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I, THE COMMITMENT TO NEGOTIATE

1. Followiniz the first part of the United Nations Negotiating Conference on
the Common Fwid (7th March - 3rd April, 1977) and the Community's decision in
Rome on 25th March, 1977 that "there should be commodity price ;tabilisation
agreements whire appropriate and that there should be a Common Fund", ali
participants in the Conference on International Economic Cb—operation (CIEC)
agreed:
"that a TCommon Fﬁnd shoﬁld he esfabliahed ags a new entity to serve as
a key intrument in attaining the agreed objectives of the Integrated
Programms for Commodities as embodied in UNCTAD Resolution 93(IV).
They alsbvagreed that its specifio purposeéAand objectives; s well as
its other constituenf elements, wiillcontiﬁue‘to be negotiéted iﬁ the
ﬁnited Nations Conference on Trade aﬁd-Development (UNCTAD). '[End-thqi7r
pledged thémseives to secure a succeésful gonclusion at the forthcomiﬁg
resumed ‘session of the United Nations Neogtiating Conference on a
Common Fﬁnd’scheduled for November 1977 at plenipoientiary level."
The Community will thus enter the second round of the negotiatiors=, to be
held in Genevia between 7th November and 2nd December, on the basiz of a
clear politichl commitment which must now be defined in a form capable of

detailed presentation and defence.

2? The pﬁrpbsé of the present communication is t¢ honour this political
commitment by trﬁnslating it into a concrete.propgsal for a Common FUnd.‘
Drawing on work conducted hitherto both within the Community and between the
Community and its industrialised country partners,; the proposal is’ba;ed on
the establishhment of a Common Fund in the form of a pooling of the resources
made available within individual buffer stock agreements, on the understanding

that a sufficient number of such agreements can be induced t6¢ participate.



II. ELETNTS FOR A COMMIWITY POSITION

Six main problem areas require attention
and decision in order to determine the contents of a Community position for
the reconvened Negotiating Conference, namely:

~ whether or not the Common Fund's activities should be related \
exclusively to the financing of buffer stocks or should have a role
in the financing of measures other than buffer stocks;

-~ whether or not special arrangemenis may be conceived to facilitate
the participation of poorer producing developing countries in
commodity agreements;

-~ the functioning and feasibility of a Common Fund as a pooling mechanism
between buffer stock agreements;

= whether or not. an element of own resources or a guarantee facility
should be provided for the Common Fund and the form that this should
take;

« the management and decisionemaking arrangements for a Common Fund;

= whether or not a provisional framework agrgement might be required prior
to the entry into force of sufficient buffe; stock agreements and the -
conditions under which this would enter into operation.

These issues are outlined seriatim together with proposals in each case. I3
is recalled that in many detailed issues not covered here, bul which may take
on importance as the negotiation evolves; sufficient margin must be left to
the Community's negotiators. The Commission may also wish to return in due
course 10 the ‘Council with appropriate supplementary proposals concerning
the Community's negotiating position as and when the circumstances of the

negotiation require.

IIT. MEASURES OTHER THAN BUFFER STOCKS

The Commission recalls that both developing and irdustrialised countries

during the first part of the Negotiating Conference have agreed that the main

function of any Common Fund should relate to the financing of buffer stocks.
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The provisional position paper submitted by Group B during the Marcn
Negotiating Conference stated:
-~ "Whilst fully recognizing the importance of measures other than
vuffer stocking, the need and scope for a Common Fund in this
context should be further explored having due regard to the
international machinery which currently support such measures.
If other measures are to be financed through & Common Fund, the
account for such financing should be kept separate from that of
buffer-stock financing."
It must be noted, however, that preparatory talks and negotiations so far on
the 18 products covered by the UNCTAD Integrated Programme for Commodities
indicate that only some of these commodities may be subject to the conclusion
of commodity agreements based on buffer stocks. For certain developing
commodity producing countries a role for the Common Funé in the financing of
other measures than buffer stocks is of major importance and the developing
countries as a group cannot envisage a successful coaclusion to the Negotiating
Conference without them, The Commission remains, however, of the opinion that
most of the measures so far envisaged, e.g. in the Integrated Programme(l>,
"co: 4 and should be financed by the established existing international agencies
{e.g. International Bank for Reconstruction and Development (IBRD), United
Nations Development Programme (UNDP), International Fund for Agricultural
Development (IFAD), or regional banks)., These agencies are already actively
engaged in promoting commodity exports, production, and transformation in
the context of overall eccnomic development. It is hard to see what advantage
to international cooperation may be cbtained from the establishment of a new,
inexperienced, and relatively small agency with no direct market involvement,
whose decisicn-making procedures would scarcely be compatible with those of a

development agency., A poocling mechanism operating essentially with revolving

(1) These range from promotional activities, research and development for
improved product quality and use, to product processing, te diversifi~
cation out of production; and to provision of infrastructure fostering
trade, production or productivity.
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funds for buffer stocks would not lend itself to the concessional

and non~recoverable finar :ing which "other measures"™ would appear essentially

to involvey and any financing for other measures would require a second

separate mechlanism.

