94th Con,
it m“:‘} COMMITTEE PRINT

International Commodity
Agreements

A Report of the U.S. International Trade Commission
to the
Subcommittee on International Trade
of the

COMMITTEE ON FINANCE
UNITED STATES SENATE

. | .
RusseLr B. Long, Chairman

W

NOVEMBER 1975

Printed for the use of the Committee on Finance

U.8. GOVERNMENT PRINTING OFFICE
60-60 O WASHINGTON : 1975

Feor sale by the Superintendent of Documents, U.8. Government Printing Office
ud Washirgton, D.C. 20403 - Price §2.720

LA M | 53¢2-2




COMMITTEE ON FINANCE
RUSSELL B. LONG, Loulsiana, Chasirmss

HERMAN E. TALMADGE, Georgia
VANCE HARTKE, Indlana
ABRAHAMN RIBICOFF, Coanecticut
HARRY F. BYRD, Jx., Virginia
GAYLORD NELSON, Wisconsin
WALTER F. MONDALE, Minnesota
MIKE GRAVEL, Alasks

LLOYD BENTSEN, Texas
WILLIAM D. HATHAWAY, Maine
FLOYD K. HASKELL, Colorade

CARL T. CURTIS, Nebraska
PAUL J. FANNIN, Arizona
CLIFFORD P. HANSEN, Wyom ng
ROBERT DOLE, Kansas

BOB PACKWOOD, Oregon
WILLIAM V. ROTH. J&.. Delawrre
BILL BROCK, Tennessee

MicHaAxL STERX, 8taf Directer
DoxaLp V. MoossuEap, Chief Minority Counsel

SUBCOMMITTEE ON INTERNATIONAL TRADE
ABRAHAM RIBICOFF, Connecticut, Chsirman

HERMAN E. TALMADGE, Georgia
VANCE HARTKE, Indiana
GAYLORD NELSON. Wisconsia
WALTER F. MONDALE, Minoesota
FLUYD K. HASKELL, Colorade

PAUL J. FANNIN, Arizona
CLIFFORD P. HANSEN, Wyoming
BOB PACKWOOD, Oregoa
WILLIAM V. ROTH, J&., Delaware

RoBEXRT A. Best, Chief Economist

UNITED STATES INTERNATIONAL TRADE COMMISSION

COMMISSIONERS

WILL E. LEONARD, Chairman

DANIEL MINCHEW, Vice Chalrman

GEORGE M. MOORE

CATHERINE BEDELL
JOSEPH O. PARKER
ITALO H. ABLONDI

Kexxeru R, Masox, Secrgtary to the Commission



T

CONTENTS

Page
Introduction 1
International Commodity Agreements 3
Tin 8
Coffee 11
Cocoa 13
Wheat 15
Sugar 18
Presidential authority to enter into international commodity
agreements 21
Appendixes 25

A.
B.

C.

D.

Background report on international commodity agreements__ 33

Havana Charter--Chapter VI, Intergovernmental Commodity
Agreements 165

References for international commodity agreements report_l173

Briefs and statements submitted in connection with the
investigation 185




INTRODUCT ION

On June 17, 1975, the Subcommittee on International Trade of the
Senate Committee on Finance asked the United States Intermational
Trade Commission to undertake a study of the experience of the United
States with international cosmodity agreements to assist the subcom-
mittee in its oversight function and with a view to the possibility
of future legislation.

Following receipt of the subcommittee's request, the United States
International Trade Commission instituted an investigation on June 24,
1975. Public notice of the institution of the investigation was
issued on June 26, 1975, Notice of a public hearing in Washington,
D.C., was issued on July 29, 1975. 1/ The hearing, at which all
interested parties were afforded an opportunity to be present, to
produce evidence, and to be heard, was held on August 11, 1975.

The Commission obtained information during this investigation at
the public hearing; from written briefs submitted by interested
parties; from interviews by members of the Commission's staff with
associations, importers, and consumers; and from Federal agencies.

The report itself is in the form of a summary of conceptual prob-
lems in negotiating and eperating international commodity agreements,

a summary of actual experience with agreements on five commodities

1/ Notices of the investigation and public hearing were posted at
the Commission's offices in Washington, D.C., and New York City, and
were published in the Federal Register (40 F.R. 27737, July 1, 1975,
and 40 F.R. 31995, July 30, 1975, respectively).

