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ATTACHMENT I

INTERNATIONAL MONETARY FUND

Report on Meetings of the UNCTAD Group of Experts
on the Compensatory Financing of
Export Earnings Shortfalls

Report by the Fund Observers

January 15, 1985

1. Introduction

The Group of Experts held three meetings during April 9-13,
July 30-August 3, and November 1-2, 1984 under the chairmanship
of Mr. H. Hurtado, Minister of Development of Venezuela. These
meetings were held in pursuance of Conference resolution 157(VI)
adopted at Belgrade by a majority vote, with the United States
voting against and several other members of Group B abstaining
or expressing reservations. The purpose of the meetings was to
examine a proposal of the UNCTAD secretariat regarding the
establishment of a complementary compensatory financing facility
designed to compensate for export earnings shortfalls on a product-
per—product basis and without reference to balance of payments
needs.

After extensive discussion, the experts agreed that there
was some justification for establishing a new facility to finance
projects or programs designed to correct the root causes of commodity
supply instability on a product-per—product basis at the country
level; this was seen as promoting sectoral income stability. The
administration of such a facility, in the view of the experts,
should not lead to the establishment of an independent institution
but should be carried out as a Third Account with the Common Fund
for Commodities (CF) or, if the CF were not to become operational
in a reasonable period of time, as a separate window within the
World Bank. The present report summarizes the main conclusions
of the experts' report, which is attached. The Fund observers
at the meetings were Messrs. Carlos Sanson and Jack Barnouin.
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2. Main findings

The experts' report centers on three major topics: the nature
of export earnings instability, the role of existing compensatory
financing facilities, and the need for and nature of a possible
complementary facility.

With regard to the first topic, the experts found that (a)
export earnings instability was considerably greater for developing
countries than for developed countries and that it had considerably
increased in the 1970s when compared with the 1960s; and (b) for
all developing countries taken together price instability tended
to be greater than volume instability, but that the opposite was
true for individual countries as a result of supply instability.
The latter finding--which corroborated some previous observations
by the Fund staff 1/--led the experts to the conclusion that, given
the deleterious impact of export earnings instability on the economic
welfare of the developing countries, the international community
should adopt policy measures "that address the causes of commodity-
specific supply instability and not just its effects."

Turning to existing compensatory financing facilities, the
experts noted that the Fund's CFF had played an important role
in providing short-term balance of payments assistance to countries
affected by export shortfalls but that this facility was not designed
to attack the causes of commodity-specific supply instability.
They further noted that "a major alteration in the focus of the
IMF~CFF from overall balance of payments problems to specific
sector problems is unlikely, and would not be desirable as
governments have recognized the validity and importance of the
IMF scheme as it stands for the achievement of its own objectives."
They therefore considered that "redirecting the IMF-CFF to deal
with commodity sector instability problems was both not desirable
and probably not feasible at the current time."

With respect to the EC's STABEX the experts expressed the
view that while drawings from this facility were triggered by a
commodity-specific mechanism, they usually had not been used to
tackle the causes of supply instability. Moreover, this problem
had not been addressed either by the World Bank's Structural Adjust-
ment Loans, given the Bank's multiple operational objectives, or
by existing international commodity arrangements which were basically
designed to stabilize commodity prices.

1/ See Pamphlet Series No. 34, "Compensatory Financing Facility,"
page 10, paragraph 3.
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In this context, the experts reached the conclusion that a
complementary compensatory financing facility could be established
to deal effectively with the causes of supply instability even
though other measures might be needed as well. Potential access
to the proposed facility would be open to any developing country
that suffered a specified shortfall in export earnings from a
specific commodity as compared with a ten-year trend (i.e.,
trigger threshold). Such access would be subject to the condition
that the commodity concerned would account for a significant share
of the country's total export earnings (dependency threshold) but
there would not be any balance of payments need requirement.
Drawings from the facility would neither be automatic nor
necessarily equal to the export earnings shortfall, as they would
take place only after agreement has been reached between the agency
administering the facility and the developing country concerned
on a multi-year program designed to correct the causes of the
supply instability. Specified mechanisms for the execution,
implementation, and monitoring of the program would be agreed as
well. Repayments would occur over a fixed maximum period with
possible acceleration whenever export earnings overages occurred.
Prior recourse to the Fund's CFF or STABEX would not be necessary
for drawings under the facility nor would double compensation be
allowed.

The financial requirements of the proposed facility were not
assessed by the experts because they depended on the result of
negotiations among interested governments on the precise operational
features of the facility, including, inter alia, the formula to
be used for the calculation of export shortfalls, the levels of
the trigger and dependency thresholds, and the criteria to be
applied for selecting the sectoral programs which might be
financed by the facility. The experts considered, however, that
the facility should operate basically on a self-~financing commercial
basis and should thus rely mainly on borrowing from private financial
markets, although capital contributions from governments '"along
the lines of the Common Fund for Commodities would be appropriate
with voluntary contributions to cover any elements of concessionality."

As regards the institutional framework for the new facility,
the experts considered that the facility should not require the
establishment of an independent institution. In their view, the
facility could be administered as a Third Account of the CF or,
should the CF not become operational promptly, as a separate window
within the World Bank.
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3. TFollow-up action

At the final meeting of the expert group, the Deputy Secretary-
General of UNCTAD informed the experts that their report would
be the subject of informal consultations among UNCTAD members in
the spring of 1985. As a result of these consultations, the Secre-
tariat expected the report to be forwarded to a special session
of the Trade and Development Board, tentatively scheduled to be
held following its regular thirty-first session, in the fall of
1985. Pursuant to Conference resolution 157(VI) the purpose of
the special session would be to "decide upon requested follow-
up action including the convening of a possible negotiating con-
ference for an additional complementary facility."
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Letter of transmittal to the Secretary-General of UNCTAD

Sir,

We have the honour to submit herewith our report on the gquestion of
compensatory financing of export earnings shortfalls referred to us
pursuant to Conference resolution 157 (VI).

Three sessions were held at the Palais des Nations, Geneva - from 9
to 13 April, 30 July to 3 August and 1 to 2 November 1984. Meetings of
the Drafting Group were held on 2 to 3 August and 29 October to 2
November 1984. The experts participated in their personal
capacities.l/ At the request of the Group, Mr. Héctor Hurtado,
Minister of Development of Venezuela served as Chairman and Mr. Hans

Lundstrom, Director, Bank of Sweden, served as Vice-Chairman and Chairman
of the Drafting Group.

The Expert Group had before it various background documents, one of
which, "Consideration of the substantive issues relating to the question
of an additional complementary facility to compensate for the export
earnings shortfalls of developing countries, pursuant to Conference
resolution 157 (VI), paragraph 3", was circulated as TD/B/AC.37/3 and
Corr. 1. Others are reproduced in the annexes to this report.

We wish to express our deep appreciation for the assistance afforded
by the UNCTAD secretariat. Thanks are also due to the Commission of the
European Communities, the World Bank and the International Monetary Fund.

Although not all signatories to this report subscribe to all the

views expressed in it, we believe that it represents a broad consensus on
the questions which were referred to us.

Respectfully yours,

E. BACILu H, TGTRSTRCN

1/For the list of experts see annex III to this report.
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Chapter I
INTRODUCTION

A. Terms of reference

1. In resolution 157 (VI) of 2 July 19831/ the United Nations Conference on
Trade and Development requested the Secretary-General of UNCTAD to convene,
after consultation with interested Governments, an expert group on the
compensatory financing of export earnings shortfalls.

2. The Expert Group was instructad to consider, without prejudice to an
aventual decision on appropriate follow-up action that might be taken by the

Trade and Development Board, the following:

(a) The need for an additional complementary facility to compensate for the
export earnings shortfalls of developing countries, bearing in mind the
needs of those countries which are most dependent on commodity exports,
particularly the least developed among them;

{b) The nature of an additional complementary facility;
(c) Sources of finance for an additional complementary facility;

(d) The relationship of an additional complementary facility to existing
facilities and intergovernmental organizations.

3. The Expert Group was further requested, in conducting its analysis, to
examine, inter alia, the nature and causes of export earnings instability, the
role and impact of existing facilities, the impact of export earnings
stabilization on commodity markets, the financial and economic costs of
stabilizing export earnings, and the possible stabilizing influence of
commodity agreements and the Common Fund for Commodities. In doing so, the
Expert Group was asked to take due account of relevant studies and suggestions
made by the UNCTAD secretariat, other competent intergovernmental
organizations, and interested Governments, as well as of  ©previous
intergovaernmental consideration of the issues involved, particularly the
discussions in the Committee on Commodities.

B. Background to intergovernmental discussions2/

4, Attempts to find solutions to the problem, mainly through price
stabilizing international commodity agreements, have a long history which goes
back to the early 1930s. In the 1950s and 1960s the concept of compensatory
financing emerged in response to the growing awareness of the importance of
the export receipts of primary producing countries for meeting their
development financing needs, as well as the realization from experience that
not only were international commodity agreements difficult to reach but also
that, even if established (such agreements being in fact suitable for only a
limited range of commodities), they were often not effective in achieving
their immediate objective of price stabilization as well as the ultimate
objective of maintaining the export receipts of primary producing countries.

1/Resolution 157 (VI) is reproduced in annex II to this report.

2/The history of intergovernmental discussions on compensatory financing
is developed in greater detail in anmex IV to this report.
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5. A large number of compensatory financing schemes have been proposed since
the early 19508, and these can be classified into two broad categories. The
earliest proposals were price compensation schemes. The second category of
compensatory financing schemes focused directly on the total export receipts
of developing countries and sought to provide international compensatory
financing in the avent of shortfalls in the export earnings of individual
countries.

6. These varieties of compensatory schemes were subject to extensive
intergovernmental discussions and detailed analysis within and outside the
United Nations during the 1960s. However, from the first session of UNCTAD in
1964, up to the third session in May 1972, given the inauguration of the INF
compensatory financing facility in 1963 and its further extension in 1966,
intergovernmental discussions became (and remained) focused largely on the
supplementary financing scheme elaborated by the World Bank staff in 1965 but
which was never implemented.

7. Since the mid-19708 there has emerged renewad interest in the issue of
compensatory financing. This renewed interest has seen the establishment of
STABEX in the context of ecunomic relations between the European Economic
Community and certain African, Caribbean and Pacific (ACP) countries. Not
only has it included calls for further liberalization in the IHF compensatory
financing facility, but also, in recognition of the fact that instability in
commodity trade is the major cause of instability in the export revenues of
developing countries, several Governments have put forward proposals for
additional compensatory financing schemes.

8. Compensatory financing was included in the Integrated Programme for
Commodities (resolution 93 (IV)) adopted at the fourth session of the
Conference in Nairobi on 30 Hay 1976 as one of a number of measures designed
to impart strength and stability to commodity markets. The issue was

discussed in greater detail at the fifth session of the Conference, held in
May 1979 at Manila, and in resolution 125 (V) of 3 June 1979 the Conference
requested the Secretary-General of UNCTAD to prepare a detailed study for the
operation of a complementary facility for commodity-related shortfalls in
export earnings.3/ In September 1981, the United Nations Conference on the
Least Developed Countries agreed that developed countries trading in primary
commodities with least developed countries should study ways and means of
helping the least developed countries to offset the damaging effects of loss
of foreign exchange earnings arising from fluctuations in the latter‘s exports

of primary commodities to them.%/

9. In response to resolution 125 (V), the Secretary-General of UNCTAD
presented a series of vreports containing proposals for a complementary
financing facility for commodity-related earnings shortfalls which were
discussed at the ninth session of the Committee on Commodities (September
1980), at its first special session (November 1981) and at its tenth session
(December 1982).

3/Resolution 125 (V) is i.produced in annex IT to this report.

5/Paragraph 32 of the Substantial New Programme »f Action for the 1980s
for the Least Developed Countries {Report of the United Nations Conference on
the Least Developed Countries, Paris, 1 to 14 September 1981l), United Nations
publication, Sales No. E.82.1.8, part one, section A.
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10. It is against this background of previous intergovernmental discussions of
the issue of compensatory finance as well as the continued severity of the
problem of instability in the export trade of developing primary producing
countries that the present report has been prepared. While recognizing the
importance of 1long-term aspects of the commodity problem - growth trends,
technological change, protectionism and so on - the Group confined itself in
accordance with its mandate to the problem of instability. Chapter II
summarizes and reviews empirical evidence on the nature, causes and effects of
export earnings instability; while chapter III outlines alternative
stabilization objectives and the importance of commodity specific measures.
Against this background, chapter IV assesses the extent to which existing
programmes deal with the commodity instability problem. Chapter V then
examines the potential for extending or re-directing existing programmes to
deal with commodity sector stabilization and argues the case for additional
measures. Chapter VI outlines the nature, main characteristics and mode of
operation of an additional facility. Finally, in chapter VII a summary and
conclusions of the report are presented.
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Chapter II
NATURE, CAUSES AND EFFECTS OF EXPORT EARNINGS INSTABILITY

A. Nature and causes

11. The term instability refers to variations around a trend value over a
given period. It thus includes shortfalls and overages. Both shortfalls and

overages have certain adverse effects on the economy of primary exporting
developing countries. Recent evidence indicetes that the durastion of
shortfalls has tended to be rather long as compared with that of extreme
overages. Whether or not prolonged shortfalls are viewed as structural or
conjunctural may depend ultimately on the length of the time period over which

the trend is viewed.

12. The choice of the length of time for calculating the trend and the choice
of instability measure thus depend, to scme extent, on the purpose of the
analysis. Nevertheless, while the actual magnitude of measured instability
may differ depending upon the method of measurement, it is generally agreed
that many developing countries azxperience considerable instability in their
export earnings regardless of the choice of the instability measure. In this
report a measure of instability which has considerable practical as well as
theoretical appeal .is used.3’ We distinguish three levels of instability:
international commodity markets, individual countries, and commodity sectors
of individual countries. For each level instability is measured for export
earnings, unit value (henceforth referred to as price for simplicity), and
volume.

13. Our statistical analysis of instability in the commodity exports of
developing countries in the period 1961-1980, details of which are presented
in annex V of this report, leads to the following conclusions.

14. First, while instability in economic activities is widespread, developing
countries experience significantly greater instability in export earnings than
developed countries. This is due largely to the fact that they are highly
dependent on the exports of primary commodities which have high instability.
In fact, fluctuations in export earnings and in prices of primary non-fuel
commodities exported by develcping countries have been greater than those of
manufactured exports ({(see table 1).

15. Secondly, at the international 1level, for the majority of individual
commodities instability 1indices are very large both in absolute terms
(reaching around 50 per cent in some cases) and relative to the indices for
the relevant commodity sub-groups.ﬁf Moreover, individual primary
commodities have shown substantially greater instability in prices, volumes
and values in the past decade than in the 1960s. Instability in all these
variables is higher for developing countries than for the world as a whole,
and even more sc for least developed countries as compared with developing
countries generally (see annex V, table ITI). In particular, it appears that
the importance of volume instability tends to increase with lower levels of
aggregation of countries. This is not unexpected, because of the greater
likelihood that there will be some offsetting in the process of aggregation.

§/Instability is measured as the percentage deviation of the variables
from their exponential trend levels for a given period; for the formula used
see annex V, footnote b.

8/For individual commodities see annex V, tables II and IX.
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Table 1
Developing countries: Export instability indices for major
commodity groups and manufactured goods, 1962-1981
(Parcentage)

Unit value Quantity Value

index index index
Foods 18 5 17
Agricultural raw materials 19 10 18
Mineral ores and metals 8 7 10
All non-fuel primary commodities 12 5 14
Fuel 39 9 33
Manufactures 9 6 12

Source: UNCTAD secretariat estimates.

16. Third, a more detailed comparative analysis of price, volume and export
earnings instability of individual primary commodities at the international
level reveals that at all levels of aggregation price instability appears to
be more significant for most primary commodities. studied than volume
instability. Nevertheless, the relative significance of price instability
declines sharply at lower levels of aggregation, as table 2 shows. This table
indicates, moreover, that at the international level instability in price is
partially offset by fluctuations in volume in most cases. By contrast, for
developing countries as a group, particularly 1least developed countries,
fluctuations in volume reinforce fluctuations in price. Thus, the lower the
level of aggregation, the greater appears to be the. compounding effect of
volume instability on export earnings.

Table 2
Comparison of unit value instability index with volume and value

instability indices of exports of individual primary commodities
for world, developing and least developed countries, 1962-1981

Developing Leasgt developed

World countries countries
No. of No. of No. of
commo- Per- commo- Per commo- Per
Instability index dities cent dities cent dities cent
Unit value index greater 34 92 26 72 13 59
than volume index
Volume index greater 3 8 10 28. 9 41
than unit value index
Total 37 100 3 100 22 100
Unit value index greater 22 59 17 47 7 32
than value index
Value index greater 15 41 19 53 18 AR
than unit value index
“ Total 37 100 36 100 22 100

Sourca: UNCTAD secretariat compilations, based on annex V, tables VIIT and IX.
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17. Fourth, at the country 1level, instability indices of export earnings,
volume and price for individual commodities tend to be higher for the majority
of countries than the corresponding indices for developing countries as a
whole. Nevertheless, it appears that the differences between volume

instability indices at the country and aggregate 1levels are much more
pronounced than the corresponding differences between price instability
indices (see annex V, tables V and VI ). In particular, small exporters tend
to have greater volume instability than major producers.

18. Fifthly, and more importantly, as a result of the above tendencies, at the
country level, in contrast to the global level, volume instability as is shown
in table 3 tends to be significantly higher than price instability and
accentuates price instability for e large number of commodities, particularly
for small exporting countries, although price instability is itself relatively
high. This result is consistent with various observations and indications
made in the past that volume instability is substantial and often more
important than price instability at the country level.l/ It also confirms
the results of recent independent empirical studies based on samples of
developing countries. Horeover, the results as presented here would also seem
to be justified on theoretical grounds, as explained below.

