferred because of the
economic trend within the Community, which caused a drop in export

earnings.

For the following years sisal, iron

ore- and sawn wood can be added io the list.

" Table 43 Bréa.kdown of reasons for drop in expdrt. earnings .
: . : f : (million EUR)

The products affected in 1975 were wood in the rough, hides,
skine and leather, coétion and copra.

Local circumstances 257

Mine closures ‘ 14 -

Total 271 (69%)
" Bconomic trend in the EBC 119 (31%)

Grand total 390

215, Advances

The following table sums up the advances made on transfers:

Table 5: Summary of iranafer advances , ‘
|Year of State and Amount of 9, of final % of total
‘application| number of advanoe transfer annual
advanoe : +transfers
agreements ‘
1978 Senegal 2 19 000 0600 69% 29%
“ , " Gambia /1 1 510 000  5.5% 61% _
Tonga-/ 1 i 160 000  0.5% 65% , :
Mauritania / 1_/| 7 000 000 25% 21% .
, Total /5.7 27 670 000 100% | Average 27% 17%
1979 Gambia '[fb 3 692 000  60%. 13% . o
‘ Dominica /17 | 2 480 000 - 40% 86% ‘
Total [ 37 6 172 000 100% Average 78% 9%
“lorand total 8 33 842 000 - 9%

Little use has been made by the ACP States of the possibility of obtaining an
advance under Article 19(6) of the Convention, the Cammission having
received a mere ten or so requests. This figure should be set againsi the
163 requests for transfers received by the Commission, - ‘

lsierra Leone 1976: 3 977 274 EUA.
Sweziland 1976 and 1979: 9 855 991 EUA,
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- Bight requests resulted in payments totalling 34 million EUA, representing
9% of the 390 million EUA transferred. ' : ‘

As a proportion of the eventual tranefer, the advance varies beiween 21%
and 86%, For Dominica, where the banana crop was totally destroyed by a
"hurricane, it was quite easy to make a.reliable oalculation of the amount
to transfer, which explains the size of the advance in relation to the
transfer, ' o / ’ ‘

A11 requests for advances were mads in respect of transfers rendered
necessary by a drop in ‘expori earnings caused by local circumstances,

216, Reconstituting the ‘_u_x‘ stem's resouroes

1. From the results® it can be seen first of all that, of the 99 transfers
made to Group II states, 15 were loans, Three transfers have been paid
back in their emtirety, another partly (84%)”. Of the 123 million EUA
transferred in the form of loans, the 4 million EUA due so far has been
paid back into the system in the normal waye. '

Of the other 11 trensfers that have to be repaid., five were for wood in

the rough (1975), two for iron ore and four for Semegal and Madagascar
(see Anmex I, Table 18), : : \

2« Of the 24 ‘tranafers for Group IV states, six were loane (see Ammex I,
Table 17). o . ,

The two transfers to the New Hebrides have been paid 'ba;ck.‘ Three of ".'hey. R
four remaining bave been paid back to the tune of 40, Of the 4 million EUA
transferred in the form of a loan, 2.5 million, or 59% has been repaid.

217. Finanolial results E

Tables 19 and 20 in Annex I show the financial pattern of the Stabex
transactions. An annual instalment oan be increased by sums carried over
from previocus unexpended balances, replishments and by drawing on the
following year's instalment (up to a ceiling of 20%). This is what
happened in 1975 and 1978, ~For. 1976 and 1979, therefore, the preceding
years' advances had to be deducted from the relevant instalments.

In addition to the fact that it was neoessary to invoke Artiole 18(2)
twice for advanoes on the ACP allocation, it should be noted that although
the overall figures balance out well (377 million EUA transferred out of
an allocation of 380 million EUA, or 99%), there was a very uneven spread
over the years ', whereas a ™ormal" pattern would have involved drawing
upon 20% of the total allocation each year, o :

. é'rhee results are shown in Annex I, Tables 16 to 18, . .
3839 §37 for the applioation of the provisions on reconstitution.
See Annex I, Table 16. R ‘ :
This coincides with the remark made in the appendix (Noto'B) evalunating
‘the resources needed for the Stabex sysiem which states that there is
' no way of telling for which year a iransfer will be required. '
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Table §: Breakdown of the amounts tra.nsferred over 'the five yea.rs -
: ACP allocation ’

Year Amount " Percentages in relation to Aggregate

| (million EUA) the amount transferved percentages
1975 80 a 21
s | | 10 3
1977 ¥ | I T B
1918 | w64 | 43 . 83
1979 | . 63 L 3 - 100
Total | 318 - | 100

The OCT allocation has proved qu:.te generous since 12 million EUA has
been transferred out of the 20 million allocated (60%), and even the
three years during which the highest sums were.paid out did not exceed
‘their instalments.

~ Table 7: Breakdown of the amoun‘l:- tra.nsferred over the five years -
’ ~ OCT allocation ,

Year Améunt - | Percentages in relation to Aggregate
(000 EUA) the ‘amount transferred ‘percentages
1975 | 3960 M5 M5
1916 | 330 | 21.5 A
1977 | 1463 2 on
1978 268 , 2 : 73
1919 | 334 S 100
Total | 12 316 | 100

2__2. Stabex under the fourth European Development F\md1

Since the first Lomé Convention's Stabex system comee under the fourth
. Eurapean Development Fund (EDF) for financial purposes, its significance
must be assessed in relation to other financial aid from the fourth EDF,
in spite of its very specific nature. . The comparision can be made on
two levels, both on a general plane and by comparing, for each state,
the total national appropriation and any Stabex payments.

"Tables 21 to 24 in Annex I illustrate these developments.
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Several significant facts emerge if we compare the sums transferred to -
Group IT ACP States under Stabex with the fourth EDF as a whole. With.
an allocation amounting to 11% of the total, transfers accouni for 16% -
of sums commitied and 28% of sums paid out (as at 1 August 1980). This
is due to the fact that Stabex operations, by their very nature, can be
implemented more speedily than those governsd by other provisions,

Drawing 2 comparison with the total national appropriations is iricky
because different sysiems are involved. The national appropriations
come under the indicative programmes and are the result of detailed
‘studies made on the basis of objective and siructural oriterie and linked
{0 specific projects, whereas Siabex iransfers are inevitably: )
unforeseeableé. It is none the less interesting to note that, for certain
- states that have unfortunately suffered large losses of expori earnings,
such transfers have provided substaniial compensation which, in volume
terms, can be as much as double the allocation under the indicative
programme, benefiiing particularly these states referred to in .-

Article 48 of the first Lomé Comvenmtion. . —

221, Of the 380 million EUA Stabex allocation gcroui:_ 11),
‘377 million EUA has been. iransferred (99% ‘

‘Table 8: Stabex under the fourth EDP - commitments (49 states) |
L - - (million EUA)

g 1 31 4 5 g 7 ] B
Stabex Total | = 4ih EDF Amount | = [ = =
allocation| transfers | 2/1| amount | committed|5/4 | 1/4 | 2/5
380 | oom| 3466 | 2429 |70% | 1% | 16%

‘Once the amount of the iransfer has been decided, the transfer agreement
is signed and payment follows immediaiely, whereas the time iaken {o pay
a sum commjtied under the EDF oan vary depending on ithe nature of the
project. This is why 28% of the paymenis made under the fourth EDF as
at 1 August 1980 were in fact Siabex paymenis,. Since the 1979 Stabex
payments have to be made in August, the properiion at ihe end of that
month will be 36%, B ' : '

‘Table S‘-I:abe? under the fourth EDF - disbursenents (49 states)
‘ e ' ' (million A

T — =2 [ 3.1 7 — 5 1 ¢ T 3
Stabex . Stgbex | = | 4th EDF | 4th EDF | = I .
amount | = disbursed | 2/1 | committed| disbursed| 5/4| 1/4 | 2/5

377 30 | 82% | 2.429 | 1115 | 46%| 164 | 28%

The same cdmpariqon.m'made, for the period covered by Lomé I up to 1978,
with approximately ithe same result (30% for disbursements in column 8).
Table 10: Stabex under ihe fourth EDF (at 31 December 1978) - (49 states)

, _ million EGA) -
o .2 3=} 4 | 5 J6=117 | 8
|Stabex | Stabex | 2/1 | 4th EDF | 4+th EDF | 5/8 | = | =
N disbursed| (%) lcommitted |disbursed| (%) | 1/4 | 2/5

Amownt . 17‘0‘4 169 199.42F 1 614 558 |34.59]10.51|30.22
allooation 44:64 4440 | ~ | 46,57 | 1611 | - | - | -
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"From a financial viewpoint, therefore, Stabex is a very dynamic and
' mporta.nt element Bince over a third of the sums paid out under the
fourth EDF during the period covered by Lome I come t‘rom the Stabex

a,lloca.t:.on.

. 222, tabe:r. and the total national appropriations

_When studying the size of the Stabex transfera .compared with the total
national. a.ppropna.tlons, we can see that recipients fall into three

categories,
4

The first contains Bix states which have received ‘Stabex tra.nsfers

equivalent to between 66% and 116% of their indicative programmes and
for which Stabex is the dominant factor in terms of relative value in
their fourth EDF aid packages.

Table 11
- (1000 EUA)
State - Amount o'f_ .fxmount'of,tot?.l . %
) Stabex tr.a.nsfe’r na.t:.qnal appropriation ,
‘Dominica’ 2 892 2500 116
Senegal 65 106 59 000 110
‘Swasziland' 13 225 12 000 110
Mauritania, 37 000 33600 110
Gabon 6703 9 000 74
Gambia' 7 515 11 300 66

1

States referred to :m Article 48.

This category consiste of four states referred $o in Article 48 and two

states that-may have to replenish the system ultimately.

They alone

account for over a third of the Stabex tramsfers whereas their total
national appropriations repressntsd only some 7% of the overall
appropriation for a.ll states.

The second tategory contains 26 states,
which received transfers equivalent to between 1

indicative programmes. Lastly, the third category contains the remaining

most of them 1yisted in Article 48,
0% and 66% of their

27 states, whick received rather insignificant Stabex transfers compared
with their total national approprla‘tn,lons (between 0% and 10%)
. Table 12 _ ’

Mransters in Warber of svates Amount Amoun?vuhﬂe’:r‘ Avarage
proportion to (of which - - under indicative %
ind. programmes. | Art. 48 states) Stabex programme

0 - 10% 21 - (1) 13840 4%| 801825 42% | 1.73
10 - 66% .26 = (19) 241 756 62%{1 000 190 52% | 24.17
66 = T1.6% 6 - (4) 132 442 34%| 127 400 6% [103.96
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It is only natural that there should be such a disparity (34% of trénsfers
for six states and 4% for 27 states). Since Stabex is designed to offsetl
injury to states which have suffered a drop in their export earnings, it
places them on a par with the others regardless of development siructures -
and level, which are taken into account when deciding upon the total -
national appropriations. . i : , o .

Of the 17 states for whieh Stabex transfers have meant a substantial
 ipcreasé in total diebursements under the fourth EDF (30% of the
indicative programme or more), only five count -among the mosi developed
states. This category received 67% of the Stabex transfers whereas '
their total nstional appropriations accounted for only 23% of the overall
amount , T ' ‘

T

e o

- Table 13
States’ . fmount under | Amount under = | . Averags.
_Stabex || indicative ' proportion
) - : programme 7 ‘
17 | 260842 61% 431440 2% | . 60%
1

for which Stabex transfers are ‘equivalent to over 30% of the
indicative programme, ' » T

Finally, of the 22 states that have not received any Stabex transfer,

six do not export significant quantities of any of the products covered

by the system and are hence not affected by it. Of ihe 16 remaining,
seven are on the list in Article 48. ’ B ' .

Table 14

22 states have not received any Stabex iransfers

Six do not export significant quantities of preducts covered ’by
Stabex: - : : o

‘Bahamas  Guyana

Barbsdos o Suriname
- Botawana S © Zambia

The rém_aining" 16 do _have»produdts déver_ed by Stabex: -

Equatorial Guinea ‘ Nigeria
Grenada Papua New Guinea '

" Guines! ~ Saint Lucial -
Jamaica " Saint Vincent and the

. Kenya ' Grenadines! R

Lesotho Sao Tome and Principe '
Malawil Seychelles '
Mauritius

" Trinidad and Tobago S

Zaire

1Staten referred to in Article 48 of Lomé I.
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3. APPLICATION OF THE RULES AND UWDERLYIHG FROBLEMS

31, Ezngrt cover1

" In l111.3 we saw how the list of producta "insured" and the possibility
of all-desiinations export cover evolved following decisions of the
'ACP-EEC .Council of Ministers and in response to the ACP States'
demands. Here we will attempt to olarify the question of export
‘cover in general. .

311, The destination of exports

’ 1

The rule is, and should remain, that the exporits covered are those
to the EEC; there is no reason why the Community should aesume
financial responsibiliiy for mitigating the ill-effecis of events
taking place on markets other than its own.

Nevertheless, the Communlty was aware from the outset that a few
ACP States, which were moreover among the least developed, and
significant exporters of only one or two commodities, traditionally
directed the bulk of their Stabex products to markets other than
those of the Community. To have refused an exception to the rule
on their behalf would have deprived them of Stabex ineurance even
though exporis of these commodities were their principal source of
revenue.

Thus from the entry into force of the Convention five countries
enjoyed "all-destinations™ cover. To this number were subsequently
added former OCT which had enjoyed a similar facility before )
acceding to the Convention, and three other ACP signatories which
fulfilled the oriteria indicated in the preoeding paragraph or for
some practical reason wers unable 10 s8end some of their exports to
the Community.

But all-destlnatlons cover is nevertheless a flagrant derogation from
ane of the basic Stabex principles, which is that the scheme should

be strictly limited to products from.countries to which the contracting
parties -have agreed to accord the most favourable treatment: possible,
Article 17(4) refers to "special cases"”. Given the problems which
prompted the derogation it admits, which relate to countries and not

to certain commodities exported by particular countries, all-deetinations
cover can be aocorded only to a counmtry, for all its exporis of

Btabex products.

2. For years the ACP States have been asking the Community to extend
the stabilization facility to export earmings from trade between
themselves. Now the second Lomé Convention permits this, on certain
conditions (Article 27). The difficulties which arise in this
cornection are of two kinds:

(a) At the moment inter-ACP trade in commodities covered by Stabex and
exported to the EEC is negligible and likely to remain so for a good
while yet in conirast tc their trade in certain other commodities
(African graine, livestock, cola nuis, etc.) which has traditionally
been considerable, Stabex cermof be used to solve problems which

in practice do not arise,

o be read in conjuwiction with Annex I, Tables 25 and 29.

s
A
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(h) Even if circumstances did change, a number of tricky technical
problems would have to be overcome to provide cover foi this trade
using the normal Stabex machinery: '

(i) such trade does not seem to be eyetemetically recorded in .
customs statisticsj

~(ii) it is. difficult to determine the orlgin of the traded producte,
which may have been entered in the records in both the country of
ccneignment and one or more. ccuntriea of transit.

It is therefore advisable to approach whetcver eituatione ey arise
with caution, taking all the factors into consideration. -

312, The ¢ ng of Ercduct covered

1. Stabex is designed to provide cover, in accordance ‘with. certain
aims and on certain terms, for products exported to the Community .
which are important for the economy, export earnings and employment
in the exporting ACP States and liable to wide variatione in price
and/or quantity. Behind these criterie lie other coneideretiones .

(1) intervention to stabilize eernings ‘must not destroy Stabex's
neutrality in respect of the market nor ite ccmpetdbility with
\ccmmcdity agreoenenis;

(1i) care must be taken 4o see that a product is covered only uhere
the price component of export earnings corresponds to economic
reality;

(iii) the emphasis ehculd be on commodities nct cd%ered by other
epecial arrangements. -

2. The foregoing considerations dictated that the ccmmcdities chosen
‘£or the Stabex list should consist essentially of ithe ACP States'
major traditional export crops plus certain products of fxrst-etage

' processing derived from them. In.this connection it should be noted
that on the one hand some products are consumed without processing ‘
(bananas), whereas ih other oases cover extends from the primary
product {to the furthest stage of proceeqing which oan reaeonebly

be carried out in the producing country . :

3o Other kinds of produce = thoee 1dentical or similar to Community
_crope - are not included in Stabex, mainly beocause it offers insurance
against falls in output, a safety net Community producers do not have.
Nevertheless, it should be noted that some of these producis are
covered by protocols or other arrangements which may provide ‘even
greater cover than Stabex (sugar and beef, for inetance) :

"4« The only ore included was iron ore, and the Gommunity indicated
at the end of the negotiations that it did not intend to agree

- 40 further mineral products being edded to the list. = The reasons
were as followe:

(a) Production and market1ng of ores. In part1cutar, it is generally ver-:
tically integrated from the mine to a certain stage of process1ng. The

~various Llinks in _ - , .

1Groumdnnts provide en obvious example, {though not the only cne._
Stabex provides cover for ghelled or unshelled: groundnutc and

unrefined or refined grcumdnut oil.



this chain operate a system of itransfer pricing between themselves
which is often meaningless in economic terms. Thuas one facfor in the
"export earnings" concept is so unreliable that it is well-nigh
impossibie to arrive at a figure for "real™ export earnings — and the
potential for abuse of the system is considerablé, - ‘

(b) If Stabex covered ore from certain countries (e.g. copper from
Papua New Guinea, Zaire and gambia) to fthe exclusion of other producers
supplying Commmity consumers (Chile or Peru, for instance), this
would mean that, given the-oligopolistic siructure that is usual

on both the supply and demand side for these commodities (for most
other Stabex products buyers and sellers are numercus), distortions
would arise and destroy one of the system's strengths, its neutrality
in respect of the market. .

(c) Some ores, or the related products derived from processing them,
have sirategic importance and some countries therefore itend to
consider them in this light and not merely from the economic
standpoint. This means that economic factors become secondary and
the data on which the system functions becomes even less meaningful.

(4) Even if these objections could be ignored, the cost of including
the main ores in Stabex would be quite prohibitive.

Thus mineral products are not suitable for inclusion in Stabex..
Wevertheless the problems faced by exporiing countries are real ones.
For this reason Title III of the second Lomé Convention contains
provisions designed to assipgt these countries by means of a special
financial facility aimed not at export earnings but at production
and export capacitye.’ ' : : -

5. On several occasions the Community has been faced with the
question of ACP States' earnings from tourisme It has always been
opposed io including these in Stabex on the grounds that tourism

i8 not an export commodity within the meaning of the systeml,

313, Export cover and the economic effects of extending the Stabex list '

1. Tables 25 to 39 in Annex I give a comprehensive breakdown in
figures of the lists of Stabex producte at the different stages of ihe
_system's development (including the cover rate and "insurance premium").

2+ But these fiéares are only'approxi'mate. Because they take as
their basis EEC imports of a given product from all ACP States they

(a) fail to reflect total exports of the product from ACP States
enjoying all-destinations cover, which means that the toial value
"insured" by Stabex is higher than the figures given in Table I.25;

Ton technical grounds the inclusion of earnings from tourism would
" be unworkable, ae it would require solutions to such coniroversial
matters as: what constitutes a tourist, the definition and basis
of assessment of his expenditure, i.e. the earnings-to be insured,

and restriction of cover tc Commmnity nationals. o



‘(b) take no account of the fact that because of the dependenne
threshold rule a proportion of the total is not covered by the system.
This has the opposite effect, -in that it reduces the total amount
actually insured and thus louera the cover percentages given in

Table I.27. This effect can only be precisely quantified if
analysed for each product separately, but it could lead to an
estimated 15-20% reduc'tion in the total import figures.

3. Setting these difficu1t1es aside, the following figures cast lzght
_on some of the schenme's fundemental characteristioss

(a) Products added to the original Lomé I list both dnreng the
lifetime of the Convention and in the negotiations for its successor
add up to a fairly negligible total; over 95% of the "total value™
covered by Lomé II was already on the original Lomé I list.

(Annex I.25)s This is a clear indication that it has -become
increasingly difficult to find further "holes" in the Stabex safety
net! or, in other words, that the law of diminishing returns applies

to 1nterna¢10na1 negotiatione too./ , ,

(b) The product list is heavily concentrated round a handful of \'
. commodities: +the five major producis out of the 44 account for :
about 75% of the total vaelue of imports; they are, in descending

- order, coffee, cocoa beans, wood in the rough, iron ore and tea

(19781 74.86%) ‘The first two of these commodities account for.
over half of total imports of the 44 proauet- (Annex I.25).

(c) Imports of beans and shrimps exceed those of gum arabic, thch
in turn are greater than those of raw sisal,  And one would not
expect imports of cocoa butter to exceed those of bananas. .