(1)



(tin, coffee, cocoa, wheat, and sugar), and a stateaent on the legal
basis for U.S. participation in such agreements. There are five ap-
pendixes to the report. Appendix A is a comprehensive background
report dealing with the subject matter in this summary report; appen-
dix B reproduces that part of the International Trade Organization
Charter (Havans Charter) dealing with international commodity agree-
ments; appendix C is a bibliography; and appendix D provides a list of
persons and organizations presenting testimony or briefs slong with a
summary statement of their positions. Appendixes A through D are
boun’ in one volume, and appendix E, which reproduces original copies
of the five commodity agreements, is separately bound.*

® Appendix E is net reproduced in this decument.
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INTERNATIONAL COMMORITY AGREEMENTS

International commodity agreements take various forms, but in
general they are agreements between governments of both producing and
consuming countries that attempt to raise and stabilize the prices of
co-oditi;as.

In the pursuit of these objectives, such arrangements impose
restrictions on the free movement of commodities in international
trade. They often result in economic waste and the misallocation of
scarce productive resources, and historical experience has demon-
strated their frequent failure to achieve their objectives. Many of
the problems that gave rise to agreemsents in the past remain; however,
new agreements are being discussed in the hope that increased coopera-
tion between producer and consumer countries will result in ultimate
success. Although producer and consumer :nterests can and often do
diverge, ''success," broadly defined, implies the stabilization of
prices, the maximization of producers' earnings, and the delivery of
steady, adequate supplies to consumers.

International commodity agreements aim to control supplies and
prices and usuaily attempt to support price levels above those that
would prevail in the absence of an agreement. These objectives result
from general dissatisfaction with the relatively severe instability of
commodity prices (demonstrated dramatically in the 1970's) and from a
specific attempt by developing countries to force or negotiate a

transfer of income from consuming countries to developing producer

countries.



International commodity agreements employ the economic mechanisms
of stocks, long-term multilateral contracts, and quotas. Stocks and
multilateral contracts ace designed principally to achieve price
stability. Quotas are used mainly as a device for holding up price
levels. Supply shortages and strong upward pressures on price have
generally exceeded the capacity of all three types of control mecha-
nisms to maintain prices within negotiated ranges and ultimately have
resulted in either the abando.nlent of particular mechanisas or the
breakdown of the agreements.

Buffer stock arrangements attempt to stabilize the price of a
commodity between maximum and minimum levels. Price is artificially
controlled as the managers of the buffer stocks buy up the commodity
when the price falls and sell when the price rises. This approach
has the disadvantage of requiring considerable capital to acquire and
maintain the stock. If sufficient commodity stocks and financing to
support them are not available, a buffer stock will exhaust itself
without successfully controlling the price of the commodity . Histori-
cally, buffer stocks have failed to maintain price ceilings, but they
have had somewhat more success in preserving floor prices.

Quotas, if sufficiently flexible, can be directed toward maintain-
ing price stability. Export quotas are most commonly used; quotas on
national stocks have also been employed. Any system of quotas promotes

resource misallocation, because quota shares often reward inefficient
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producers and penalize efficient ones. Sufficiently flexible quotas

: would tend to reduce this problem, but efficient reallocation of quotas

among producers has proved extremely difficult. The quota approach
creates great pressure on producers to circumvent their quo:as, and it
invites producers outside an agreement to expand production. There-
fore, consuming countries are often called upon to police the quotas.
Export quotas have been used to protect buffer stock arrangements. If
the price falls to the lower limit, quotas are imposed to prevent large
purchases for the buffer stock. This relieves problems of financing
large stocks, but it also means that the buffer stock seldom acquires
supplies adequate to defend price ceilings at some later time.

A system of multilateral contracts is based on a negotiated price
range. Consumer countries agree to purchase particular quantities at
no less than the minimum price, while producer countries guarantee to
supply stipulated quantities at no more than the maximum price. The
market mechanism then functions 'betueen these price levels. The wider
the price range, the closer the system approaches a free market, while
the more restricted the range, the closer the system approaches export
and import quotas with guaranteed prices.