19. As regards the causes of instability, a distinction also needs to be made
between the causes at the international and at the country level. Generally
speaking, export instability is induced by shifts in demand or supply or by a
combination of the two. It is not always easy to separate the influence of
supply and demand ‘on instability because there are interactions between them
through prices. These interactions takes place, for example, through the
perpetuation and amplification of price and supply instability once they begin
(i.e. the cobweb effect); they also take place through the incentive which
instability induces to economize on the use of primary commodities, and
through the effect of competition from similar products and the development of
substitutes. Nevertheless, the original demand and supply factors are still
distinguishable. Fluctuations in demand for imports by consuming countries
are among the important factors at the international level. At the country
level, changes in supply in other exporting countries are an additional factor
affecting demand.

20. Supply factors include variable climatic conditions: variations in the
availability and cost of inputs such as fertilizers, pesticides and water
supply; the incidence of disease, plant exhaustion, and production cycles;
and inadequate quality and supply control, warehousing and storage facilities,
farm maintenance practices, equipment repair and replacement, etc. Horeover,
changes in producers’' income, themselves a result of instability in supply
and/or demand, will tend to perpetuate instability through the well-known
cobweb effect and investment cycles. Changes in government policies are also
sometimes among the contributing factors (as they are in other sectors of the
economy) . Changes in both supply and demand are also affected by the
activities of transnational corporations engaged in production, marketing and
processing of commodities. '

I/Within a country, although data are not available, it seems
reasonable, on the basis of the above observations on the pattern of
instability at various 1levels of aggregation, to expect that individual

producers would be 1liable to suffer from volume instability to a greater
extent than the sector taken as a whole.
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Table 3
Comparison of unit value instability indices with volume instability
indices of exports of primary commodities of developing countries
at the country level, 1962-1981 a/

Threshold b/

1 per cent and greater 5 per cent and greater
Volume instability Volume instability
greater than unit greater than unit

No. of value instability No. of value instability

Commoditias countries Percentage of cases countries Percentage of cases

Agricultural

Groundnuts 7 100 & 100

Groundnut oil 7 88 4 100

Cotton 34 51 21 86

Bovine meat 13 85 7 71

Coconut oil 8 63 4 50

Palm oil 8 63 2 S0

Bananas 18 83 11 73

Timber _ 23 65 12 75

Jute 4 75 2 50

Coffee 36 33 27 11

Sisal 7 43 6 33

Cocosa 23 22 11 9

Sugar 26 27 18 28

Rubber 9 33 6 17

Minerals

Hanganese ore 6 S0 - -

Tin, refined 5 ' 80 3 67

Tin ore 5 80 2 100

Iron ore 14 57 5 60

Copper ore 11 b4 6 50

Copper blister 7 57 4 25

Copper, refined 10 40 4 23

Bauxite 6 33 4 40

Phosphate rock 7 14 5 -

Source: UNCTAD secretariat calculations, based on United Nations data bank and
national statistics.

a/ Tn the case of minerals other countries are included because of theair
importance in world exports. For some countries adequate data are not
available. :

b/ Percentage of the commodity's export earnings in total export earnings of
the country (average 1976-1977).
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21. The amplitude of instability depends not only on the magnitude of the
shifts in demand and/or supply but also on the degree of commodity and
geographical concentration, market concentration and speculation and on the
market structure. It als, depends, of course, on the short-term price
elasticities of demand and supply, These elasticities are usually low for
primary commodities and as a result shifts in supply or demand lead to
relatively large changes in the export prices and in the export earnings of
exporting countries.

22. Although it is difficult to quantify the relative destabilizing effects
of supply and demand factors, empirical evidence, including the practical
experience of STABEX, indicates that supply factors play a substantial and
usually a more significant role than demand factors at the country 1level.
Horeover, some inferences may be drawn from the statistical analysis above
about the relative importance of supply and demand factors. At the global
level shifts in both demand and supply of primary commodities lead mainly to
price instability because the price elasticities of both demand and supply are
low. This seems to be an explanation for our empirical results, which show
considerably higher price instability than volume instability for the majority
of commodities at the global level. At the country level, the supply of
primary commodities is also subject to low price elasticity, but the demand
facing an individual country, and particularly small producing countries, is
more elastic than that of the world as a whole. Demand shifts therefore lead
mainly to price instability. Supply shifts, on the other hand, lead mainly to
export volume instability. :

23. To the extent that our empirical results indicate that volume instability
is more pronounced than price instability at the country level, supply factors
must be considered an important cause of instability at that level. This
finding is consistent with earlier observations and empirical tendencies noted
in the literature on the raelative contribution of supply and demand factors at

the country level.

24. In short, although price instability tends to be high at the country
level, it appears that export volume instability, caused mainly by supply
factors, often contributes to a greater extent than price to instability in
the export earnings of the majority of individual primary commodities.

25. One of the experts is of the opinion that the main causes of instability
in export earnings are mostly beyond the control of developing countries.
According to this expert, the major sources of instability are fluctuations in
demand from leading importing countries who dominate the world market and
whose economy is governed by the play of market forces. He considers that
this was especially evident in the periods of extreme export earnings
instability which coincide not so much with supply scarcity as, principally,
with cyclical reduction of demand during recessions in importing countries.
This expert also raised the question about the responsibility of former
colonial powers for those deficiencies in the economies of developing
countries which make them especially vulnerable to world market instability
and axport earnings shortfalls.
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B. Effects

26. The effects of instability in commodity export earnings on the economies
of developing countries should be examined at the macro-level as well as at
the sectoral level. It is also worth noting that there is a basic difference
between supply-induced and demand-induced 1instability so far as the
transmission of the affects of instability in commodity export earnings into
the economy is concerned. Demand-induced instability originates outside the
economy and is transmitted, mainly in the form of price instability, to the
aconomy through the main macro-economic variables. Instability in these

variables also leads to instability at the sectoral 1level. By contrast,
supply-induced instability originates at the producer level and spreads out to
other sectors and the aconomy as a whole. The resultant instability in

macro-economic variables will, in turn, have further consequences for growth
at the macro- and sectoral levels.

27. At the macro-lsvel, the importance attached by policy-makers and the
international community to the harmful effects of excessive instability is
recognized de facto in the existence of the Compensatory Financing Facility of
the International Monetary Fund (IMF-CFF). Notwithstanding the academic
controversy on the impact of export earnings instability on the economies of
developing countries, our examination of the literature indicates firstly that
there are strong theoretical arguments in favour of the hypothesis that
instability has a negative effect. According to these arguments, instability
affects development adversely through such variables as imports, savings,

investment, employment, government revenues and private income. It also
creates an uncertain climate which is inimical to planning and investment; it
encourages a speculative mentality; involves some opportunity costs in

holding excass reserves of scarce foreign exchange; exacerbates inflationary
pressures and contributes to the deterioration of the terms of trade of
developing countries. By contrast, the main arguments in favour of the
positive impact of instability are that it could increase the propensity to
save and stimulate entrepreneurship. However, even these effects would depend
on the extent of instability and the response to it under particular
circumstances.

28. Secondly, at the empirical 1level, our examination of the literature
indicates that on balance, there is more evidence of negative than of positive
effects of instability on economic development even though the evidence for
the most recent decade, when instability intensified significantly (see
section A above) is limited.

29. At the sectoral level, the effect of instability on producers depends to
a large extent on the mechanism of transmission of instability to the sector
and this in turn depends on the source of instability (i.e. supply or demand),
the characteristics of the economy, the nature of government policies and
whether or not effective stabilizing mechanisms exist. Nevertheless, even
where these mechanisms exist they usually deal only with price, rather than
volume, instability. At any rate, at the sectoral level the evidence on the
impact of instability is more clear-cut. Instability creates uncertainty and
tends to perpetuate itself. The risks associated with instability have
negative effects on output and demand, on the efficiency of resource
allocation and on the income of producers.
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30. It is worth adding that instability in develaping countries' exports also
adversely affects the stability of global commodity markets and financial
markets and the world economy as a whole. For example, instability in
commodity markets results in successive periods of over and under-supply which
may also affect the security of supply. It also could lead to higher price
levels, less trade and lower social welfare for both producers and consumers.
HMoreover, it destabilizes the export flow of developed countries, adds fuel to
inflation in these countries, and increases the need for debt rescheduling and
the risk of default.

31. 1In short, instability in the commodity export earnings of developing
countries has been significant and has intensified since the early 1970s (see
annex VYV, table II). Although both price and volume instability are
gignificantly high at the country level, it appears that, in contrast to the
international level, volume 1instability, caused mainly by supply factors,
contributes substantially to export earnings instability and often tends to be
larger than price instability. 1Instability in export earnings seems to have
adverse effects on the economies c¢f developing exporting countries at both the
macro- and the sectoral level. Furthermore, it has negative impacts on world
commodity markets and on financial markets and the world economy as a whole.

32. On the whole, therefore, we support the generally held view that export
earnings instability, at least when it reaches relatively high levels, does
have harmful effects on the economies of primary commodity exporting countries.

33. One implication of our findings is that, in order to tackle effectively
the problem of instability in export earnings, current stabilization policies
should be supplemented by measures designed to address the root causes of
supply instability.Q/ This would not only achieve greater stability at the
sectoral, country and global 1levels in the short-run, but would also
contribute to reducing the costs and financial requirements of stabilization
policies in the longer run. These issues are elaborated in greater detail in
the following chapters.

_§/For a differing view of one expert see annex I.




TD/B/1029
page 11

Chapter III
EXPORT EARNINGS STABILIZATION: OPTIONS

A. Stabilization objectives

34. As the analysis and empirical evidence presented in chapter II have
indicated, the instability problem associated with the export earnings of the
developing countries exists at three levels - at the level of the overall
earnings of a country, at the level of major trade sectors and at the level of
world markets for particular products. Stabilization objectives can be, and
have been, pursued in relation to these three levels or loci of instability
affecting the export earnings of developing countries.

35. At the 1leval of world markets, stabilization objectives include the
reduction of price instability for specific products. This objective (market
price stabilization) has been pursued with respect to a number of individual
commodities, through international commodity agreements or arrangements
(ICAs), since the 1930s. Price stabilization for individual traded
commodities at the global level, when this objective is achieved, however,
does not necessarily imply stability of earnings from the particular product
for individual ©producing countries. This is because -export volume
instability, which is also a major problem for individual primary commodity
producing countries, would also affect the stability of earnings from
individual commodities. In any event, the price stabilization objective has
been achieved only to a very limited extent and only for a small number of
commodities.d/

36. At the level of the overall export earnings of a country, international
stabilization objectives may seek, and have sought, to offset or neutralize
the effect of fluctuations (notably shortfalls) in total foreign exchange
receipts. This objective has been pursued by the international community,
particularly with respect to the developing countries, through the INF-CFF, in
recognition of the fact that short-term fluctuations in the total foreign
exchange earnings of developing countries not only can stymie the growth and
development of these countries but also can lead to balance-of-payments
difficulties, with wider implications for the stability of the international
trade and payments system.

37. Lastly, stabilization objectives may also be pursued in relation to
particular export sectors at the country level. The commodity sector has been
the target sector for stabilization efforts mainly for two reasons. First,
world production of and trade in commodities are subject in general to degrees
of instability in price, volume and earnings far in excess of those
experienced in the case of other product sectors, for example, manufacturing.
Second, because of the large relative share of commodities in the GDP and
exports of most developing countries, instability in this sector is often the

9/See annex VII, section D for further discussion.
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major source of instability in their overall export earnings and national
income .19/

38. It is important to make a distinction between stabilization objectives
which seek to neutralize the deleterious effects of instability associated
with the export earnings of developing countries and those which seek to
reduce or eliminate the causes of instability. If the aim is to neutralize
the effects of instability, then instability will most likely remain a
recurring problem. However, if the aim is to reduce or eliminate the causes
of instability, then the problem should diminish over time. As earlier
indicated, because of variability in export supplies of individual producing
countries, the stabilization of commodity prices at the international level

does not, in so far as this objective is achieved in practice, imply
necessarily earnings stabilization at the country level from the particular
commodity. A focus exclusiveiy on price stabilization assumes implicitly that
supply-side instebility problems are nrot important or would be taken care of

automatically. There 1is therefore no assurance that international price
stabilization would have either offsetting or remedial effects on the export
earnings instability problem of individual countries. The objective of

stabilizing the overall export earnings of developing countries, on the other
hand, would have & direct impact on neutralizing or avoiding the adverse
effects of foreign exchanze receipts shortfalls on the external payments
capacity of a developing country. However, this focus on avoiding short- to
medium-term balance-of-payments difficulties does not identify nor does it
seek to remedy the causes of export earnings instability. A supplementary
approach to the export earnings instability problem of developing countries
would have as its principal objective the tackling of the causes of earnings
instability. Such an approach should focus remedial measures on the main
problem sectors contributing to overall export earnings instability - the
commodity sectors which are an important source of instability in the overall
export earnings of developing countries.

B. Importance of commodity-specific measures

39. As the empirical evidence discussed in chapter II shows, instability in
commodity export earnings at the country level derives to a substantial extent
from supply-side instability. Supply instability at the country level stems
from a variety of factors. One group of factors relates to producers'’
responses to price signals, income risks, and fluctuating incomes and to
uncertainties regarding both the market price for their produce and the actual
quantity of output they will have available to market. A second group relates
to factors which affect producers' decisions from the cost-of-production side
- @.g., instability in the costs and supplies of production inputs such as
seeds, fertilizers, pesticides, seasonal labour, equipment repairs, and bank
credits. A third relates to natural and other factors independent of
production decisions which affect the quantity finally produced, such as the
vagaries of the weather, crop disease, lack of adequate roads and other

10/1n recent years, out of a sample of 78 non-fuel commodity exporting
developing countries, the percentage share of primary commodities in total
exports was in 1980 between 90 and 100 for 29 countries, 70 and 90 for 21
countries and 50 and 72 for 14 countries; moreover, many developing countries
depend heavily for export earnings on only one to three commodities (see the
report by the UNCTAD secretariat, "Commodity issues: a review and proposals
for further action,” (ID/273 and Corr. 1-2), to be printed in Proceedings of
the United Nations Conference on Trade and Development, Sixth Session, vol.
ITI . - Basic Documents (United Nations publication, Sales No. E.83.IT.D.8),
table 6. See also annex V to the present report, table XIT).
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transport and marketing facilities, machinery failure, strikes, and mining
accidents. The collective and individual importance of these factors varies
from country to country, among commodities and over time for particular
commodities. Since at any given moment the situation of, as well as factors
contributing to instability 1in, various commodities could be different,
commodity-specific measures would be essential to any stabilization effort
which aims at combating commodity sector instability at the country level.

40. Not all factors giving rise to commodity sector instability are amenable
to remedial action which could be undertaken with external financial
assistance. Some important ones are, however, amenable to such action and
efforts have been and are being made in a few countries to adopt and implement
appropriate measures. In regard to the first group of factors mentioned
above, efforts have been made by some countries to institute measures to
raeduce price instability and/or income uncertainty faced by producers. These
include domestic price-stabilizing programmes for export-oriented commodities,
sometimes implemented through caisses de stabilisation or marketing boards;
revenue-stabilizing mechanisms, such as domestic 1loan schemes, which make
available bridging or rehabilitation finance in cases of output shortfalls,
and variable tax rates of various sorts (often profit taxes for mineral
production or export taxes for agricultural products). Where these exist they
have frequently been implemented with external technical assistance.

41. In regard to the second category, measures could be undertaken, and
attempts have been made in some countries where there has been a problem, to
stabilize as far as possible the prices and supplies of key production inputs
(including, for example, fertilizers, seeds, equipment and repairs). These
aefforts have or could have included procurement, stocking and distribution
programmes for major agricultural inputs, short-term 1loan programmes for
purchase of necessary inputs or equipment repairs, bank credit schemes for
producers, etc. All of these have the intention of reducing the production
risks to producers and so inducing a reduction in the instability of their
output. For most countries they involve committing import expenditures and
developing stocking facilities and distribution mechanisms.

42. Third, there is a need to reduce the adverse influence on supply of
recurrent natural and other phenomena, through appropriate investments in
projects or activities having such an impact. Examples of efforts that could
be taken, and have been attempted, in this regard include crop rehabilitation
and relocation, irrigation and water control, -warehousing, investment in
equipment production and repair facilities, investment in domestic input
supplies, access to roads and transportation, and land improvement. When such
investments are conceived asg affecting the continuity of supply, rather than
increasing it, they often receive lower priority in investment programmes.

43. Instability 'in the export earnings of a commodity at the country level
results also from instability in the world market price of the commodity - the
latter 1instability itself being a consequence of 1instability in aggregate
world demand and/or supply of the commodity. Because of the low short-term
demand elasticities of most primary commodities, small shifts in demand or
supply can lead to wide fluctuations in the commodity's price. As indicated
in chapter II, instability in world demand for a commodity is due to factors -
such as the business, industry and 1inventory cycles, as well as the
macroeconomic policies of major consuming countries - which raise broad and
complex issues of world economic management. On the other hand, measures
which aim at reducing excesgive instability on the supply side for a
particular commcdity at the national level could help to promote, especially
if harmonized with international policies relating to the economy of the
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commodity, smoother adjustments of world supply to demand, thereby
contributing to world market price stability for the commodity. For example,
in a situation of temporary under-supply on world markets due to, for
instance, a temporary upward shift in world demand, measures to boost short-
term supply at the country level (e.g. the purchase of additional production
inputs such as seeds, fertilizers, and pesticides, as well as equipment) would
be appropriate. If the under-supply situation results from shortfalls due to
drought, floods, crop diseases, etc., then appropriate measures should be
taken to restore productive capacity and maintain supplies. In a situation of
temporary over-supply for a commodity on the world market, due to a cyclical
downturn in demand or a world production overage, there would be a need for
some reduction in supply so as to inject a better balance in the international
market. Measures at the country level in this regard could include temporary
production cutbacks, warehousing and storage. In cases of high instability or
persistent over-supply, measures to promote diversification at the national
level (over geographical areas and/or products) would be appropriate. It
would be important that national adjustment programmes be internationally
compatible to ensure that resources moving out of production of one commodity
in persistent over-supply are not used to create, or accentuate, a surplus
elsewhere.

C. Need for additional international efforts

44, Some developing <countries have attempted to institute domestic
stabilization programmes for their commodity sectors which have included some
or all of the above elements. Whilst these individual efforts should be
encouraged, they are apt to meet with limited success if not internationally
supported, for several reasons. For one thing, to the extent that instability
in a developing country's export commodity sector is due to erratic movements
in world commodity prices outside its control, the country's efforts, if
acting on its own in isolation, are likely to be of limited effectiveness.
Furthermore, even in other situations where national efforts could. prove
fruitful, commodity sector stabilization may still pose difficult problems for
individual developing countries.