314. Some technical groblems

,These remarks on produot cover would be 1ncomp1ete without a :
reference to some technical problems whick could take on a- politioel 3
dimensions : v . ‘

(i)_ACP Sfatee\heve‘in,the past asked for products to be added to
the list which are non~existent in terms of statistical and oustoms
nomenclature or exist only in oonjunction with other producis.

(ii) To render Stabex operative for some produote such as leather,
hides and skins it may be necessary to aggregate figures in ways not
foreseen at the time-of the negotiations.

 (iii) For statistical reasons again it may become essential to alter
previous combinations. . For example, it was found that instead of

classing oilcakes with the primary products from which they are

derived they should be olassed togeiher under a separate heading.

-

" ihe ACP States have recently asked for rutmeg and mace to be inoludéd
in the list of Stabex products. These commodities ‘are importani

. to Grenada, the world's second blggeet exporter.



32. Trigger rates and thresholds and the operation of Siabex
321. Assessi_r_lg rates a.nd threaholds

1. Under the Lom& Convention, {o apply for a tra.nsfer, ACP 3tates muat
have pasg;d both the dependence and fluctuation thresholds (Arts. 17(2)
" and 19(2

2. The lavql of expori earnings these thresholds repreeent iz worked out
on a national currency basis. Since the rate of dependence is worked out
with referencs to total earnings from merchandise exporis it is
necessarily calculatei on the basis of the ACP States' figures, with
earnings expressed in national currencies. Except in {the cage of
countries covered ty the Article 17(4) derogation, the European unit of
account cannot be used to measure the ACP State's exports to non=Community
destinations. To prevent any distortion the same method was used to work
. out the flucutation rates.

3., Assessing dependence raies involved deciding whether to proceed on a
product~-by-product basis or with the product "families". The second °
approach, known as "globalization", was used in orly two cases out of 123

~in the first four years of Stabex operation. This shows clearly that

globilization is far from being an automatic rule, and in fact has only
been used in exceptional cases to cope with really extraordinary
circumsta.nces, and not without posing consideradble problems.

Under the first Lomé Convention the rule for Stabex transfers was the
product=by-product approach, whereby sach product on the liaq muat pase
the dspendonce threshold before a transfer can be considered’.

Because of the controversy which this issue has aroused it is worth setting
out the considerations which prompted the Commission'’s etand. The
possibility of "globdlizing™ of several products for the purposes of the
dependence threshold — in itself a departure from the sirict product-=hy~-
product approach of Stabex - came up because of an ambiguity in the
'wording of Article 17, which states that "the pystem shall apply to an
ACP State's earnings ... if ... earnings from the export of the product or
products +.....". On the narrow, literal interpretaiion, this could be
taken as making it possible to add up the export earnings from several
related products (shelled or unshelled groundmuts plus o0il plus oiloake,
or cocoa beans plus cocoa paste plus cocoa butter) so that the overall
"package" exceeds the threshold. Article 19(%) doas not admit of this
" interpretation for working out the transfer.

On the atrength of Article 17(2) some ACP States have iried repeatedly io
get the Commission {o accept "globalized™ requests. With two exceptions
the Comnission rejected these applications, and ‘the applicant statea

In nagotiating the second Lomé Convention the contractmg parties agreed
on a formula allowing the ACP States to choose between a product-lhy-—
product approach and globalization for each transfer application. This
finally settles a point which had given rise 1o a certain amount of
contrwersy.

»
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congidered that by acting thus it was interpreting the article in a -

manner out of line with the letter of the Convention. The two exceptions
- admitted involved really exiraordinary circumstances;. if Stabex had not
 provided agsistance it would have failed in its purpose.’

(1) The first case concerned the consequences of a severe drought. This
disaster wiped out the entire groundmui crop, causing a sharp drop in the
dependence rate for each sub-product, taking it below the threshold. But
in a oatastrophioc situation of this nature the Conmission was unwilling to
withhold Stabex aid and, exceptionally, agreed to a request based on ‘the
glotalization of all groundmut products. o o

'(i1) The other case concerned a situation where refusal of the. globalized -
request would have seriously threatened the contimuation of L
ndustrialization in the cocoa sector, which had only just got off the
ground. The sum transferred was repaid in full the following year in any
case. ' , : . . -

"These two oases accounted for 1.5% of total transfers.
322. Results ' \ ' o ’ ‘f : .
Out of a total of 138 fra.nsfjer applications s;u‘unittedhince 19751, 18
(about 13%) were rejected because one or other of the thresholds had not
been reached (in’twelv«_ cases the dependence threshold and in the other six.
the fluctuation threshold). DR o o L
However, a relatively steady pattern can be observed in the straight
averages of both dependence and fluctuation rates. An average of the . .

fluctua.tion rates weighted by ihe reference levels alters the series
’ 8lightly“. ' ) ) . '

Table 15: Average dependence and fluctustion rates

Year ' Deperdence rate R Fluctuation rate | Weighted é.vai'ége
. average . . average ‘ fluetuation rates
1975 . .15.65 . 1 aras 1 22.30
1976 1 15.78 . C41.19 t - 38,97 /
1T S 1T.21 ) 42,17 o 20.35 .
1979 | - 1659 - . | - 3214 48.54
. Total T | 42.80 - 28.15
1Group II.. (In the case of Group IV, only bne of the 25 requesté submitted

failed on the grounds that the fluctuation threshold was not reached).

2‘1‘0 prevent dietortion caused by exohange rate variations artificial
reference levels have been worked out for this purpose by dividing ihe
‘basis of the transfer by the fluctuation rates. ' SRR

]

/
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33. Statistioal problems in operating Stabex: the use of cross—checking'
331. General remarks | | ' ‘

Whenever a.n ACP State applies.for a tra.nsrecr under the export earnings

stabilization system, the Commission, in conjunction with the applicant
state, tries to get as accurate a picture as possible of the real state
of trade between that country and the EEC in the product concernod.

All kinds of factors work to complica‘te this task. There are nea.rly
always discrepancies between different sets of statistios, and it is
impossible to say prima facie whioh is to be preferred. Some of the
complicating factors are: b

- shipping time>

-~ the importer's decision on when to clear the goods for releaso for free
cmulation or admission for inward processing

- the relat‘ionship between the fob and c¢if values

— changes in the deatination of ihe goods before customs clesranoe (sale
on cansigmment, ro-export)

— weight loss (drying out, detemiora‘tiﬂn, damage)
- axchange rutel;
- errors and omissions. ' .

Thc problems involved in using statistics are therefore multifarious. In
addition, three fundamemtal but often contradio‘tory imparatives of the
. Stabex system must be observed:

(i) maximum relisbility which is not to say peri"cc‘tion,

1 4

(ii) statistics must be made availahle as quickly as posaible 80 that
transfers can be made rapidly, as the Convention rmires.,

(iit) the formuls adopted must be as stable as poseible so that a high
lewel of ceartainiy can be incorporated in the aystem in the long rua.

In the search for statistical ™truth™ there comes & time when ome simply
hag to accept a given figure as final; it would be pure chance if exports
of a particular product from country A to country B were equal to B's
tmports of that product from A. This result could only come about in the
- theoretical case of perfectly planned economies, where the figurea reflect
the plans rather than realityis In any other circumstances - and they vary
widely — import and export figures will differ or even contradict each
other despite any amount of checking and investigation.

The Commission's view is that only a. pragma:l:ic approach can enable the
gystem to apara:lw effeciively.

T9ee Table 1.30.
2

A good emmple is the end-of-year shipment. The aarge of a ship sailing
from an ACP port on: 31 December of year T will be recorded as part of
that year's exports, but will obviously be includa& among EEC imports for
Jear ‘1‘ + 1, ,
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332, The problens | S I ’\
1. The statistics used: T N
(a) Working out Stabsx transfers i'equiros‘_‘o@th‘mport statistice from the
Member States and export statisiics from the ACP States (see Article 17(1)
of the first Lomé Convemtion). S ‘ , ' R

(b)) As regards EEC statisiios, iwo Customs Union Service régulations‘! have
introduced adequate momthly import surveillance for Stabex products based
en Nimexe headings. ‘ ' : )
. EEC statistios give cif values. In order to use them, & oif[fob coefficient
must be applied to arrive at the fob values stipulated in the Convention.

‘A lot of work went intc determining the coefficient and the results are
satisfactory on the whole. They may not solve the whole problem, btut they
enable it t6 be tackled on a fairly firm basis. - .

(c) There are ‘also problems involved in using ACP statistical sources. For
- administrative reasons some countries bave difficulty in supplying regular
statistics as often as desirable. : ' 7 C R

Another problem is deciding whether the gtatistics used should be those
taken at the time of exporiation or when the couniry receives the earnings ‘
from the exports. In the case of landlocked states there is the additional ..
‘difficulty of deciding on the place of ofxpor'ﬁa-'tion. o o
Tn the case of Burindi, for example, should the figures used he those '
recorded upon departure at Bujumiura, at the firet transhipment (Xigoma), o
or at Dar—es-Salaam, or when the Central Bank receives the proceeds of sale.
‘fach of these will give different values at different times.

(d) On the assumption that there is always someone ai any given time who

knows and can supply the specific information needed for Stabex, the

Commissicn has endeavoured, in conjunction with each ACP State, to identify

* that seurce. This has led to a rather heterogensous network of i '
correspondents, but one which takes account of each country's consiraints

and possibilitiess T , L

(e) There are three main possible scurces of statisticss -
(1) Bodies such as marketing ‘boards, where they exist, providing they have -

a commercial function such ss purchase from producers and involvement in
the sales process. - : S v .

(i1) Foreign trade statistics, usually based on those of the customs. - .

(iii) Cemtral banks, which can repord exports at various stages (issue of
licences, payment of deposit by exporters, receipt of proceeds of sale).

Tregalations Nos 158/76 of 20 Jamary 1976 and 2478/77 of T Foveaber 1977
(07 No 41.813 of 27 Jamuary 1976 and OF Ho L 28] of 11 Noveaber 1977).
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!

In addition to these "institutional" sources there are others such as
private industry (e.g. tammeries, oil mills), public concerns {iron mines)

or tl)ze various ministries (fina.nce, economic affa.irs, trade, a,gnculture,
etce ).

In each case the Commission has sought the help of the national
authorities to identify correspondents able to supply the most raalistic,
“reliable data ag quiokly as possible.

2. Collecting the data

(a) Surveillance of the Member States' imports from the ACP States a.nd
OCT, pursuant to the customs regulations mentioned in § 332-1b, provides
the national authorities with monthly returns based on importers'’
declarations, and these are then passed on to the Commission.

(b) In the' case of the ACP States and OCT, the various correspondents are
required o make regular, usually monthly, returms to the Commission.
For internal reasons some ACP Siates choose different intervals. With a

- few exceptions this system generally works well, and provides the

Commission with the punctusl and reasonable reliable data it needs to

examine transfer requests and monitor. the conditions for the reconstitution -

of resources. .

(c) In order to test the relia.bility of ‘the figures where ‘this may be in
doubt, and also for the purpose of .carrying out rendom checks, the
Commission compares the figures supplisd to it with statistics from other
sources suoh as the INP, marketing boards, produot organizations,
specialist journals, information from its’ Dalega.taa - in ahort, with a11
thée information available af the. timis. ‘

(d) In cemplex cages checks may be extmmly detailed, with export
declaretions, origin eertificates or ahippd.ng movements being examined.

3. Ibe problems of cross-aheélci.m and the methods used

(a) W:.thm the meaning of the Convention croas—-checld.ng is pointless in
the case of transfers to ACP States covered by the Article 17(4) derogaiion
entitling them to cover for their earmings from exports to all destinations.
" But before using the statistics supplied by those countries to work out
the§tranefer, the Commission mwrthslass carries out the checks mentioned
in § 332-2e.

(b) Here we come to one of the substantive problems of Stabex: the
Convention states that the scheme is intended to stabilize the ACP States'
- export earni but defines ithe exports in question (at the end of

" Aprticle 17(1)?5111 terms of Community imports. If both the ACP States and
the Commission decided to take a stand on their poaition under the :
Convention, the system would grind 1o & halt, with each party perfectly
within its rightis. Luclci.ly, crose—checldng offers & uay of resolving
this impa.aae in pmtioe. ]

-
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(e) Cross—oheold.ng - oomparing ‘one’ set of statistios with another - can
virtually turn into negotiations uhere -the divergenoces are ‘considerable. ¢
To conclude such negotiations successf‘ully, a certain amount of flexibility
is needed. . A happy medium must be found to balance time-~ and cost-saving
considerations and the respeotiva positions of the. Commission a.nd. the ACP

" States. . ,

(a) 'I'wo sets of atat;lstics can he oombined in m ‘of the five follouing
wWayss:

(1) "Pure™ ACP: - ACP ﬁ.gures for quantitial (Q) and unit values (TSV) fob.
(ii) "Pure™ EEC: EEC figures for Q and UV, oif values converted into fob.
(1ii) EEC Q and ACP UV (fob); this is undoubtedly the most obaeotive method.
(iv) ACP' Q and EEC UV (fob).
(v) A oomposite formula between the two ‘pure sets (e.g" a.veraging the two ,
sets, "correcting” figures by trensferring to the last year of the
reference period entries shown under the yea.r. of applica.tion)

(e) Cross—checld.ng, which is preceded by a thorough study of trade in the
product under oonsideration, leads to agreement. between the Commission and
the ACP States {0 initial the oi'osa-checldng bases selected for the
reference period and yoar of a.ppl:l.cat:.on ' which are recorded in a
"memorandum" of cross-choohng. :

{£) Except in cases where sets bf pure statistics. (EEC or ACP) are used, -
oross—checking produces a set of ad hoc figures to be used for operating
the system, with the aim of getting as close as possible to the .real
eoonomic situation by means necessarily differing from the treditional
approach to fore:lgn trade statistics. This means that these figures
cannot e used for purposes other tha.n the cperation of Stabex.

(g) The statistics adopted at the 'hime of oross-cheoking and for uork:lng
out the transfer are deemed to be deﬁnitive. There is no place in the
Stabex system for "provisional figures" sub:ject to oorrection, for two
reasons: one is to do with the nature of Stabex, which is an' insurance -
scheme required to pay, compensaiion.for loss as quickly as possible, as
acourately as possible, and once and for all. - The other reason concems
the financial rules of the system, which stipulate that the balance :
remaining at the end of one year is automatically oa.rried over to the next.
This rules out subsequent correotions in the 1igh1: of statistical
adjustments.

"{h) Vhen a transfer is going to a-country in' respect of & product for
which cross-checking has already been carried out, the Commission uses the,
same basis for the later operation. What this medms is that the new ,
figures are cross-checkad in accordance with the Comvention, in. the manner
already described in § 332.3, but the previously agreed formula is applied.
The Commission coneiders that the contimuity this provides oconforms to the

- Stabex principle ﬁioh calls for trensfers to 'be made rapidly with maximum

; automa.tim.ty. ' _ ) :

lcmss—oheoked figures are expressed in ACP currenoies. For a description

of how the bagis of the transfer is worked out from these figurés, see the
Appendix, Fote 1 (Method of caloulating the reference level) and Note 2
(Effect of excha.nge raies). \ o ‘
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But there have been three exceptions to this rule to take account of
changes so gre&t &s to be regarded as "rew oircumstances”.

333,

The rdsulis

~

1. The different croas-—checkigg fomula

(a) Out of the 99 tmnafars which have gone to 31 Group II ACP States
gince 1975, 24 went to states covered by the Article 17(4) derogation.
. Out of the 75 transfers cross—dbeokad5 26 (35%

the basis for oross—checking, 21 (28%

the rema.indsr ene or other combination.

Table 163

Summary of oross—checking ‘formulas used

) used ACP statistice as
used Community statistics, and

Croge-chaecking

Prensfers to | Cross—checking Cross—checking formilas
countries formula: ACP formula: EEC. Combinations ‘
“ecovered by statistics .statistics
. ‘ Quant. Quant.
Article 17(4) | (fbh) EEC ACP Other
: 24 UV ACP | UV EEC
: (£ob)
26 21 11 3 14
"Percentage 34467 28 14.67 4 18.67

(v) In 14 cases the cross—checking formulas were modified and thus fall
outside the standard methods:

= in three cagses cross-checking was effected by taking a strazght average
of the EEC and ACP seta of statistics;

- in & further three cases only a few ﬁ.gures were changed from the
standard formula (Mali, cotton 1975,

Madagascar, vanilla 1979);

- in the remaining eight cases. d.ifferent statist:.cs were used for ome or

two yea.rs out of the period.

~ Senegal, groundrmut oil 1978;

(¢) New cucumstancea, whether in export structures or the statistical

gources used, can lead to alteration of the cross-checking formula.

Here, even if there ig a geries of transfere tc a particular country in
respect of a single product, it is impossible te retain the orig:.na.l

formula..

2. The rule of contimity for repeated transf rs

(a) Out of the 77 transfers where cross—checking was used, 26 were to
states which had already received one or more tmnsfera for the same -

product.




;'51'-

Table L7: Sumnary of émss-c_heckirig formulas for repeated transfers

!

Same foz’muié. - Few ci roumstances: chn.nge in formula

| 23 cages © 3 cases  Upper Voltat groundnuts 1977
88.46% | 11.54% - Uganda ‘¢ cotton 1977
| : Sudan :‘ ground.uuts 1978

‘In 23 cases no new circumsta.noes preven'bed uge of the same cross—chacld.ng
rfomula. : . _

(b) But in three Oa.ses new circumsta.nces made it necessa.ry to cha.nge the
statistics ugeds ' ;

- Uganda, 1977s the break-up of. the East Africen Commurnity led to. the
closure of its statistical office. Sublaquently, in 1978 the 1977
formula was used againe.

~ For a similar reason (change of statistical gource) the tmnsﬂer to Sudan
in respect of its 1978 groundmut exports was calculated by the Commigsion
using a new cmss-ohecldng formula, retained for the 1979 transfer as well.

-~ In 1977 & compleie change in Upper Volta's gromndmt ma.rkntmg sysien .
made it necessary to use different sets of stati,st:.cs, which were used
- again for’ the 1979 transfer.

34 ;Rejected»&pglioations rand mductioris '
341. Grounds o

When the Commua:.on receives an applica.tion for a tra.nsfer, it must
ascertain whether it is a.dm:.ssible under the Convention. -

A request can be rejected on the following groundss = . .
(i) The statistics indicate that there has been o 1088 of ea.rmnga
(art.29(2))s
(ii) The application fails to show that one of the threaholda has been
passed (Art. 17(2) and Art. 19(2))1. °

(iii) The lose of earnings is the result of a trade policy measure of ‘the
' applicant country a.dverselg affeoting exports to the Community in
particular (Art "19(4)(a))

(iv) Indirect application of Artiole 17(4) - Y

Y

Tsee § 32 for trigger rates and thrasholds.“

zmyen S‘ta.bex Plrat came into opera.tion this rule a.rcused some confusion in

_ certain qaarters since it was thought that only the natiomalization of

the marketing and export of a commodity would give grounds for the
application of Article 19(4)s Thig is not so, as Stabex is neuiral in.
respect of the ACP States' qualitative economic policy decisions. In this -
context the Commission, out of respect for the ACP States' sovereignty,
thought it best not to apply Article 19(4)s Since no other situations.
requiring itas use have ever arisen, this clause has remained. 2 dead’

letter. But as § 343 shows, Article 19(4)(b) is precise and flexible
enough to cover all cases ‘where it is necassary 10 reduoce the ba.s1s of

the trans:t‘ero

it
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342, Indirect spplication of Article 17(4)

Where export earnings to all destinations during the year of application
exceed the average of expori earnings to all destinations during ithe four
years preceding the year of application, consultaiions must be held as
specified under Article 19(4)(b). ‘

However, in such cases, the reduciion is 100% for the reasons set out in B 20
of the Commission repori on transfers for 1976, which summarizes well the
gense in which the phrase "indirect application oqurticle 17(4)" is used:

"The Commission maintained here the strict application of a rule which it
considers fundamental, namely that of limiting compensation under the
Stabex system to the oountry's losses on its exports to all destinations.

The contracting parties intended that the States covered by the guarantee for
exporis to all destinations should receive the mosi favourable ireatment, for
the following very good reasons: exports traditionally oriented towards
customers other than the Community; landlocked situation; inclusion in the
group of the least developed ACP couniries. On the contrary, obviously no
ACP States not benefiting from the derogation under Article 17(4) may -receive
more compens&tion than it would receive if it did benefit from the derogation.