IV. POORER IIEVELOPING PRODUCING COUNTRIES

A Common Fund based on a pooling system for buffer stock financing would
help the special position of poorer producing developing countric- only insofar
as it achievéd overall financial economies on the financing of stozks of
interest to ihem. Discussions on certain individual commodities nave shown
that such countries may be disinclined to enter into stocking arrangements
without an element of additional help. Such help might be provided by the
International Monetary Fund's (IMF) Buffer Stocking Facility, although its
interest ratds are not concessional. The Commission proposes that ine
Community shculd indicate its readiness in due course t¢ exumine what elements
of subsidy t¢ INF interest rates might be required, and whether the Common

Fuﬁa_may‘pléy an&vrole:ih‘th{é framework,

V. THE POOLING SYSTIM

1. On the tiasis of Commission proposale the Council in March defined the
Community's CUpening Fosition in the Negotiating Conference in terms of a
pooling systé¢m, i.e. an arrangement whareby commodity buffer stock agrecments
agree to depusit a proportion of their financial resources with a central
pool in retwn for guaranteed drawing rights on that pool. This approach

in turn became the core of the position put forward in the Negotiating !



Confcrenée by'ﬁhe Group B iﬁdusffialiéed‘coﬁnﬁries.v‘Eﬁpert'discuésions
before, dufing and since the March opening session of the Negot#ating
~Conféréncef#aﬁe exposéd'a-numbqr of teChnicél variations as to how such a
bool c&uld funcfion-withouf any clear cho;ce being'adopted. The purpose

i‘of.this Communjcation is to propose formally the outline of such a pool.

2. "Any form of pboling_méchanism is based on a combination of agreed

“deporit obligations on the'one hand and ‘of maximum drawing rights on the

-

‘giher. The problem is to determine the optimum levels of these two elements’

and their relajionship to each other and this from the points of view of the

[

 optimal functioning of the pool, the,aftéiﬁment of a maxinum degree of
finanéialA"éaviﬁgs" to be obtained compared with the situation in which
,individual‘buffer stock agreements are financed in isolatjon, and the

© provision of sufficient‘attraction'to‘indﬁce buffer stock agreements to

+
'

' éssociate_with the pool.

\

:3. A Denoﬁit oﬁligatidns, -A'numbef.df ideas have been puw forward:
.,;.depOSif of all finanéiél'resources~médé to individﬁalhagreemenfs;
‘;‘aepésit; for the fifst:buffg: stock purchases, of a given percéntage

of the reéourceé m#de-availéble to‘individual’agreements;

f-alsyétem requiring‘iﬁdividual agreenments to finance a first
pefdentagc of their:buffer stock purbhasqé,Awith récource to the

- Common Fund fér their later purchases in:perioés of greater‘economic
difficulty.' , Ny | —_— .

© . The final_ééﬁeme will very\much depend on fﬁ}thqr discussions and negotiations.

But on the ﬂasis>of factors set out below thérensccms 10 Pe merit in a median

course, whereby participating buffer stock agfeements depesit a certain |

T . . '

proportion only of their funds:



- v “7-

- Examinatioﬁ of the commodities that mighi come withiﬁ a pooling
system in tle foréseedble future suggests that if the participating
commodity agreements were to deposit around half of their funds,
the Common Fund shoﬁld ha&e sufficient liquidity to meet its
ovligations and to achieve overall financial “savings" by\means of
sthe compensation effected.

-~ A requirement for individﬁal commodity wzreements to deposit more
than half of their resources in the Common Fund would probvably
discourage them from joining in the first place. In any case the
deposit obligation must be in line with the financial
requirement for én average stockholding level.

-~ It would be easier to move towards higher deposit levels in the
lignt of experience than'fo evglve in the opposite d%rectgon.

The level of overall "savings®™ which could be expected froam the operaiion
of a system of this kind will only- |

tecome apparent in the light of experience. But on the tagis of various
models concerning the participation of individual commodities and tﬁe

movemente of markets; they may currently be assumcd to be of the region of

. .4 : . . N . .
l5/20ﬁ of the total otherwise required for separatc buffer stock financing.