45. One major obstacle is the problem of raising additional revenue to offset
the adverse eaffects of, and/or to undertake remedial measures to prevent,
excessive earnings instability in a particular commodity sector. For many
developing countries, foreign trade taxes or income taxes generated by export
earnings are the main source of fiscal revenues. A shortfall in a principal
export sector implies therefore a corresponding contraction in the tax base.
Raising &the rate of taxation on other sectors not only to prevent fiscal
revenues from falling but also to finance programmes in the shortfall sector
may have disincentive and adverse resource allocation effects involving real
costs to the developing economy far out of proportion to the marginal revenue
raised, especially in low-income countries where even the agricultural sectors
with overages are low income sectors. Alternatively, a government might seek
to raise the additional revenues by increased public sector borrowings on the
domestic financial market. However, this is likely to put further strains on
fragile domestic financial markets and to reduce the availability of domestic
loanable funds (savings) for financing productive investments in other sectors
of the economy, especially by private producers (the "crowding out" effect).
In view of the problems associated with the preceding two ways of
revenue-raising, a government might be tempted to obtain additional funds
through domestic credit creation or by simply printing money. However, this
approach would merely fuel inflation in the economy and give rise to
destabilizing macroeconomic effects, with consequent adverse impacts on
employment and growth far out of proportion to the transitory purchasing powoe:
acquired.
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46. Lastly, it might be supposed that a government should, from general or
sectoral incomes and foreign exchange earnings, accumulate and hold reserves
for use in time of need to deal with commodity sector instability problems.
However, for a developing country already short of resources - especially
foreign exchange - to meet its development financing needs, the opportunity
cost of holding adequate reserves to offset wide and unforeseen fluctuations
in export earnings is likely to be very high indeed.

47. Aside from these difficulties of raising additional revenue in developing
countries, commodity sector stabilization programmes of individual developing
countries are likely to meet with limited success, and hence the incentive to
devote scarce vresources for such purposes correspondingly reduced, if
compatible policies and reactions are not encouraged on the part of other
producers and of consumers - i.e., without the expectation of complementary
policies for the commodity at the global level. For example, in situation of
over-supply, a cutback by one producer may simply lead to a loss of its market
share without an overall decrease in aggregate supply on the world market, or
in cases of under-supply an expansion or rejuvenation of production may
coincide with similar expansions by many other producers and so to smaller
benefits than anticipated. Both of these examples pose especially difficult
constraints for commodities with relatively long gestation periods (e.g.,
minerals and tree crops).

48. In view of these constraints on the efforts of individual developing
countries, international financial support and co-operation would be necessary
if the objectives of reducing instability in the commodity export earnings of
developing countries are to be achieved consistent with stability in the world
commodity economy. These twin objectives can be served by measuras for
commodity sector stabilization designed to establish systematic links between
compensatory finance for commodity sector earnings shortfalls of developing
countries, on the one hand, and measures to deal with the root causes of this
earnings instability, on the other.

49. International financial support to developing countries for a programme
of commodity stabilization is not without benefits for developed countries and
the international economy as a whole. The Group took note of a study prepared
by Prof. Lawrence R. Klein and Dr. C. Andrea Bollino, "The impact on the world
economy of compensatory finance to developing countries for shortfalls in
their commodity export earnings",li/ which attempted to trace the economic
effects of commodity-related compensatory loans to developing countries on the
world economy, and particularly on the growth, employment and trade of
developed and developing countries. This exercise used the world econometric
model LINK with a Dbaseline projection of spring 1983 and certain
characteristics of an additional compensatory facility as outlined in the
above-mentioned study and it was assumed that financing would be obtained
through commercial 1loans. The proposal of commodity-related compensatory
loans was found in the study to be a way of modestly contributing to world
economic betterment which is not economically costly to the industrialized
countries.

11/see annex VI.
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Chapter IV

EXISTING PROGRAMMES AND THEIR SHORTCOMINGS
IN DEALING WITH COMMODITY SECTOR STABILIZATION

50. There are two compensatory financing facilities which have been in
operation for some time; the compensatory financing facility of the
International Monetary Fund (IMF-CFF) and the STABEX of the EEC-ACP Lomé
Convention. There are also two other existing international programmes of
relevance to commodity sector stabilization efforts; the policy-based
programme lending of the World Bank, and international commodity agreements
and the Common Fund for Commodities of the Integrated Programme for
Commodities in UNCTAD. The role, operations and impact of these programmes
were reviewed with the help of the material made available by the respective
administering agencies and the UNCTAD secretariat.

A. The Compensatory Financing Facility of the
International Monetary Fund

51. With regard to the IMF-CFF, the Group noted that this facility, which. is
one of several IMF facilities, was designed to compensate for temporary
shortfalls in export receipts, particularly for primary-producing countries,
when a country had balance-of-payments difficulties and the shortfall was of a
short-term character, largely attributable to circumstance beyond its
control. The idea was to reduce short-term fluctuations in export earnings
and thus to mitigate the adverse impact of such fluctuations on the
development planning process.

52. 1In reviewing the paper provided by the staff of IMF on the IMF-CFF (annex
VII, A) the Group also noted the large increase in funds made available under
this facility over the years but recognized the limits put on country use
especially in relation ' to quotas in IMF and the requirement of a
balance-of-payments need. Annual drawings during 1976-1983 averaged SDR 1.42
billion, with particularly large annual drawings being made after the 1975
recession (SDR 2.31 billion in 1976) and after the 1981-1982 recession (SDR
2.63 billion in 1982 and SDR 2.84 billion in 1983). During the first six
months of 1984, five drawings, worth SDR 689 million, were made. Over the
last four years an average of 23 countries have drawn in any one year.
Outstanding drawings as of end-May 1984 of SDR 7.46 billion represented about
23 per cent of total outstanding Fund credit; 87 per cent of the total
outstanding CFF drawings was accounted for by developing countries. Note was
also taken of the decrease in quota limit from 100 per cent to 83 per cent in
1984 (125 per cent to 105 per cent when excess cereal imports are included).
The implications of the conditions for drawing from the IMF-CFF in relation to
that of other IMF facilities were discussed, including their advantage 1in
making the facility semi-automatic, at least up to 50 per cent of quota.
There i8 no material available on the actual uses or effects of CFF purchases
on a country-to-country basis, mainly because the support is of a general,
fungible balance-of -payments sort.

53. While thaere have been other types of suggestions made for improvement in
the IMF-CFF, the Group concentrated on those limitations relevant to commodity
saector stabilization following the reasoning of chapter III. As a facility
which provides short-term balance-of-payments assistance to maintain import
capacities of countries affected by an export shortfall, it addresses one of
the effects of instability mentioned in chapter II in terms of the macro
development of developing countries. While this is in itself important, such
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a facility is not designed or intended to address the specific problems of
sectoral instability or to attack its causes. In fact, as a semi-automatic

mechanism, the specific actual wuses of funds are 1left to recipient
Governments. It could play a role in assisting to stabilize commodity sectors
if Governments could finance their stabilization efforts in the firm
anticipation of being able to recoup through drawings on the CFF. But since
eligibility and the size of drawings are not entirely predictable, Governments
would be restrained in undertaking sectoral commodity stabilization activities
based merely on potential financial assistance from this source. Thus, the
Group felt that the IMF-CFF, while useful in its own context, is not an
appropriate mechanism for tackling commodity-sector instability problems.

B. STABEX

54. The Group reviewed the objectives and implementation of STABEX (see annex
VII, B for the paper provided by the Commission of the European Communities).
It noted that STABEX was designed as a commodity-specific compensatory
financing scheme, limited in its coverage of countries (to the ACP countries)
and of trade flows (primarily ACP exports of selected commodities to EEC).
While an underlying intention was that STABEX could provide an effective means
of channelling financial support to producers of export commodities, there
are, however, no formal obligations to use STABEX transfers in this way.ll/

The funding for STABEX comes from the European Development Fund, which
receives financial contributions from the EEC member States, and is of a fixed
amount for a five-year period - 375 million u/a (about $400 milliom) for
1975-1979 and 550 million ECU (about $550 million) for 1980-1985, or about 12
per cent of EDF financial resources.

55. The Group noted that STABEX primarily covers agricultural products and
that support for a limited number of minerals is given through SYSMIN, a
long-term soft loan programme aimed at restoring or maintaining existing
productive capacities; that the least developed among the ACP States are given
special treatment, including no obligation to repay, and that a higher
parcentage of their claims have been met in years of shortage of funds; and
that while a substantial part of the transfers were not used in the triggering
sector, when they were so used they were efficient in stabilizing sector
income.

56. With regard to the objective of commodity sector stabilization, two main
limitations of STABEX were discussed. First, it was recognized that STABEX is
a regional scheme with limited country and trade coverage, and as such cannot
be expected to cope with a problem on a global scale. Secondly, while STABEX
was designed as a commodity-specific scheme and transfers are triggered by
shortfalls in specific commodity sectors, the kind of conditionality put on
the use of funds has meant that, because of other pressing needs of recipient
countries, transfers have often not been used to tackle commodity instability
problems. However, many of the practical features and experiences of STABZX
were useful in evaluating the implications of various export earnings
stabilization options.

12/3ee article 23, paragraph 2, of Lomé TYI. “In order to attain these
objectives, transfers must be devoted to maintaining financial flows in the

sector in question or, for the purpose of promoting diversification, directed
towards other appropriate sectors and wused for economic and social

deveiopment."



TD/B/1029
page 18

C. The World Bank

57. The Group reviewed the activities of the World Bank which are of
relevance to the commodity sector stabilization objective (see annex VII, C
for the paper provided by the staff of the World Bank). Although the Bank's
main emphasis has remained on the ways to cope with the slow growth of export
earnings as & serious obstacle to the growth of income of member countrises,
tha Rank haae 1nn

Rank ha ng nized the ngad for commodityv stabhilization

gnized the need for commodity stabilization programmes.

58. The World Bank's specific involvement with the problem of instability in
the export earnings of developing countries began in the early 1960s. In
1965, the Bank put forward, in response to a recommendation adopted by the
first session of the United Nations Conference on Trade and Development, a
report on possible supplementary financial measures .13/ The existing
international financial machinery at that time did not include a mechanism
designed to prevent the disruption of sound development programmes or policies
by unexpected shortfalls in export earnings, when their nature and duration
was such that they could not adequately be dealt with by short-term
balance-of-payments support. To fill this gap the Bank proposed a scheme by
which additional financial resources could be made available to daeveloping
countries in connection with export earnings shortfalls, but based on a
judgement of their disruptive effect on development programmes. The scheme
was further considered in UNCTAD, but its implementation was indefinitely
defaerred by the Bank because of limited support among potential donors.

59. Between 1967 and 1969, the staff of the Bank, in collaboration with that
of IMF, undertook a series of studies on the stabilization of prices of
primary products and specific financial measures and other ways by which the
World Bank Group might assist in finding solutions to the instability
problem. This led to a set of decisions taken by the Executive Board of the
Bank, concerning ways of assisting developing countries to deal with their
commodity problems.li/ They included the financing of commodity-specific
diversification -projects and of —research and development efforts in
agriculture; long-term financial assistance to help member countries
participate in suitable commodity arrangements within the context of the
Bank's programme of development loans and credits to a member country; and
studies on the significance of trade barriers for the economic justification
of development projects.

60. In 1973 the 1issue of appropriate development policies for countries
highly dependent on exports of primary products was again taken up by the
Executive Board of the Bank, which approved a set of policy guidelines. These
included financing of new production of primary commodities facing inelastic
demand to be limited to countries with few export: alternatives, expanded
assistance to the least developed countries in evaluating their comparative
advantages and special assistance for research in agricultural production and
marketing .13/

13/1BRD, Supplementary Financial Measures, Washington, D.C., December
1965.

li/IBRD, Stabilization of prices of primary products; Report by the
Executive Directors of IBRD, Part II, Washington, D.C., 19689.

li/IBRD, Development Policy for Countries Highly Dependent on Exports of
Primary Products, Washington, D.C., January 1973.




®

TD/B/1029
page 19

61. Finally, in 1978 the Bank addressed again the specific problem of export
revenue instability, in a joint IBRD-IMF staff report submitted to ths
Development Committee.186/ The report proposed that temporary shortfalls in
export revenue should be dealt with by improvements in the IMF-CFF. In cases
of medium-term revenue shortfalls, after study of the member country's
situation, co-ordinated action by the Bank and the Fund should take place. On
the basis of a satisfactory medium-term adjustment programme, financial
assistance should be provided. It was envisaged that Bank financing could be
provided through programme lending.

62. The Articles of Agreement of the World Bank and IDA provide that loans
should be made or guaranteed, except in special circumstances, for specific
projects of reconstruction or development. Thus, most Bank lending is for
development projects, with the investment, disbursement of funds and
repayments being long-term in nature. Sector loans are also approved, with
the objective of focusing on sector objectives, policies and planning and the
development of sector-wide institutions when conditions are right for further
growth and efficient use of resources in a sector. Programme loans provide
quicker disbursements to help countries to meet unforeseen temporary
difficulties which would otherwise affect 1longer-term development goals.
There have been basically four types of situations in which programme loans
have been made, one of which is a sudden fall in export earnings where the
aconomy is critically dependent on a single export item. Up to 1980, some
programme loans were made, for large commodity-specific export shortfalls
(Guyana, sugar, 1979; Jamaica, bauxite, 1978; Peru, fishmeal, sugar and
copper, 1979; Zambia, copper, 1977). During 1976-1979, 25 programme loans of
all types were made, averaging between 3 and 9 per cent of total Bank
commitments in any one year. Most programme loans were one-shot operations as
a result of an emergency situation.

63. Since 1980, practically all programme lending has been in the form of
structural adjustment loans to countries where structural weaknesses have
helped create balance-of-payments difficulties. and where Governments are
willing and able to formulate and implement explicit programmes of
institutional and policy reforms, and wish to have Bank financial and
technical support for such programmes. Such structural adjustment 1loans
{SALs) are predicated on the existence of a national balance-of-payments
stabilization programme, normally supported by a Fund stand-by or an Extended
Fund Facility (EFF) arrangement. Also, before loans are approved there must
be a firm understanding between the Bank and a Government on monitorable
action programmes, specifying both the steps to be taken and the studies
required as a basis for further progress. Up to June 1984, 16 countries had
received one or more SAL, with total resource commitments under this programme
remaining below the ceiling of 10 per cent of total commitments of the Bank in
any one year.

64. Although 1loans to offset the export shortfalls in particular commodities
due to price and volume instability have been rare, the World Bank, in 1line
with its role as a development institution and consistent with its limited
resources and a multiplicity of important operational objectives, has tried to
deal with the problem »f export revenue instability in a diversified and
realistic fashion. It has paid a good deal of attention to the foreign
exchange needs of its member countries 1in programme lending. It has
incorporated specific attention to commodity problems in its project lending
through lending for crop diversification and support of agricultural

LQ/IBRD/IHF, Stabilization of Export Earnings, Washington, D.C. May 1978.




TD/B/1029
page 20

reseaggh. It has offered limited, but significant assistance to international
commodity agreements aimed at greater price stability. By devoting time and
resources to commodity price forecasting, the Bank has followed a framework
for project lending based on an explicit consideration of market trends and
expected market changes, which have provided guidance on the commodity
composition of lending appropriate for the situation of each member country.
When declines in relative commodity prices were expected to be non-temporary
in nature, the Bank has explicitly limited its lending for the commodity in
question to specific countries (usually those faced with the most stringent
lack of investment alternatives) or for specific objectives (productivity-
enhancing projects within a framework of production ceilings compatible with
the expected market demand evolution). These are the cases of tea, sugar and
.other tropical beverages, for which Bank lending has in the past been limited.

65. Structural adjustment loans are not designed to deal with problems
associated with short-term fluctuations in primary commodity prices and/or
production. However, to the extent that the balance-of-payments pressures
raesulting from such fluctuations lead Governments to tackle underlying
structural issues, SALs may have relevance in such situations. For example,
the SAL programme in Jamaica includes reforms of the four external marketing
organizations (coffee, cocoa, citrus and pimento) and the improvement of
pricing poiicies for export crops through the development of specific pricing
formulae. An action programme led to major changes in the sugar industry . A
major restructuring of the Government Banana Company has been implemented and
the industry has been reorganized. The structural adjustment programme in
Mauritius aims tec diversify the economic base from sugar by promoting the
development of export-led manufacturing and tourism and agricultural
diversification. It also aims to increase the efficiency of the sugar
industry. The structural adjustment programme in Malawi aims at increased
diversification of foreign -exchange earnings or savings through the
development of new smallholder and estate crops, accelerated smallholder
export crop growth and expanding livestock and forestry industries and
agro-businesses.

66. In addition to programme loans and SALs, sector loans are approved by the
Bank to address important sectoral objectives and constraints. These
objectives include diversification of commodity production, research and
development efforts in agriculture, improving the supply of critical inputs in

the production sectors and institutional reforms. Recent examples of such
loans are Mexico (export development), Brazil (agricultural and industrial
sectors), Nigeria, Yugoslavia and Malawi (fertilizers) and Ghana

(reconstruction imports).

D. International commodity agreements and the Common Fund for Commodities

67. The Group considered the programme of ICAs and the Common Fund (see annex
VII, D for a review of these activities). It noted that there are only four
price-stabilizing commodity agreements in existence, i.e. those for cocoa,
coffee, rubber and tin.ll/ which account for about 13 per cent of the
non-fuel commodity exports of developing countries. There are also three ICAs
(olive o0il, jute and tropical timber) which are concerned with long-term
research and development measures. It was recognized that it is unlikely for

17/gffactive 1 January 1985, the International Sugar Agreement will not
include price provisions.

-




TD/B/1029
page 21

the present that there will be price-stabilizing ICAs for many commodities of
export interest to developing countries and that therefore the coverage by
ICAs of developing country exports of commodities will remain low. While it
was theoretically clear that one could not determine a priori the effects of
price-stabilizing ICAs on the stability of export earnings of a country, they
were believed to have at least some positive influence. The Group also
recognized that ICAs have not, for the most part, been able to attain the full
extent of price-stabilizing objectives agreed to. Nevertheless, with all
their shortcomings ICAs in general are the main international commodity price
and market-stabilizing instruments in the interests of both exporting and
importing countries.