. ‘In addition to this argument based on law and equity there is another
_stemming from the fact that a State which has directed its exporis towards
destinations other than the Community, and hag done so under normal economic
conditions, may have suffered no overall loss, even if earnings from the

Community have dropped. ‘ S '

The yesult is that the Commission abides by the principle of limiting

compensation %o the loss suffered in respect of all destinations and it will
rgcommend that such limitation be written into the future'Convention."1

343. Application of Article 19(4) (%)

The Lomé Convention, in setiing up Staﬁex, has sought to create an jinstrument
that is neuiral as regardsrthe‘structnre of trade flows.

For this reason, and also for reasons of equity between ACP States, Stabex
carmot and should not compensate for any loss of earnings resulting from a
deliberate economic act by the ACP authorities or by economic operators in
the ACP States that affects prices or the pattern or volume of irade flows.

Hence, wnder Article 19(4)(b) it may bve decided, following consultation, to
reduce the basis of the iransfer.

1. Analysis of the problem

Stabex comes into operation wheh ohe.df'the-following situations arises:
(i) fall in-unit value, -

| (ii) decline in exports in relation to imporis,

(iii) a combination of these two féctqrs.

Tart, 38(2) of the new Conventiome
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Article 19(4)(b)'accordingxy requires the Commission to examine the causes
of a fall in unit values or the volume of exporte. -

The ACP States may only be held responsible for & fall in unit values in the
‘event of cut-price selling or dumping, but there have been no instances of
such practices. Clearly, if such & situation had occurred, it would
necessarily have resulted in a reduction adjusted to the circumstances of
+the case. '

However, a fall in the volume of exports is more likely to be occasioned by . |
an intentional or unintentional act on the part of the exporting state.
There are & number of possible causes: :

(i) fall in croép size1,

(i1)- fall in marketed'buipui1'?,
(iii) decline in exports tc all destinations,
"(iv) decline in exports to the Community.

In the context of Stabex, the determining factor is the movement in the
structure of trade flows for the year of epplication in relation to the
reference years. However, the fact that & movement is recorded will not
automatically result in a reduction, since Stabex was introduced specifically
' t0 compensate for particular types of change; moreover, each reduction can
only be calculated hy taking account of all the factors involved, in
particular eny information obtained during the consultations stipulated
under the Convention. :

2. List of situations

Practical experience to date and the Commission’s own findings show -that
significant changes in an ACP State's total exports (and production) can
result from the various occurrences end situations listed below.  The list
is not exhaustive and several of the eventualities may occur simultaneously.

(a) Events or.decisions lisble to affect earnings through & change in ‘unit
values ' ; ) :

2-01 Quality changes
2-02 Dumping

(b) Events or decisions liable to affect the volume of marketed products

2-03 Natural disasters and similar events (floods, drought, hurricanes,
earthquakes, tidal waves, plant or livestock diseases, insect and
animal predators, etc.) _ _ ' ‘

204 Deliberate cutback or exhaustion of production

2-0% Production stoppage ‘

2-06 Exhaustion of production (ores, wood) . :

2-07 Import restrictions by an ACP State on inputs required for the

_ production or export of Stabex products - .

2-08 Nature protection measures

2-09 Frontier movements of .goods between ACP States

 TNormally fully offset by Stabex. » o

he term 'marketed output' is used to mean the quantities supplied by a
producer to the agency responsible for marketing the preoduct in question
or the quantities declared to the customs authorities.’ ' ‘

T
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(¢) Events or decisions liable o affect the volume of exports

2=10 Increased domestic consumption

2~11 - Increased domestic processing

212 Effect of barter agreements

213 Implementatlon of voluntary export restraini agreements

2=14 Implementation of the safeguard olause

2-15 Export ban under an international commodity agreement (or quota

 restriction)
2~16 Export aids (differential exchange rete, subsidies, etc.)
2~17 Imposition of an export tax or other fiscal measures having a
‘ prohibitive effect on exports -

2-18 International boycott of an exporting ACP State

2-19 Boycott of a transit country affecting an ACP State's exports

2-20 Linked~sales arrangement (establishment of a legal cormection between
the export of a commodity and the export of processed products, or
between the export of a commodity and local processing of that
commodity, or between exporis of two commodities)

2-21 Qeneral- export ban on a Stabex product (or quota restriction)

2-22 Speculetive stockebuilding -

2-23 Measures designed to delay the normal disposal of production

(d) EBvents or decisions liable to affect thé volume of exports to the
Community

2m24 Reduction in Community demand for cyclical reasons
2=25 Imposition of norn=tariff barriers.on EEC imports
2-26 Restriction or ban on EEC imports for non-tariff reasons (e.g. health
‘ regulatlons)
2=27 Community boyocoti of an exporiing state
228 Strikes in Community porits
2=29 Change in relative guantifies supplied to recipient oountrles
2«30 Ban on exports to the Community as & whole .

;(e) Events or dacisions liable to affect trade flows at different levels

2=31. General ban on exports of a non=Stabex product but affecting the
export of Stabex products (e.g. ban on meat exports, resulting in a
halt to slaughtering and a reduction of leaxher, hide and skins

) exports)

2=32 Qivil war

2=33 War between ACP States

o3l Economic effects of extra-economic events (other than wars)

2=35 BStrikes in an ACP State

' 2=36 Measures io restructure a production sector or marketing procadures

2-37 Transportation problems in the producing sta¢e or in countries of
transit

2=38 Transport regulaiion- havlng an effect on exports
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(£) Events and decisions liable %0 a;ffeét_ the assesement and lead’
indirectly to a reduction of earnings : S

~ 2-39 Devaluation of an ACP currency , .
" 2-40 Revaluation of an ACP currenoy S o
2=41 Total or partial compensation following a standard Aingurance claim
. (eeg. fire insurance} . = - P -
2=42 Time-lag between the regisiration of exports and imports -

3. Implementation of Article 19(4)(®) -~ .~ -~~~

(a) The above list, which is not exhaustive, features inter alias measures
which would be liable to trigger the Stabex guarantee gystem in the absence - )
of a provision such as Article 19(4)(b). On the basie of experience and
_our findings, it can be said that such measures are never adopted with the

- express. intention of misusing the system. The measures are invariably
‘autonomous, though there will sometimes unavoidably be an .indirect risk of

~ such misuse. ’ : ‘ ' ' )

(b) The examination of requests automatically reveals any changes in the
pattern of exports and production through comparison of the varicus items
of information in the Commission's possession (marketed production, total
_ export earnings from the product, unit values, etc.). Moreover, the
Gommission keeps akreast of changes in legislation and exchange rates and
of :all other useful information. - ' ‘ :

(¢) The Commission, in assessing changes in the quantitative indioators
mentioned above, adopts a flexible approach and generally takes as'a -
"gignificant change" divergences of' approximately 10% or over compared

with the situation during the reference period.

-

(a) Where such divergences are recorded, the Commiseion -

(i) carries out its own checks using all ihe means and contacts at its
disposal, .o C '

(ii) “holds consultations with the requesting ACP State.

In the course of such consuli;ations, each party puts forward its case. It .
seems that a change msy often have several causes which -occur simultaneously,
whether cunulatively or- otherwise. ' - : SR

Foliow;ing such consul-ta‘tibns, it 'maar-be found that there is no reason for
a reduction. However, if a reduction is negoiiated, it can, depending on
the case, be as much as 100% of the basis of the transfer, o

The many possible reasons for a change1- and ‘the large mmber of factors

to be taken into acceunt make it impossible to identify a single, rigid ‘
line of action but, on the oontrary, necessiiate a case~-by—case assessment
according to the details of each case, ' L : :

1Mmy of the items ;isted comprise one or more variants or sub-items.
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(e) Response to the different situations

(i) Situetion 2~30 (ban on exports to the Community as a whole or io one
or more Member States, or ta restriction on imports by the latter)
is covered by Article 19(4%:.) with the result that any transfer
Fequest submitted on this basis would be inadmissible.

| (ii) The following sitﬁations oannot. justify ‘a reduction because they do
- not result from deliberate decisions hy the requesting ACP State:

203 ‘
2=13, 2~14, 2=15, 2~19
=2/ to 2~28 inclusive
2=31 to 2=34 inclusive.

(i1i) The following situations are genmerally the result of acts or actions
by the ACP States arnd therefore justify a reduction:

202
909, 2=12
2w21 to 2-23 irclusive.

(iv) As regards the other situations listed below, there’is no automatic
 response, A-decision as to whether or not a reduction should be
made, and if so, how the reduction is evaluated, depend on the
consultations held: ‘ . ' ‘

2=04 tc 2-08 inclusive, 2~10, 2=11
216 to 2=18 inolusive, =20
2m29 : |

2-35 to 2=38 inclusive

2=39 to 2=42 inclusive. .
(f) ‘It follows from the foregoing that it would be extremely difficult to
try and freeze things which areeby their nature fluid, and that any attempt
at formalization would leave the administration of the system without the
flexibility that is vital to its operation. . -

(g) With regard to specific cases arising in individual years of applicaticn,
the relevant comments will be found in the anmual reperts on the administration
of the system. ' ' '

344, Various methods of calculat reductions under Article 17(4) and ,
19(45 ) of the first Convention ‘ .

1, Hitherto, the Commission has used three differemt methods of reducing
the transfer basis. Clearly.the methods of reduction will vary depending
on the reason for the reduotion. Since the eventis or situations prompting
such action are extremely mumerous, the Commission feels bound to point out
that the three methods developed so far and desoribed hereafter will not be
able to cover all possible situations. It is almost certain that in the
years ahead other situations will arise which will have to be resolved hy
other methods. »

2. As regards the three methods spplied ‘to date, there is a certain order
of precedence, the first method ranking before the other two. It is more
by way of being a condition of adeissibility or limiting clause than a methed
of reducing the basis of the transfer in the case of a substantiated request.
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| The fact is,. as. has been stated meveral times, that a transfer may not

exceed the amount of export earnings lost by the requesting state,1for
the product in question, in respect of exporte to all destinations .
For each transfer request, these two values =~ overall loss and loss on
exports to the EEC - are calculated according to the normal formula
specified under Article 19(1) and (2) of the Lomé Convention and on the
basis of the ACP statistice. Such calculations may produce different
situatlons' o S :

(a) The loss is conf1ned to ezporta to the EEC while there is a surplus
on exportszto all destinations. This being so, the request is not
admissible®. In its annual reports ithe Commission has always !
referred to such cases under the heading of requesis.rejected.

(b) A loss ie recorded on exports to all destinations, but is less than
the loss on exporte to the Community. In this case, the transfer
is 11m1ted to the overall loss auffered by the ACP State.

‘ Techn1ca11y, the Commission first ‘calculates the magnitude of the

- lose on .exports to the EEC. Then, a reduction is worked out on
this amount, which ensures that the final transfer only compensates
for the overall loss, as it emerges from tho export statis{ics of
the ACP State in question. \

{c) The overall loss exceeds the lose on exports to the EEC, Thia is the case

with a normal and duly warranted requesi, which does not seek
reductions baged on such considerations. Therefore, the methods of
calculation adopted’ for category (b) above should not be applied

te sBituations or events which are more fit for discussion in the
consultations provided for under Article 19(4)(b) of the ‘Lomé
‘Convention.

3. Each transfer request which .fulfile the threshold conditions and the

corditon stipulating comparison of a loss on exports to the EEC with a
loss on exports to all destinations ies subsequently examined under
Article 19(4) of.the Lomé Convention. This examination is based on the
whole spectrum of qualitative and quantitative 1nformation avallable,
in proceseing the guaatitative data the Commission departments in
accordance with Article 19(4)(v), start by caléulating the shars of

'~ exporis to the FZ C in total exports of the product in question,

These key statigtice- 1ndicate whether the ACP State has itself, through
its own actions->, ‘caused all or part of the losses on exporis to the EEC. -
If so, the Comniesion depariments calculate the .actual liability of the
requesting state as follows, assuming a transfer basis of 100. The
calculation might show that the EEC share of total exports of the: produot
had fallen from 50% to 40%. Accordingly, the reduction would be

100 x (0.50 ~ 0.40) = 10 am the transfer 100 - 10 = 90,

In the event that the reduction of the tra.nsfer batis has to he calculated
using a combination of two different indicators, (this has in fact only
occurred once so far) the method adopted is as follows: ‘the first step
is to calculate the reduction required following, for example, a 10%
o0 25% increaae in domontlc consumpt1on of the productz_

1See'! 342 abbve.

See list in Annez'I 22.

3See for example the following situstions; 2-05, 2-22, 2-29, 2-10, 2-11,

2-35, 2-20.
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First reduction = 100 x (0.25 - 0.1) = 15;
Transfer basie = 100 =15 = 85.

Let us assume now that the EEC's share of 1o£a1 exports has fallen during the
same period from 75% to 55%. In order fhni an. increase in domestio consumption
should not be doubly penalized, this ‘second reduction of 20% is only applied

to the amount deriving from the first operation. Hence: ‘ : ?
Seoond reduction = 85 x (0,75 = 0.55) = 1T;
“Tpansfer = 85 =17 = .68,

However, an ACP State may put forward arguments during consultations to show
that the reasons for "signifiocant changes' are partially or even entirely
outside its sphere of responeibility. If -the ACP State is able to show that -
its argument is sound or to convince the Commission of its plausibility, the
" ‘Commission will adjust the initial reduction in the trensfer basis (see
Annex I, 33). -

‘Teohnically, the reduoction 1samade in two stages in such oases: initially,
the transfer basis is reduced aocord:ng ‘to the formula described. above; the
second stage is to lessen the reduotion. Since the second element is often 1

_grounded in qualitative oonsiderations, it is sometimes difficult to quantify”.
Consequently, there is no single method. However, the Commiesion.considers
that the two—stage method is preferable to an overall approach in which no
attention would be paid to the numerous features of each case, whlch are
often of & qualitative nature. :

'In response to relevant ‘arguments advanced by the representatives of the

ACP States concerned, ocertain individual cases have bsen handled in this way,
for example: Uganda (tea) and Tanzanie (sisal), both for year of applioation
- 1978. In both oases, insufficient demand or cther factors on the EEC side
forced the requesting state to quickly find other buyers elsewhere, and

the reduction was adjusted on the basis of the lose suffered by the

ACP States concerned as a result of these developments, which did not stem
from dellberate declelons taken by them. .

4+ In the case of 1ron ore, a third method of transfer reduction was
applied to transfer requeste resulting from miné closures. One of the’
features of this produpt is that it is produced and marketed under
conditions which are such that a fall in export earnings does not
necessarily equate to the loss suffered by the ACP State concerned. To
accurately assess that loss, the Commission, during consultations held
in aocordance with Article 19(4)(b) of the Lomé Convention, deduots from
the transfer basis all current expenditure on mlnlng covered by foreign
currency. The reasoning behind thas approach is that, where a loss on
export earnings is due to the fact that mining has been temporerily

or permanently halted, the ACP State concerned "saves" expenditure which
" previously depleted its foreign currency reserveus. - Once this prinociple
18 accepted, it follows that it only applies in the case of an ACP State
whose national currency is not linked, directly or indirecily, to a )
convertible currency, since if it ias convertlble tlie concept of
'"foralgn ourrency sav1ngs“ would nake little seuse.

?¥See,situation 2=24, .
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eThls reductlon formula was applled in the case of transfers to Slerre Leene

(1976) and Swaziland (1978 and 1979), the above conditions having been
fulfilleds In zll other cases involving a transfer to ACP exporters of .
the product, it was not possible to make a.reduction on the same *basis, viz:

- Swaziland (1977):  the mine was still in operation;

| Meuritania (1978): the ouguiya is de facto in the franc zone;

Liberia (1§78)4 | natlonal currenty freely convertible 1nto US dollarsl.
5. To conclude, the following observations can be made: -

(i) on account of the variety and complexlty of the reasons for reducing
the basis.of the transfer, a single method of reduction is not just
undesirable, but impossible. Situations are bound to arise in which the
methods devloped sc far will prove inadequate; .

(ii) ‘the method of reduction adopted must reflect the.cause; it is not
possible to apply a given method gystematically to a cause for which it 1s
not appropriate; : o :

(iii) apart from obvious eltuetlons ‘within the ambit of Article: 19(4)(a),
subparagraph (b) of that Article is perfectly adequate for coverlng all
possible cases; .

(iv) a certain order should be worked out for the various factors causing
a reduction: Article 17(4) of the Convention logically takes precedence
over Article 19(4)(b). As it offers ACP States qualifying for such treatment
the best possible deal under Stabex, it is clearly not possible for any
ACPR State not in that ‘category to clalm even more favourable treatment.

345. Statlstlcal reeults

During the five years of appllcation, Group II ACP States have presented
to the Comm1351on a total of 138 transfer requests. .

Thirty-nine requests (appronmately 28 b) were rejected, either because they
did not demonstrate a loss. of earnings, or because the dependence oxr
fluctuation thresholds were not reached (Articles 17(2) and 19(2)), or else
because there was no loss of earnlngs on exports to &ll dest1nat10na.

Seventy requests out of the 99 which received a p031t1ve response resulted.

in the transfer of an amount equal. to the basis of the transfer in accordance
with Article 19(3), however,. in the case of 27 requests, the basis of the ]
transfer was lowered by a reduction, either under Article 17(4). or else so as
t0 take account of distortions due to variations in export flow patterns '
(Article 19(4)(v)). As for the remainirng two requests the states in question
only made partial use of their Tight to a transfer.

With regard to Group Iv, of the 25 requests eubmltted, only one wag regected
for not having crossed the fluctuation threehold in the case of the other
24 requests, no reductlon was made. . ‘

1l. General p051t10n and breakdown of reductlone end reaected requests from
Group II states _ ‘ _ , .

(a) Among rejected requeste, no acoount should be taken of those whlch
from the outset, did not fulfil the conditions of the system. In this
category, a dlstlnctlon can be made between requests from countries which
did not suffer a loss of earnings (8 cases) and requests where the trlgger
thresholds haed not been reached (18 ceees) (see Annex I, 31).

But reductlon made ‘on the ba31s of the argumenis set out in E 344. 2 b.
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There were only twelve noteworthy requesis which were rejected because
the loss of earnings was only on exports to the Community, whereas there
were surplusés on exports to all destinations. Among these 12 requests
was one from Tonga for its copper exports in 1979, which was rejected
under Article 19(4)(b). These rejected requestis cen be treated as ones .
"where the basis of the transfer would have been reduced by IQO%.

The significance of the rejected requests is only evident in terms of
their number. Since the basis of the transfer was not calculated in the
majority of cases, a more detailed analysis of the sums in question is
impossible, particularly because the figures are generally small and
are expressed in national currercy. ‘

However, certain observations can be made on the basis of an examination of the
amounts of the reductions concerned. The total sum of all reductions was
85 million BUA, which represents approximately 112% of the Stabex annual
allocation and 22% in terms of the 377 million EUA transferred. ‘

Table 13: Percentage reductions

Amount of Amount of Reductions in relation | Reductions in-relation
transfers reductions| to transfers (%) to trensfer bases (%)
(EUA) | _(EuA) SR :

{-377 495 708| 85 023 137| -o22.52 37.56

In addition to these figures, which relate to all transfers, is the fact that
the sum total of reductions, as a proportion of the transfer bases to be’
reduced, rose from an average of 26% during the first three years to an
average of 42% during the last two years. "

(b) The events and situations giving rise to reductions can be classified in
three categories. The first category concerns requests in respect of which
.the loss of earnings on exports to all destinations is less than the loss on
exports to the Community. The second category  concerns reductions resulting
from the application of Article 19(4)(b). Lastly, it is necessary to consider
separately transfer requests in respect of exporis of iron ore. '

"It fan.be seen from Table 3 that most reductions resulted from changes in export
flows. ’

Table 19: Breakdown of reductions

1 | 2 _ 3

Article 17(4) ~ Article 19{4)(b) . Iron ove-

‘6' ‘ : 13 ‘ 3

In the first six cases, the final transfer only effsets the averall loss,
this being less than the loss on exports to the Community.
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In the 18 cases where changes in export flows were partially responsible for
a fall in earnings on exports to the Community, a number of factors could
have contributed, including domestic consumption, a reorientation of :
external trade, and voluntary stock—building. '

Factors considered in calculating the amount of the reduction included the
weakness of the Community market, differences between prices obtained on
exports to the Community and to non=~Community countries, poor harvests
and, in one case, the devaluation of a nationel currency.