A principal flaw in the multilateral contract, aside from problems
of enforcement, arises from the difficulty of anticipating the correct
price range. If the range is lower or higher than “normal,” a trans-
fer of income from one party to the other will result. Either con-

sumers pay too much or producers receive too little. This difficulty



in forecasting the required conditions is a probles for the other
schemes as well. If the price range for s buffer stock is too high,
the stock will be quickly depleted. Under a quota system, if the
target quantity of the commodity that will be demanded at the target
price is too low, the price will be forced above the target level.

The largely technical problem of forecasting the normal or equi-
librium prices or quantities is compounded by an inherent conflict
between producers and consumers, who must agree on negotiated prices
or quantities that anticipate future market developments. In negoti-
ation to achieve price stability alone, the compromise may approach
the normal price to the extent that it can be accurately forecast.
However, in negotiation to determine a price that will ultimately
result in transfers of income from consumers to producers, the
compromise solution is very difficult to achieve and has several
important political and economic consequences.

Heretofore, such transfers have becn thought of in terms of aid
to dcvelo& countries as producers. Critics question whether aid
from consuming countries to producing countries should be carried out
by international commodity agreements, which are, in effect, financed
by individual consumers of the commodity and not by the body politic.
Questions also arise concerning the long-term success of maintaining
the agreement price above the equilibrium price, whether for aid or
other purposes. If the higher price is received by producers, they
will respond by expanding production, which results in the building of



stocks. These stocks exert downward pressure on the price and are a conse-

quent threat to the agreement itself. They must be dealt with, some-
times through their destruction--a wasteful .solutiou. If the govern-
ment of the producer country, through its export policy, captures as s
tax the aid transfer represented by the difference between the agree-
ment price and the equilibrium price, this revenue can be used for )
reallocations of production in the export sector or for general
development. This raises for the producer country a question similar
to that posed above for consumer countries--i.e., whether a specific
sector of an >conomy should finance overall economic development. A
further question is whether an international commodity agreement can
effect this transfer to the desired recipient.

A final question in the context of an agreement price in excess
of the equilibrium price relates to the concern of consumer countries
to maintain access to supplies. If adeqn:ate supplies are to be forth-
coming, there must be sufficient stocks on hand and adequate productive
capacity in times of even acute shortage. An agreement, such as a
supply access agreement designed to guarantee equitable access to
supplies, if it chooses the price mechanism to provide this reserve,
would require an agreement price in excess of the equilibrium price to
encourage the necessary investment and to finance the costs of adequate
stocks. [f there are to be adequate supplies, there would also
necessarily be provisions in the agreement to insure that the agree-

ment price would be passed to the individual producers without



diversion to finance development of other sectors, so that capacity
could expand.

In summary, the purpose of internationsl commodity agreesents is
to solve probleas of commodity trade that can themselves cause waste
and inefficiency; but such agreements are extremely difficult to
negotiate and operate, and their restrictive provisions for stocks,
quotas, and contracts cause varicus degrees of additional waste and
inefficiency. The difficulties, generalized above, have been demon-
strated in past agreements. The effects of these agreements on
producers and consumers 'llﬂ the success or failure of the agreements
are discussed below for five commodities--tin, coffee, cocoa, wheat,
and sugar.

Tin

;otul tin production has been under some form of international
control for most of the last 50 years. Successive agreements made up
solely of producing mations began in 1921. The Pirst International
Tin Agreement, including both consumers and producers, came into
effect in July 1956 for a period of S years. There have been three
subsequent agreements, also of S years' duration. The current agree-
ment, the Fourth International Tin Agreement, is in effect through
June 1976.

The principal objectives of the agreements have been "to provide
for adjustments between world production and consumption of tin and to

allsviate serious difficulties arising from surplus or shortage of



tin" and "to prevent excessive fluctuations in the price of tin and
in export carnings from tin.” The primary methcds of obtaining these
objectives are buffer stock ope'ntiou and export coatrols.

Most major producing and consuming countries have been parties
to the agreements. The People's Republic of China, the fourth largest
exporter, is the only important ptodnciu country not a party to the
agreement. The United States, the major consumer, has not joined
primarily because of opposition by domestic tin consumers, particu-
larly the tin-plating industry. In early September 1975 it was
announced by the U.S. representative on the floor of the United
Nations that the United States intends to sign the agreement subject
to congressional consultations and verification. The Fifth Inter-
national Tin Agreement was drafted in mid-1975 and is scheduled to
become effective on July 1, 1976. '

The chief tool of the agreement in defending both the floor and
ceiling prices has been buffer stock operations. S:ch operations
have not only contributed to price stability but also resulted in
profits in the normal function of buffer stocks of being purchased
when prices are low and sold when prices are high. Export controls
have had to be imposed on only four occasions and have been operative
for less than S of the 19 years of the agreements.