68. The Group noted the existence of ICAs with provisions for encouragement
of diversification, expansion of processing of primary products, improved
competitiveness, expansion of research and development, harmonization of

production of synthetics and substitutes of primary products, or improved
marketing, distribution and transport systems. It was recognized that there

was limited experience with such agreements and that their objectives were not
directly concerned with instability problems or solutions to them.

69. The role of the Common Fund for Commodities was discussed, in terms of
its capacity to take an overall view of commodity problems, the role of its
First Account in supporting the financing of buffer stocks for associated
ICAs, and the activities of its Second Account in supporting long-term
commodity research and development projects of interest to both producers and
consumers. The advanced stage of ratification of the Common Fund was noted
and the expectation was expressed that it would soon be brought into operation.

70. With regard to the limitations of the ICAs and the Common Fund to deal
with commodity sector instability, the Group felt that price-stabilizing ICAs
make a contribution to this objective at the level of international commodity
markets and prices. However, ICAs presently cover only a limited number of
commodities and the evidence does not suggest that agreemeats for many
additional commodities would be concluded. The performance of ICAs has not
for the most part met expectations. It was also recognized that the influence
of ICAs on the instability in commodity sectors at the country level is not
sufficient to <correct the supply-related causes of that 1instability.
Price-stabilizing ICAs do not contain mechanisms for curing the causes of
instability on the supply side, nor do they contain mechanisms which provide
an incentive for tackling structural changes in the balance of supply and
demand in commodity markets.

71. It was felt that projaects sponsored through ICAs or other international
commodity bodies (ICBs) and the Second Account of the Common Fund could have a
longer-term positive effect on the development of commodity sectors. However,
it is difficult to predict whether or not the measures and methods envisaged
would have a positive effect on reducing instability in the long term, since
they were neither explicitly designed for such an objective nor are they
necessarily focused thereon. In any event, the limited amount of finance
likely to be available through the Second Account (around $255.5 million of
voluntary contributions have been pledged), the need for joint sponsorship of
projects by producers and consumers through an ICB, and the long-term criteria
for projects would be limitations on this programme.
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Chapter V
IS THERE A NEED FOR ADDITIONAL STABILIZATION MEASURES?

72. In view of the importance of earnings from commodities for the developing
countries, the relatively bigh levels of instability experienced in these
earnings and the concern repeatedly expressed by developing countries
regarding the deleterious impact of this instability on their economic welfare
and prospects for development, the Group agreed that it is desirable to seek
to reduce instability in the commodity sectors of developing countries. The
Group recognized that, whilst instability in commodity markets is due to both
demand and supply factors, the instability in supplies at the country level is
a principal source of instability in commodity export earnings of individual
developing countries. The Group agreed that an approach to dealing with the
commodity earnings instability problems of the developing countries which
sought to eliminate or to reduce the causes of such instability was likely to
reduce the recurrence of, and to contribute to a long-lasting solution to, the
problem. While recognizing that efforts by individual developing countries
are necessary, the Group considered that, due to the 1limited resources
available to developing countries, as well as to the external dimensions of
instability, these efforts were likely to prove of 1limited success without
international support. After examining the existing international programmes,
the Group concluded that they do not currently address this problem directly,
except in the limited case of STABEX. However, before considering the need
for a new international programme, it was felt necessary to consider whether
there is a potential for extending or redirecting any of the existing
programmes to deal with commodity sector instability.

A. The potential for extending or redirecting existing programmes
to deal with commodity sector stabilization

73. The Group considered the potential of each of the four main international
programmes:

1. IMF-CFF

74. The Group considered that, while some further improvement of the CFF in
terms of its own aims might be possible, though constrained by the tight
liquidity position of the Fund and the Fund's avowed intention of maintaining
the present balance between the conditional and unconditional uses of its
resources, the scope for change to deal with commodity sector stabilization
would be 1limited by policy and constitutional limitations on the Fund's
operations. These include such factors as quota subscriptions and their
distribution and the related drawing rights and 1limits, repayment rules,
non-discrimination among members in terms of access to funds and loan
conditions and the undesirability of the extension of conditionality on the
use of CFF funds for sector-specific stabilization activities when this
facility represents the major source of funds with low conditionality for
developing countries from IMF.

75. While decisions on any suggested changes are the perogative of the
members of IMF through the appropriate IMF bodies, it would seem fair to say
that a major alteration in the focus of the IMF-CFF from overall
balance-of -payments problems to specific sector problems is unlikely, and
would not be desirable, as Governments have recognized the wvalidity and
importance of the IMF scheme as it stands for the achievement of its own
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objectives. Therefore, the Group considered that redirecting the IMF-CFF to
deal with commodity sector instability problems was both not desirable and
probably not feasible at the current time. Such a conclusion is, of course,
without prejudice to further efforts on the part of IHMF to increase the
resources available to assist developing countries with their balance-of-
payments problems, including improvements to the CFF.

2. STABEX

76. The STABEX scheme is part of the Lomé Convention, an agreement between
ACP States and EEC covering a wide range of economic and other relations. Its
modification or extension is inherently linked to the renegotiation of this
Convention and is the perogative of the States parties to the Convention.
Thus there are constitutional limitations to extending STABEX to a global
scheme. Also, as a regional scheme it cannot be expected to cope with a
global problem, as it covers only limited trade flows and beneficiary and
contributing countries. Thus it seemed to the Group that there would be
little scope for modifying or redirecting STABEX to meet a global commodity
sector stabilization objective.

77. Tha Group, however, also felt that as STABEX is the only existing
commodity-specific compensatory financing mechanism, its experiences in terms
of both its attainment of objectives and its operations were of great interest
and assistance in considering appropriate global measures. For example, while
a STABEX drawing is triggered by a commodity-specific mechanism and is, in
principle, designed and intended to stabilize earnings of specific commodity
exports to EEC, in practice its resources have been often used for purposes
which are not specific to commodity sectors. As such, it has been a useful
aid supplement to ACP countries, and where the resources have been channelled
to the affected sector it has helped to attenuate the consequences of
instability in that sector; but it hes had limited effect in treating the
causes of the instability. Thus, it is necessary to consider mechanisms which
would ensure appropriate uses if the causes of instability are to be treated
and/or their effects are to be Dbetter mitigated. Also, the 1limited
geographical trade and commodity coverage and the limited funds available
under STABEX were seen as constraints on its being able to perform adequately
the task of treating instability. More operational aspects of the day-to-day
business of STABEX were also discussed and were useful in considering the
appropriateness of export earnings stabilization mechanisms (see chapter VI).

3. The World Bank

78. As was seen in chapter IV, the World Bank has occasionally extended
policy-based loans under special circumstances either because of a large
commodity-related shortfall to maintain import capacities while pursuing
adjustments in the sector, or because some sector-related adjustment process
involving policy and institutional changes was called for. However, these
loans have been few and far between and, despite earlier efforts by the staff
to call attention to commodity-related problems, there has not been in the
Bank a policy focus and concerted effort to tackle commodity sector
instability problems.

79. The Group recognized that there i3 always a possibility to extend or
redirect World Bank programmes - this has been done in the past in regard to,
inter alia, energy, population, structural adjustment, and poverty
alleviation, usually by establishing a distinct sub-category of policies and
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loan programmes within the Bank framework. Another method used has been to
change the emphasis made in designing loans in a related area or a related
project.

80. Thus, there should be a possibility to put increased emphasis on
commodity sector stabilization activities in the existing country 1lending
programmes wWithin which country projects are co-ordinated. While this could
be viewed as useful, it has limitations. Country programmes and projects are
developed within a longer-term development context. Given the multiplicity of
country operational objectives, particular aims like commodity stabilization
may not receive sufficient emphasis. In addition, although global demand and
supply considerations are taken into account in project decisions, evaluating
the feasibility of new projects to expand commodity production from a country
parspoective may lead to global demand and supply imbalance. It may thus be
preferable to go beyond absorbing this function into ongoing projects and
programmes .

Bl. Another possibility would be to expand the non-project lending of the
Bank to include a larger volume of lending aimed at commodity stabilization.
This would entail 1increasing aggregate Bank resources. Otherwise, the
increased emphasis on commodity stabilization would be at the expense of
competing priorities. Nevertheless, the comprehensive and far-reaching policy
and institutional reform requirements. of non-project lending are a caution
against including within policy-based lending more limited objectives such as
commodity stabilization.

82. The third possibility is to set up in the Bank & special window or
facility with resources earmarked for the purposes of commodity stabilization
activities. This would give the programme the visible concrete and
co-ordinated policy focus which is required. This possibility is further
considered in chapter VI, section B.

83. The above possibilities all have the attraction of using existing World
Bank infrastructure and policy and technical assistance facilities and of
commodity stabilization activities being co-ordinated with World Bank country
lending programmes. They also imply a cheaper cost of funds, given Bank
credit ratings and loan conditions. However, their scope would be limited and
they would require a certain re-orientation of the Bank's lending policies.

4. ICAs and the Common Fund for Commodities

84. While international price-stabilizing commodity agreements can be a
useful part of the package of internationel measures to tackle the problem of
commodity sector stabilizatiom, it is likely that ICAs will only exist, as in
the past, for a limited number of commodities. Also, the contribution of ICAs
to stabilization of commodity sector earnings is not necessarily in the same
direction or of the same magnitude for all producing countries. Furthermore,
the performance of existing ICAs has been mixed in terms of maintaining their
price-stabilizing objective. ICAs can make a partial, limited positive
contribution to the objective of commodity sector stabilization through their
influence on price signals, but they do not contain mechanisms for tackling
the causes of instability or for handling structural imbalances, and thus need
to be supplemented by other mechanisms to ensure this objective is met.

85. The Common Fund for Commodities when it comes into existence would be of
assistance, through its First Account, to ICAs with buffer stocks. Its Second
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Account would help with 1longer-term research and development aspects for
commodities which have international commodity bodies (ICBs). Thus, the Group

recognized the potential of the Common Fund as an international 1institution
specifically with a commodity focus where problems and solutions at the
national and international levels for specific commodities could interect.
Once the Fund comes into operation, the incorporation of such additional
functions and mechanisms could be accomplished by amending its Articles of
Agreement.lﬁ/ Before the Fund comes into operation it is probably not
realistic to consider modifying or redirecting its programmes, since that
would be likely to affect the status of the present ratifications and could
necessitate further negotiations. '

B. The case for additional measures

86. The above international programmes make some contribution to stabilizing
the export earnings of developing producing countries. The IMF-CFF and STABEX
contribute to neutralizing the effects of 1instability on export earnings
through maintaining import capacity and easing the balance-of-payments
difficulties induced by earnings shortfalls or through maintaining purchasing
power in the sector. World Bank projects and programmes assist with the
longer-term development of developing countries. ICAs (to be assisted by the
Common Fund) attempt to stabilize the international prices of commodities,
albeit for a limited number of commodities and with limited effectiveness.
None of these programmes was specifically designed to address the causes of
commodity sector instability. As has been indicated above, the possibilities
of extending or re-directing these existing programmes in order to tackle
directly the causes of commodity sector instability seem limited. Existing
programmes have their own raison d'étre and the Group does not suggest that
one programme be substituted for another.

87. The Governments of producing developing countries have repeatedly
emphasized their concern about the harmful effects arising from instability
for individual producing countries and for international markets. The Group
feels this is a sufficiently serions problem to warrant effective corrective
action. This would entail supplementing present international efforts by
action to deal directly with the causes of commodity instability. Such an
additional effort should therefore be designed to facilitate national
endeavours to address the commodity problem in a manner that would also
contribute to the greater stability of international commodity markets.

88. The mandate of the Expert Group is to consider how a complementary
compensatory finance facility could be an appropriate means to deal better
with commodity instability. Since the Expert Group has 1identified supply
instability to be a major cause of the commodity problem, the Group considered
that a new compensatory financing facility must be used in a manner that is
different from addressing the aggregate balance-of-payments effects of
commodity instability as in the IMF-CFF. For this reason, the Expert Group

18/amendments to the Agreement can be adopted by the Governing Council
by a Highly Qualified Majority (three gquarters of the votes cast). See
Agreement establishing the Common Fund for Commodities, (TD/IPC/CF/CONF/25 and
Corr. 1), United Nations publication, Sales No. E.81.1I1.D.8 and corrigendum
(article S1 of the Agreement).
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defines the complementary facility to be a commodity-specific facility which
links the uses of compensatory finance to the needs of supply adjustment. The
Group wishes to note that although it focuses below on such a facility as a
means of tackling supply problems, this does not imply that there may not be
other useful channels for desling with them. ~

89. The approach put forward is that compensatory finance would be linked to
measures to deal with commodity sector instability at the country level in a
manner that is also consistent with stability in the world commodity economy.
Such an approach could, by providing compensatory assistance to daveloping
countries, not only provide support for measuras to deal with the causes of
commodity instability at the country lavel, but also facilitate the adjustment
of developing producing countries to world market conditions for particular
commodities. Thus, by contributing to achieving smoother adjustments of world
supply to demand for specific commodities, such an approach would also
contribute to greater world commodity market price stability.

90. In principle, developing ccuntries could use generally fungible external
rasources (such as those of the IMF-CFF) to assist in carrying out programmes
of commodity stabilization. In practice, however, they are inhibited from
instituting such programmes by the lack of assurance that the additional
resources required would be met, particularly in a situation where payments
deficits are large and where there are sharply competing national priorities.
In the Group's view, an effective means of addressing the commodity
instability problem is to organize a programme with such an explicit policy
objective, with identified resources and in-built evaluation procedures. The
international community has recognized in numerous instances the advantages of
directly attacking sectoral problems in such a specific manner, whether it be
the problem of food, poverty alleviation, population, energy, buffer stocks,
cereal prices, trade promotion, or structural adjustment, to mention only a
few. The Group feels that a similarly direct and specific treatment of the
problem of instability in the commodity sector - a sector which constitutes
the principal economic activity for most developing countries - would make an
important contribution to development efforts and to international economic
stability.

91. There are a few definite attributes that a new programme of measures

should have. These include the ideas that assistance should be triggered by a
commodity-specific mechanism, that the funds lent should be used to reduce
that instability over time, according to country/commodity specific reasons
for it, and that due consideration should be given to the world market
situation and prospects for each specific commodity. Thus, the Group
concludes that if the international community is .determined to tackle
effaectively the long-standing and endemic problem of commodity instability, it
would be desirable to institute an additional set of measures intended to deal
with those causes of instability that are amenable to solution.
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Chapter VI

THE NATURE, MAIN CHARACTERISTICS AND MODE OF OPERATION
OF AN ADDITIONAL FACILITY

92. The additional measures discussed in the preceding chapter could take

various forms. In this chapter the Group presents a prototype of a facility
which links the uses of commodity-specific compensatory finance to the needs

of supply adjustment based on the features previously identified. By putting

in concrete terms the nature, main characteristics and mode of operation of
such a facility we would hope to assist Governments in visualizing how it
could be designed.

A. Nature and design

93. In considering the nature and design of an additional facility for
compensatory financing of export earnings shortfalls the Group emphasized four

basic features, whatever be the 1institutional arrangements. First, the
availability of finance provided by any such additional facility would be
linked to shortfalls in proceeds from specific commodities. Second, the use
of these funds would be linked to the causes of instability in commodity
sectors so as to reduce the extent of that instability. Third, the uses would
be consistent with international commodity objectives and arrangements.
Fourth, the facility would be operated basically on self-financing, commercial

principles. It would thus rely mainly on borrowing from private capital
markets but it would be structured to provide concessionality in certain
cases. The Group noted that these basic features were also common to

compensatory financing schemes put forward in the past and to many of the
proposals and suggestions subtmitted by Governments for present putposes.lg/

94. The Group proposed that the essential characteristics and mode of
operation of an additional facility shculd be as follows:

Objective

95. The objective of the facility should be to reduce instability in specific
commodity sectors consonant with national and international policies and
arrangements.

Hembership
96. Hembership of the facility should be open to all States. Given the
nature and effects of the problem, it wculd be appropriate that access to
loans be restricted to developing countries.

Commodity coverage

97. All primary commodities, i.e. those included in SITC sections 0, 1, 2, &
and division 68 should be eligible, with the exception of fuels, gold,
diamonds and precious stones.

19/56¢ annexes VIII and IX.
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Capital structure

98. The capital structure of an additional facility would depiad t: some
extent on institutional arrangements. In particular, these would affect the
ratio of paid-in capitel to total capital. The Group felt that the minimum
gat@q of pai@-ip capital to tota} capital for a new financial institution with
lending exclusively to developing countries would be 20 per cent. This
comparas with 8.5 per cent for the World Bank. Specific provisions would have
to be made for the phasing of the subscription of paid-in capital. The Group
suggested that one-half should be contributed initially, whilst the remainder
should be phased over a period of time. Borrowing by the facility would be

secured against the collateral of the callable capital (i.e. total minus

paid-in capital)

nn A.- masamdas Pha summanase ~f mnamibal shanmdnkdan S hoa flonmasom aftam
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revxew1n; arrangements in saveral international an regional financial
institutions, was of the view that there should be a common rule for all

member countries. To this end, it proposed that all members should pay their
contribution to the paid-in capital in the following manner: the first half,
to be contributed initially, should be paid in "usable currencies" as defined
by IHF. The second half, which would be contributed at the tempo agreed on in
the phasing arrangements, should be paid in domestic currency. For the
callable capital, any payments should be made in usable currencies or in the
currency required to discharge the obligation for which the call is made.

100. The capital structure should also provide for segregated accounting for
any elements of concessionality offered by the facility and for technical

agsistance operanons {see paragrapns 111 and 114 below).

101. The Group  <considered different models for the distribution of
contributions, including those of several internationa financial
Iinmebtibtubianes narbtisantlarle Fftha arld Ranlk TMR TEADN and Ptha Mamman Rund fan
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Commodities (see annex X). It felt that, in inciple, universali of
participation gshould he the aim. Since the facility g@uld be
commodity-related, distribution along the lines of that of the Common Fund

a
for Commodities wonl

Sources of finance

102. Government contributions would be the source of the facility's equity
capital and all member countries should contribute, as proposed above. The
facility should also be empowered to accept voluntary contributions from
Governments, international financial institutions and other acceptable sources
for approved uses, such as to finance any element of concessionality and
technical assistance.