The manner in which Article 19(4)(b) is applied to iron ore in the three

cases listed in B 344.4 is Uescribed in that paragraph. In the case of
Liberia, the reduction made in 1978 can be grouped together with the ‘ , ,
reductions in the first category. : ‘ , ' , o : ;

2. Overall position by product and by state

(a) Are some products more subject than others to changes in export

_ structures liable to necessitate reductions? To study this question, an
evaluation criterion had first to be determined. An average percentage
reduction as a proportion of the -transfer bases was therefore calculated
for each product. The 12 requests rejected under Article 17(4) were -
considered to entail a 100% reduction (like the request rejected under
 Article 19{(4)(b)). o - o

This criterion was used for drawing up the table at Annex I, 34 and enables

three categories of products to be defined. The first category comprises
products in respect of which the average reduction is between 20% and 547%

and concerns copra, Ugandan tea, cocoa, wood in the rough, coffee, cotton,

sigal and iron ore. The second category (where the average percentage

varies between 0% and 13%) comprises groundnut products and olesginous

products. The third and final category comprises all other products in

respect of which losses on export earnings resulted in transfers without 4
a reduction. ' : r

(b) The same method was used for drawing up the table at Annex I, 35, which
shows the ACP States broken dewn into five categories.  The fifth category
“comprises 15 states whose transfer bases were not reduced. The other

four categories are made up of 19 states whose transfer bases had to be
reduced or whose requests were rejected. :

The first category comprises five states: Papua New Cuinea and Kenya, whose
requests were not successful, Fiji, Togo and Chad. The second category
comprises eight states: Sudan, Central African Republic, Camercon, Tanzania,
Madagascar, Tonga, Uganda and Upper Volta. Another category, somewhai on

© ite own, comprises those ACP States which export iron ore.

35. Implementation periods for Stabex transfers snd advanceél
351. Transfers ' ' -

The aim of the Stabex system is to regulate export earnings, which in turn
requires that transfers be made rapidly as stipulated by Article 19(6)
of the Convention, ‘ ‘o b

rlIllustrafed by tab1eé at Annex I, 36 to 38.w
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1« To gauge the quality of the system in this sphere, certain

evaluation oriteria must initially be determined. = In the first place,
the "Stabex year™ is oonsidered to commence on 1 April of eaoch year, -
the day following the deadlins for the presentation of iransfer requests.
¥o other date would seen to ocomply with the rules for administering the

‘system nor would it be suiisble in the ociroumstances.

Gertain countries are able to maintain a steady flow of exports throughout
the year; this is the oase, for example, with those ocuniries which
export leather, hides and skins, ores, wood, bahanis ani, to a large
extent, vegetable oils. ~Other producis, howevery are subject to seasonal
oycles; such is the case, for example, with groundmuts, which are mainly
exported between October and December, cotion and other agricultural

- products. In a large mumber of cases, problems of iranspori (hold space,
port oongestion) or diffioulties speocific to island or landlocked siates
onn oanse delays of as muoh as several months. Hence, choosing any date
other than 1 April would appear io be arbitrary and not based on praotical
realities. A SR ; .

" 2 Over the fcur-?gr‘oa.r' period, the interval between 1 Apr:l.l[nﬂ the dates
of signature of agreements making over transfers to (roup II states was
five monthq on aveOrage. : , - - S

‘However, tc achieve a more realistic average, it is necessary to disoount
the two very speoial ocases! of late iransfers resulting from the good
offioces prooedure; equally, to gain a truer picture of the rapidity of
the procedures, it is necessary in the case of long transfers to take
acoount of the date of any ACP request made after 31 March?. The
average period then works cut at less than four months.

‘Tt will be observed, moreover, that 77 transfers (i.e, T7%) were signed
within four months of the request being made and represent approximately
80% of the total for all transfers. . More than a third of the

377 million EUA was transferred within two months.: I

Fourteen transfers (14%) were signed before the end of the year following
the financial year in respect of which they were made. Almost all
transfers conoerning iron ore are in this category. Statistioal problems
necessitating additional information account for the remaining cases.
It will be observed that almost all transfers (93%) for the year in
question were made by 31 December. : \
Lestly, 8 transfera (representing less than 9% of the sum total) took more
than 9 months for the following reasons: 2
(1) problem with choice of reference period, ,
" (ii) problem with evaluation of dependenoy threshold,
(3ii) mine olosure, necessitating a new iransfer evaluation method, :
(iv) a ™statistioal gap" oocurring following the closure of a siatistiocal
office, o B ' o
(v; additional information sought and received belatedly (two cases),
(vi) a further two cases getiled ag & rasalt of the good offices
procedure. o B L :

3. The yearl‘y'braakdoﬁn is e§ followss (see Annex I, 36):

8.125). _ , S
o 3m-~ was the case for yeare of gppllication 1975 and 1976, when the
~ .. <31 March deadline did not yeb a(ply, and. {or three subssquent _requortl.

"Iﬂabdni wood in the rough (1975); Mali: ocotton (1975). (See above,

T i
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(a) inancial . xgar 12[2 -

24 iransfers within 3 months covering 99.51% of the annual a.mount

1 transfer within 5 months =

(plus two exceptional tra.nsfers to be charged to fmanclal year 1978
~ following the good offices decision taken on 22 March 1978).

() Fmancial year 1976

14 transfers within 4 months coveri 82.62% of the annual asmount
5 transfers within 9 months (14.19% '
1 long transfer ropresentmg 2.58% of the a.nnua.l amount.

(c) Financial year 1211 7
-7 transfers within 4 months covering 47% of tho annual -amount

4 transfers within 9 months (45%) :
3 long transfers represanting 7.72% of the annual a.moun't.

(d) Financial E&r 1978

16 transfers within 3 months totalling 75. 67% of the total amount of
1979 payments, broken down as followss

13 transfers for financial year 1978 within two months £69.02%)\
2 transfers for finanoial year 1975 within two months (4.56%)
1 transfer for financial year 1978 within three months (2.09%)
7 transfers within nine months (15.68%)

2 1ong transfers representing 8, 62% of 'l:he ‘annual- amount. -

(e) olal year 1979

14 transfers within four months totalling 96% of the annual amount
1 'l:ra.naxfer1 within five months representing 4% of the annual . amounts

In conolusmn, it will be seen that 80% of the total 'l:ra.nsfar amount
was allooated within a period of four montls and that only 7% of
allocated sums were tra.nsforrod belatedly. .

352, Advances (Annex I, 38)

Over the same period, seven requesis for an a.dvanoc y &ll within 1978
and 1979, were met. I+ took between 15 days and four months. to
process them, depending on the availability of statistical data and .
the facilities for crosschecking the ACP States' and’ the Communityt's
regpective stahst:.cs.

Five roquests were me_'t in 1978, In two of 'l:hese cages, agreements
for advances were signed within less than 15 days. As regards the
other three requests for an advance, agreements were signed
respectively within two, three amd four months, which meant that
the money could be paid over at the beginning of :Deoember, ie.es half
& year earlier than the average for normal transfers.

With regard to the two rather late req,uést in 1979, the period was
two and & half months, enabling a transfer to be made in February 1980.

Sudan's request concerning sesame seeds was the subaect of & tra.nsfer
‘agreement signed in September 1980, i.e, five months after the

ZNa;,robi decision to include sesame seeds in the list of 3Jtabex produots.
In the case of Group IV, a request for an advance was lodged in
September 1979 and the‘agreement Bigned six weeks later,



36. Utilization reports '

361 1o * Under Article 20 of the Lomé Convention, recipient .
ACP States must inform the Commission annually of the use to which
the transferred resources have been put. -

VUnder Article 29 of the Internal Agreement, the Commission must
transmit to the Member States the reports which it receives.

With the aim of Speclfylng the conditions. governming the 1mplementation
of Article 20 of the Lomé Convention, the text of the transfer - :
agreement contains an article stipulating that information on the
utilization -of the funds must be received not later than one year
following the date of signing of the transfer agreement.

In practice, many problems were encountered when Article 20 was
first implemented., The reasons were as follows:

(i) Since the vast majority of the {ransfer agreements were signed
‘during the first two weeks of July 1976, the utilization reports.
. ought to have reached the Commission during the first two weeks
of July 1977. However, with very few exceptions, the Commission
received no informdation during the specified period.s Numerous
reminders and high-level promptings were necessary before the
first report could be prepared for the Mem‘ber States in. September 19"{7.

(ii) The information transmitted to the Commission was extremely
diverse in both presenta.tion and content.

2, ‘The reports relating to financial year 19;76_‘ £or the most part
reached the Commission within the specified period.

-There was a considerable improvement in the quality of the reports
received. compared with those for the preceding financial year,
owing to use of the standard—fomt report prepared by ACP State
and Commission experts1.

With the exception of two’ countrles whick drew up their reports
particularly early, general use was made of the standard report

with the result. that there was greater uniformity in the information
received and also more precise descriptions of the operations
undertaken and the antiocipated effects.

3. The fact that one ACP State defaulted and that the last transfer
relating to year of application 1977 was not paid until the
beginning of 1979 have meant that it has not yet been possible to 2
mke use of the reports received in respect of financial year 1977 .

4, With regard to year of - applieation 1978, the last reports will
be due, on the basis of the timeza.‘gle for. signa.ture of the transfer
~agreements, as from January 1981%

Se 'l‘he utlliz%tion reports for 1979 will be due as from
Sep'tember 1981+, ‘

15ee Annex II.E. s | S
2Wherever possible, the Commission will tske pains to fulfil its
obligation {to tranamit {to the Member Statss tLe information received.
3F‘m:' year of application 1978, Senegal transmitted to the Commission
on 1 Fetruary 1980 & utilization repcrt om the cdvances paid in

July 1979 (even though it wes not ooutraatu&kly bound to do so)



1 . SR ) -

- 65 =

362. To return to the substantive question, namely the actual
~utilization of the transfers, it should be remembered that under
Article 20 of the Convention, recipient states are free to decide
 how the resources are to be used. The Commission oonsiders, ,

" however, that this provision should be interpreted in c¢onjunction -
with Article 16 of the Convention which seis out the aims of the .

_ Stabex system, notably to remedy the harmful effects of the instability
of export earnings-and thereby ‘snable the ACP States ito aclieve '
“stability, profitability and gustained growth in their economies.
This does not mean that -iransfers must systematioally be directed

. towards the product for which they were made, pince diversification
measures can 6bviously also accord with the spirit of Article 16,

However, it must be said that some iransfers have been put to -
surprising uses which can goarcely be squared with the . abovement ioned
objectives. This gives serious cause for concern and there have

been cases where public opinion has been roused., - This has happened

at various levels, and partioularly within the European Parliament,
whose -members are otherwise strongly in favour of this particular
means of supporting the economies and encouraging the ptability of

the ACP States. e SRR o S

It ie important, however, not %o ignore the difficuliies encountered
by the ACP States in fulfilling their obligation to -account for the

use of the transfers made under the firsti Lomé Convention. Except
where transfers are credited io a special account from which funds

can be drawn only for a very specific purpose, as has been the case

in a number ‘of instances,- the trangfer is paid into an account

uged to meke a whole range of different payments, This being so,

it is virtually impossible to monitor the use made of the transfer,
which ceases to exist as a Stabex transfer and disappears among the
other assets in the acoounte Henoe, any sum corresponding to the
amount of the transfer drawn from the assets in the account may ‘
be considered to represent the utilization of the transfer, although -
this can neither be proved nor disproved. . - ' '

363, With regard to the future, the relevant provisions in the new
Convention, while reaffirming the prinoiple of free utilization,

have reinforced the link between the utilization and the objectives
of transferse. . - | R | -

There is no doubi that the implementation of these new provisions could
be greatly helped by the action the Commission proposes to take in
early 1981 in response o a request by Parliament's Committee on
Development and Cooperation for an objective assessment of the question.

The conclusions which will result from this objective assessment should
be studied jointly by the ACP States and the Commumnitys. :

37, Reconstitution of resources made available fbr the system

371, Conditions and amount of recousﬁtut ion B

' The conditions under which the ACP States are required to comtribute
towards the reconstitution of the resources. of the system are laid
down in Article 21 of the Convention. Under this Article, those
'ACP States not listed in Article 48 of ihe Lomé Convention which
have received transfers must contribute towards reconstitution of
the resources if the Commission finds, for a glven year and product,
thats T - o ' S

|
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(i) the unit value of the exports is higher than the reference unit
values .

(ii) the qua.nt:.ty actually cxported to tha CGnnmm:.ty is at least
equal to the reference quantity.

‘Tnder such’ circumstances the reciplent state replenishes the system,
within the limit of the transfers it has received, by an amount equal
t0 the reference quantity multiplied by the difference between the
reference unit value and the actuasl unit value. This smount is _

- expressed in BUA and peid back into the system in the currency or
currencies drawn for the purpose of the transfer payment

(Axte 21(1) and (3)). .

372. Practical v&agg_ements -

Thege are as follows. An excha.nge of lettars tekes place between
the Commission and each of the ACP States concerned. Under the
terme of the exchange of leiiers, the Commission deterwminees at ihe
end of February of the jyear following the year of paymeni of the
transfer whether the conditions specified in Article 21 (3) of the
Lomé Convention have been fulfilled for the year of application
‘concerned and for the product which gave rise to the transfer.

If so, the Commission determines the amount of the contribution to bhe
made towards reconstitution and informs the authorities of the
recipient state within 15 days. The recipient state then has a
period of two ménths, foIlowing receipt of the letter of not ificatmn,
to pay back inte the system the sum determined.

- However, if the conditions for reconstitution are not met, the
Commission must inform the recipient state of this faoct, pointing owt -
that an examination will be carried out at the beginning of ihe
following year to ses whether the conditiois are fulfilled for the
current year". :

The sequence of events can be 111ustmted as follows:

(a) a state suffers a loss of earnings for year of application 1975;

{bg a transfer to cover this loss is paid over in 1976;
the Commission, at the end of February 1977, determines whother
the conditions for reconstitution were fulfilled in 1976;

(8) if so, the amount determined must be paid back into the system

" by 15 May 1977 at the latest;

(e) if the amount determined is lems than the transfer, a fresh

: examination will be carried out at the end of February 1978 on
the basis of the results for the year 1977, and thie process is
repeated until the recipient state's liabiliiy is oleared.

373. Measures tc be taken in the event of ndn-recorictitution

If, on expiry of the five-year period following the allocation of a
transfer gubject t¢ reconstitution, the resources have not been fully
reconstituted, because the two conditions in question either did not
materialize or did not permit full reconstitution of the iransfer,
the Council of Ministers, taking into consideration in particular .
the situation of and prospects for the hatance of payments, exchange
reserves and foreign indebtedness of the ACP States concerned, may
decide that the sums outstanding are t0 be reconstituted wholly or

in part, in one or more instalments,. or that rights to repayment

are to be waived (Artn 21{4))« _ ,

' Annex IT.F1 and II.FZ conkaing tan axamples of forms sent to states
~ required to contribute te the ﬂwnsutmtion of the system's rescurces.
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This measure will be applied as from 1981, when repayable transfers
for year of application 1975 will be scrutinized. Likewise, in
1982, the Council of Ministers will have to decide, in accordance .
with Article 21(4), on the transfers repayable, but not reconstituted
in full, for year of application 1976, etc. - A final decision in
this contart may need to be taken in 1985 on the repa.;yable transfer
made ih 1979- . ‘
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de- .JTAHEX AND THE RECIPIENT COUNTRIES! ECONOMIES, NORTH-3CUTH RELATIONS
' AND PUBLIC OPINION

41.  Stabex and the economies of the recipient countries
"411. At this point it is in order to recall the aims of Stabex:

1. The Preamble to the Lomé Convention states the following: (the Heads

of State of the Member States and the Council of the European Communities of
the one part, and the Heads of State of the ACP States of the other part
are) "DESIROUS of safeguarding the interests of the ACP States whose
economies depend to a congiderable extent on the exportation of commodltles"

-2+ Article 16 of the Lomé Convention provides that "with the aim of
remedying the harmful effects of the 1nstab111ty of export earnings and of
thereby enabling the ACP States to achieve the stability, profitability and

"sugtained growth of their economies, the Community shall implement a system

-for guaranteeing the stabilization of earnings from exports by the ACP
States to the Community of certain products on which their economies are
dependent and which are affected by fluctuations in price and/or quantity".

3. The first paragraph of Article 29 of the Internal Agreement on the
financing and administration of Community 2id requires the Commission to
‘prepare "an amual comprehensive report on the operation of the system,
indicating in particular its effect on the economic development of the
recipient countries and on the develpopment of external trade".

e

412. As noted in the introduction, a fall in export earnings has harmful
consequences in three fields, which may be outlined as follows:

1. 3Balance of payments. In this commection a fall in export earnings
affects a country's international creditworthiness and hence its capacity
to import, or to borrow on nomal temms the fbrelgn capital reeded to
bolster its own development efforts.

2« Goverrmment revenue in both foreign and national currency (the latter in
the form of taxes levied on exports). A fall in the country's -foreign
currency revenue exacerbates the balance of payments problem and also means
that the government cannot import the goods needed to carry out its own ,
development. projects or programmes, or approve further import-based projects
Or programmes. In addition, it can affect the govermment's capacity to
control the money supply.

This last effect, plus the related loss of revenue from direct or indirect

* national-currency taxes on exports in the broad sense (i.e. on products,
producers and the various parties or activities involved in the whole
process of exporting), affects the money supply available to the govermment
as an ingtrument of its economic policy.:

3. Producer incomes. Here, assuming the loss of earnings is due to a
fall -in production, a variety of consequences ensue:

1See also Annex II A: "The Comm1331on's comments on the speclal report
adopted by the Court of Auditors", Part III and Anmex. :

E
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" (i) a decline in producers' purchasing power and hence in their
participation in the economy; 7

(ii) by extengion, a decline in the level of econbmié activity in the
country; : * .

(iii) a reduction in producers' ability to buy'the'necesaany_production
inputs; ' - :

(iv) a general disinéentive effbct‘on.producéfa, ﬁhq will lower output or
turn to other types of activity, thus cutting the following year's
production still further. : g

413. It is therefore obviqus that any scheme aimed, in the words of
Article 16 of the Conventionm, at "remedying the harmful effects of the
instability of export earnings" will help the ACP States "to achieve the
stability, profitability and sustained growth of their economies'. Stabex
falls in that categorylz» as transfers are made in foreign currency they
automatically suppert the balance of payments and the reserves; in other
words, they can be used as backing for the issue of local currency without
having an inflationary effect. )

But Stabex has no automatic effect on producer incomes; only where &
goverrment, with its sovereign freedom to decide how transfers are used,
decides to allocate all or part of the money to producers will the .
ill-effeots listed in § 412.3 be prevented.

This is where ACP States' decisions about using the transfers have sometimes
lacketl- the clarity which would have reflected the full economic logic of the
system: it can reasonably be accepted that whenever transfers have been
channelled through a marketing board or appropriate product organization,

. that logic has applied. In other cases there is room for doubt. The
commentary mentioned at the end of B 36 should provide an objective view of
the situation and perhaps make it possible to arrive ai a better definition
of the intermediary role which govermments could more systematically assign
to such boards or organizations. :

In sum, the end-use of the transfers is the real heart of the matter: the
new Convention makes it clear that, while retaining what went before, the

contracting parties were also concerned to link the aims of the system and
the use to which transfers are put. ‘ ‘ -

414. But it would be mistaken to iry and ascribe a distinct economic effect
to Stabex: it simply aims at injecting into the ACP country a certain
amount of cash which would normally have come from the market had this not

* been prevented by a production ghortfall or cyclical factors, or both.

A comparison with ordinary insurence cover is helpful: +the compensation
paid out by an insurence company has no intrimsic ¢onsequences. Iis good
or ill effects depend on what is done with the sum, whether it is used
broadly speaking to replace the destroyed or lost property or for some other
purpose entirely. Exactly the same applies to Stabex transfers.

- 3

lsee Annmex I, Table 39, which gives examples of the aize of transfers in
relation to a country's total export earmings and those from exports of
the relevant Stabex product alone. : ‘ ' L
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415, To get matters-quite straight, it may be useful to describe Stabex
in terms of what it is notl:

1. Stabex is not a price stabilization system. It works on the Level
of earnings without regard to fluctuations in their componeni factors, i.e.
prices and quantities. This being ‘the case, it neither works against nor
competes with international commodity agreements or the UNCTAD Common Fund.
. Quite the reverse - the iwo systems are complementary, in that commodity
agreements which reduce price fluctuations cut down applications to Stabex
for loss of earnings on that account.  Stabex, on the other hand, provides
the exporting country with protection against production risks, lost output
being something which even the best market organization system can do
nothing about., ,

A corollary of this is that Stabex is totally neutral in its effects on
the market: it comes into action after the results of the marketing year
are known. and automatlcally registera them, which excludes any possibility
of "rigging' the year's results so as to trlgger operation of the system
artxflczally. _
2. Stabex is not a balance of payments support system2 which, by definition,
can only be brought inte play when there is a deficit. Stabex assistance
follows a fall ir earnings from exports of certain products (or under
Lomé II, certain groups of products if the applicant country so wishes) to
the EEC. S0, unlike under balance of payments support systems, Stabex
transfers can be received even when a country's balance is in equilibriuym
or surplus, provided the earnings derived from exports to the EEC of one of
the products on the list have dropped under the 01rcumstances described in
- the Conventlon.