A Drawing rights. The maximum drawing right would be calculated as the

sum of the deposit 6b1igation plus a given percentage. ﬁﬁis percentage

would be in line with the.expected proportion of '"savinga" to be achieved
vy the pool. Stu&y hithefto sﬁggests that this will be in the fegion of
15=200% and that it may provide a sufficient»margin of incentive to buffer

stock agreemer#s.fo associate with the pool.-



5. The arrangements negotiated will need to be encompaised in a set

of clear rules, capable of as automatioc an application ais possible on a
strictly non-discriminatory basis between individual commodity agreements.
These will provide the terms on which bilateral agreemenis can be signed
between these individual commodity agreements and the Common Fund. It should
be a major task of the Negotiating Conference to reach agreement on these
rules, having particular réference 1o the following, poiniss

- Avoplication/withdrawal: each individual commodity égreement will be

free }o decide whether or not to join in the Common'Fuhd system., If
they join the& must acéep{ the full obligations involved. If they
decide to withdraw they should only do s; after due notice. It would
be desirable to establish the general rﬁle that pew commodity agree—
ments do associate with the Common Fund and that they (a) remain
within the Fund for a minimum‘of two years, (b) make their necessary
deposit at the moment of joining and (c) agree t» repay their loans
in full at the moment of withdrawal, after due npitice. The Common
Fund should itself have the right, by duly considered majority
decision, to ask for any individual conmodity agreement to withdraw
from the system, if it believéd that its credit facilities were

being abused.

=~ Interest rate policy: expert examination so far indicates that

provigion for the - bayment of interest on both deposits and on
drawings would be more likely to guarantee the attractiveness
of the pocl to individual agreements and thereby its viability.

Intorest rates for both deposits and overdraft drawings should be



closely relate to going market rates. Wnatever rates are applied,
the rates charged on drawings should be marginally higher than those
charged on deposits: +the differential might be used to cover

administrative costs.

VI. PROVISION OF ADDITIONAL GUARANTEED

1. The pool may, however, at times be in danger of being exhausted and for
the following reasons not be able by itself to give a 100 guarantee that the
credit necessary to meet all its maximum drawing right obligations would be
available all the time.
- Commodity markets might move dovnwards at the same time and lead 1o
such a demand for credit for financing stocking operations that the
pool would become exhausted.

~ Implementation of price or tonnage review

clauses within commodity agreements might pose sope short—~term strain
on the resources available.
= Thnere may be need for ancillary resources during the initial period

of stock building, particularily in connection with commodity agree—

menis financing stocks out of levies on trade.
Some Torm of guarantee (or back—up) facility will, therefpre; be required to
enable maximum drawing rights to be guaranteed absolutely and to enable the
Common Fund to act as a source of supportive loan finance in connection with
initial siock building operations and/or stock building required as a result
of either price or tonnage review, foreseen within commodity agreements. The
Commission proposes that its maximum size might be stated as the difference

(currently asswned to be 15-20%) between deposit obligatisns and maximum

drawing rights.,
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Methods of guarantee provision. Various ways of providing such a

guarantee may be envisaged, namely:

2.1

2.2

2.3

~ by existing international financial institutions;

- Dby direct government contributions;

—~ by meana of loans raised on the éapital mérket with, suitable
collateral.

Internatioral financial institutions. Existing international organi-

sations such as the iBHD and IMF, it has been suggested, might provide the
guarantee to the Common Fund. However there are certain difficulties

that would limit the Bank's efficacity:

= its terms of reference focus very much on developmeni rather than on

stabilisation of trade;

~ +there are several interested commodity trading countries which are not

members of the Bank and it will be essential to involve them, particularly
those which are prominent in commodity trade;

-~ complicated changes of articles might be required, with in any
event deocisions requiring submission to the Bank's Board.

Direct contributions. It has been suggested that participating

governments should endow the Common Fund with a directly contributec
element of own resources. This has met with considerable resistance
from the majority of industrialised countries. An anglagous suggestion
that individual governments might make voluntary contributions suffer
from the drawback that such an approach would not prouide the certain
source of supplementary financial support required,

Loan finance could be provided from the capital market. Such borrowing

overations would requirs sufficient collateral. This collateral could

e provided by:

= liens on buffer stocks;

~ provision of subscribed or ocallable capltal from pariticipating

governments.
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Examination has shown that liens on buffer stocks would not on their own -
provide sufficien’ collateral for the borrowing requirements. As for 1

capital provision by governments no case has hitherto been made

indicating any advantage to be obtained from the provision of subscribed

paid;up capital compared with callable capital which could provide much
" of if not the totality of the collateral requirements for borrowing

operations.