103. As regards borrowed capital, the facility's needs would be variable and
therefore access to both short-term and medium and long-term markets would be
needed. Short-term sources would include stand-by arrangements with
commercial banks. Medium and long-term sources would include both the public

................... ~ma [ "N o~

and [‘)'r‘i'v'&té sectors. The main public sector sources are the international
financial institutions and the central banks of member countries. The main

nrivate sources of medium—_term funds are ‘"“private n'lnr-nmonf-c" and '"public
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issues" markets. Longer-term borrowing from private sources includes the bond
market as well as syndicated bank credit. Cofinancing with other
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international financial institutions, including regional development banks, as
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well as with private sources of capital, is also a possibility. This would
help to reduce the facility's borrowing needs. Indeed, a strong interest in
and financial commitment to reducing the instability of commodity markets on

the part of the international community could stimulate private capital flows
to developing countries for that purpose.

Determination of export earnings shortfalls

104. The Group considered different measures of export earnings shortfalls.
The results of these different measures for different periods and groupings of
commodities and countries are shown in table 4 (further details are given in
annex XI). The Group concluded as follows:

(a) Calculation of shortfalls on a gross (i.e. commodity-by-commodity)
basis is more appropriate than that on a net (i.e. aggregated) basis
in relation to the objective of reducing instability in individual commodity
sectors (as distinct from that of offsetting a shortfall in a country's total
foreign exchange receipts);29/

{b) The reference period should be sufficiently long to accommodate most
commodity cycles, particularly in periods of protracted economic recession. A
ten-year period was preferred to the five and four-year periods used by the
IMF-CFF and STABEX, respectively. The use of an exponential or a linear
function was recommended and, in practice, the one which gives the best fit to
trends in commodity earnings should be adopted;

(c¢) Whilst measures in real terms are theoretically more
appropriate,Zl’ their use would give rise to practical problems such as
inadequate and defective information on import prices of individual
countries. In practice, therefore, nominal values may have to be used;

(d) A trigger threshold as well as a dependency threshold should be
applied to the shortfall estimates. These thresholds should, however, be
applied at a lower level for countries designated as eligible for concessional
terms. The trigger threshold is the minimum percentage shortfall required for
a country to become eligible for loans. It thus focuses on the higher levels
of instability; reflects a burden-sharing norm as between producing and
consuming countries; and reduces the burden of administering large numbers of
very small claims. The dependency threshold sets a minimum level for a
country's dependence on a commodity for total merchandise export earnings as
the requirement for access to loans. It thus gives priority to those
commodities which have a relatively greater impact on a country'’'s economy.

Shortfall estimates are reduced by about 35 per cent when trigger and
dependency thresholds of 5 per cent are applied. The Group considered this an
appropriate level.

20/The averege percentage difference between gross and net shortfalls
has been only about 10 per cent in recent years because prices for the major
commodities have tended to move in the same direction, rather than in opposite
directions.

21/HMeasurement in real terms would be a better basis for distributing
the pattern of shortfalls over time but would not significantly change their
overall magnitude.
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Table 4: Average export eernings shortfalls for various groups of doveloping countries &/

(Billions of dollars)

Description of the sample of countries
Ociginal sample i “Shortfall calculsted ¢/ ‘ ﬁl
Primary commodity | Primary commodity i
umber exports | Number [ exports ; Shortfall
1 : | (sverage amnnual value) l
Country Iverage value Per “Aversge valus Por Commodity L
i coverage b/ 1979-1981 conr.f_ ©1979-1981  ceat coverage 4/ 11973-1977 1978-1982 1973-1982 ;
i i '1. Aggregated series i
| i i A. Primery commodities 0.05 0.47 0.26 :
Least | | | B IPC 0.06 0.53 0.29
developod ' ! C. IPC + 11 others g/ 0.06 0.46 0.26 |
countries (36} 33 | .20 6.4 . 0 0 S.69 5.9 2. Commodity growps {/ l
: : | ; D. IPC (gross) i 0.12 0.79 0.45
: | E. IPC (net) i 0.06 0.75 0.40 [
I . F. IPC + 11 others ¢/ |
| | ; (gross) [ 0.1 0.85 0.49 |
4
i . 1 ‘ '
| '1. Aggrogated serjes J
: ) A. Primary commodities| 0.29 2.48 1.38 i
5 | B. IPC 0.23 2.07 115 |
Low-income : i i C. IPC + 11 others ¢/ 0.22 2.17 1.19
countries (54) 47 1 17.43 18.0 : 44 7 16.92 17.5 2. Copmodity groups f/
| ! ' _ D. IPC (gross) 0.37 1.48 0.90
i | ! ! i £. IPC (net) 0.29 1.39 0.84
{ ! | ' i i F. IPC + 11 othors ¢/ |
' ! . ' (gross) 0.41 1.61 1.01 '
! T - ; = . ” —
| i ¢ : | 1. Aggregated serios i !
Low-income | f f """ A. Primary commoditiesi 1.07 10.77 s.92 |
ot : | \ B. IPC © 1,02 8.62 482 |
commodity- ‘ ! " C. IPC + 11 others o/ | 1.04 9.20 5.12
dependent i ) | 2. Commodity groups f/ 1
countries | 9% | B2.43 85.1 ’ 92 B1.74 84.4 | D. IPC (gross) 1.7 7.89 4.81 i
| i ! E. IPC (net} 1.23 7.39 4.31 :
] | 1 ; P, IPC « 11 others g/ |
l i L (gross) 1.89 8.5% 5.22 |
a ' ! ! - l
; ; il. Aggrogated series :
! | ! i A. Primery commodities| 1.43 12.46 6.9¢ |
! All | ] | B. IPC 1.19 9.38 5.28
doveloping | | . | C. IPC + 11 others o/ | 1.24 10.42 5.83
countries | 134 . 96.86 100.0 | 110 93.67 96.7 2. Commodity groups {/
(159) : : i D. IPC (gross) 1.7% 1.97 4.86
’ ‘ E. IPC (met) 1.24 7.48 .36
. F. IPC « 11 others e/ |
; | { ; (gross) 1.96 8.66 5.31 |

Sources: UNCTAD data bank and UNCTAD secretariat calculations.

a/ The ghortfalis are calculated on the basis of a 10-year exponential trend value in nominal terms. The figures shown in the
table acre the sum of shortfalls for the countries which experienced a shortfall. The possible offsetting of shortfalls and
overages is made only st the country level, depending on the method of calculation {(gross versus not shortfalls).

b/ The list of countries is given in the UNCTAD Handbook of Internationel Trade and Diulc&nt Statigtics. Low-income
countries are countries with a per capita GDP of less tham $500 (in 1980). Commodity-dependent countries are countries for
which primacy commodity exports asccount for more than haslf of total merchandise exports. The maximum number of countries is
given in brackets.

¢/ Shortfalls are calculated only for countries with sufficiently complete commodity export earnings series.

d/ Primsry commodities: SITC 0 + 1 +« 2 « 4 « 68 less 233, 266, 267 (synthetics).
IPC commodities: banznas, bauxite, cocoa, coffee, copper, cotton and cotton yarns, hard fibres and products, icon ore, jute
products, menganese, me&t, phosphates, rubber, sugar, tea, tropicsl timber, tin and vegetable oils and oilseeds.

@/ Alumina, beverages, cereals, f[ish and products, fruits (other than bananas), hides and skins, meat (other than bovine),
dairy products, spices, roots and tubers, tobscco. When aggregated with the IPC commodities these products represeat (in value)
around 80 per cent of total developing country exports of primary commodities.

£/ For the calculation of shortfalls on commodity groups, s dependency threshold and a fluctustion threshold were used. Thaey
were both set at S per cent and reduced to 2 per cent for the least developed countries.
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Lending criteria: guidelines, mechanisms, monitorable actions and
technical assistance

105. An additional facility of the kind proposed here could not be based on a
mechanical and automatic relation between shortfalls and loans. The 1link

between the causes of instability and the proposed corrective measures for

which compensatory financial assistance is sought would have to be established

for each country and each commodity on a case-by-case basis. A necessary
foature thereforae would be a process of discussion between the facility and
client countries leading to a written agreement on a multi-year commodity
stabilization programme with due respect for the sovereign rights of the
States receiving compensatory financial assistance. Such a process and
programme should preferably be initiated before the first request by a country
for use of the facility. The extent of assistance offered by the facility
would not necassarily be equal to any pre-determined percentage of a given
year's shortfall. Nevertheless, within the context of such multi-year
commodity programmes, shortfalls would signal the existence and extent of the
problem, indicate the reduced capacity of the country to continue the
programme or implement aspects of it and trigger a country's eligibility for
assistance under the facility.

106. These commodity stabilization programmes should include details on the
agreed uses of the resources. Whilst these uses should contribute to the
common aims of reducing instability at the national 1level and promoting
international objectives and policies for the commodity concerned, there can
be no universal model to be routinely implemented. The content of these
programmes would necessarily vary, their main features evolving over time on a
case-by-case basis. In general, however, the basic principle that should be
followed is that compensatory finance should be used to address the root
causes of supply instability. Some causes of instability are inseparable from
the effects. For example, unstable income is a consequence of commodity
sector instability but commodity sector income fluctuations and uncertainty
affect the stability of future production.

107. A wide variety of measures can be used to achieve the agreed objective,
depending on the particular sources of instability and the practical
posgibilities for corrective action. In chapter III (paragraph 39) various
sources of instability were identified and a number of examples of related
corrective measures were outlined in paragraphs 40 - 43 of that chapter. As
stated there, most eligible projects would fall into four broad categories.
To summarize, the first category are price and income stabilization measures
at the national level intended to reduce producers' uncertainty and risks in
order to elicit more stable subsequent supply responses and more efficient
patterns of resource use. The second category includes schemes aimed at
stabilizing to some extent the prices and supplies of key production inputs,
particularly those that are imported. The third category is comprised of
specific projects, varying with the country and commodity concerned, that
would reduce the adverse influence on the stability of supply of recurrent
natural and other occurences. The fourth category is the financing of
adjustment measures aimed at correcting imbalances between demand and supply,
particularly those that are persistent in character. Production adjustment
measures as well as the transitional foreign exchange cost of diverting
exports to domestic markets should be included. Country programmes most
likely would consist of a package of stabilization measures.

108. Whilst these commodity programmes would be initiated by countries, the
facility should be given the discretion itself to propose to the Governments
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of producing countries, individually or in groups, adjustment measures that
would contribute to reducing instability in particular international commodity
markets.

109. These commodity stabilization programmes should also specify the
mechanisms for executing the measures proposed. Here .,ain there cannot be a

universally applicable model of government action. A wide variety of
mechanisms can be used by Governments in discharging stabilization functions.

They include, for example, the use of marketing boards, caisses de

stabilisation, co-operative societies, national development banks, national
rural development finance institutions, farmers' finance banks, central and
locsl government authorities. Such mechanisms are already in use by those
Governments which attempt stabilization. The basic principle that should be
followed in commodity programmes is that the mechanisms, whether already
existing or proposed, should be clearly identified and their ability to
perform the designated functions assessed.

110. Finally, commodity programmes should provide for specific monitorable
actions, including the use of tranching arrangements whereby disbursements of
funds could be phased depending on progress made in the implementation of
agreed measures. Honitorable actions should neither be too loose, involving
only pro forma reporting of tha usaes to which funds have been put, nor overly
rigid, involving detailed time-tables and conditions which cannot be fulfilled
by Governments. The experience of STABEX and tha World Bank SAL may
illustrate the types of problems which can arise. .

111. The capacity of developing countries to formulate commodity stabilization
programmas is likely to be extremely variable and for this reason it would be
dasirable for the facility to be empowered to offer technicel assistance to
countries interested in such assistance. Technical assistance should also be
extended, if desired, at the later stages in the sxecution of projects to help
countries overcome implementation problems which could impede disbursement of

subsequent tranches of approved 1loans. Technical assistance should be
financed out of voluntary contributions and should be subject to separate
accounting. Wherever appropriate and desirable such technical assistance

should be organized through inter-agency co-operation.

Repayment criteria

112. The Group raecognized that whilst repayment linked exclusively to overages
is the criterion most consistent with the stabilization objective, its use
would damage the credit rating of a facility which depended heavily on access
to private capital markets. This is because lenders would not feel they could
bank on a sure inflow of funds for repayment by the facility to them. On the
other hand, repayment based on.y on a pre-determined, fixed schedule would not
take into account repayment capacity as indicated by the time pattern of
shortfalls and overages. The Group concluded that a schedule which blends a
fixed .amortization schedule with an overage criterion would meet the
requirements of both borrowers and lenders. Such a principle should be
implemented so as to require countries to amortize their debt over a fixed
maximum number of years, with repayments accelerated to an agreed extent
whenever overages reach a pre-determined level.

Double compensation

113. The Group felt that prior recourse to the IMF-CFF and STABEX should not
be a pre-requisite for loans under the proposed additional facility. Claims
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for double compensation should not, however, be entertained. This point was
also emphasized in proposals and suggestions made by Governments. There are
basically two approaches to the double compensation problem. In the first
approach, any facility could deduct commodity-related drawings from the other
two facilities from the shortfalls of the commodities concerned as calculated
under its own rules. This approach is rather untidy, given the fact that the
three facilities have different bases, operational rules and purposes.ZZ/

In the second approach, any facility could treat commodity-related drawings
from the othar two facilities as export earnings of the commodities concerned
for the period in question when calculating shortfalls under its own rules.
This is a cleaner and more direct approach and it preserves the possibility of
any of the three facilities to be the lender of first resort. The Group
favoured this second approach.

Concessionality for least developed and other low-income countries

114. The Group recognized that an additional facility operating essentially on
self-financing commercial principles would be able to offer concessionality
only to the extent that it received voluntary contributions for this purpose.
Concessional terms should therefore be reserved for the countries most in
need, i.e., low-income countries heavily dependent on the export of primary
commodities.23/ Preferential treatment may take a variety of forms, such as
the use of lower dependency and fluctuation thresholds for the purpose of
determining the extent of compensable shortfalls, grants, reduced interest
charges, more 1liberal repayment terms and greater access to technical
assistance. As mentioned above, segregated accounting should be used for any
elements of concessionality offered by the facility. It should be noted,
however, that the facility would be able to offer to all members drawing on it
intarest rates lowaer than those at which they could borrow on the market, on
account of its callable capital béﬁking and income oarned on its paid-in
capital.

Relationship to existing facilities and intergovernmental organizations

115. The relationship of an additional facility to existing facilities and
intergovernmental organizations would depend ultimately on its operating
features and its institutional framework. Depending on where the facility is
located, the most crucial links that an additional facility should establish
are with existing facilities dealing with compensation of export earnings
shortfalls, namely the IMF-CFF and STABEX, and with international institutions
whose functions are complementary to its own, particularly the World Bank, the
Common Fund for Commodities, UNCTAD, UNDP, FAO, IFAD and international
commodity organizations. This relationship should involve regular

22/1In the case of STABEX, the amounts of its transfers are not reduced
on account of drawings under the IMF-CFF. In the case of the CFF, the STABEX
transfers are taken into account only in assessing the member's
balance-of-payments need and no deduction is made from shortfalls calculated
for drawings under the IMF-CFF. This procedure is considered by IMF as
sufficient protection against possible double compensation.

23/Countries at least 50 per cent dependent on commodities for their
export earnings and with a per capita income of less than $500 in 1980. 46
countries fall into this category, including all the least developed countries
(see annex V, table XII.)
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congsultation with the staffs of these organizations and care should be taken
to prevent unnecessary duplication of work.

116. In the case of the IMF-CFF and STABEX, as mentioned earlier, close
co-operation with the additional facility would be necessary to avoid double
compensation. Depending on where the facility is located, co-operation with
the World Bank and the Common Fund would be necessary to ensure that commodity
projects and programmes are complementary and mutually consistent. Wherever
possible and desirable, cofinancing arrangements should be encouraged. The
additional facility should make the fullest possible use of World Bank
expertise in country and commodity analysis, in project feasibility analysis
and project financing. Inter-agency activities should take fully into account
UNCTAD's mandate and competence in the field of commodities; these activities
should involve co-operation between the additional facility and in particular
UNCTAD, UNDP, FAO, IFAD and the World Bank, fully exploiting the potential for
the exchange of information, joint analysis and missions and the joint
financing and conduct of technical assistance. The international commodity
bodies particularly should be fully consulted in regard to the -current
international situation and expected future developments in regard to their
respective commodities.

117. The Group felt that abundant opportunities exist for constructive
co-operation among the many institutions involved with various aspects of the
commodity problem and that there would be an advantage in formalizing the
additional facility's relationship with other institutions through
co-operation agreements.

B. Institutional optiong
o

118. Options in regard to 1institutional arrangements include the use of an
appropriate existing international financial institution or the Common Fund
for Commodities when it comes 1into operation, and setting up a new
institution. In regard to existing institutions, IMNF was not considered a
possibility since, as pointed out in chapter V, a major alteration in the
focus of any IMF activity from overall balance-of-payments problems to
specific sector problems such as commodity stabilization is unlikely and may
not be desirable, given the importance of that institution's objectives.
Also, IMF is not presently empowered to augment its resources by borrowing
from the private capital market. STABEX forms part of a convention between
certain African, Caribbean and Pacific countries and the European Economic
Community, which covers a much wider ambit of economic and other relations
among the parties concerned. It 1is not constitutionally a relevant
possibility. These views on the IMF-CFF and STABEX are, of course, without
prejudice to efforts to further expand the resources available under them.