Any attempt to treat Stabex as a balance of payments support system falls

down over the fact that such systems embody a number of items. (goods and

services, transfers, capital, stc.) whereas 3tabex applies only to exportis to the EEC
of the products it covers. These export earnings are only a part - varying

in size from country to country - of the "goods and services" item, which

is itself just one of the components of the balance of paymenis. Even in

the few cases where export cover is virtually total and all destinations

are covered as well”?, otabex guaraniees only certain comporents of the

balarice of payments. ,

The only balance of payments a331stance -comes from the oompensatory finance
facility (CFF) set up by the Iniermational Monetary Fund (IMF)4, which us

. 4 macroeconomic approach in that it aims to compensate for fluctuations in
foreign exchange earnings by providing short-term (three to five year)
credits, in the event of a temporary fall in the fotal export earnlngs of
all IMF members deperdent on commodiiy exports.

Jtabex, on the other hand5, is a form of'development aid conceived in
microeconomic and sectoral terms (the product-by-product approach), the

1See alsc Anrex II A, pp. 10-15.
%Sec Anmex II A, p. 12
3Burundl, Comoros, Tonga, Western Samoa, Tuvalu, Kiribati.

4The rules of the Arab Monetary Fund make provision for similar operations.

-5“ See Annex III, which sets out the differences between the CFF and Stabex.
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- main,objeCtive-of which éhould be to stabilize the cash flow tb the affected -
commodity sector, in order to restore its economic viability menaced by
natural or economic mishape ' :

Obviously this is not to say that 3tabex transfers have no effect on tho
balance of payments or foreign exchange reserves; aince payment is made

in one or more Community currencies, these foreign currency inflows zo “to
help the balance of payments position or swell the surplus. But from the
point of view of Stabex itself this is more or less a side-effect, the main
consequence being to enable the recipient govermment. to do something for
‘the affected sector. & S S : '

Despite thig differcnce in approach, there has nevertheless been a certain
amount of confusion - whether deliberate or otherwise - betwsen the two
types of scheme. = But this possibility of confusion, although altogether
unfounded given the differences in spirit, aims.and methods between the
two mechanisms, has been eliminated in Lomé II, = Although the CFF differs
greatly from Stabex, attempts had been made to present them as rival or
competing systems, and to look for ways of removing the possibility of
double compensationls But while it is fair enough to prevent double
compensation where injury and remedy are of the same nature, it is wholly
out of place to raise the issue where this problem does not even occur.
Because of the fundamental distinction between the two systems, it did not
occur even under Lomé I, and now, with the new definition of the aims of
Stabex and the linking of these aims to the use made of transfers, its ,
specific nature should be so clear as to rule out any temptation to equate
or superimpose the two systems. : ‘ ' .

3. Stabex is not aid for restructuring or‘diversificatioﬂz.

The structural alteration and diversification of an economy are processes
which demand forward planning, large sums of money and a great deal of time.
By definition, Stabex transfers cannot be-predicted. With a very few
exceptions transfers have not represented the "eritical mass" of money
required to support such change. And again with few exceptions, trandfers
have not - and by their nature cannot - provide the continuous cash flow
that is rneeded for structural adjustment. ' o

Let us repeat: transfers are designed simply to replace revenue which i
could nommally be expected to come from the operation of the market and
channelled to the export production sector affected. The national
authorities .or the relevant product organization usually take a cut from.
this revenue before it reaches the producer, to fund improvements to
existing production structures - in the broadest senge of the term - for
the product in question. - Transfers can contribute to the development of
the ACP States in this way, but not via other types of operation to which
Stabex is completely unsuited. ' o '

4. Stabex cannot be equated to what is nomally understood by Fimancial
and technical cooperation. . - g :

15 Joint Declaration annexed to Lomé II provides for consultations to be
held between the Community and the ACP States in the event of a world
system comparable to Stabex being set up, specifically with the aim of
preventing double compensation. . ‘ o .

2See Annex II 4, pp. 12 and 13. - i - o
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As was shown under 3 above, 3tabex is in no way designed to support
structural change or diversification, these being the domaln of project
and programme aid and - technlcal assgistance.

Recipient states may of course have planned to allocate all or part of their
export earnings to such ends, and from that point of view it is perfectly

~ logical that-they should so allocate all or part of the transfers which
replace expected export earnings not prov1ded by the market. But in these
circumstances the money transferred is put 16 such uses because this has
previously been decided by the authorities — at one remove as it were:

what determines the end-use is not the transfer but the authorltles'
decision. o

" This apparently is the mea.nlnb to be attribuied to the reference in
Article 23(2) of the new Convention to the use of transfers for promoting
diversification; if a country's export carmings turn out to have fallen
below its expectations and the difference is subsequently made up from .
Stabex funds, it is highly unlikely that the .shortfall plus the eventual
-compensation will suddenly produce a desire todiversify, an idea which in .
any event takes time and effort to materialize either in men's minds or on
the ground.

So while it is possible that the recipient country may decrce that Stabex
transfers be used for purpeses usually associated with financial and
technical cooperation, this can only be because & decision to that effect \
has been taken previously. In general itransfers are meant to be channelled
back to the affected sector and used to cover its rumming costs or that of
related activities, for example to acquire imported or domestic inputs,
improve plant, carry out maintenance, transfer internmal resources to
producers, provide training or carry out the sector's development programme
as scheduledl.

Obviously, settlﬁg aside projects related to the affected sector in the -
‘broad sense, any use of iransfers for financial and technical cooperation
schemes would normally only be for second-strlng projects: fundlng projects
left on the shelf by other sources of finance or the national authormtles
would not seem an ideal way of using Stabex tranafbra-

Also, it mould seem rather odd to make a country's davelopment depend on
the ups and downs of production or the sale of its products at a loss.

Tt is therefore important to dispel any misapprehension about the function
of transfers as additional development financing and io look ai their
utilization simply in terms of the specific aims of the system as redefined
in the new Convention. , E

5. Stabex is not emergency aid.

Article 59 of the first Lomé Convent1on provided for exceptional aid (now
known as emergency aid under Article 137 of Lomé II} to counter serious
“difficulties resulting from natural disasters or extraordlnary‘clrcumstances
having comparable effects.

lPor the criticism that Stabex ténds to paral;se production siructures,
see 5 43e4e
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In both Lomé I and Lomé II the parties were careful to distinguish this
~ type of aid from Stabex by stating explicitly that it was not to be used
for dealing with the harmful effacts of the instability of export earnings.

A natural dlsa.ster, for example a hurricane which wrecks banana pla.n‘l:a*l:ions,
 hae a two-pronged economic effect: it destroys export production, leading
" 40 a loss of export earnings, but it also destroys productive capacity,
ruining the country's prospects of an early return to having products to
export. Stabex can provide compensation for the loss of export earnings;
emergency aid is an immediate measure designed to mitigate the effecis of

a catastrophe for people and their belongings. While emergency aid may

be used to help rebuild productive capacity, it is proper in such a case
that the Stabex iransfer should be used as a matier of priority largely

- for this ‘purpose,

Thus the ‘ﬁmotiona of the two forme of assisiance are quite seps.rate, and
their apparent complementarity should not arcuse confusion on this score:
any disaster, natural or otherwige, affecting a product covered by Stabex,
whether or not 11 also occakions the grant of exceptional aid, potentially
justifies a Stabex iransfer if the neceasary conditions are fulfilled, ‘
particularly as regards the movement of the reference level; but luwckily -
not all losses of uport earnings are the result of dina.sters.

The foregoing considerations bring us to a2 related problem, the accnsation
which has smetimes been made that Stabex has a "guillotine effect"” in -
cases where production capacity is virtually wiped out. That deduction is
‘somewhat excessive, as the following makes clear. GOiven a reference level
of (100+100+100+100) 4 '= 100 and exports reduced by some catastrophe to
6.5 for a Lomé II year (6.5 is the minimum needed to pass the dependence
threshold and hence qualify for Stabex)e The transfer will be 100-6.5 =

' 93.5. The level for the next reference period will be (100+100410046.5):

4 = T6.6s  If exports fail to recover and remain at 6.5, the transfer will
be T646=6,5=T0,1. Continuing the hypothesis with the same figures, we
"arrive in the fourth year of application at a transfer of 30-6,5= 23456
Not until the Pifth year will the transfer reach zere (6e5645)%.

" Over four years Stabex will have pa.:l.d out ‘total itransfers of

9345476461464 75+2345 = 240.,4, ise. almost two and a half years' "normal®
export earnings., It is io say the least an exaggeration 1o talk in terms
of a "guillotine effect" in the situation described, whichk is not simply
“a theoretical example contrived for the purposes of the argument, -The
effect is only felt where the dependmce 'I:hreshold is no longer reachad.

~ Such a situation has only come about once as a result of a disaster, and
that was not due to the complete destruction of production capacity but to-
the halt in exports of the product concemed.

If the failure of produotion to recover is due to a prolonged disa.s‘l;er
situation, it is obviously no longer a case for Stabex nor for exceéptional
aid, but calls for some ether remedy., If that is not the case, it muat be
that the oocuniry in question has decided to abandon production of the - =
commodity concerned and hemce it is only righ't tha't transfers ahould cease.

| _Another point is whether the referanoe level is "ropreeenta.tive" in the

event of a continuing g‘bnomal situation, This would mean replacing -

lA neat way of doncri'bing the sudden cut—off of tra.nsfers through -
operat:.on of the autoua.‘tic Stabex machinery.



automatic operation by subjective measurement, with the conoomitant danger
. of reducing Stabex to a discretionary handout based,on arbitrary assessments
- rather than a set of rules. The “Fiji Declaration" applied according to

the criteria it contains, looks to be about as far as one can go in this
direotion without in the long run destroying the system. ‘ :

42, Stabex and ’North-Scru'bh relations

421, Stabex as a Eédel for flor'l:h-South relations

1. Stabex has been called a model for relations between industrialized
and developing countries, an example to be followed in the attempts to
 establish a fairer world economic order, Although the primary objeciive

‘of world commodity agreements and IMF compensatory finance — namely to .
improve the position of raw material exporting developing countries - is
the same as the ultimate Stabex aim, it must indeed be admitted that

Stabex is the first - and so far the only - insurance scheme to compensaie
producing and exporting countries for reduced output of specific producis
or the demand for them in the EEC, This, plus the fact that Stabex has
been devised and implemented against a completely new international economio
background, has prompted attempts by various countries and organizations

to work out machineryto provide the same sort of cover on a world scale
that Stabex gives in the context of ACP-EEC relations. =

(a) The first such attempt was actually made,by the Commission in
commmnications dated 21 May and 11 June 1975 « The Bcope and methods of
"international acition" suggested to help the poorest developing countries
were to a great extent based on those of Stabex. '

(b) On 12 September 1975 the US representative at the IMF proposed
improving the CFF and backing it up by a trust fund to be used to pay
least-developed couniries non-repayable campemnsation on a nmumber of
products, ‘ ’ : » .

(c) The work done by UNCTAD is ‘also'relegant here, particularly a report
.- by the Secretariat dated 16 October 1975 (the MoIntyre Report), which was
" submitted to the UNCTAD V plenary meeting in Manila in May 1978, . C

(4) Then there was a Swedish proposal presented to the UN General Assembly
on 5 September 1975, submitted to the QECD on 25 September 1975 and taken
up at the Confepence on International Economic Cooperation on

27 October 1976%. The proposal applied to all products (except 0il)
exported by developing countries irrespective of destination, with machinery
gimilar to that of Stabex, but was actually aimed at providing balance of
payment support, since the compensation would only cover a deficit on the
total of the exports under consideration (the 'basket" system). This . ,
machinery would be operatéd within the UN system. The Swedish proposal has
gince been filled out and slightly amended in a Foreign Minigtry paper
dated 31 March 1977. . . , R

Lsee 8 111340 |
3See coM(75)226 and 294, A ‘

TD/B/Ce1/195. ' '
AN doce A/AC 176/4 of 5 September 1975; ORCD doc CE/CG(75)18 and
cc/m(75)§3 of 25 September 1975; CIEG ref. EEC Gouncil doo. 1/391/76
(DIAL 222). : :
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(e) On 17 March 1977 the German Government made proposals in connection with
* the CIEC for an export earnings stabilization system aimed at all developing
' “countries and covering 25 products, using a formula. based on the basket
principle and incorporating technical reatures from both the CFF and Stabex.
Subsequently this German scheme was taken up by the IBRQ/IHF Development ‘
Commlttee and ‘the IMF proper.

(f) At the 1ast CIEC session tha Commi ssion put forward a uonking pa.per1

- containing details of a product—hy—product stabilization system estimated

to cost 2 800 million for five years end a "basket" system to cost
- $2 100 million. | |

2. ‘All these initiatives. and proposals come uithin the framework of the
North-South Dialogue lsunched in 1974/75. While Stabex was conceived as a
Community offer in the ACP-EEC context without regard to the broader
political picture, before the events of late 1974 forced a new view of
international economic relationms, all the other schemes were put forward in
response 10 a new situation. .

It can be seen. that they came in two ”waves"' at the end of 1975 (opening
of the North~South Dialogue and preparation for UNCTAD IV) and in the first
half of 1977 (end of the CIEC). ,

3. FNone of the propouala has so far been successful, At the CIQp :

- stdbilization of export earnings was one of the points on which it proved -
impossible to reach agreement. But it was agreed that a study would be
carried out under the auspices of the IBRD/IMF Development Committee, with
the participation of the UNCTAD Secretariat and the Commission. The study
culminated in a report dated 19 May 1978, on the basis of which the IMF on
2 August 1979 considerably liberalized the CFF: and that, BO far, is the
net result of - the ferment of 1deas started in 1975.

4. The stabilization of export earnings on a world scale is atill on the
agenda and the Commission remains in favour of it., = But there are many
problems involved. Apart from the technical difficulties (benef1c1a:y'
countries, product cover, loss-measuring formula, -thregholds, differentiation
in accordance with level of development, etc.), there are two fundamental
problems: _

(a) The scheme will cost a great deal of money. In 1977 .the cost was
estimated at ﬁz ‘800 million for five yﬁars for a product=by=product system
and ﬁ2 100 million for a basket ayatem . Production and price irends since
then suggest that these estimates would have to be revised upwards by

between a quarter and a third, giving cost projections of #3 5003 700 million
for the first type and £2 600-2 800 million for the second

: (b) Administratiop_of the,system., In this connection the Comnissioninoted
in-its Communication of 11 June 1975: "it ocould be, given that stabilization
—— | - \

See SEC(77)1839 of 24 Nay 1977. o
2There are two reasons why the cost of a basket system is only 25% lower than '
that of a product-by-product system: many developing countries have few
commodities to put in their basket, and export earnings from the main

comnodities tend to vary in parallel which diminishes the possibility of
balancing one against another, .
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of export earnings is such a specific matter, guite separate both from
development financing and from the management of the .international monelary
economy, and at the same time one with such notable political impllcatlons,
that it wauld be well to have the system run by a spaclflc new agency™.

. This is still true today If the systen is to combine the rapid payment
of compensation with accurate 1oss evaluation and efficieni management of
limited resources, it must be made as automatic and objective as posalble,
and isolated from the influence of daybto-day pressures. Otherwise it
would be unable to fulfil its role. : |

422, WOrgggg‘relationshigs with other~orgggizations

Although the ' CFF and Stabex are fundamentally different it was thought

advisable to establish working relations between the IMF and the Commission

‘8o that information of use to the administrators of both systems céuld be
exchanged. Thﬁa informal arrangement works to the eéntire satisfaction

of both parties’'. The same remarks apply, mutatis mutandis, to the

Arab Monetary Fund. ‘ :

N

423, Other international develogmanta

1. The members of the Association of South-East Asian Nations (ASEAN) have
displayed great interest in Stabex. Their request for a similar scheme
to cover their exports to the Community was turned down.

However, talks are 301ng on between ASEAN and Japan on the establishment of
& system to stabilize the ASEAN countries® earrings from exports to that
country. To familiarize the ASEAN negotiating team with the implications
of what is involved, .the Commission provided =xpertise for two seminars
organized by ASEAN in 1978 and 1979.

2. There is also great interest in the South Pacific for a scheme to
stabilize earnings on exports from .local develeping countries to ihe
industrialized countries and on irade between.ihe developing couniries
themselves.  Here again the Commission has begun to provide technical
assistance on the basis of 1ts own experience.

43. Stabex and ggbllc opinlon

1. Like any other innovation, partlcularly those which come 1o be regarded
as "models”, Stabex has not been universally arrlauded, but has aroused
what has sometlmes been heated controversy ard this is fortunate for the
evolution of ideas. :

2. Having said that, the first asaessmént of the system and its operation
should come from those mainly concernéd, the contracting parties:

Tat the request of the European Parliament, the Commlss1on annexes to its

yearly Stabex reports a list of IMF paymﬂnh? wnder the CFF for the year
covered by the report.
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(2) On the ACP side the general view is favourable. -~ Admittedly, there
have been criticisms, and sometimes protracted talks with an applicant -

country, but on the whole the spirit of cooperation has made it possible
to surmount the difficulties inevitably inherent in a new system.

(b) As for the Commnity and its Member States, they undoubtedly derive
political credit from having pioneered a major innovation in international
economic relations. ‘

(¢) Devising the system and negotiating it is one thing; putting it into
operation is another. Each of the ACP States involved has worked hard at
this, and thanks to the commitment and cooperation of all parties and . -
officials concerned the new scheme, whose practicality had been doubied
before it was set up, paid out the first transfers in accordance with the .
~rules just three months after thegConvention?s entry into foroce.

3. The attitudes to Stabex to be found among politicians, officials, :
businessmen and commentators in the ACP States, the Community and elsewhere .
can be broken down into .six categories: : ‘

(a) Those who were for it from the start.

(b) . Te antis, dogmatically opposed to Stabex on the grounds that it is
inspired either by arrant liberalism or by extreme dirigisme. The first
group fear that the system will directly or indirectly affect the free play
of market forces and trade patterns or lead to behaviour likely to distort
them, while the latter argue that such half measures in response to very
genuine concerns simply impede progress to the only real solution — the
detailed regulation of all aspects of production and marketing.

(¢) The disappointed, who feel ihat the system does not go far endugh}
either in product cover, desiinations covered or scale of compensation.

(d) ‘The nervous, who fear that Stabex will arrest'pfodudtive struqtures>
" and prevent industrial development or feel that it does not have enough -

built—in‘éafeguqrds to ensure the proper ﬁse'of transfers.

(e) Those who are resigned, feeling that it would have been better to do
nothing but that if something had to be done, Stabex was the least bad
golution. . - ) '

(f) The converts, initially opposed or sceptical but now ofien more
enthusiastic than the original supporters. : :

4. Criticism centres on the following points: !

(a) Product cover is inadequate. The observations set out in § 31 suggest
that, given the particular standpoint of the system and its aims, this
criticism is unfounded. - : : o

(b) The rule.that only exports to the EEC are covered is on the one hand =
* designed to give the Commmnity security of supply and on thé other o
constitutes an incentive to expand exporis to the Community (to the ‘
detriment of other destinations). There are several reasons for thinking
these fears unjustified, in particular: . - .
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(i) Nothing in the Stabex provisions obliges the ACP States to give
priority to supplying the|Community nor enoourages them 10 do so.

(1i) The EEC's capaclty to absorb some of the products is physically
limited.

" (3ii) Increasing exports to the Community admattedly gives an ACP State
a higher reference level, but paradox%oally it also mekes it more d:fflcult
to tr1gger the compensatlon machinexry .«

(iv) If sales increase as a result of dumping, the provisions call for
oongsultations under Article’ 19(4)(b) of the Convention.

(V) Five years' experience in operating Stabex have shown thati the
ACP States invariably select their markets in accordance with their’
- commercial or other interests and the importing country's absorptiion
capacity and appear to have been qu1te uninfluenced by any prospect of
possible transfers.

(c) A parallel criticism, to some extent, is that Stabex fixes the
ACP States in the role of commodity producers and prevents their
indnstrialization. In snswer io this charge it can be smaid that:

(1) Many of the commodities on the list are not suited for processznga.