3. The basis for financing. The Commission proposes that a combination of

the above elements should be employed in order to constituts the guarantee
facility. The possibility of some finance being provided by existing
intern..tional financial institutions and by direct government contributions
shoul'! nontinue to be explored. An additional borrowing requirement must,
howev::r, be expected. Collateral for part of this borrowing will be providea
by liens on stocks. A residual element of coliateral appears likely to be
required, The Commission, therefore, proposes that all governmonts partici-—

(1)

pating in the Fund , with the exception of couniries with a GNP per capita
below 300, should participate {on a GNP basis) in providing capital on call
up to the overall maximum required, less such sums which can in time reliably

be aszured by international organisations, from voluntary governments

contributions, or from loans raised through liens on stocks,

VII. }MEMBERSHIP, MANACGIIMENT, DECISTION--MAKING

1. The Commission sees two major realistio choices concerning memberchive.
-~ Membership both of commodity councils and of individunl oountries,
with a careful balance of voting between the two;
= reocterving membership to individual countries, leaving individual :
commodity councils as observers, on the basis thai relations between

individual councils and the Fund are to be the subject of clear and

auntomatic rules governing the Fund's operations.

———

A Y

(1) Including ecuntries which, whilst possibly not members of individual commodity
agreements, are in substantial finanoial surplus.-



The Commission proposes the second alternative. It sees thep Fund as a
financial mechanism and believes that the more it can operate on the basis
of clear and auwtomatic rules and limit the need for policy decisions, the
vetter it will be. (The main policy areas where policy decisions may be
réquired are the accession to or withdrawal from the Fund; acceptance or
not of voluntary deposits; interest rate and invesiment poligy, including
the use of profits, utilisation of subscribed or callable capitalj;

utilisation of additional voluntarily subscribed capital.)

2. lManagement ghould be placed in the hands of an Executive Manager, with
a small Secretariat, who will be responsible to a Board of lanagement of
(say)VZOFZS members drawn from a Council open to all participatihg members

- as well as to observers.

e Decicion-maldns. Againet this background steps should be taken 1o give those

countrie; ﬁost involved in commodity trade or providing the major financial support
for the Fund a deciding voice in policy decisions.
~ One optign would be for a straight voting system calling for a large
majority, possible 75-80%, to approve any major policy proposal. It would
have the merit of simplicity. But it might politicise decisions to the
detriment of the real commercial and financial intereuls involved.

- An alternative to be studied would be a.system of country voting within
thred groups, namely a consumers group, & producers gfoup, and a finance
group, with counfiries being able to vote in all threge groups in accordance
with their gross imports or exports of the commodities participating in
the pool (firct and second groups) and with the scale of their obligatory
financial, participation (third group). Major policy proposals might

Vréiﬁifeﬁéméimﬁléﬂmajdrztyiéfvﬁdtes,‘i;;;“over 50% in each grbup in

order to be adopteds



VIII. A FRAMAVORK AGRIEILNT

The Communiity may be asked to take up a position on the early establish-
ment of a framework agreement. This would become operational as and when
enough commodity agreements were able and willing *to participate. Readiness
1o entertain it might have the advanitage of fostering acoeptance by the
developing couniries of the pooling concept. The Commission proposes that if
the advantage seems likely to be realised an indication, at a suitable monment,
of agreement in principle to set up such an interim framework agreement could
ve useful. But it would only enter into force once sufficiant buffer-stock

agreements ars ready to participate. To this end the Commurity is ready to concenw

trate on a limitegd nunber of commodity agreements, negotiated within a given time.

IX¥. COMUNITY POLICIES ITNVOLVED

n

As was agreed by all varticipants at the Conference on International
Zeonomic Cooperation, the Common Fund is to serve as "a key instrument in

~

attaining the agreed obhjectives of the Integrated Programme for Commoditiezn®.
The establishment of the Fund thus Torms a ceniral part of the Programme z2n7

has to be congidered in terms bhoth of the purposes of the Programme as a vhole
and in relation %o the series of cowmodity agreements which are to be concluded.
The purposes of the Programme directly affect the operation of several

Community policieso Provision will therefore need to be made ai an
appropriate moment for the Community as such to become a party te the

“arrangement s egtablishing the Common Pund.

X. CONCLUSIONS

For the reasons set out above, and having regard to the importance. of the
isgues and the practice followed at the Conference on Internztional Fconomic
Cooperation, it is proposed that the Council should decide: )

-~ that the Community position should be along the lines set out in
the present Communicationy both in discussions with Group B/OECD

partners and at the Negotiating Conferences

-~ that the Community and its Member States should participate in ihe i
Negotiating Conference as a single deliegation, the spokesmen being ’
the Présidency of the Council and the Commiscion, the Commisszion

conducting negeotiations for matters coming within Community comvetoron,