119. As far as the World Bank is concerned, a reference was made in chapter V,
section C, to the possibility of setting up a special window or facility with
resources earmarked for the purpose of financing a commodity stabilization
programme. The Group noted that this option presents certain advantages.
Considerable benefit could be derived from using the Bank's country lending
programmes and its related technical assistance and policy advice to combat
the inter-connected problems of commodity sector instability and shortfalls in
export earnings. Another advantage of using the Bank is that it is well
established in interna:ional capital markets. The ratio of paid-in to
callable capital for a facility integrated into the structure of the Bank
‘would be much lower than that for a separate entity.
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120. There are at the same time, reservations about the advisability of using
the World Bank. The capacity of this institution for adaptation has not
extended sufficiently to the commodity instability problem - despite the
serious concern expressed by developing countries about this problem virtually
continuously over the past 30 years, despite repeated study and recognition of
the problem by the Bank and despite promptings to tackle the problenm.
Although, as shown in chapter IV, section C, World Bank operations have
addressed commodity issues in a number of ways, lending with the primary aim
of stabilizing specific commodity sectors has been limited. Moreover, with
most programme lending since the 1980s being done in the form of SALs,
programme loans with a specific focus on commodity stabilization objectives
have declined in the 1980s as compared with the late 1970s.

121. The Common Fund option has certain distinct advantages and, as &
specialized institution for commodity problems with potentially universal
membership, it could well be a suitable location for the proposed facility.
The Articles of Agreement of the Fund provide that it should serve as a key
instrument in attaining the agreed objectives of the Integrated Programme for
Commodities. It will be operating in the complementary areas of price
stabilization and commodity development measures. And it is charged with
promoting co-ordination and consultations with a view to providing a commodity
focus. However, the Common Fund is not yet in operation. In any event,
changes to its Articles of Agreement are likely to be necessary, particularly
to expand its functions and its capital structure. This could be a difficult
and time-consuming process. Also, as & new financial institution with an
uncertain credit rating it is unlikely to secure the best terms in the private
capital market and would probably need a significantly higher paid-in capital
ratio as compared with that of @established international financial
institutions.

122. The final option is to set up a new institution. The advantage of a new
institution is that it can concentrate on the special function for which it
was designed. It is thus not impeded by major conflicts of priorities in the
use of resources that often reduce the effectiveness of established
international financial institutions with very wide mandates. This option,
however, suffers from well-known drawbacks, apart from the frequently
encountered opposition to expanding the international bureaucracy, especially
in times of severe budgetary constraints. A new institution is likely to be
more costly in terms of its infrastructure and personnel emoluments than a
similar service located in an existing institution, where advantage can be
taken of a variety of economies of scale. Almost certainly, too, a new
institution, without an established «credit rating, would secure less
attractive terms in the capital market and would have to maintain a higher
paid-in capital ratic than those of a well established international financial
institution.

123. The Group felt that the establishment of a new international organization
should be avoided. A suitable location would be in the Common Fund, as a
third window with its own additional paid-in capital and callable capital,

borrowing and lending rules. If this option cannot be realized within a
reasonable period of time, the location of the facility in the World Bank
would offer some advantages. Among the different possibilities for

implementing such an. arrangement, the best would be to set up a special window
for commodity stabilization compensatory finance with defined objectives and
allocated resources.
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Chapter VII
SUMMARY AND CONCLUSIONS

124. The Expert Group, as requested, has considered: the nature, causes and
effects of export earnings instability; export earnings stabilization optionms;
existing programmes and their limitations in dealing with commodity sector
stabilization; and the need for and the nature of a complementary facility for
compensatory financing of export earnings shortfalls.

125. Review of the evidence indicates that instability in the commodity export
earnings of developing countries has long been substantial and has intensified
since the early 1970s. Instability, when high and sustained over a 1long
period of time, has adverse effects on the commodity producing sectors, the
daveloping economies and on the world economy as a whole.

126. Demand and supply factors contribute to such instability, which is
considerable for both commodity volumes and commodity prices. Both price and
volume instability are larger for specific commodities at the country level
than when data are aggregated for countries. At the world 1level, price
instability tends to be greater than volume instability. However, volume
instability tends to be relatively more important at the individual country
lavel. The volatility of commodity supplies is a major factor for such volume
instability. Whilst, then, the focus of attention turns, in the present
context, to the supply side, this should not be taken to mean that greater
efforts should not also be made to reduce instability originating from the
demand side.

127. Supply instability at the country level is caused by factors such as
variations in the costs and availabilities of production inputs, the vagaries
of nature, supply-demand imbalances, and producers' responses regarding future
production to current price and income fluctuations. These factors operate at
the individual commodity sector 1level. In order, therefore, to deal more
effectively with commodity instability, policy measures should include ones
that address the causes of commodity-specific supply instability, and not just
the effects.

128. Existing international programmes do not currently adequately address the
causes of commodity supply instability. The IMF-CFF aims at softening the
effacts of overall export instability by providing short-term
balance-of-payments assistance. STABEX has limited international coverage
and, while drawings from it are triggered by a commodity-specific mechanism,
they usually have not been used to tackle the supply causes of commodity
instability. The World Bank provides some loans which have been used to
reduce the impact of a drop in import capacity and to bring about structural
change in the commodity sectors responsible for the shortfall. However, these
loans have been few, and, given the multiplicity of operational objectives of
the World Bank, insufficient emphasis has been placed on commodity
instability-related problems. The ICAs can contribute to commodity sector
stabilization by stabilizing the prices upon which producers act, but do not
address directly the commodity-specific causes of supply instability.
Likewise, the Common Fund for Commcdities, when it becomes operational, will
deal with the effects and not the causes of supply instability and with other
issues not targeted explicitly towards supply instability.
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129. The Group agreed that it is desirable to seek to reduce commodity supply
instability for the developing economies given the importance of commodity
earnings to such economies, the relatively great instability in these
earnings, and the deleterious impact of such instability on the current and
prospective economic welfare of developing countries. The Group also agreed
that, in so far as they contribute to a long-run reduction of commodity
instability, measures addressing the causes of supply instability generally
have advantages over measures that deal transitorily with the current effects
of instability. While recognizing that efforts by individual developing
economies to deal with commodity instability are necessary, the Group further
agreed that most of these efforts are likely to be of limited success without
international support because of the limited resources of the developing
aconomies and the international consequences of commodity supply instability.
A new programme should have an explicit policy objective, identified resources
and built-in evaluation procedures and should be consistent with international
commodity objectives and arrangements.Zi/

130. The Group then considered whether a complementary compensatory financing
facility, the subject of its mandate, could be utilized to address effectively
the causes of supply instability. In this regard, two ©points were
emphasized. Pirst, compensatory finance is here defined differently from the
way it is used in the IMF-CFF, to include supply adjustment measures. Second,
the Group's focus on a compensatory financing facility to deal with supply
instability does not mean that there may not be other useful measures to
address that problem.

131. The Group considered the following to be essential characteristics of a
prototype commodity-specific facility which links the uses of compensatory
finance to the needs of supply adjustment. The principal objective of the
facility would be to reduce supply instability in specific commodity sectors
consonant with national and international policies and arrangements.
Hembership would be open to all States. All primary commodities (i.e. those
included in SITC sections 0, 1, 2, and 4 and division 68) would be eligible,
with the exceptions of fuels, gold, diamonds and precious stones. The details
of the capital structure would depend to some extent on institutional
arrangements, but governmental contributions from all member countries, along
the lines of the Common Fund for Commodities, would be appropriate, with
voluntary contributions to cover any element of concessionality. The facility
would operate basically on self-financing and commercial principles.
Potential access to the facility would be limited to developing countries,
that suffer a shortfall in earnings above a trigger threshold from a specific
commodity as compared with a 10-year trend, subject to a dependency threshold
that the commodity accounts for at least a certain share of the country's
export earnings (with a possibility of lower trigger and dependency thresholds
for countries eligible for concessional terms). Loans would not be automatic,
nor necessarily equal in magnitude to the export earnings shortfalls. Actual
provision of loans for those eligible would occur after an agreement,
preferably worked out prior to triggering shortfalls, has been signed between
the facility and the applicant developing country on a multi-year programme
directed towards addressing the causes of the supply instability, with

24/For a differing view by one expert see annex I.
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explicit mechanisms specified for executing and monitoring the specific
programme. Repayment would occur over & fixed maximum period, with
acceleration to a prior agreed extent whenever overages reach a pre-determined
level. Prior recourse to the IMF-CFF and STABEX would not be a prerequisite,
nor would double compensation be allowed. To the extent that voluntary
contributions made it possible, concessional terms for low-income countries
heavily dependent on primary commodity exports would be incorporated.

132. The Group thought that, if such a facility is instituted, it should not
be established as a new independent institution. A suitable location would be
as a third account with the Common Fund for Commodities when that Fund becomes
operational. Should the Common Fund not become operational within a
reasonable period of time, a possible institutional arrangement would be as a
soparate window within the World Bank.
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ANNEX I

Observations by Professor P.I. Khvoinik
on the report of the Expert Group

My approval of the raeport in general should be regarded first of all as a
racognition of the great importance of the export earnings instability problem
and as a tribute to the very valuable work done by the Group and the UNCTAD
secretariat. It is self-evident that, being compiled by so many experts, with
different views, the report inevitably bears the character of a compromise.
Nevertheless, whatever the merits of a broad consensus could be, it seems to
be preferable to present the whole variety of opinions within such a
consensus. This would enable the achievement of well-balanced practical
decisions. I feel that this is the best way to fulfil the mission of the
Group.

Consequently, and since to my mind the report does not fully enough
reflect my views on several important matters, I should like to take this
opportunity to clarify at least some of them.

1. Roots of instability. The main causes of instability in export
earnings are mostly beyond the control of developing countries. The major
sources of instability are fluctuations in demand from leading importing
countries who dominate the world market and whose economy is governed by the
play of market forces. Important factors are alsoc the policies of
transnational monopolies and their influence on world market prices. Due
attention must be paid to the responsibility of former colonial powers for
those deficiencies in the economies of developing countries which make them
especially vulnerable to world market 1instability and export earnings
shortfalls.

2. Supply and demand sides of instability. Ingtability in world
commodity trade is caused in general not so much by fluctuations in the volume
of supply as by alterations in demand. This is especially -evident in periods
of extreme export earnings instability, which coincide not so much with supply
scarcity as principally with cyclical reductions of demand during recessions
in importing countries. This underlines the importance of tackling the
problem first of all at the international market 1level from which the
instability is transmitted to developing countries. The real state of affairs
does not justify the idea that the "first-best" policies are those dealing
with supply instability at the country level.

3. Theoretical and practical aspects of compensatory financing. From
the theoretical point of view there are serious doubts about the stabilizing
abilities of compensatory financing. Even by definition, this method is to
compensate for certain consequences of instability but not to eliminate its
roots. These doubts are aggravated by the contradictory results of various
compensatory schemes. Besides, a distinction should be made between the
benefits (if any) of compensatory financing to the national economies of
developing countries and the benefits derived from the same source by
transnational corporations operating in the commodity sectors of developing
countries.
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4. Evaluation of existing stabilization programmes. The report tends to
overastimate the role of the compensatory schemes within EEC, IMF and the
World Bank and to underestimate that of international commodity sgreements.
With all their shortcomings, ICAs in general have proven to be the main
international price and market stabilizing instruments in the interests of
both exporting and importing countries.

5. The case for an additional facility. For the reasons stated above it
should be concluded that the very idea of creating an additional facility
dealing with instability from the supply side is highly controversial. All
the proposed options suffer from various drawbacks and it would be too early
at this stage to recommend any practical actions, however desirable. The
instability problem is so0 important and so complex that it deserves further
fundamental and realistic considaeration.
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ANNEX II

Texts of Conference resolutions 125 (V) and 157 (VI)

125 (V) Compensatory facility for commodity-related shortfalls
in export earnings

The United Nations Conference on Trade and Development

Requests the Secretary-Gensral of UNCTAD:

(a) In consultation with the International Monetary Fund, to prepare a
detailed study for the operation of a complementary facility for shortfalls in
earnings of each commodity, taking account of its financial requirements,
possible sources of financing, its financial feasibility, 1institutional
arrangements and the modalities and considerations that would provide adequate
compensation in real terms to developing countries, paying attention in
particular to the situation of the least developed countries. This facility
should be additional to the improvement of the Compensatory Financing Facility
of the International Monetary Fund, other facilities and to actions taken
under the Integrated Programme for Commodities to deal with the problem of
price stabilization in real terms;

(b) To complete this study at the earliest possible date with a view to
facilitating its consideration by the Committee on Commodities and the Trade
and Development Board after the completion of the negotiations on the common
fund.

171st plenary meeting
3 June 1979
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157 (VI) Compensatory financing of export earnings shortfalls

The United Nations Confersnce on Trade and Development,

Recalling its resolution 93 (IV) of 30 May 1976 on the Integrated
Programme for Commodities and particularly section I, paragraph 2, and section
III, paragraph 2 (f), thereof,

Recalling also its resolution 125 (V) of 3 June 1979 on a complementary
facility for commodity-related shortfalls in export earnings,

Reaffirming the objective of improving and sustaining the real income of
individual developing countries through increesed export earnings and of
protecting them from excessive fluctuations in export earnings, especially
from commodities,

Taking note of the measures to improve and enlarge compensatory financing
facilities for stabilization in responsa to the changing circumstances
affecting the export wearnings of developing <countries, notably the
Compensatory Financing Facility of the International Monetary Fund and STABEX
of the Lomé C avention, and taking note further of the forthcoming review by
the International Monetary Fund of the operation of its Compensatory Financing

Facility,

Taking note also of the relevant studies prepared by the UNCTAD
secretariatl/ and of the —consideration of these issues in other
international forums,

Taking note further of agreed conclusions 19 (S-1) of the Committee on
Commodities and of the report of the Committee on Commodities on its tenth

session,g/

Conscious of the particular and urgent needs of the 1least developed
countries, especially in the context of their heavy dependence on commodity
exports for their foreign exchange earnings,

1. Invites the International Monetary Fund to complete expeditiously the
forthcoming review by the Executive Beard of 1its Compensatory Financing
Facility, and to consider the establishment of special arrangements for the
benefit of the least developed countries;

2. Requests the Secretary-General of UNCTAD . to convene, after
consultation with interested Governments, an expert group on the compensatory
financing of export earnings shortfalls;

1/Reference is nmade, inter alia, to documents TD/B/C.1/234, TD/B/C.1/237
and TD/B/C.1/243,

2/official Records of the Trade and Development Board, Twenty-sixth
Session, Supplement No. 4 (TD/B/944 - TD/B/C.1/247).
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3. Instructs the expert group to consider, without prejudice to an
eventual decision on appropriate follow-up action that may be taken in
accordance with paragraph 6 below:

(a) The need for an additional complementary facility to compensate for
the export earnings shortfalls of developing countries, bearing in mind the
needs of those countries which are most dependent on commodity exports,
particularly the least developed among them;

{b) The nature of an additional complementary facility;
{c) Sources of finance for an additional complementary facility;

{(d) The operational rules and modalities of an additional complementary
facility;

{#) The relationship of an additional complementary facility to existing
facilities and intergovernmental organizations.
In conducting its analysis the expert group should examine, inter alia, the
nature and causes of export earnings instability, the role and impact of
existing facilities, the impact of export earnings stabilization on commodity
markets, the financial and economic costs of stabilizing export earnings, and
the possible stabilizing influence of commodity agreements and the Common Fund
for Commodities. It should, in so doing, take due account of relevant studies
and suggestions made by the UNCTAD secretariat, other competent
intergovernmental organizations, and interested Governments, as well as of
previous intergovernmental consideration of the issues involved, particularly
the discussions in the Committee on Commodities. The expert group may wish to
draw upon the expertise of the staff of the International Monetary Fund and of
other international bodies;

4. Invites Governments of member countries to transmit to the Secretary-
General of UNCTAD, prior to 31 December 1983, any suggestions and proposals
they may have concerning the above and related issues;

5. Instructs the expert group to complete its work not later than 30
September 1984;

6. Requests the Secretary-General of UNCTAD to transmit the report of
the expert group to a special session of the Trade and Development Board not
later than 31 December 1984, and instructs the Board to decide upon requisite
follow-up action, including the convening of a possible negotiating conference
on an additional complementary facility.

200th plenary meeting
2 July 1983
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I.The Compensatory Pinancing Pacility of the IMF

A BReport Prepared by the Staff of the
International Monetary Fund

July 1984

This paper describes the main features of the compensatory financing
facility (CFF) and provides a brief ocutline of its evolution. The
paper contains three sections and two annexes. Section I describes the
main features of the CFF; Section II provides an overview of the evolution
of the CFF since its establishment in 1963; &nd Section III1 examines the
Fund's experience with the CFF, focusing primarily on drawings after the
first major liberalization in December 1975. The first annex contains
the guidelines on cooperation for use of the CFF; the second annex contains
statistical information on use of the CFF after the 1975 liberalization.

I. ~Main Features of Current CFF

The purpose of the compensatory financing facility is to provide
financial assistance to members experiencing balance of payments difficul-
ties resulting from export shortfalls or cereal import excesses that are
temporary in nature and due largely to factors beyond the member's control.
The facility is open to all Fund members, but it is used mz2inly by davelop~
ing member countries. Coverage of the facility was expanded in 1979 to '
include earnings from services (workers' remittances and tourism) and in
1981 to include cereal imports, as well as marchandise exports, but the
dominant use of the CFF has been in respect of shortfalls in merchandise
exports.

With regard to shortfalls in merchandise exports (or in aggregate
earnings from merchandise exports and services), the amount that a member
may draw from the Fund is limited by the amount of the calculated shortfall,
subject tc a quota limit and the requirements of need and cooperation (seez
below). The quota limit constrains a member's maximum outstanding compen-
satory financing (CF) drawings at 83 percent of the member's quota in the
Fund. The calculated shortfall is the amount by which export earnings in
the shortfall year are below their medium—term trend value, defined as the
five-year geometric average of export earnings centered on the shortfall
year (i.e., vormally the latest 12~month period for which actual export
data are available). Exports for the two post-shortfall years are pro-
jected by the Fund staff in conjunction with the authorities of the
member concerned.

Once & member chooses to base its request on earnings that include or
exclude receipts from workers' remittances and tourism, it is bound by
that cholce in any subsequent request for a period of five years. In
addition, a member may base its request on data that include cerezl
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imports, in which case it is bound by that option for a period oflthgee
years. For a member that has declded to include cereal imports, che

amount of the drawing, consisting of either an export or cereal component
or both, is the net amount of the export shortfall and the ceresl import
excess (either of which could be positive or negative), subject to quota
limits and the requirements of need and cooperation. The quota limits
constrain the maximum outstanding drawings at 83 percent of quota in respect
of each the export shortfalls and the cereal import excesses, and total
outstanding drawings at 105 percent of quota in respect of both components.
The cereal import excess is calculated as the cost of these imports in
commercial terms in the same 12-month period as the export shortfall year
less their arithmetic average for the five years centered on that year.
Cereal imports for the two post-excess years are projected by the Fund staff

in cordjunction with the authorities of the member concermed.