(13) In some casgs Stabex covers not only the basic commodity but also
or nearly all”® the processed produots which can reasonably be made in
the ACP States,

(111) For other product55 an increase in local processing results in a
rise in value added so that the problem with earnings from exporis of the
‘products in question is transformed from one of stabilization to one of
market access and penetration.

(iv) 1In practice, whenever a Bpeclfic problem has arisen the Commlsslon
has always tried, through consultations under Article 19(4)(b), to meet
ACP interests hy reclassifying the processed product as the basic Stabex
product.

(@) Stabex arrests production structures. Firset of all, it is not the

. function of Stabex to promote structural chauge, which can only come about
through decisions by the authoritiea of the ACP States. Moreover, this
criticism is based on the assumption that the ACF States are solely
concerned with ™milking" S5tabex on a regular bagis. This quite clearly
verges on deliberate bad fa&thg anywey, the figures for each year are sc
variable that it is difficult, not to say impossible, to control and.

- manipulate them. Even if this could be done, the gysten 1ncorporates

" various built-in checks which would quickly reveal this sort of behaviour
and result in’ appropr:ate action being teken.

qupendlx, Note 5.
“Bananas, tea, Vanllla, cloves, gum arabic, pwrethrum, essential oils,
4and all the products added to the list in whe new Convention.
~A11 oilseeds, coffee producis.
gcocoa products, leather, hides and sktas.
Cotton products, timber products- rubber (Lomé II), iron ore.
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(e) The system subsidizes inefficiency;énd'uﬁprofitablq lines of‘production.

(i) At a technical level this charge must be assessed in the lighi of -the
‘fact that the reference level is a moving average; each new year's results
form the parameters .for application of the system, it is not the systen

which determines the parameiers.

(ii) At the political level, it is well known that the administrative
‘problems of some of the ACP States are a symptom of their underdevelopment.

Stabex provides substitute cash inflows but‘caﬁnot hyfitse1f do anything
to remedy this state of affairs. ‘ R :

(iii) It is necessary to think twice before branding an activity as
© munprofitable™. - What constitutes profitability may change, and besides,
financial or economic viability may not be the only criterion in deciding
whether to abandon an activity; other considerations, notably: employment, °
are often equally imporiant. , : ' '

(£) Stabex has insufficient funds. Here it need only be pointed out that
. after five years the unexpended balance: of the ACP and OCT allocations
totalling 400 million EUA is of the order Qf 16.1 million EUA, including

contributions towards reconstitution.

(g) The system is designed to induce the ACP States 1o use transfers to
pay for purchases from the Community. - This ecriticism reveals at the very
least a notable ignorance of the terms of the Convention, if not sheer bad
faith: it can be wholly refuted by pointing out that the Convention allows:
camplete freedom in the use of transfers. - ' : '

{h) Stabex overlaps with the IMF*s CFF. This point has been dealt with
(1) Stabex operates on the basis of dubious statistics, Here referemce .
should be made first of all to the arguments set out in § 32, which show
that the ACP States and the Commission iry in every case to give, the iruest
possible picture of real trade patterns. ' o ' ‘

And to make such a criticism is to condemn all aotion on commedities in
advance; commodity agreements, to take but one example, are inoperable if

. one is not prepared to credit the exporting countries' statistics as they
are. Under Stabex these statistics are cross—checked with EEC import
figures. This means that the figures on which the system is based are that
much more reliable, should any misgivings be felt. ‘ '

(j) Stabex is administered by the Commission alone: this point was
answered in § 13, + = ¢ : I ' ’ :

(k)- The automaticity of Stabex is a blind: ‘the Gémmiséidn's'opinion on
this point ie set out in its comments on the special report by the
Court of Auditors . - : o o

(1) Stabex fails to protect ACP States against loss of purchasing power in
their. export earmings. Here it should be pointed out that the fact that
~all Stabex operations are denominated in EUA means that there is a fixed
relationship betiween the ACP State's currenoy and the EUA.

‘Vpvmex . II 4, pp 14 and 15.



_ Admlttedly, it is true that ransfers are not indexed. But it is also

true that indexation is an extremely difficult problem to tackle from the
political, financial and technical standpoint, and can in any case only be
properly tackled at world level; any indexing policy confined to a single

' zome, in this case the ACP-EEC zone, would rapidly produce unbearable_

distortions in trade between the zone and countrles outside 1t.

(m) The spread of recipients is uneven. This oriticism is occasioned by
the large transfers to Senegal and Mauritania, plus that to Sudan in 1979
(groundmuts), but it stems from a failure to understand the nature of
Stabex, which is an insurance acheme maklng payment conseguent on injury.
The greater the misfortune suffered, the larger will be the transfer,
Besides, it is missing the point to look only at the size of the iransfers
in absolute terms, without relating them to the economy of the recipient
country; . all things being equal, in fact, some of the transfers to
Pacific island states are fully proporiionate to those cited above. It
should also be remembered that Stabex contains many special concesalons
for the least developed ACP States, which have been the foremost reoipients
of transfers. -

{n) Stabex does not compensate the ACP State's real losses. Under Stabex
rules, transfers are based on the 1loss, i.e. ihe difference between the

- réference level and the earnings for the year considered, minus any amount
which may have been agreed in the course of consultatlons held under
Article 19(4)(b). But going by Stabex rules the loss calculated may well
differ from the loss actually "felt"™ by the applicant state, which assesses
it on the basis of the available information, viz the figure obtained by
converting the foreign exchange earned by export sales into national
GRITency . Even at this point, however, other factors can widen or narrow
the gap between the felt loss and the bas1s of the transfer: the
conversion.into EUA of the national currency figures, for example, or
cross—checks, consultations, and the currency selected for the iransfer.

- This leads to two eonclusions: firstly, there is no doubt that the
trangfer base is a correct measure of the loss incurred. Secondly, it is
impossible to compare transfer and "felt loss™... This is anothér similarity
betweéen Stabex and insurance; insurance assessment rules often produce a
sum differing from the accident victim's own assessment of damage, whether
greater or lesser. <

(o) Stabex does not of iiself ensure ihat transfers are used in a manner
compatible with its aims. = This is true, although the statement must be
qualified by locking at the situation in the recipient countries one by one.
But to the extent that it is accurate it does reflect an unsatisfactory
.gitugtion. The new Convention helps by supplying a fuller definition of
the. aims of Stabex than appeared in Article 16 of Lomé I, and linking those
aims to the use made of tranefers. The commentary referred to in § 36
‘should make it easier to implement the new rules in accordance with the
wishes of the contracting parties.
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CONCLUSION

The foregoing examination cf the various aspectis of the export- earnings
stabilization syetem shows what it has deen possible to achieve in five
years on the basis of provisions which are concise but not very explicit

in places, as was to be expected in any area where new ground was being
broken. This ocoasionally proved o be an obstacle which could be overcome
only through the determination and, frequently, the imagination of the
institutions set up under the Convention, but alse by each of the ACP

. States concerned and the Commission. R S

Thanks to this effort, gradually through application of the system the

exact meaning and scope of certain provisions has been established,

certain ambiguous expressions have been interpreted and appropriate
provisions have been added to the existing texts. Thus a body of sules

. and practical arrangements has been arrived at which have made it possible

to achieve the aim of the system: to offset under satisfactory conditions -
for the first time in the history of economic relations beiween: industrialized
" and developing countries — the losses sustained by a number of the latter in
their exports to the former. ' S : : ‘ : :

The experience gained has made it pogsible to consolidate the system and to
draw up a more elaborate blueprint for.the one which is to take over from

it when the new Convention enters into force: while the rules may have
become more complex, they are aiso more precise, Tozome extent the system's
antomatic character has been sirengthened by this. That, and the fact that
the ACP States and the Community have now learned to live with Stabex,

ghould. slleviate and speed up the procedures. involved,

Admittedly, everything has not been perfect and we would not presume to say
that thinga will be perfect in the future. ' , :

Our experience has therefore also taught us modesty. Some pecple have -
regretted that Stabex is not an exact science: this is trme, but it is
not necessarily a disadvantage, for each request for a transfer has its
own special characteristice and requires treatment on its merits. This is
necessary precisely in order 1o achieve identical treaiment, paradoxical-
though this may sound: the number of accompanying faotors and phenomena
which determine the nature and extent of the drop in export earnings is’
too great to enable the system's objective - offsetting losses - %o be
attained by an identical procedure in every case, : o

When taken out of its political context and looked at from a purely
technical point of view, Stabex is simply an insurance scheme which the
‘contracting parties wanted io apply to iwo fields: siokness, in the event .
of export earnings falling because of local circumstances, and unemployment,
where a drop in export earnings ig due to a downturn in the ERC's economys
"As the system has been implemented it has taken on a third form in two
cases: that of 1ife assurance, in the évent of termination of production
activities. : : : o _

This parallel with insurance cannot be emphasized too strongly:

(1) the rules governing Stabex are the .policy;
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@i) the Community, by providing the finance for the system, and certain
ACP States, by contri‘buting towa.rds reconstitution of its Tegources,
pay the pranium' ; )

(1i1) like anyone who is insured, the potential 'beneficiariea of the system
do not want the insurance to came into Play: when people put in a
claim it meane that they have suffered a loss and anyone who is
insured knows from experience that even the best insurance can never
replace what has been damaged or destroyed; -

(iv) most of the time, Ainsursnce does not compensate for the whole of the
loss, part of it being borne by ihe insured as the "excess": with
Stabex, it is the thresholds which play the part of the exoess:

‘(v) within the terms of the policy the policyholder oan negotiate with
hie insurer while the latter may invoke any total or pa.r'tial explyy
clauses;

(vi) the policyholdér is free‘ 1o use payments he receives either {o male
good the articles damaged or destroyed or for other purposes.

This way ‘of present Stabex ie of great help in explaining its technicat
nature. In addition, it is of course necessary to consider its polibical
impliocations as a partial solution to the problems experienced by raw
.material-exporting developing countries, Sigbex is probably not the enly
solution, nor a comprehensive one, but it is a Pirst step, As the gayi ng
'goes, Rome wasn’t built in a day! :
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APPENDIX

In freming and implementing the export earnings stabilization system
it has been necessary to consider a number of related fields, and it
wes felt these should be covered in a series of notes appended to ihis
report. . T

Note 1: Method of caloulating the average (refoi‘enpe level).
Note 2: The effect of excha.nge rates. '
Note 3: Evaluating the resources neaded for the system.

Note 4: Improved market information following application of the
o system. . ’ '
Note 5: .'Brie_f remarks on the trig_gering of the ljstﬂ.

Note 6: Some major options with regard to the stabilizatien of expert
earnings. ' T c o -
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Note 1: Method of calculating the average (reference levejl_)

1. Prima facie the reference level could be calculated in twe different
ways. The first method would involve multiplying the average of the
guantities exported during the four years by the average of the
corresponding unit values of the exports. The second method invelves
calculating the average export earnings over the refaerence period.

2. A practical illustration of the twe calculations ia given below:
Let us suppose that cross-checking has given the following values:

Quantities Unit Values Earnings

Ysar 1 : 2 800 ' 0.7 1 960

Year 2 4 800 1.8 , 8 640

Year 3 - 8 000 2,0 - 16 000

Year 4 6 000 1.8 10 800

_Total .2 600 63 37 400
Average 5 400 : 1.575 ' 9 350

2,1 With the first method it is necessary to calculate the average
of the quantities exported:

2800+480028000+6000_?14600;5400

and then calculate the average unit value:

0.7 + 1.8 z 2,0 + 1.8 - 1.575

The reference level is obtained by multiplyin.g these two averages togeiher:
= 5 400 x 1.575 = 8 505,

2.2 The second method gives a reference level of 9 3150,

3. The Commission deoided that only the second solution was admissible
There were three reasons for this choice:

3.1  Article 19(1) of the Convention stipulates that the reference level
shall correspond tc "the average export earnings during the four years
preceding each year of application". W It is clear ithat only the second
method is in line with Article 19(1).

3.2 Secondly, ecoénomic and mathematical criteria aleo argue in favour
of the second method., For a given exporter and a given year, there
exisis a relationship betwsen unit value and quantity exported which
the first method totally ignores.

3.3 Lastly, each year of application goes to determiné the reference
level, and this is an additional reason for working out these data
on the basis of years. ‘
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4. 1In any evemt, the Commission has found in the light of the
experience gained frem approximetely 100 iransfer operations that =
the two methods give very similar results (the difference not - ‘
exceeding 4% to 5%)1'; furthermore, it cannct be said that either.

of the methods produces higher reference levels than the other,

s
LI

1n-the abeve example, -ithe difference is greater because the fluctmtiong
were made exnessively wide to illustrate the differsnce heétween the
 two methods, . X , : o S



Note 2: The effect of exchange rates

The starting point for the calculation of the bamis of the transfer and
the reference level is "the statistics ... obtained by cross~checking
the statistics of the ACP States and of the Community ..." (Article 17(1)
of the Lomé Convention).

(Given that th%s cross—chocking must be done in the local currency of

the ACP State' and that, seoond.ly, the Convention recognizes only the
Eurcpean unit of account (EUA)2r3 for all transactione in connection with
. ite implementation, a problem arises with regard to the conversion into
EUA of the cross-checked statistics, which are expressed in the national
currency of the applicant ACP State. There are three different ways

of resolving thie difficulty. ' '

1., The three methods available

1.1 The Commission had to choosa between three poas:.ble me‘thods of
calculation:

(i) The first method involves calculating the basis of the transfer
in the national currency on the basis of the cross=checked data, and
then expressing this amount in EUA using the exchange rate obte.in:.ng
at the time the calculation is carried oui.

(ii) The second method involves calculating the reference level in

" the national currency, and then converting it into EUA at an average
exchange rate for the four years; it is also necessary to convert
into EUA the earnings for the year of application at the exchange rate
for that year and then calculate the basis of the transfer in BUA,

(iii) The third method involves converting, for each of the five
years, the cross~checked amounts in the ACP national ourrency into
EUA and then caleulating the basis of the transfer.

1.2 The first method, which at first sight might seem satisfactory,
was not adopted by the Commission for two reasone: firstly, to use
a single exchange rate for ihe conversion into EUA of amounts recorded
over a fivewyear period is tantamount to saying that exchange rates
remained fixed throughout that period, which is manifestly untrue;
secondly, it must be borne in mind that the export earnings figures
presented by the applicant state have already been converted.

In order to be in a position to aggregate amounts expressed in _
different currencies and to work out its total export earnings, the
gtate presenting a request has been obliged to convert the values

in those currencies using annual exchange rates. That being the
case, reconverting earnings into EUA year by year makes it possible
to return to the initial format of the statistics.: '

1'I'he gtatisties for fob exports are a.lwa.ys in ‘the na’t:.onal currency

20f the exporting state.

See Article 42 and Annex XVII of the Convsntion for the genera.l

principles and Article 18 for Stabex,

- 3For the definition of the EUA, see Council Decision 75/250/EEC of
21 April 1975, published in OJ No L 104 of 24 April 1975; the
calculation method was set out in OJ No C 21 of 30 January 1976.
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1.3 This second reason also prompted the abandonment of the second method.
In any event, a simple calculation shows that the second and the third
methods give similar results. If in one of the four reference years the
ACP currency depreciated by 10% compared with the average value, the third.
‘method increases the reference level by beiween 0% and 1.07% depending on
whether earnings in national currency declined or increased by 10% in that
game year. With greater fluctuations of the order of 20%, the difference

varies betiween 0% and 3% (see Part 3 of this Note).

1.4- The Commission therefore decided that only the third method represenied
a rational solution to the problem. This solution makes it possible to take
acoount of the real situation on the currency market and io keep in line with
the international monetary system, as at present structured with its freely
floating rates. The Commission decision is further supported by

article 19(1), which indicates that initially earnings musi be considered :
individually on a year—by-year basis (which is perfectly in keeping with the.
method of calculating the reference level described in Note 1). .

2. Description of the 'mej‘hod uged
2.1  The caloulatioxis. 3 o

{(a) Caloulating the reference level,
Let us assume that cross—checking has given the following figures:.
Year 1 = Year 2 o Year 3 Year 4 - Average

100 000 120 000 130 000 150 600 125 000 (Cross-checked
: : : : S fob values,
ACP currency)

The next step is to find a set of conversion rates to exprese these amounts '
‘in the acoounting currency of the Convention, namely the EUA. In other ‘
words, & series of ammual exchange rates must be found lirking the ourrency

‘of the ACP State to the HIA. ‘ L o o

dowever, there is no direct link betiween the ACP currency and the EUA. It
is therefore necessary first of all to look for a currency which is :
immediately convertible into all the ourrencies of the ACP States and the .
EJA. The only currency that can act as a common deénopinator here is the .
- United States dollar, which is used moreover as .the imvoicing currency for a )
large number of transactions and as the ourrency used for quoting prices for
8 large number of products. S o S : ‘

It follows that the donvarsi'on rate _Betwéen. the ACP State's currency and the
EUA is arrived at in two 8tages: ' , o

7 . Year 1 . Year 2 _“Yieg 3 Year _A‘l
_Conversion rate - T ‘ L S ' .
A1 = ACP currency .... o 217.03 252.21 222,70 240.50

'Source: International fimsncial statistics, International Monetary Fund,
The figures used are those published in line rf or rh for each state: "The .
r lines, Par Rate/Market Rate, provide conversion factors for trade and
other flow or average statistics", R : S

1



Year 1 . .  Year 2 Year 2 Year 4
Conversion rate1 ’ . ’ ‘
1BUA =8 ..va 1.04753 1.12157 1.22868 1.19104

The desiredrratés are arrived at by multiplying the two figures for each year.

Conversion rate ‘ ' o
1 BUA = ACP currency «.... 290.20 282.87 273.63 286.45

In order to find the reference level in EUA, it is therefore necessary 1o

divide eadh cross~checked figure by the exchange rate for the corresponding
year and then calculate the average of the amounts (veference level) in EUA:

100 000 , 120 000 , 130 000 . 150 000

= 1/4 [é§d.26' t 282.87 ' 213.63 ¢ 533?23‘]

= 1/4 (344.59 + 424.22 + 475.09 + 523.65)

= 441:89
- (b) Caleulating definitive earnings.
Let us suppose that for the year of application (year 5) cross—checking has
given a value of 100 00C units of the ACP currency. The actual earninge
must be converted into EUA on the basis of the “annual rates for year 5:

. Gonversion rate T
A1 = ACP currency sees. 214.32

Conversion rate '
1EUA =8 voves 1.24074 and consequently

Conversion rate
1 EUA = ACP currency se.ee. 265.92

These figureé make it possible to calculate the actual earmings in‘EUA,
i.e. 100 000 + 265.92 = 376.05 EUA.

A1l the necessary information is now available for
(e) calculating‘the basis of the transfer.
In the above examfle, ihe basis of the transfer would be:
441.89 -~ 376,05 = 65.84 EUA.
Provided that Article 19(4)(b) is not appliea,‘this amount of 65.84 EUA wili

‘be entered in the Commission's bocks as a debit item against the reseources
available, which are also expressed in EUA. : ~

1The rates are calculated by the appropriate Commiscion department, which

oalculates the exchange rates for the EUA for the years in questiom from
the daily rates. The annual rate is & straight average of the daily rates.
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" As regards the conveérsion of this amount in EUA into the Member State
currency or currencies chosen by the ACP State when the transfer is paid,
the transfer agreement stipulates that "The transfer is to be made at the
rate of exchange between the EUA and the currency or currencies of payment -

in force on the day prior to the day on which the operation is carried out
by the financial body acting for the Commission".

Let us suppose that the ACP State chose to receive 50% of the transfer in
IM and 50% in FF and that the operation took place on 30 January 1976. The

. following amounts would have been calculated and iransferred: .

65,84 x 0.5 = 32.92 x 3.00620 = IM 98.96
65.84 x 0.5 = 32.92 x 5.19103 = FF 170.89.

2.2 The formula for célculating the:baéis of the transfer in BEUA is
therefore as follows: ‘ . .

o annual 6rosa-checked values in the ACP cufrgncy'for the 4 years
1/4 covered by the referénce period : R
\ anrmal BUA/ACP currency comversion rates for the same 4 years

minus
‘ .cross-checked annual value in the ACP ocurrency for the year
of application . . ' ' ‘ - .
annﬂal.EﬂE?ACP;currpncy conversion rate for the same year

It is clear thaf the method followed has a doﬁble advantage?

(i) it compensates for the loss of export earnings on the market for the
product in question; T B '

(1) it compensates for the loss in export earnings attributgble to the
. currency market. : o S

This secohd compensatbry element is positive where the currency of the
ACP State hag lost value in relationkto the EUA over the period in question.