The agreements appear to have been extremely successful in main-
taining the established floor prices. Since 1956 the price has fallen
below the floor level only during a short period in September 1958.
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The price decline then was primarily the result of sales by the
U.S.S.R., which at that time was not a member of the agreement.

The agreements have been less successful in maintaining ceiling
prices. Ceiling prices were exceeded during parts or all of the
years 1961, 1963-66, 1973, and 1974. Ceiling prices would have been
exceeded for longer periods if increases in the ceiling prices had not
been made. Control of ceiling prices is more difficult tha;l that of
floor prices. For the latter, buffer stocks may be purchased and
export quotas tightened. The agreement, however, has no mechanisa to
control ceilirg prices after all buffer stocks are sold and export
quotas suspended, as occurred in the 1970's when stocks were exhausted
and the price exceeded the ceiling. To improve the effectiveness of
buffer stocks in protecting the ceiling price, the draft of the fifth
agreement authorizes a doubling of the buffer stock.

The new agreement specifies that during periods of tin shortages
the International Tin Council can recommend that producers give
preference to consuming countries which are mesmbers of the agreement,
unless such action would be inconsistent with other international
agreements on trade. Such a provision has not been a part of previous
agreements. This was apparently aimed at the United States, which,
as indicated previously, is not a member of.the agreement but which
is the world's largest tin consumer. It was further stipulated that
voluntary contributions of up to 20,000 metric tons could be made by

the consuming members and that, if the producing countries were not
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satisfied with the level of such contributions, the ‘agreement could

P, appn

be renegotiated in 2-1/2 years.
Despite the difficulties in defending the ceilz’mg price, the
agrcements have probably contributed to relative st;ability in tin
prices--a goal sought by both producers and consulcfrs. It is reason-
able to assume, however, that in the absence of tho agreements average
prices would have been lower and that from a strici monetary stand-
point producers have benefited more as a resuit ofé the agreement than

consumers.

Contributing substaatially to the stability (_;f tin prices and the
viability of the tin agreement have been sales fré- the large U.S.
strategic stockpile acquired in the early 1950's.§ Sales have been
made primarily when prices vere high. The Unite«if States has agreed
in principle not to sell except under tight suppfy conditions.

Coffee H

The 1962 aad 1968 International Coffee Agreements have been
multilateral treaty arrangements between the major coffee-importing
and coffee-exporting countries, including the Uéited States. The
agreements, administered by the International Coffee Council, have
had the primary objective of achieving a reasonable balance between
supply and demand at equitable prices. The objective was to be
attained principally through a system of variable export quotas which
were automatically adjusted to keep prices within specified price

ranges. There were no provisions for buffer stocks.
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The United States emphasized two major objectives in its member-
ship ia the 1962 and 1968 International Coffee Agreements--(1) guard-
ing the interests of the U.S. consumer through ample coffee supplies
at reasonable prices and (2) promoting the economic developmert of
coffee-producing countries.

It is difficult to specify what the price of coffee would have
been to the U.S. consumer without the influence of the agreements.
However, it can reasonably be assumed that retail coffee prices would
have been lower during 1963-72 in the absence of the agreements. A
1969 rcport by the Comptroller General of the United States projected
that a transfer of income from the United States to producing countries
because of higher coffee prices as a result of the agreement during
1964-67 averaged $314 million a year. Under the 1962 agrcement, no
explicit attention was given to the use to which coffee-producing
countries put their coffee revenues, and therefore there was no as-
surance that the higher revenues obtained as a result of the agree-
ment would be uscd for economic development. The 1968 agreement did
establish a diversification fund to enable producing countries to
shift cuffee resources to other economic activities.

The agreements were basically designed to deal with the large
coffee surpluses and the declining coffee prices of the late 1950's
and early 1960's. The agreements achieved a degree of success in
stabilizing the wild price fluctuations associéted with the coffee

"boom or bust" cycle, and, in general, prices:held within the price

-
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ranges specified in the agre.eunt. This degree of success was in
effect financed by coffee-consuming countries, chief among which is
the United States, accounting for more than a third of world coffee
imports.