The early drawing procedure of the CFF allows a member to use estimated
data in the shortfall year for up to six months in the case of exports,
and for up to 12 months in the case of receipts from workers' remittances
and tourism or cereal imports. This provision makes it possible for some
rembers with long delays in compiling their trade statistics to use the
facility, and also improves the timeliness of assistance by providing
compensation earlier than would be the case if the calculations were based
on actual data. If, however, subsequent calculations based on actual data
for the shortfall (excess) year indicate that the member had been over-
corpensated, the member is expected to make a prompt repurchase of the amount
of overcoapensation.

The financing terms of the compensatory financing facility include a
rate of charge plus a one-time service charge of 0.5 percent; from May 1,
1984, the rate of charge on drawings has been 7 percent per year.
Repurchases are normally made in eight equal quarterly installments during
the three-to-five—year period after the drawing, subject to earlier repurchase
if the member's balance of payments and reserve position improve sufficiently.

Use of the CFF is subject to certain criteria: (1) there must be a
balance of payments need; (2) the export shortfall or cereal import excess
must be temporary and largely beyond the control of the member; and (3) the
Fund must be satisfied that the member will cooperate with the Fund in
efforts to find, where required, appropriate solutions for its balance of
payments difficulties. In respect of requests that have the effect of
raising outstanding CF drawings above 50 percent of quota (upper tranche),
the Fund must be satisfied that the member has been cooperating with the
Fund in efforts to find appropriate solutions for its balance of payments
difficulties. The guidelines on cooperation associated with requests for
drawings in the lower as well as in the upper tranches are contained in
Annex I of this paper. .

The guidelines on cooperation have remained essentially unchanged
throughout the years of the facility's operations. However, the distinction
between the cooperation requirements associated with drawings in the lower
and the upper CF tranches has become somewhat blurred with the emergence




TD/B/.../Add. 1
Section B.

in recent years of balance of payments difficulties for many countries

that are far more extensive than those that may be attributed: to’reversible
shortfalls in their export earnings. The application of the test of
cooperation depends on the circumstances of each case, in particular the
policies pursued by the member concerned in relation to the nature of the
balance of payments problem that it faces. If the balance of payments
problem is solely the result of a reversible shortfall in the member’'s
export earnings and 1if the member has been following appropriate policies,
there is no need for policy changes, whether the member's request is in

the lower or upper tranche of the CFF.

II. Evolution of the CFF

Since it was established in 1963, the CFF has been reviewed on a
nunber of occasions as the Fund gained experience in its implementation
and as the needs of members evolved. As a result of these reviews, several
changes were made involving the following aspects: (1) access; (ii) method
of estimating the medium-term trend of exports; (i1ii) coverage; (iv) reclas-
sification of noncompensatory drawings as compensatory; (v) early drawings;
and (vi) avoidance of double compensation. Most of these changes were
introduced during three major reviews of the CFF in 1966, 1975, and 1979;
the cereal decision was adopted in 1981.

With regard to access, when the CFF was established in 1563, the lirmit
on outstanding drawings was 25 percent of a member's quota. In 1966 the
limit was raised to 50 percent, with drawings of no more than 25 percent
of quota in any 12-month period. At the same time, a two-tranche systecx
was established regarding the requirement of cooperation, whereby a stricter
test became associated with requests that wculd raise outstanding drawings
above 25 percent of quota. In 1969, with the establishment of the buffer
stock financing facility, a joint limit of 75 percent of quota was intro-
duced on outstanding drawings under the CFF and the buffer stock financing
facility (BSFF). The limit on outstanding drawings under the CFF was
raised to 75 percent of quota in December 1975, with no more than SO per-
cent in any 12-month period; the threshold for the upper-tranche coopera-—
tion requirement was raised to 50 percent of quota, where it has remained
ever since. The joint limit of 75 percent of quota for aggregate drawings
under the CFF and the buffer stock financing facility was removed. In
1979, the limit on outstanding drawings was raised to 100 percent of quota
and the limitation on drawings in any l2-month period wzs removed. When
financing of cereal import excesses became possible in 1981, the 100 per-
cent of quota limit on outstanding drawings was also applied to cereal draw-
ings, with'a joint limit of 125 percent of quota on outstanding export and
cereal drawings. Finally, in 1984 on the occasion of major quota increases
for members, the separate limits on outstanding drawings related to export
shortfalls and to cereal import excesses were reduced to 83 percent of
quota with a joint limit of 105 percent of quota.
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Total potential supply of CF resources, therefore, has expanded greatly
since the mid-1960s. For example, for 120 developing countries, the poten-
tial supply of CF resources, calculated by multiplying their aggregate
quotas by quota limits on outstanding CF drawings for exports shortfalls,
increased from less than SDR 2 billion in the early 1960s to over SDR 20
billion at present; even with the reduction in quota limits in 1984, total
potential supply of CF resources increased slightly as a result of increases
in members' quotas.

The method of estimating the medium-term trend of exports has changed
several times during the life of the facility. Attempts were made under
the 1963 decision and under the 1975 review to establish formulas for pro-
jecting exports, neither of which worked satisfactorily. 1/ The judgmental
forecast method has been used in the vast majority of cases, and the most
redent attempt to establish a formula in 1975, although never used in
practice, was formally abandoned in the 1979 review. Upper and lower limits
were placed on export forecasts in the 1966 review, but were removed in the
1975 review. 2/ The arithmetic average of export earnings for the five
years centered on the shortfall year was used as the estimate of the medium-
term trend until the 1979 review, when it was decided to change to the
geometric average. 3/

. The option to include receipts from tourism and/or workers' remittances
in export calculations was introduced in the 1979 review, and the option to
include cereal import costs was introduced in 1981 for an initial period of
four years. In the 1966 review, provision was made for the reclassification
as CF drawings of previous noncompensatory drawings made no longer than
six months earlier, provided that ax export shortfall was found to exist
on the basis of the latest available data. The time limit for previous
noncompensatory drawings was extended from 6 to 18 months in the 1975
review, but no use has ever been mazde in practice of this reclassification
procedure. The early drawing procedure (discussed above) was introduced

1/ Under the 1963 decision, the medium-term trend of exports was estimated
by combining the results of a formula with those of a judgmental approach.
Under the formula the trend was estimated by applying weights of 0.25 to
exports in each of the two pre-shortfall years and 0.50 to exports in the
shortfall year. The judgmental approach involved combining actual export
data for three years and forecasts based on market appraisal and available
information for the two post-shortfall years. In the 1966 review, it was
decided to rely mostly on the qualitative method involving judgmental fore-
casts. In the 1975 review, an extrapolation formula for estimating the
medium-term trend of exports was introduced, but in practice the formula
produced unrealistic results and was abandoned in favor of the judgmental
method.

2/ An upper limit was established for the average of post-shortfall
eiEbrcs of 10 percent above the pre-shortfall average, and a lower limit was
set at the actual level in the shortfall year.

3/ The decision to change to a geometric average was taken because it
was shown that the nominal value of export earnings tends to increase
geometrically (i.e., at a constant rate) rather than atithmeCically (1.e.,

by a constant amunt).
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in the 1975 review. Procedures were adopted in the 1966 review for avolding
double compensation arising from previous drawings (both compensatory and
noncompensatory) from the Fund. In the 1979 review, the provision for
reclassification of noncompensatory drawings as CF drawings was abolished,

as well as the procedures for avoiding double compensation regarding previous
noncompensatory drawings, but the procedures for avoiding double compensation
in respect of previous CF drawings were maintained.

I11. Experience with CFF

- Total drawings under the CFF have expanded substantially since the
establishment of the facility in 1963. This expansion has occurred primarily
as a result of five general quota increases and three increases in the
quota limits on CF drawings, although liberalizations of other aspects of
the CFF have also contributed (e.g., expansion of commodity coverage,
elimination of annual limits on drawings, and elimination of limits on
projections). Annual drawings during the past eight years (1976-83) aver-
aged SDR 1.42 billion, which is roughly equal to the aggregate amount of
drawings of SDR 1.22 billion made during the entire 13 preceding years
(1963-75). 1In particular, total drawings rose after the 1975 liberaliza-
tion of the CFF.

The level of annual CFF drawings has followed a cyclicel path, reflect-
ing the influence of world economic activity on exports. Thus, total annual
drawings were particularly large after the 1975 recession (SDR 2.31 billion
in 1976) and after the most recent recession in 1981-82 (SDR 2.63 billion
in 1982 and SDR 2.84 billion in 1983). In response to the world econocic
recovery and the consequent Iincrease in comm=odity prices since early 1983,
only five CF drawings amounting to SDR 689 million have bzen made during
the first six months of 1984 (Table 1).

CF drawings accounted for 25 percent of the total credit extended by
the Fund since January 1976. The predominant use of the CFF has been by
the developing countries, which accounted for 81 percent of total CF
drawings 1/ (Table 2). Outstanding drawings as of end-May 1984, at
SDR 7.46 billion, represented about 23 percent of total outstanding Fund
credit; 87 percent of the total outstanding CF drawings was accounted for
by developing countries.

1/ Developing countries are defined in accordance with the UNCTAD classi-
fication; they include countries other than industrial countries, as defined
in International Financisl Statistics, and Botswana, Lesotho, South Africa,
Swaziland, Greece, Malta, Portugal, Yugoslavia, and Israel.




(In millions of SDRs)

Outatanding Drawinge

Dravings ' Repurchages (End of Period)
All Fund Developed Developing All Fund Developed Developing . All Fund Developed Developing
Members Countries 2/ Countries Members Countries 2/ Countries Members Countries 2/ Countries
963 Decision
1963 76 -~ 76 - - - 76 - 76
1964 - - - - - - 76 - 76
1965 11 - 11 -— - - 87 - 87
966 Decisio ' _ :
1966 : 24 - 24 16 - 16 96 -_— 96
1967 198 a3 165 18 - 18 261 kk) 228
1968 69 4 65 78 29 49 251 8 243
1969 13 - 13 37 - 37 227 8 219
1970 3 - ' 3 97 8 89 132 - 132
1971 70 - 70 70 - 70 132 - 132
1972 299 - -— 299 51 - 51 380 - 380
1973 113 - ’ 113 34 - 34 460 - 460
1974 107 - 107 32 - 32 535 - 535
1975 239 51 188 51 - 51 722 51 671
975 Decision ' .
1976 2,308 787 1,521 317 - 317 2,713 837 1,876
1977 241 29 212 187 - 187 2,756 866 1,890
1978 578 171 407 387 86 301 2,921 952 1,969
1979 3/ 279 139 140 353 K31 322 2,847 1,059 1,788
979 Decision
1979 4/ 293 - 293 290 189 101 2,850 870 1,980
190 980 139 841 1,039 381 ) 658 2,791 627 2,164
1981 1,243 —— 1,243 762 229 533 3,272 399 2,873
1982 2,628 658 1,970 502 129 - 373 5,398 927 . 4,471
1983 2,839 267 2,572 708 148 560 7,529 1,046 6,483
1984 5/ : 322 - 322 389 - k1:3] 7,462 " 1,046 6,416

1/ 1Includes drawings under the cereal facility.

2/ According to current UNCTAD classification. Includes industrial countries as defined in the IFS, plus Botswana,
ssotho, South Africa, Swaziland, Greece, Malta, Portugal, Yugoslavia, and lsrael. —

3/ January-July 1979,

4/ August-December 1979. ‘

5/ J?Tu%5y~Mny 1984, The amount of drawings for June 1984 was SDR 368 million; amount of repurchases in June 18 not
T ava a Co
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Table 2. Aggregate CF Drawings in Relation to Other Uses
of Fund Credit (January 1976~June 1984)

Amount Shares
. By Types of Use By Country Groups
Developed Developing Developed Developing Developed Developing
Total Countries Countries Total Countries Countries Total Countries Countries

(In billions of SDRg) = = = = = = = « - — = (In_percent) = = = = = = = = - -
Total use of
Fund credit 46.22 9.54 36.68 100 100 100 100 31 12
CFF 11.71 2.18 9.53 25 23 26 100 19 81
Other .
facilities lj 34,51 7.36 27.15 75 17 74 100 21 79
Source: Annex I1 Table 1.

1/ Includes credit tranches and extended Fund facility, oil facility, and buffer stock financing

facility.

°d UoT323g
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The 88 CF drawings of SDR 3.41 billion made under the 1976 decision
were about 50 percent of the calculated shortfalls, while the 113 purchases
of SDR 8.43 billion made under the 1979 decision were about 62 percent of
the calculated shortfalls. The ratio of drawings to shortfalls increased
in recent years, from 49 percent in 1981 to 63 percent in 1982 and 76 per-
cent in 1983 (Table 3). According to this measure, therefore, the capacity
of the CFF to mitigate the adverse effects of export fluctuations is shown
.to have increased during a period of greatly increased instability in the
commodity markets. .
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Table 3. Aggregate CF Drawings as Percent of
Aggregate Shortfalls (January 1976-June 1984)

Number Drawings as
of Percent of
Drawings Drawings Shortfalls Shortfalls
(1) (2) (3) (2)/(3)x100
(In billions of SDRs) (In percent)
1975 Decision 88 3.41 6.86 50
1979 Decision 112 8.43 13.58 62
Of which:
1981 29 1.18 2.41 49
1982 28 2.52 4.03 63
1983 ‘24 2.84 3.75 . 76

Source: Annex II Table 2.
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Lower tranche

The criterion—--namely, that the Fund is setisfied that the
member will cooperate with the Fund in an effort to find, where
required, appropriate solutions for its balance of payments
difficulties~~implies & willingness to receive Fund missions and to
discuss, in good faith, the appropriateness of the member's policies
and vhether changes in the mexber's policies are necessary to deal
with its balance of payments difficulties. Where the Fund considers
that the existing policies of the member in dealing with its
balance of payments difficulties are seriously deficient or where the
country's record of cooperation in the recent past has been unsatis-—
factory, the Fund will expect the member to take action that gives,
prior to submission of the request for the purchase, a reasonable
assurance that policies corrective of the member's balance of
payments problem will be adopted.

Upper tranche

The additional criterion of the upper tranche—namely, that
the Fund 1s satisfied that a member has been cooperating with the
Fund in an effort to find, where required, appropriate sclutions
for its balance of payments difficulties-—means that in the light
of the action taken by the member and the balance of payments
policies being pursued the Fund is satisfied with the member's
record of cooperation. The existence of -a satisfactory balance
of payments position (apart from the effects of the shortfall) or
the existence of and broadly satisfactory performance under an
arrangement with the Fund, or the adoption of such an arrangement
at the time the request for a CFF purchase is made, will be con-
sidered to provide evidence of cooperation. However, the existence
or the adoption of an arrangement is not a prerequisite. 1If a
pember's current and prospective policies were such as would, in
the Fund's view, meet the criteria of the use of resources in the
credit tranches, the member would be deered to have been satis-
factorily cooperating with the Fund, even though such use was not
contemplated at the time of the CFF request.




Table 1. CF Drawings in Relation to Other Uses of Fund Credit 1/

(In billions of SDRs)

All Fund Members Developed 2/ Developing

Total 1976-79 1979-84 Total 1976-79 1979-84 Total 1976-79 1979-84

Total use of credit 46.23 11.46 34.77 9.54 6.23 - 3.31 36.68 5.22 31.46
CFF 2/ 11.71 3.41 8.30 2.18 1.12 1.06 9.53 2.29 7.24
Buffer stock financing

facility 0.53 0.05 0.48 0.06 - 0.06 0.47 0.05 0.42
Tranche facilities 31.86 5.87 25.99 5.75 3.56 2.19 26.11 2.31 23.80
Credit tranches (19.74) (5.24) (14.50) (5.75) (3.56) (2.19) (13.99) (1.68) (12.31)
Extended Fund
-facility (12.12) (0.63) (11.49) (--) (-=) (—) (—) (0.63) (11.49)

1/ The period 1976-79 refers to the period from January 1976 through July 1979 (the period of the

1975 CF decision); the period 1979-84 refers to the period from August 1979 through May 1984 (the period

of the 1979 CF dectsion).

2/ Based on the UNCTAD definition; includes industrial countries, as defined in the IPS, plus Botswama,

Lesotho, South Africa, Swaziland, Greece, Malta, Portugal, Yugoslavia, Israel.
3/ Includes drawings under the cereal facility.
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Table 2.