It is right that this should be so, since a loss in the purchasing power of
the ACP currency expressed in EUA must be compensaied for. However, it-is
only fair and logical that the reverse situation, where the ACP currency
_appreciates in relation to the EUA, should have a corresponding result.

This is indeed the case in the example used above: on the basis of the
cross—checked figures, the loss in export earnings amounts to 25 000 units -
of the ACP cdurrency. Since at the time of payment the EUA was worth

. -258.67 units of the ACP currency, the transfer would be worth approximately
17 030 units in the ACP. currency. . o \

" A large part of this difference — which can be positive or negative depending'
on the circumstances - is apparent only in respect of amounts expressed in
national currency. If the amounis of earnings were left in the ocurrencies
of the contracts, there would be no notable difference.  In other words,

the fact that an ACP ourrency is strong (or conversely weak) in a given year
mey result in a reduction (or conversely an increase) in the earnings -

-
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-~ expressed in the national currency for the year in queation. The following
exauple, with a strong rate in one year, shows how conversion into the
national currency can "faleify" the smount of earnings for a given year and
how the method used can eliminate this difficulty. '

o ;éar 1 Year 2 Year\é Year 4 Average
Value of earnings in | ‘ | '

currency of contract . : L -
{e.g. in B)° 116 120 116 128 120

It can be seen that in the second year the axpor% earnings are équal to the
average: ‘

Year 1 Year 2 Yeér 3 Year 4 Average

$1 = ACP currency .... 0.86 = 0.75 =~ 0.86  0.86
Value of earnings in . :
ACP currency : 100 - . 90 100 110 100

Earnings dropped in the second year because the ACP currency appreciated.
It is these figures that the Commission receives in support of transfer
requests, Convqrszon 1nto EUA therefore make it posalble 1o get back to
the initial data .

Year 1 Year 2 Year 3 . Year 4 Aversge

1 m-ﬂ. ﬁ I EEX] : : . '1"2' . 1:2 1.2 1-2
Earn1ngs in BUA C 97 100 . 97 106 100

In this example the drop in eaamangS*expressed in natlonal currenay for ihe
second year is due solely to the movement of exchange rates, and the
calculation makes it possible to erase this "artificial" drop. The
phenomenon does not accur if the fluctuations in exchange rates and
production do not occur in the _Same year.

2.3 In conbluslon, w111 g:ve a further example of the calculation of 1h
transfer where the ACP currency has depreciated aga;nst the EUA.

(a) Calculating the reference‘level._

Year 1 =~ Year 2 - Year 3 . Year‘Q
Cross~checked values, :
ACP currency ' 100 000 120 000 130 000 150 000
Conversion rate : : . ‘ o
51 = ACP currency ....- 7.1429 ©7.1429 7.0214 . - T.1439
Conversion rate , ; ' : . B
1 EUA =B .... ' 1.04753. 1.12157 1.22868 1.19104
Conversion rate _ — . ' '
1 EUA = ACP currency ... T.4824 8.0113 - 8.6271 8.5087

™Most contracts are expressed in the various Buropean currencies and the
reconversion into EUA (a basket of those currencies) makes it possible to
get back to the initial format of the statistios with the minimum distortion.
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1| 100 000 , 120000*130000 150000
7 | 7.4826  E®,0013 5.6271 3.5087"

7 €13 163 .70 + 14 978, 84 + 15 osa 79 + 17 629.02) -

. Reference l_e"vqiz : o ]

15 260.34

(b) Calculating sotual earnings. , |
. o ' Year of azglioa;tion

Crosg~checked value, ' - 100 000
ACP ourrency X ‘ L 19 A |
Conversion rate = o _ S

1 = ACP currency .. . - _ ‘7’4‘121 o
Conversion rate : ‘ L ‘
| EUA = ﬁ ese ) . - : 1.24074
Conversion rate : . - 9. 1965

1 WA = ACP ocurrency ..

Aotual earnings = 100 000 4 9. 1965 = 10 873, TDEUA
{c) Calculating the basis of the iranster. ‘

15 260-34 - 10 873 70 = 4 386.64 EUA

‘At the time of payment, the rate between the EUA and tho mt:[oml
currency was 8.59. ‘Expressed in that currency at that rate the
transfer oomes to 37 677 units, as against the amount of 25 000 uniis
.which can be caloulated from the oroas—-cheoked figures in the na.tional
currency.

3. Comparison of the results arr:l.vod at using the differont methods of
caloulation.

3.1 BEven where thare are fluctuations in oa.rnings or in ezcha.nga rates,.

the difference between the results of the second and the third methods

remains very smsll. With large fluctuations of 30% either side of the

average, the greatest differences are arou.nd 5%, a8 is shown by the stuﬂy
f the follwing nine cases: .

: Ex‘:cha.nge rate: 1 EUA = ACP currancy wes

18t case 2nd ca.se d cage -
18t year - S 1.3 . _0.9 P 0.9

4th year _ : ' 0.9 : 0.9 1.3
_ Barnings in ACP currency |
" Year : 1 2 3 4

18t cmge 90 100 100 110 3,62 X 2.56 %X 1.71 % (Va,i,tiom
ird case 70 100 100 130 5,13 % 2.56 % o % smh the
/ ‘ . ' ~result of
the second

' nethod)
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In the latter case, where the earnings and the exchange rate in the fourth
year vary by the same perceutage figure of 30% against the average, the
difference is zerc (see 2.2). -

3.2 Oocaaionally (partioularly where an ACP currency is dropping steadily
and sharply) the amount of the basis of the tranafer differs appreciably
?he amount that appears in the request presented by the applica.nt
state .

‘Phis difference is in fact the same as between the result of the first
method and the result of the third method. In addition, the comparison of
the bases of the transfer (of smaller amounts than the reference levels)
inéreases the difference in relative terms. The following example, which
remains exceptional , demonstrates thi,'s phenomenon.

A state has presented & request for a transfer with the following figures:

Yoar 1  Year 2 Year 3 Year 4 Year of
' } . application

Barnings in ACP currency 1 845.6 1 203.1 2 352.4 5 846.6 2 370.3
1 BUA = ACP currency ... 0.72345 0.78251 0.8%48 0.89809 0.93828

4 _ Reference level Basis of the transfor
First method - ' -~ 2 812 _ 442

‘Second method
(reconverted into ACP currenoy a.t ' ‘ \
the rate for year 5) ) 3199 : 829

Third method
(reconverted into ACP ourrency at ‘ , '
the rate for year 5) ’ 3103 733

Difference in % between the first :
‘and the second methods ' ' - 14 . 88

. Difference in % between the first -
and the third methods : 10 © 66

Difference in % between the second :
‘and the third methods , 3 13

This state therefore received s transfer 66% greater than the calculation
of the request (= first method) led us to expect. Two factors were
involved here: steady depreciastion of the ACP currency (30% between
year 1 and year 5) and, in year 4, considerable fluctuation in earnings
(over 100% up on the avera.ge) In this case, the currency depreciation

Obviously, a direct comparison is possible only whers the ACP figures
are accepted following cross—checking. Where other cross-checking
formulas are used, the basis of the transfer calculated from the ACP
" figures is no longer a satisfactory indicater for the purposeas of
comparison.

2This has been the ocase w:.th two out of 123 transfers.
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‘had resulted in an abnormal devaination of the earnings below the

reference level expressed in the ACP ourrency, which wag eliminated by
the caloulation methed. It will also be noted that tlie difference ,
between the second and the third methods remains emall even for the .

basis of the transfer (13% in an exceptional gituation).

-
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Note 3: Evaluating the resources needed for the system

Since the resources available to the system are not unlimited, but are

~ subject to a oeiling within the total resources allocated by the EEC to
cooperation with the ACP States, it has been necessary before migning

each Convention to evaluate as precisely as possible the resourcee reguired

to enable the system to finance transfers du:ring the 1ife of the Conventicn,

. namely five years.

1. The solution envisaged

When the problem was faced for the’ firat time in 1573~74 the initial a.pproa.ch
was to attempt to use p:ro,]actiona of variations in prioces and quantities.
However, sinoe these projections are generally based on the — well founded ~
assumption of long-term growth, particularly of production, and secondly
often consider products on the world scale and not by producer country,

this method was rapidly abandoned in going for the more limited and more
specific objective that was being pursued. : )

2. The solution applied

2.1 Since the system was designed to'compensate for losses against a
reference level oaloulatied on the basis of the recent past, a number of
oalculations were made on real past data with the aim of establishing a
"law" derived from the transfers that would have been paid if the system
had existed. The ambition of finding such a "law" was itself soon
abandoned. o '

Nevertheless, it became apparent that the standard deviation, referred to
hereinafter as "s", offered a basis of assessment that was satisfactory ir
cartain respects: pince the purpose of the system is to provide
ocompensation on the basis of losses in relation to an average figure, it is
not unreasonable, ag an initial approximation, to take £ and to multiply
this quotient by the mumber of years of application of @he aystem, ndmely 5.

2.2 ¥From the theoretical viewpoint, coupling the a.ppl:.ca.tion of the formul.a ‘

T=3x5 17

with an examination of the trend of the curve representing the variations
in export earnings — in fact, the slope of this cwrve — is clearly desirable,
as is shown in the section on developments in this Note.

2.3 This approach calls for the following observations:
1. It is except:.ona.l that, on a oase-by—oase bamis or individually, the

formula
T=%xN, 27 "

*where N =5 = i.e. formula [1] applied to a reference peried — should
fproduceAthe exact amount of the transfer(s) for the period of application.
It leads, on an individual basis, to underestimates or overestimates.

*'1‘ = gum of the transfers; s = standard‘d.eviation; 'NA = nunber of years
of application.
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Since a fairly large numbér of cowrtries and. pz‘o'ducts/a?.re involved,
it can be argued that underestimates and pverestimates will cancel
one another out; this generally proves to be the case in praoctice,

|

. indeed the larger the number of cases, the more it applies.

2. TNevertheless, experience has shown that, generally speaking,
formuls [ 1 tends towards systematic overestimation. - This calle
for corrective measures, and one way is to observe the trend of the
~ curve plotting the variations in export earnings over & long period,
into which existing projections for the future may be incorporated
with care — where they exist. This was done for Stabex, and
as a result of combining formula 1-1‘ with this corrective measure
the amount earmarked for transfers for the period 1975 %o 1979 was
estimated at 400 million EUA, reduced to 375 million EUA in the
negotiations, and subsequently increased t0 380 million EUA to
allow for extra costs resulting from the mccession of further
gstates to the Convention. This estimate has proved to have been
quite remarkably accurate Since transfers for the five years in
question have totalled approximately 377.5 million EUA..

3. It is necessary, however, to recognize the limits inherent in
"4his method: although it has enabled a number of risks to be
evaluated in a satisfactory way, there are a number of questions
which it does not answer, and which probably cannot be answered

by any methodi : '

(i) it_enébles*a riek to be assessed'but gives no indication as
. 40 whether the risk will materialize or noij

(ii) it proves no information on the number of yeare in the‘period
of application for which & transfer will have ‘to be paid;

(iii) it does not indicate the year(s) in the periocd for which )

compensation will have to be paid; ;

(iv) in no case does it make it possible to establish ir advance
a "right" to receive a certain amount during the period of
ppplication. ' :

Furthermore, it has a subjective side, namely the cholces that.havé- S

to be made, in which risks of error are inevitably inherent:

(a) the choice of the period of application serving as a basis for.
formla £f1“7.“’ In the case in point, the period of application ‘
is five years. . It could, however, also be postulated that the
period of application is not the statutory five years, but the
number of years in which transfers are anticipated, which could,
in this case, be between O and 5;

(b) choice of the past pericd perving as & basis for observation

 of the trend of export earnings;

(e) inierpretamionlof_thié trend and evaluation of the correction
to be made in the result given by formula /2 7. - -

Cod
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3. ‘Developments

Without presuming to fill in the gaps in this method or eliminate
the subjective elements ~ impossibilities in an exercise which by
its very nature is uncertain ~ one can nevertheless try to improve
it on one point at least, namely the basically fairly crude
estimate resulting from formula / 2_J. The experience acquired
through implementing Siabex has made it poseible to begin a
process of reflection that may lead to the adoption of a more
complex method providing more precise results, though more
thorough research will be needed here.
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Nbfa 41 Iggrovad markzt 1nformation followxnﬁ agglicatlon of the
sxstam , . _ .

'An intareating sido—effect of the implementaizon of the system is
the improved information acquired by the ACP States regarding the
channels through which their exports are marketed.

The statistical cooperation required for the functioning ‘of the
system, and in particular the cross—checking operations, has .
revealed that an export declared on leaving the country as being
intended for the Community does not neceassarily turn up in the
Community's imports. In other words, the system has enabled
certain ACP countries to obtain a better understanding of the
"expoyrt channels which their products actually pass through.
This should encourage them to keep a more careful eye on where.
"~ their exports really go to, or indeed to seek to play a more

active part in export operatlons instead of ralying completely
ch 1ntermadiariea. . . ‘

i

leewise, questions raised by the Commission in consultations held
pursuant to Article 19(4)(b) of the Convention have enabled the
ACP States concerned, in certain cases, to obtain a clearer idea
of the marketing probleme in respect of the products in question.
In one case, the Commission's action in explaining a number of
marketing problems to an ACP State caused the cowntry in questlon
to completely change ita.policy in this tield.



Note 5t Brief remarké on the iriggering of the system

Consider the following three graphs, the abscissae of which cover
‘the years nq to ng and the ordinates the value of export earnings,

R R Iy
143 14 4
v .
o o
10 4A1 10 : ‘ ‘
<1 my,=NR A_=B
g8 4 C 8] 8 3. 3 3 -3
61 m,=NR; . 6 )
51 U T 1
z.i | 4 4
’ l ~
| l C1;n, ~ C2:n 3y
0 n, n, hz n, nsl 0 ng ny Nz N ng 0 n n, ng N,
1 2 2

From this it can be seen that:
(i) if the upward trend continues uniformly, to trigger the

‘mechanism it will be necessary for the drop in earnings in year ng to

be at least equal to the reference level: by. definition,

=20 - 2% ;
o s

(ii) the steeper the slope, the greater thedifference between the
value of earnings in ng and the reference level: a2 aq, hence
A B A B » A continuous upward trend very rapidly reduces -
_ a%ter gne or two years — the prospect of seeing earnings fall below
-the reference level, which, it should be remembered, is a moving
average; in the event of a continuous downwerd treénd, thie
accelerates the fall in the reference level, progressively reducing
transfers to zeroj ‘

A B

184 and A,B

272

(iii) the shallower the slope, the greater the uncertainty, and as
a result the greater the risk-that transfers will be ‘necessaryj

(iv) where the slope is horizomtal, i.e. nil (fig 3: a, = 0),
- the uncertainty ie total. Paradoxically, then, it would appear
that the risks of instability are greateat when the situation is
stable.
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Note 6: Some major optians with regard to the stsbilization of export

(1) Scale of operation of the Byatem.

- a 8ingle world system?

— a series of regional systems? ~ :

=~ a world sysiem co-existing V:I.th one or more regional systems?

(The last two formulas imply a solution being found Yo the problem of
double compensationy) - :

(2) Beneficiary countries: o
~ all developing countries, without distinction?

- all developing countries, with thresholds gradua."ted on the basis of
“their level of development? - K

- only- those developing countries below a certain level of dévelopment? -
(3) Products: :
(a) First approech:
-~ all commodities? _
- all agricultural commodities? .
. = all tropical agrioultural commoditiea? _ ‘ o
- all tropical agricultural commodities, excluding those that come
from both tropical and temperate regions? - : )

' Bach of these alternatives splits into two:

- comnodities only? _
" w commodities and products of firsti-siage processing?

(b) A second approach involves ‘devising oriteria emabling the eligible,
products to be selected, which does not, however, dispense wiih the
need to choose between a number of the above aliernatives.

 (4) Thresholds: is it necessary

~ to have dependence and fluoctuation thresholds or not?
= to set them at a high or low level? ‘
- 40 have single or differentiated thresholda?

(5) Reference level: is it necessary to have

= "historical™ references?
-~ "projected" references?
~ a combination of the two? o o
- references coupled with corrective coefficients? -
(6) Pinancial aspects; should the ;s'y_'afetq /op_ierafe \ L R
- using grants or loaus (with or without interest and, if with, with
or without interest-rate subsidies)? : - _
- if loane are used, with fixed repayment schedules or schedules linked . o
to recovery of earnings? ' ' : ‘ , ;
-~ uging the product~by-product approach or with compensation between o
 products? ' ' ‘ : : :
(7) Other matters (for information):
" = transfers paid to whom? » :
- ultimate beneficiaries of the transfers (earmariced for specific

purposes or not) : ;
- gtatistical bases (exports, imports, other formula)

- management of the system,

4
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SUMMARY OF TABLES IN ARNEX 1

RN

Table No _ Referring to - Fitle or subject
section Ko '
1 21 Summary by year of application of
S main data on transfers to
ACP States and OCT.- o
2 21 Transfer disbursements over the
' five~year period - Groups II and.
. . IV (in EUA). .
3 211 ~Aggregate iransfers for the
~ Lomé I period (1975 to 1979
“inclusive).
4 2N Tranaefer disbursements over the
‘ - five~year period (in EUA).
5 212 Nature of transfers — Group II.
6 212 Nature of transfers -~ Group IV.
T 212 Nature of transfers — Groups I1
e and IV,
8 213 Product aggregates - Group II.
9 - 213 - Product aggregates - Uroup IV.
10 213 Disbursements by product - Groups II
11 214 | Breakdown of transfers according to
i - reason for fall in export earnings -
: Group II. )
12 214 - Breakdown of transfers dcoording .to
reason for fall in export earnings -
, Group IV. .
13 214 Breakdown of amounts of transfers
. ) according to reason for fall in
- export earnings.
14. 214 Products for which export. earnlngs
fell for egonomic reasons in tho
EEC. . .
15 215 Advances on transfers — Groups 11
and IV,
16 216 ‘Reconstitution of resources made
: _available for the system (Group II).
17 216 Reconstitution of resources made
_ ~available for the system (Group IV).
18 216 | Transfers in the form of loans for
which the resource reconstitution.
. ‘ indicators are still negative.
19 217 Financial results 1975~79 = Group II.
20 - 217 'Financial results 1975-79 = Group IV,
21 221 " Stabex and finanoial aid under the
' . fourth EDF (situation at -
_ 31 December 1978). =
22 221 Stabex and finsncial aid under the,

fourth EDF (situation at
31 July 1980).

ol
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SUMMARY OF TABLES IN ANNEX I

413

Table No Referring to ' Title or subject
section No ‘ : -
23 222" Comparison by Group III State of
‘ Indicative Programmes and
. disbursements under Stabex. -
24 222 List of 6roup III States which have
received Stabex transfers
_ , representing over 30% of their I.P.
25 31 _Imports of Stabex products from
' the ACP States.
26 311 Imports of Stabex products.
27 N Share of Stabex products in total
' EEC imports from the ACP States,
excluding oil and petroleum
, ;products. ,
28 . 311 Insurance premlum (free).
29 N Aotusl transfers es a percentage
- of "ingured values" (Table 2) on
‘ the basis of the 1979 list.
0 A 333 ‘Breakdown of ‘oross—checking
. formulas used.
0B 333 | Croess~checking formulas broken.
' down by State and by product.
Ky 345 Breakdown of requests rejected
\ " (Group II).
32 345 Amounts of reduoctions and transfers
: (Group II).
33 345 Breakdown of reductions (Group II).
34 345 Average percentage reductions
o (Group II)s Classification by’
: v product. ‘
35 345 Average percentage reductions
(Group II). Classification by
- : State. ' _
36 351 Time taken to0 sign Stabex transfer
' agresments (Group II).
37 351 , Breakdown of reasons for extendin
- Stabex transfer periods (Group II?.
38 352 Advances on transfers (Group 1I).
-39 | 1979 Stabex transfers and 1979

export earnings.
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Amex I, 10

Table I, 10 - Disbursements hy‘product - Sﬁmmgry (Groups II anQ'IV)