Frosts in Brazil in 1969 and 1971 materially reluced supplies,
and coffee prices began to rise. In contrast to its success in defend-
ing the floor price, the agreement was not successful in dealing with
price increases and consequently fell apart after producer and con-
sumer disagreement over quota and price adjustments following the
devaluation of the U.S. dollar in 1971. Another frost in 1975 re-
sulted in severe damage to the Brazilian coffee crop, causing coffee
prices to rise sharply.

The current agreement, effective through September 36, 1976, does
not include economic provisions, serving merely as a forum for the
collection and dissemination of coffee statistics and as a basis for
the renegotiation of a new agreement. A drafting group has prepared
some proposals for a new agreement which would include more flexible
export quota provisions and automatic suspension of quotas when prices
are high. The matter of provision for buffer stocks is still under
consideration. The United States is participating in the preparatory
drafting, and the next negotiating session is scheduled for November
3-21, 197s.

Cocoa

A cocoa conference, convened by the United Nations Conference on

60-688 O -75-2
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Trade and Development, resulted in October 1972 in establishment of the
International Cocoa Agreement. After ratification by most producing
countries and by countries accounting for about 70 percent of consump-
tion, the agreement became effective for the period of 3 crop years
beginning October 1, 1973. The principal objective of the agreement is
to prevent excessive fluctuations in the price of cocoa. The techniques
provided to obtain this objective are export quotas and buffer stocks,
which are to be manipulated to keep prices within a target range.

Because of unanticipated increased world demand and slightly
reduced crops in 1972 and 1973, prices have been above the ceiling
throughout the effcctive period of the agreement. Because no buffer
stocks have been available to sell to depress prices, the agreement
has been helpless to date in bringing prices down to the target price
range. The failure to keep prices within the objective is basically
due to an inability to anticipate these market developments. More
than $55 million in funds for eventual purchase of buffer stocks has
been accumulated through an export levy, but the agreemeut may expire
before prices fall to the level that would trigger the purchase of
buffer stocks under the agreement.

The United States participated in the negotiations for the Cocoa
Agreement of 1972, but did not sign it because of reservations that
the cbjective price range was too high and that the export quota and
buffer stock operations specified in the agreement would not be likely

to achieve the specified price objective. The United States has
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continued to cooperate with the International Cocoa Organizatior by
supplying statistics and participating in current negotiations to draw
up a new agreement. The stated U.S. position in the current negotia-
tions is that "the provisions of any cocoa agreement must be techni-
cally feasible, flexible, and nondisruptive to fundamental market
forces and established trade practices. They should be designed to
deal vith present and future market developments, not the past. They
should be flexible enough to adapt to changing production and con-
sumption trends, and to encourage, rather than hinder, the expansion
of cocos production and consumption."

Wheat

International discussions on the possibility of bringing a
greater degree of stability to world wheat prices began in 1930. How-
ever, the first international commodity agreement covering wheat did
not come into effect until 1949, This and subsequent agreements in
1953, 1956, 1959, 1962, and 1967 have been "sultilateral purchases
and sales" agreements. The currently effective International Wheat
Agreement, 1971, has no economic provisions and is essentially a
statistics-gathering operation.

All of the agreements from 1949 through the 1967 agreement pro-
vided for some or all commercial transactions between members to take
place between specified maximum and minisus prices. The United States
and Canada, together often accounting for two-thirds of world wheat

exports, have been members of all of the agreements, as have most of



’ 16

the major importing countries and other major exporting countries,
although some major importing and exporting countries have not joined
particular agreemeats.

The 1949 aireelen;t was negotiated at a time of high prices and
shortages and had coverage of 60 percent of world trade. Surpluses
developed in the 1950's, but owing-to effective export .control by the
major exporting countries, the price remained within the price ranges
specified in the ayreements. This price maintenance resulted in the
refusal of major importers to participate in the agreements of 1953
and 1956, and coverage of trade fell to 25 percent by 1956. In 1959
the ceiling price was reduced and important importers rejoined.