Drawlngs Under the Compensatory
Financing Facility (January 1976-Junc 1984)
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Drawing
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CENTRAL AFRICAN REF,

FHILIPFINES
STERRA LEQNE
TICELAND

TVORY COAST
TAIRE

URUGUAY
ARGENTINA
TURKEY

NEU ZEALAND
TANTANIA
NAURITANTA
UGANDA

NARBCCE
ROMANTA

PERV

CYPRUS

YEHEN, P.D. REP,
SHDAN

LA® P, D, REF,
TAHBIA

K@REA

CHILE

EGYPT

FAFUA NEU GUINEA
PAKISTAN
CAMEROON
PORTUGAL
AUSTRALTA
JANATCA
NANINICAN RFPURLIC
STERRA LEGHNF

9/75
12/73
12/7%
12773
10/73%
12/735
12773
12/73
12773
11775
10775
12/7%
10/75
§/76
12/75
3776
10/79%
12/74
12773
12/73
127735
11/75
12/25
12/75
12775
12/73
12/75
12/75
2/74
6774
12/74
27174

27 374
47 5776
3724778
3/16/76
37227176

3726176

3731774
3730774
47 2176
4/28/74
47 7174
47 2/74
4/ 9774
4/ 8/74
4728776
S/ 4776
5/ 3774
5710778
5719776
8/ 9776
87 3774
&7 3174
&7 9774
87148774
6716774
77 9/74
7/ 6774
77 1774
7/ 8776
9/23/174
RI28174
9/23/7¢

Outstanding

Short- After

fall Drawing

Quota. i/ 2/ Drawing~' as Percent

(In millions of SDRs) of Quota
13.0 5.1 3. 39.2
155.0 234.0 77.5 48.8
25.0 . 7.0 7.0 28.0
23.0 Co-- 11.9% 50.0
52.0 -- 26.0 50.0
113.0 -- 56.3 75.0
4%.0 23.9 25,9 58.3
440.0 -- 110.0 64.3
151.0 -- 32.8 50.0
202.0 - 30.5 50.0
42.0 26.3 21.0 30.0
13.0 -- 8.5 50.0
40.0 -- 20.0 30.0
113.0 115.0 58.9 50.0
190.0 -- - 93.0 50.0
123.0 J16.0 81.5 50,0
26.0 15.4 1.0 50.0
29.0 2.5 2.5 8.4
72.0 . 28.7 26.7 2.1
13.0 4.8 3.3 30.0
76.0 283.0 19.0 50.0
fG.0 1115.0 40.0 350.0
158.0 235.8 79.0 75.0
188.0 121.0 94.0 75.0
20.0 1.0 10.0 30.0
235.0 90.5 90.3 38.9%
35.0 3,2 17.5 50.0
117.0 132.8 38.5 50.0
445.0 376.5 332.5 50.0
531.0 33.8 13.3 90.0
43.0 44.0 21.3 3n.0
?5.0 8.7 3.9 50.0
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Outstanding
End of Short- After
Short- fall Drawing
fall Date of Quota 1/ 2/ Drawing='as Percent

____________________________________ ;:,-..j.e.ﬁf--.--gfi‘fii‘g;;- ___(In millions of SDRs) of Quota o
J1  KENYA 12/75 7726174 48.0 28.4 24,0 50.0
KL T8Go ] /76 8/ 2/7¢4 15.0 41.2 7.3 50.0
15 THATLAND 3774 8/ 5/7¢4 134.0 131.0 7.0 0.0
J6  CHAD 12/73 8/ 2/74 13.0 12.1 8.3 30.0
17 RANGLADESH 31774 8/ 3/764 125.0 40.0 9.1 75.0
AL} 1SRAEL 12/73 8/ 9/76 130.0 78.2 3.0 30.0
39  MALAYSIA 2/74 8/ 3/76 1846.0 2684.8 ?3.0 30.0
40 VESTERN SANGA 3726 117 /74 2.0 2,2 0.3 50.0
LR GREECE 2176 9/13/76 138.0 8.0 8.0 42.0
42 NEXICS . /76 117 1776 370.0 284.0 183.0 30.0
A3 JANAICA 9/74 11/10/7¢4 33.0 40.0 13.3 75.0
44 SBUTH AFRICA 8/7% 11716776 J20.0 230.0 140.0 50.0
A5 SR1 LANKA . §/76 11715774 98.0 15.8 15.8 411
16 NEW ZEALAND 5774 127 2778 202.0 84.8 50.5 75.0
4? GUYAHNA 4 127724 12/16/74 20.0 18.4 10.0 30.0
48 PANANA . . 7/74 12727776 34,0 19.4 18.0 50.0
9 RARBADNGS $ 12774 1/ 3777 13.0 3.5 3.3 26.9
50 CONGD ¥ 12774 2/ 4172 13.0 7.0 6.5 50.0
N VIET NAM 4774 17172777 2.0 43.8 J1.0 50.0
52 VUESTERN SAMPA 11726 2/ 3777 2.0 0.8 0.9 69.0
33 GAMBIA, THE 9776 3730777 7.0 6.0 3.9 50.0
34 TAMRIA _ 127768 47221727 76.0 43.0 19.0 75.0
35 FARTSTAN 12/74 4/25777 215.0 J4.2 27.0 50.0
56 TATRE 12/76 37 3177 113.0 99.8 20.3 73.0
57 HAURITIUS : 3/77 72/18/77 22.0 14.9 11.0 50.0
98 FlJl - 12/76 7/28/77 13.0 11,2 6.3 50.0
39 FARTUGAL . 3/77 2/297177 117.0 149.3 29.3 75.0
4n TUNTISTA 371727 871721727 - 48,0 3g.4 24.0 sn.0
81 ROHANTA L] 8777 9/14/77 190.0 43.3 47.5 73.0
82 BARRADGS * 127727 10712777 - 13.0 4.1 3.0 50.0
43 SFAIN 7777 2/ 8/78 '395.0 98.8 96.8 23.0
54 TANRIA * 3/78 S/ 2/78 141,0 107.6 49.8 73.0
45 THRKEY 1/78 4/27/78 200.0 143.0 74,3 74.3
(Y] NBRBCCY 12/77 8/164/78 - 15D0.0 ?3.0 56,0 73.0
47 THATLAND ' ] 9/78 7/ 3/78 181.0 80.0 -68.8 - 75.0
48 RALIVIA * 9/78 7/ 4/78 45.0 19.4 15.0 33.3
49 JARATCA ¢ 4/78 67307728 74.0 26,1 15.0 75.0

70 NFT AL 4/78 7122178 19.0 12.5 9.9 30.0
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Outstanding

End of Short- After
Short- fall Drawving
fall Date of Quota 1/ 2/ Drawing— as Percent
Year Drawjng (In milltons of SDR.‘;) _____ 0 £ (_)ugta__!_.’"“___._.____’_ _________
71 GUYANA 12/77  7/3178 25.0 36.8 8.8 75.0
72 ISRAEL §/78  9/13/78  203.0 72.4 72.4 82.0
73 PERU ¢ 8/78  9/20/78 14,0 108.0 61.9 75.0
74 SUDAN s 12/78 9720778 88.0 81.1 21.3 75.0
7S SENEGAL 8 12/78 11/ 2778 42.0 90.8 21.0 50.0
76 GAMRIA, THE ¢ 9/78  11/27/78 9.0 6.0 4.5 89.4
77 UESTERN SANBA ¢ 12/78 11724778 3.0 1.0 1.0 65.4
78 CYPRUS 9/78 1712779 34.0 9.9 9.9 56.7
79  DOMINICAN REFUBLIC s 12/78 1725779 55.0 49.8 6.0 50.0
80  ROMANIA 12/78  AZ11/79  245.0 151.3 1.3 75.0
B1  SOLOMON ISLANDS : 12/78  AN12/79 2.1 - 2.9 1.1 50.0
82  GUINEA-BISSAU 12/78 4724779 3.9 1.1 1.1 28,2
83 TANZANIA s 12/78 S/ 2/79 55.0 0.4 20,3 75.0
84 NICARAGUA /29 5N172/79 34.0 241 17.0 50.0
8%  FHILIPPINES 12778 8714079 34,2 a,2 57.9 '
86  YUGBSLAVIA 12/78  5/31/79 239.5 138.5 50.0 L
87 ETHIBPIA 12/78 8/ 2779 27.3 18.0 50.0 ,
88 NALAUI 2/?9 8/ 8179 15.5 9.5 50.0
89  KENYA 1779 Br23779 99.8 49.0 100.0
N UGANDA 3179 8729479 59.3 5,0 50.0
91 NICARAGUA ' 9/79 8729779 ~24.4 .- 50.0
92 JAHAICA ¢ 10/79  9/24/79 3.8 31.8 100.0
$3  DOMINICAN REPUBLIC s 12/79  9/20/79 -85.3 -- 50.0
94 BURUNDI 6779 117 2179 9.5 9.5 41,3
95  CBSTA RICA &/79  10/31/79 1.9 20.5 50.0
94 HALAUT S/79 117 S/79 1.3 9.5 100.0
97 SUDAWM ¢ 12/79 11713779 62.2 34.0 100.0
98 LIBERTA 8779 12/20/79 20.5 20.5 55.4
99 HAURITANIA 8/79 1/ 2/80 22.3 10.3 100.0
100 DEMINICA ' » 12/79 12727779 1.0 1.0 50.0 ”
101 ETHIOFIA 8179 12/27179 35.6 18.0 100.0 &3 Z
102 UGANDA 9/79 1/ 9/80 64,2 25.0 100.0 2 |
103 GUYANA s 12779 1/172/80 17.8 6,3 100.0 S.
104 YUGOSLAVIA . 12/79 2/ 4/80 156.2 138.9 100.0 wa 1M
105 TURKEY . ¢ 12779 2/24/80 181.8 71.6 100.0 -
106  PHILIPPINES 8/79 3/ 3/80 93.3 93.3 83.4 &
107 MALI 12/79  3/31/80 5.1 5.1 18.9 =
10n RONANTA t2/79 5721700 139.4 121.3 100.0
109  MANAGASCAR 12/29 27 2/80 29.2 29.2 85.9
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112
13
114
115
114
112
118
119
120
121
122
123
124
123
124
122
128
129
130
mm
132
133
134
135
138
137

138 -

139
140
14
142
143
144
145
144
147
12R

KOREA
EQUATORTAL GUINEA
INDTA

NEPAL

TANZANTA

SUDAN

CHAD

CENTRAL AFRICAN REP,
DOMINICA

GRENADA

ST, VINCENT

1. LUCIA
EDUATORTAL GUTNEA
MAURTTIUS

VESTERN SANDA
SUDAN

JANATCA

ETHIBPIA

TANTANTA

UGANNA

CANBIA, THE

SR1 LANKA

REMANTA

COSTA RICA
THATLAND

El. SALVADER
SENEGAL
GUINEA-BISSAU
1VBRY COAST
NALAUT

NALAYSTA

7AHDTA

PAFUA NEU GUINEA
GUIATENALA

HATTI

HONDURAS

KORFA

BANGLADESH

F11

$

L R R R K JER R IR

® a6 0 0 4 e

End of
Short-
fall
Year

6/80
5/60
3/8d
7/80
3/80
12/80
12/80
12/80
12/80
12/80
12/80
3/81
10/80
5/81
/81,
12/80
12/80
/81
/o
4/81
6/81
12/80
12/80
3/81
3/01
3/81
&/81
3/81
12/81
4/81
§/81
6/81
&/81
/81
9/81
§/81
/81
1/02
J/R?

Date of
Drawing

2/21/80
7/ 3/80
8/12/80
9/22/80
$/18/80
11/18/80
1712781
1719781
2/11/81
A/ /81
3/25/81
A/ 1781
4/13/81
4/15/81
4/ 9/81
4/13/81
4/16/81
5/13/81
6/ 4/81
&/ 4781
&/ 8/81
8/17/81
6/22/81
6/19/81
7/15/81
7/30/81
9/16/81
9/21/81
9/21/81
9/21/81
9/21/81
10/15/81
11/10/81
11/10/81
12/28/81
1/13/82
1/27/07
2/17/82
2/ 0792

Outstanding

Short- After
fall Droawing
Quota 17 2/ Drawing= as Percent
(In millions of SDRs) . of Quota

160.0 203.0 160.0 100.0
10.0 5.8 5.8 38.0
1145.0 244.0 284.0 23.2
19.0 14.1 10.9 100.0
55.0 34,9 15.0 92.8
88.0 33.4 21.8 100.0
24,0 13.0 7.1 50.0
24.0 8.8 B.8 42.3
2.9 1.1 2.0 100.0
4.5 1.4 1.4 AN |
2.4 1.4 1.3 50.0
5.4 1.2 1.2 22,2
15.0 4,7 4.7 74.0
40.5 43.2 A0.9% 100.0
4.5 3.2 2.0 82.4
132.0 31.4 31.4 87.2
111.0 20.8 20,8 05.4
54.0 31.4 18.0 100.0
82.5 -24.0 -- 42.7
75.0 123.2 43.0 100.0
13.5 10.8 %.0 -100.0
178.3 25.3 25.3 - 146.4
367.95 428.4 149.3 100.0
1.5 30.1 30.1 1.9
2721.5 309.3 184.0 100.0
64.3 35 J32.3 50.0
63.0 56.48 42.0 100.0
3.9 2.0 1.9 50.0
114.0 191.% 114.0 100.0
208.3% 1.3 1.3 72.0
379.3 3%97.0 189,89 50.0
211.5 236,7 59.3 30.0
45.0 69.2 45.0 100.0
76.5 93.0 726.3 100.0
34.5 172.0 17.0 49.3
31.0 23.3 23.3 43.7
205.9 104.2 104,72 1n4.0
228,0 34.9 34.9 14,2
27.0 15.7 11.5 50.0
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Outstanding

End of Short- After
Short- fall 2/ Drawing
fall Date of Quota 1.2/ Drawing='as Percent
Year DTﬂWiN’! (19 1“_1_1_1_1_0_22_?‘E__SP_EE.)...,_.J_,.O-5-9995-8--—.-:-9_-3_3_—_-—:_'!?.‘_ """" gl hd }

149 1AIRE & 12/81 3722782 ??3,(‘) 302.4 i06.7 36.0
150 HOROCCH . 3/82 4729782 225.0 298.3 234.4 123.8
1351 DOMINICAN REFURLIC ¢ 8/82 5/11/82 82.9% 104,1 3.0 50.0
152 PERU 12781 §711/82 244.0 3ot.? 199,90 100.0
1353 KENYA ] 12/81 §/14/82 103.95 §1.9 0.4 125.1
1354 LIBERIA 12/81 6/23/82 33.5 19.3 7.0 49.4
153 HADAGASCAR 12/81 7/14/82 1.0 30.9 21.8 100.0
154 EL SALVADGR 3/82 7/21/82 84,5 134.3 32.3 100.0
157 FAKISTAN §/82 8/ 5/82 427.3 V80.2 i60.2 2.2
138  URUGUAY % 9/82 8/12/82 126.0 " AR A8, 3135.0
15% JANATICA 3/82 8/30/82 11,0 19.4 19.4 71.9
140 SRI LANKA % 7/82 8/30/82 i78.3 i3.0 13.0 21.3
181 BANGLADESH % - 9/82 8/30/82 228.0 31.9 22.4 24.0 '
142 LIBERIA /82 10/ 4/82 33.5 27.7 22.7 99.4 =
143 RARRADSS ¢ 5782 10/ /82 25.5 11.7 11.? 45,9 o
1464 SOLONBN ISLANDS §/82 10/28/82 3.2 1.8 1.4 350.0 '
165 GUYANA §/82 11/10/82 37.5 13.7 5.9 49.8
146 HBNDURAS §/82 11/10/82 51.0 23.1 23.1 91.0 -
187 HUNGARY 4/82 12713782 37%.0 ?22.0 72.0 19.2
1748 SBUTH AFRICA 4/82 11/ 8/82 4314.0 1099.3 434.0 100.0
169 ICELAND 9/82 12/17/82 43.5 27.0 21.5 49.4
170 TAHBIA 8/82 12/16/82 211,95 4.4 34.0 50.0
mmnm BRAZIL ] 12/82 12/14/8? 997.5 930.0 498.8 50.0
172 RURNA 9782 12/723/82 109.9 25.6 23.46 23.4
123 CHILE °/02 1/11/83 123.3% 295.0 29%.0 °0.¢4
174 RALIVIA ] 12/82 1/13/83 87.3 37.7 17.9 32.1
175 DEMINICAN REPUBLIC - 9/82 1/726/83 82.3% 89.1 42.8 100.0 %‘é-
178 ARGENTINA % 9/82 1/27/83 802.5 440.46 520.1 4.8 °S
177 STIERRA LEANE /82 2/17/83 44.5 20.7 20.7 44,5 B
178 HALAUT 9/82 3/ 3/83 28.5 12.2 12.2 $7.8 S
179 PHILIPPINES 9/82 37 2/83 J13.0 259.0 188.9% 100,0 W
180 SUDAN 6/82  3/14/83 132.0 3.1 39.1 100.0 &
181 BRAZIL 12/82 1/ 3/83 997.% 4446.3 444.3 94.7 s
182 ZTHKBARUE ¢ 12/82 3/28/83 150.0 48.4 56.1 37.4
18} ZANDIA 12782 5725783 211.5 §7.2 $7.2 $3.0
184 SUAZTLAND % 12782 6727181 18.0 26.1 9.0 30.0
185 FANARA t?2/n2 &2729/03 4?.3 5R.9 50,9 87.3
184 UESTERN SANOA . 12707 677%/861% 4.5 1.1 1.1 80.4
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Outstanding
End of ) Short- After
Short~ : fall Drawing
fall Date of Quota 1/ 2/ Drgwing=" as Percent
e e eemeeeneoesaatear  Drawing _____ (In millions of SDRs) __ of Quota ... _____._.._
i88 RIGER 12/82 7/ 7/83 24.0 47,2 12.0 50.0
189 THDENESTA & 3/83 8/ 3/83 720.0 721.0 340.0 50.0
190 GHANA 12782 8/ 8/83 159.0 120.9% 120.3 75,8
191 BURHA 3/83 8/31/83 109.9 J8.4 29.2 50.0
- 192 COSTA RICA & 2/83 9/12/83 1.3 36.3 18.46 " 100.0
193  MNIGER & 12/83 10/711/83 24.0 40.9% 12.0 100.0
194 PERTUGAL ¢ 3783 10/13/83 2%8.0 . 354.0 258.0 100.0
195  ECUADOR 7/83 11/729/83 103.0 83.4 85.4 8.3
196  IAIRE : 3/83 12/30/83 228.0 114.5 114,93 97 1
197 PERY - 12783 3/ 1/8% 130.9 141.9 74,7 83.0
198 BRATIL 12783 5/14/84 1441.0 853.0 287.9 83.0
19¢ KBREA 12/83 §/13/84 442.8 337.1 279.7 82.0
200 JARMAICA 12783 §/28/84 149.5 100.95 72.6 83.0
201 NADAGASCAR 12/03 §/29/84 4.4 14.4 14.4 82.0
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1/ NEY @F B@U!LE COHPENSATIEN AND STBCK ADJUSTRENT,
2/ IN CASES BF EARLY DRAUING FER UHICH ACTUAL DAYA FBR THE SHERTFALL YEAR ARE AUhILABLE THE SHERTFALLS ARE THE ADJUSTES

FIGURES}IF EARLY REPURCHASES 8F BUERCOMPENSATION HAVE TAKEW PLACE,THE DRAMINGS ARE FXBURES AFTER THE EARLY REPURCHASES
(!NDICATED BY SINGLE ASTERISK).

‘g uoT3oag
Io;w/cco/q/am

’
fo
~

]