Product Amount in EUA 4.
Groundnuts 71.338.766 18,30
Groundmut o0il 68.021,513 17,45
Groundnut oilcake 16.403.506 4,21
Groundnut products - 155.763.785 39,96
Iron ore 61.789.536 15,85
Cotton 5 43.359.441 11,12
Wood in the rough 38.953.057 - 9,99

 sisal 20.577.410 5,28
Coffee 14.494.289 3,72
Raw hidee and skins 9.093.834 2,33
Copra | 8.456.266 2,17
Tea 8.376.330 2,15
Bananas. | 5.813.366 1,49
Palm nut and kernel oil 5.567.186 1,43
Vanilla o 2.903.720 0,74
Sesame 2,632,923 0,68 -
Cloves 2.303.517 0,59
Palm oil 2.232.940 0,57
Zoconut oil 2.114.974 0,54
Jalm nut and kernel oiloake 1.191.079 . 0,31
Jocos - 1.057.603 0,27
awn Wood 1.039.010 0,27
Gun arabic 848.489 0,22
Pyrethrum | . 608,802 0,16
Cocoa paste 463.558 0,12
Ylang-ylang 170.596 0,04

=260.912.762 (66,93 X)

~128.898.949 (33,07 X)
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Annex I, 13
Annex I, 14 ..
Table I, 13 — Breakdown of amounts of transfers aécoﬁing to
reason for fall in export earnings
Group II amd IV
Group II | Growp IV | _ Total
' Local circumsiances 246.953.564 | 9.765.084 | 270.551.913
Mine closures _ 13.833.265 ‘
Total | . 260.786.829 ] 69,41 %
Economic, situation in the 116.708.879 § 2.550.919 119.259.798
EEC. - 30,59 %
Total = 377.495.708 | 12.316.003  389.811.711

Table I, 14 — Products for which export eérnings fell for economic
’ reasons in the EEC ’ , :

Group II : Group IV
1975 ~Wood in the rough Wood in the rough |
' Raw hides, skins and Raw hides, eking and
leather ; . leather ‘
Cotion . -~ - Copra
1976 |  Sisal = sawn wood ] Rew hidee, skins and
leather — copra
1977 Sisal - iron ore  Sawn wood
1978 * JIron ore - C/opra.
1979 - L ) o _ cloves

AV



. Annex T, 15

2¥

Table I, 15 - Advances on transfers
Croupe II and IV

State and % of % of
Year of number of Az:dount :f : final anmial amount
application . advance advano transfer of transfers
- agreements. . R 1 -
1978 | Senegal /27 19.000.000( 69%. | 29 % -
Gambia /1_7 1.510.000 | 5,5% 61 %
Tonga /1.7 |  160.000( o0,5%| 65% B
Mauritania /1_7{ 7.000.000 25X 21 %
Total /75 7 27.670.000 | 100% | Average 27 X | = 17 %
1979 Gambia /72 7 3.692.000| 60% 73 % _
Dominica /1.7 2.480.000 | 40% 86 % 7
Total /73 7 6.172.000 | 100X |Average 78 X | - 9 %
Overall Total | 33.842.000 - 9 %
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Table I, 18 ~ Transfers in the form of loans for which the resource

Anuex 1,718

reconstitution indicators are still negastive

State — product Number | Year | - Amount %
Wood in the rough s | o195 | 3r.mez.819| 32
Iron ore ' 20| 1976 | 49564217 | 10
(Sierra Leone - Liberia) 1978 - :
Groundmut oil and oilcake 2 | 1978 | 65.106,389 | S5
(Senegal) » ' : |
Sisal - vanilla 2 | 1975 4.608.031 | 4
(Madagascar) 1979 | _
Total 1 119.121.456 | 100 -
N

-3 -~

i \'5(




Annex I, 19
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ANNEX I, 20
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Table I, 21 = Stabex and financi.al
at 31 December 15i8)

 ANNEX I, 21 and 22

214 under toe fourtr EDF (Situation

}Ta'ble I, 22 _ ‘Stabex and financial aid under the fourth EDF

(Situation at 31 July

1980)-

Fourth EDF 1975~78 Group 1I 4 Stabex/fourth EDF '
: . Stabex as percentage
, - aggregate .
1 2 ‘ 3 = amount 5 6
Commitments |Disbursems 2/1 a8 Commitments Diabtnsanent*
~ n¢1 percent (Group II)| = 4/1 = 4/2
CArt, 48 o _
tat 899.659 | 313. ‘ 119 |
states 593 | 34,86 109.119 12,13 34,80
% 55,74 56,17 64,68 :
Other g
states 714,426 | 244.726 | 59.598
% 4,26 | e3,83 | 34?3 35,32 8,34 24,35
total 1.614.084 | 558.319 | 168.717
100 100 34,59 w00 | 10,45 30,22

Pourth EDF 1975.- 07/1980 | 4 Stabex/fourth EDF
Group II Stabex ag percentage
' sggregate :
1 2 ) 3= amount 5 6
Commitments|Dishwsements| 2/1 as (1 Commitments Diﬂh:rsemmti
T percentage ‘ = 4/1 (2)
Arts 48 | o |
atates 1.343.676 652.982 249.362 .
y w0.58 | 62,92 48,60 67,00 18,59 29,12
Other _ :
gtates 874471 | 384.765 | 122.838
4 ‘39,42 | - 37,08 44,00 33,00 14,05 31,95
Total + ‘ ‘ 7 :
R?gi°na1 2.431.171 | 1.116.846 45,86 37¢.200 15,34 27,82
ai : : . _
(1) At 31 July 1980, two transfers had not been commitied. ' ,
(2) At 31 July 1980, Stabex amounts had not yet been debited; the figures in

column 6 comprise Stabr: nggregate amoune

_disbursements_(Colwim 2)e

cor 1975-T8 over fourth EDF

\ 34
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COMPARISON BY GROUP III STATE OF INDICATIVE
PROGR.AHME AND DISEIRSMTS UR’DER STAEEX

10% of their I.P..

LY

5

States for which Stabex disbursements (where madq) repreaent less than

State | Siabex aggregate amount | 'I.’P. %,
| Bahames | - 1,800 -
Barbados - 2.600 -
Botswana (1) “ - 19.000 -
Burundi (1) | ) 1,486 58.100 3
Cameroon 4,085 55.300 7
Grenada - 2.000 -
Guinea (1) - 64,000 -
‘Equa.'torial Guinea - < 7.000 -
Guyana, - 12.800° -
Jamaica. - 20.000 -
Kenya - 72.000 -
Lesotho (1) - ~22.000 -
Madagascar 5.748 69.200 8
Malawi (1) - 67..200 -
Maurltius - 15.300 -
Nigeria ‘ - %00 -
Papua New Gninéa - 10.000 -
‘Rwanda (1) ' 609 58. 700 1
Saint Lucia (1) - 3.215 -
' Saint Vincent (1) - | - -
Sao Tome and Principe (1) - ~1.800 -
Seychelles (1) - 2.410 -

Somalia (1) 1.932 63.600 3
‘Suriname | - 18.000 -
| Trinided and Tobage - 10.300 -
Zaire ‘ - _ 96.500 -
Zambia - 45,100 -

TOTAL: 27 states. 1§:§§3_ 82]:22; 1,73

(1) States eligible for special measures under Article 48,

(75



s

— Btates which have received Stabex trans

nafers tofalling
between 10% and 60% of their I.P. _ '
State Stabex aggregate amount I.P. A
Benin (1) | | 20,367 L 44,300 46
Gape Verde (1) 1.207 4.000 20
Central African‘Rap; (1) 7.830 37.300 21
Comoros (1) 2.326 6.320 37
Congo 7.362 25.000 29
Ivory Coast 15.000 40.000 38
Djibouti (1) - 692 3.900 18
Ethiopia (1) 14.420 117.800 12
Fiji 2.115 9.900 21
Ohana, 5.176 48.000 11
guinea-Bissan (1) 11.288 20.000 56
Upper Volta (1) 7262 68.000 11
Kiribati 2.283 3,520 65
Liberia 7.587 25.000 30
Mali (1) 9.781 73.000 13
Niger (1) 22.654 68.500 33
_Ugande (1) _20.595 73.600 28
Solomon Islands (1) 2.173 10,745 20
Samoa (1) 2.837 4.600 62
Sierra Leone 3.977 31,100 13
| Sudan (1) 41,776 90. 600 46
| Tanzania (1) - 20.702 103.400 20
Chad. (1) 7.336 51.900 14
Togo (1) 3.627 35.700 10
| Tonga (1) 1.208 3.200 38
Tuvalu (1) P 175 605 29
 TOTAL: 26 mtates 241,756 1.000.190 2417
, 62,30% 51,84% ’

/

- States which have received Stabex trénsfers exceeding 2/3 of their I.P. :

P State 'Stabex aggregate amount I.P. %
Dominica €1) 2.893% 2.500 114
Gabon 6.703 9.000 T4
Gambia (1) 7.515 11.300 66
Mauritania (1) 37.000 33,600 110
senegal 65.106 59.000 110

~ Swaziland (1) 13.225 12.000 110
. L 132.442 127.400

TOTAL : 6 states 34 13% 6,60% 103,9?
: 3188.038 1.929.415

GRAND TOTAL : 59 s?ates 160% 100% 20,1
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- List of Group III states which have received Stabex transfers
representing over 30% of their I.P. :

.State '1’ Stabex aggregate amou@f!?ﬁ C I.Pe %
Dominica (1) : 2.893 ' ~2.500 116
Senégal : 65,106 | 1$9.000 110

" Swaziland (1) 13225 12,000 | 110
Mauritania (1) - ~37.000 33.600 110
Gabon , ' 6.703 - 9.000 7h
Gambia (1) ‘ T rsis 11.300 | 66 |
Kiribati B 2.283 3.520 65
Samoa (1) - 2.837 " 4.600 62
Guinea-Bissau (1) | 11.288 e ~ 20.000 56
Benin (1) L 20,367 44.300 46
Sudan (1) 1 41,643 | 90.600 46

__Tonga (1) A ) ‘ 1.208 3 . 3.200 38

. Ivory Coast - 15.000 40.000 38
Comoros (1) 2.326 6.320 | 37

Niger (1) N D - 68.500 33

| Liveria -  7.587 25.000 30

1 _cepe Verde (1) - 1.207 4.000 30
TOTAL ' | 260.842 437,460 59,63

. Percentage of total |
smount of transfers . | 67,26
Percentage of amount
of ToPe : 22,67

(1) States eligible for sﬁecigl’measures under Article 48. .
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Annex I, 25
Ta_ble I, 25 = Imports of Stebex products fiom the ACP 3tates (in million EUA)
(Source — NIMULXE)

N© Product 1977 % 1978 X
1 Groundmuts | 97,4 1,76 69,9 1,48
2 'Groundnut oil 197,8 3,57 128,3 2,70
39/1 ‘Groundnut 01lcake 87,6 1,58 46,6 0,98
3 Cocop, heans 1.,024,2 18,51 1.287,0 27,12
4 Cocoe paste 103,8 Q 1,88 122,0- 2,57
S Cocoa butter 138,8 2,51 110,3 2,32
6 Coffee 2.005,2 36,23 1.363,5 28,73
7 Coffee extracts o - - -
8 Cotton 204,3 3,69 149,1 3,14
9 Cotton linters 0,4 0,01 0,5 0,01}
10 Coconute 3 0,06 2,8 0,06
11 | Copra 12,6 0,23 9,1 0,19}
12 Coconut oil 211 0,38 19,7 0,42
39/11 Cooonut oilcake 3’8 0,07 3,7 0,08
13 Palm oil 59,‘0 1,07 ‘08,5 1,02
14 Palm nut and kernel oil 28,9 g,52 42,9 0,90
39/111 | Palm nut and kernel oilcake 11,6 0,2 11,0 0123
15 Palm nuts and kernels 70,7 1,28 32,9 - 0,69
16to 19 | Raw hides and skins 58,0 1,05 62,1 1,31
20to 22 |Wood in the rough, etc. 478,0 8,64 436,3 9,19
23 Bananas 110,1 1,99 110,2 2,32
24 Tea 205,1 3,7 156,8 3,30
25 Raw giBal 16,6 0.30 17,2 0,36
44 ! Tron ore . -376,2 6,80 309,6 6,52

Lomé I, initial list 5.314,7 196,03 4,540,0 95,68
26 Vanilla 11,9 0,22 14,4 0,30
27 giows )m;“, 6,0 0,11 7,0 0,15
28 eep's lambe* 2,2 0,04 1,3 0,03
29 %k j,. arabd ofcambed Jduring 0,3 0,01 0,1 0,00
30 Gum arabic E;}“ 18,0 | - 0,33 18,4 0,39
3 Pyrethrum Lomé T 4,5 0,08 2,8 0,06
32 Essential oils ; ° 8,41 0,15 19,0 Q19
33 ‘ lLSesame seed 8,6 0,16 4,1 0,09

ié‘;,omé I, 1979 list 5.374,6 | 97,91 | 4.597,1 | 96,88
34 iICashew nuts and kernels 4.9 ¢,09 4,1 0,09
35 epper 5.7 0,10 2,3 0,05
36 Ehrimps and prewms 22,0 0,40 30,9 0,65
37 quid 2,3 0,04 3,1 0,07
38 . otton seeds > - - 0,1 0,00
39 Other oilcake (1}, e.g.

| IV of sesane : 6,9 0,12 3,5 0,07

! V of cotton. 26,7 0,48 17,0 0,36
40 ubber 531 1,14 62,2 1,31
41 333 1.7 0,03 2 0,04
4L , 24,8 a,45 22,3 0,47 .
43 F;entﬂe .0 0,04 0,5 0,0

; Lmné II S. 53‘,7 IMI,OO 4,745,2 100,00

[ S
(1) Heading 39 overall: 1i977: 136,6 million BUA (2,4T%)
¥978r 81,8 million B¥A (1.72%).



ANNEX I, 26 to 29

I, 26 - 'l’otal imports of Sta‘nex products (million EUA)

_34.;‘

- ‘ CGrowth in Crowth in-
List , 1977 | reletion to - 1978 relation to
‘ . | preceding list ' preceding list
Lomé I, initial list 5.314,7 : 4.540,0 1
Lomé I, 1979 list 5.374,6 + 1,1 % 4.597,1 +1,3 %X
Lomé II 5.534,7|  +3,0% 4.745,2 + 3,2 X

I, 27 -~ Share of Stabex producis in total EEC imports f‘rom the ACP States,

excluding oil and petroleum products (1)
—
List | 1977 1978
Lomé I, initial list 4 59,3 53,9
Lomé I, 1979 list ) 60,0 54,6
I, 28 - "Insurance premium (free)" % (2) ’
List - 1977 1978
Lomé I, 76 million EUA/ 1,41 1,65
Lomé II, 110 million BUA/yr | - 1,99 2,32

I, 29 - Ac'l:ua.l transfers as a percenta.ge of "insured values"” (Table 2), ‘
: on the basis of the 1979 1181'. ‘

1977 1978

0,63 3,57

(1) 19773 total '12.460,8 million EUA, of which oil and petroleum products
3.499,3 million EUA.
1978: total 11.869,7 million EUA, of which oil and petroleum products
3.446,0 million EUA.
(2) Anmual resources as % of total "insured" import values, 1979 list
and Lomé IT (see Table 2).
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‘Table I, 31 — Breakdown of ‘requests rejeoted .Z(Gréhp,II) ,

- No loss of earnings .,or. - : )
_ . -.Ne loss on exports to al
Bumber | thmesholds netsesshed " destinations |
_"‘::g::;:; No.loss Daplndaud - Fluetu- - P and
‘ | thresheld |.ation - = Article 19(4)(b)
8 | threshold |
_ ' ' -Qha.d . = cotton
975 6 1 L R 3 |Camercon = cocoa butter
R ) . o }',gnya. - = gisal
‘ fciar = wo:féh in the
f - X ‘ - . - o) :
1976 ) 1 2 3 |Pangania - votton
1 | Togo ;= COCOoR
. ‘ , TP*.]I.G ‘ - copra
1977 7 = 1 4 ‘ ’ 2 | Bganda - = tea
, :Elnd.agasca.r - = coffee
1978 | 9 | 2 4 - |3 |cean - wosdin the
uSudan -~ gesame
A o _ . |Upper Volta — sotton )
1979 1" 4 b M 2 Tonga. - copra
‘ . f . ' } o (.&r‘t.
, L _ ‘ —— 19¢4)(0))
Total 39 8 12 -3 N o 12
“ Lo et 19(4)1(0)s 1

CTH
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Pable I, 33 — Breakdown of reduciions (Group II) |

ANNEX I,

33

Changes in siructure of axport flows

1st case (Art. 17(4))

Iron ore

6 reductions -

2nd case (nt. 19(4) (b))

18 rqduotiohs

3 ro;dnctions-

{75 Fiji (copra)
76.Fiji: (copra)

77 Sudan (groundmts)
78 Togo (cbffee)

78 Chad (cotton)
178 Liberia (iren ore)

75 Cameroon (wood in the reughX1)

{75 Wiger (gccnmdmta) (1)

76 Benin (cotton) (1) =
76 Figer (grgudi:ﬁt 0il) (1)

76 Uganda (tea)

76 TPanzenia (eisal)

77 Benin {cotton) (1)
77 Benin (palm oil)

77 Tanzania (sisal) (1)
78 meia (simal) (1)
78 Uganda (tea) (1)

- |18 Benin (palm mt and kernel

oil) (1)
78 Senegal (oilcake)
78 Sudan (groundmts) (1)

|79 Ceniral African Republio

(coﬁcn) {1)

79 Uganda (tea) (1)
79 Sudan (grnnndnuts)
79 Sudan (sesame)

d

76 Sierra Leone
78 Swaziland
119 Swaziland

e

(1) Case where the validity of the argu.mnts pu'b forward by the ACP States enabled
the Commission to adjust the reductions,



| ANNEX I, M e
Pable I, 34 - Average percentage reductions (Group II)
Classification by preduct ‘
Fumber of - Fumber of reduced | Fumber of 'Aierags )
{transfers | tranefers and requests- percentage
without average percentage|rejected | reduction
reduction | reduction
Copra ' | C e 2 | 53,77
6 requests 12 . 61,32 2 53"
|mea - 3 | s
4 _requesis - 20,60 . o
Cocoa ~ - 2 S 1 33,33
3 requests ! :
Coffee L - 1 o 9 o
E 6 requests - “ 64,00 A
" i X . - T
+ | Cotton ' . i . g
3 22 requests 5 ab - 24,98 3 26,66 -
+ ' - :
[}
~ | Sisal .3 " :
|5 requests : 9,52 -‘1 : 25,1
Wood in the rough | 1 N
8 requests , s 5,00 2 | 2.8
Iron ore e S 4 S . .
7 requests i 3 ‘ 37,96 - 21,69
Groundnuts ' ‘ A _ .
15 requests - \ m - 41,89 ' A7
Palm 0il - : 1 T
: 2 requests - ‘ 16,00 : 8,00
£ |Groundmt oil - 3 | 1 - -
2 |4 requestis . ; 25,00 6,25
3 — , ; -
}E Groundmut oilcake 5 ' 1 - 5,49
3 requests : ' 16,46 ’
o _ ; , .
 Palmmt andkerneloil | = 1 - | s.20
2 requestis 10,40 . ' ,
- : ‘=7 l
. ] Cocoa butter
c T - - :
+ 0 4 Sesame - , -
ﬁﬁﬁg‘lammu - ' 1

(1) In these cases, the ﬁeroentago is irrelevant for a single requeste.

(47



AKNREX I, 35
Table I, 35 ~ Average percentage reduction (Grouwp II)
Classification by state /
Number of . | Famber of reduced| Namber of Aweré.ge ‘
tranefer transfers and requests - percentage
without - average rejected wnder |reduction
reduction | percentage Articles 17(4)
reduction and 19(4)(b) ,
| Kenya (sisal) - - 1 100,00
B P.N.G (copra) - - 1 100,00
£ 4 n '
o Ipiji - 2 - 61,32
- 61,32 P
[+] ! 1 )
B .4
& | Togo ! 64,61 ! 54,87
_ T \
Chad 1 38,9 1 46,32
4 : ,
Su.dan 1 44,02 - - 35,21
1 ‘
CohsR 3 12,39 2 35,40
Cameroon 1.‘ ’ ’ 5:00 1 35,00
B Panzani 1 3 9 25,71
anzania
| §1 _ 9,52 | ’
3 | Madagascar 3 - 1 25,00
J: Tonga 4 - 1 20,00
3 ‘.
. . ’

2 Upper Volta 5 - 1 16,67
B | senegal 1 U - 8,11
g | n 16,23 ’

1 2

3 |Figer 4 23,58 - 7,96

:-g\ Benin 8 13475 = 6,25
z

5y S N 1 - '

2 Liberia ’ 79,88 79,88

5 ' 1

s Si-e.rra. Leone - 31,34 - 31,34

+ , 2 :

< |swaziland 1 5021 - 13,47
£

\g¥

_fqg; ,

e
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ANNEX I, 37
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