The apparent success of the earlier agreements is attributed
more to the pricing, inventory, and export policies of the major ex-
porters, the United States and Canada, vhich accumulated large stocks
and, in effect, administered export sales through the Commodity Credit
Corporation and the Canadian Wheat Board.

The failure of the 1967 agreement, during which prices remained
below the minimum, was due primarily to the accumulation of burdensome
stocks which the national governments would no longer carry. The
agreement was powerless to require importing countries to pay minimum
prices or to prevent exporting countries from selling below minimum
prices.

The United States, as the major exporter, also subsidized commer-

cial exports at levels below the agreement's minimum prices as world
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market prices declined. The failure of the 1967 agreement casts doubt
on the effectiveness of purchase and sales contracts as a mechanisa to
maintain prices within specified limits. Member governments have
;euefllly not been willing to buy and zell within agreed price ranges
unless the natural and usually unpredictable market forces of supply
and demand happen to result in equilibrium prices within that range.

The 1967 and 1971 agreements also provided for a Food Aid Con-
vention (FAC) wherein mesber ccuntries agreed to contribute as food
aid to developing countries a specified quantity of wheat, coarse
grains or products derived therefrom, suitable for human consumption,
or the case equivalent thereof. The amounts specified are signifi-
cantly less than the total food aid shipments made by participating
countries, and undoubtedly most of the shipments would have been made
in the absence of the FAC,

Discussions on a new wheat agreement are still in a preliminary
form with most substantive matters still undecided. Because of ex-
ceptional market forces, prices for wheat have been more volatile in
recent years than at any time during which pricing provisions of an
international wheat agreement have been in effect. The current
skeleton agreement of 1971, as extended, contains a provision calling
for the International Wheat Council to request a negotiating confer-
ence to be convened when it is judged th>t the question of prices and
related rights and obligations are capable of successful negotiation.

Such a conference has not been convened.
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Sugar
International sugar agreements were negotiated in 1937, 1953,

1958, and 1968. The agreements have not included that large part of
international sugar trade covered by preference arrangements such as
the U.S. Sugar Act, the Commonwealth Sugar Agreement, and U.S.S.R.
trade with Communist countries. In view of the large portion of world
sugar products and trade benefiting from protection or preferential
arrangements, the residual free market covered by the agreements has
generally amounted to only about 10 percent of world production. This
free market tended to be a residual market for surplus sugar which
could not find an outlet in preferential markets and was put up for
distress sale for whatever price could be obtsined. Because sugar
production continued on the basis of the blend price resuiting from
sales in both prefercntial and free markets, free market sugar prices
often remained below costs of production.

Al] of the sugar agreements attempted to raise the general level
of and to stabilize free market prices for sugar. While the agree-
ments were prompted primarily by exporting countries, importing
countries, most of which also produced sugar, had an interest in
elevating free market prices so as to simplify maintenance of prices
on their protected domestic production and their preferential sugar
imports.

The 1953, 1958, and 1968 agreements all had objective price

ranges which were to be achieved through automatic changes in export
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quotas as prices fluctuated. There were no provisions for buffer
stocks, but meabers made commitments on maximm and minimum national
stocks. The 1968 agreement had a provision of particular significance
to consuming countries. It required member exporters, ia times of
high prices, to offer sugar at ceiling prices to member importers.

The United States was a member of the 1937, 1953, and 1958 agree-
ments, However, U.S. imports were excluded from the terms, and there-
fore U.S. membership was primarily a gesture of cooperation. The
United States did not join the 1968 agreement, holding that the terms
were too favorable to Cuba and the U.S.S.R.

The U.S. Sugar Act efrfectively isolated the U.S. sugar market
from the free market until its expiration on December 31, 1974.
Prices available in the U.S. market were generally well above free
market prices. Thus, foreign suppliers had a strong incentive to
always fill their quotas in the U.S. market. For purposes of U.S.
access to supply, the U.S. Sugar Act was a most effective arrangement,
although it was effective at the cost of higher priced sugar.

' During part of the time when the international sugar agreements
were in effect, free market prices were within the objective price
range of the agreements. However, it appears that when this occurred
it was as much a result of normal market forces as of effective supply
management under the agreement. For long periods during the agree-
ments, free market prices remained below the ainimum of the objective

range, but in 3 years--1954, 1972, and 1973--prices were well above

the maximum.
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The agreements were generally unsuccessful in achieving their
price objective for several reasons. Export-quota changes often failed
to affect the market as anticipated--a recurreant probleam of failure to
anticipate future developments correctly. Actions of nonmembers
diluted the effectiveness of controls on members, and members did not
always abide by commitments. Price-stabilizing measures in preferen-
tial markets such as the U.S. quota system had a destabilizing effect
upon the free market by either shuating supplies to the free market
or attracting supplies from the free market.

The economic provisions of the 1968 agreement expired at the end
of 1973, but the International Sugar Organization is still functioning
as a statistics-gathering agemey. Failure to renew or extend the
economic provisions of the 1968 agreement in 1974 was largely due to
the failure of importers and exporters to agree on prices for quota
operations.

In the near future the achievement of any agreement on prices
between importing and exporting countries is doubtful in view of the
extreme sugar price instability in 1974 and 1975. The International
Sugar Council has scheduled a decision, to be made in November 1975,
as to whether to attempt to renegotiate the agreement or to extend the

current statistical functionms.
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Presidential authority to enter into international commodity
agreements

Presidential authority to enter into international commodity

agreements comes in three forms--executive agreements, treaties re-
quiring ratificstion by a two-thirds majority of the Senate, and
specific legislation delegating authority. The international commodity
agreements discussed in this report have all been effected by treaty.

The most substantial U.S. legislation affecting international
trade recently enacted is the Trade Act of 1974. However, nowhere in
the act do the words "international commodity agreement" appear.

Section 102 addresses itself to nontariff barriers and "other
distortions of trade." The President is urged by subsection (a) "to
take all appropria'te and feasible steps within his power . . . to
harmonize, reduce, or eliminate such barriers to (and other distortions
of) international trade." In subsection (b), the President is given
the authority to enter into trade agreements to accomplish that
objective.

When international commodity agreements possess features such as
buffer stocks, export controls, and price floors, they must inevitably

distort trade within the meaning of the act. 1/ The President is

1/ "Nontariff barriers to, and distortion of, trade cover a variety
of devices which distort trade, including quotas, variable levies,
b9rder taxes, discriminatory procurement and internal taxation prac-
tices, rules of origin requirements, subsidies and other direct and
indirect means that nations use to discourage imports or artificially

stimlatg or restrict exports." Trade Reform Act of 1974: Report of
the (}o-lttee on Finance, United States Senate, Together With %ition-
al Views on H.R, 10710 . . ., 1974, p. 74.
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authorized to harmonize, reduce, or eliminate such distortions of
trade. In the General Statement of the report oa the Trade Act by
the Senate Finance Committee (cited im footnote 1 on p. 21), the
problems arising from the Organization of Petroleum Exporting
Countries (OPEC) and other producer cartels are mentioned. The report
finds that in light of this trend "it is imperative that the funda-
mental inequities in the world trading system be corrected in a spirit
of international cooperation." This statement suggests that since
producer cartels are likely to continue, they should be brought with-
in a broader international arrangesent which includes consumers. Such
action is within the President's section 102 authority to "harmonize"
distortions.

One means of obtaining such harmonization is through supply
access agreements. Section 108 states that a principal objective in
section 102 negotiations is to assure “fair and equitable access at
reasonable prices to supplies of articles of commerce which are im-

" portant to the economic requirements of the United States. . . ."
This objective is extended beyond concern for articles important to
the United States in section 121(a)(7) of the act, as well as in the
Senate Finance Committee's report:

« « « the Committee wishes to emphasize that the

problem of supply access goes well beyond articles

“important" to the United States. Bananas may not

be considered of dire importance to the U.S.

economy; oranges may provide an acceptable substi-
tute. However, the Committee belioves that banana
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cartels are not to be encouraged and that efforts
should be made to bring the members of suck or
other cartels into supply access agreements. 1/

Although the act does not specify what is to be encompassed with-
in supply access agreements, section 108 sets out the purpose of such
arrangewents as the assurance of sufficient supplies at fair prices.
Such agreeaments should attempt to be as free of trade distortioas as
possible or should harmonize distortions in the spirit of intermation-
al cooperation. One way that this objective may be attained is by
international commodity agreements, wherein producing countries assure
consuming countries of supply access in exchange for assured prices.

However, in the Trade Act of 1974 it is not clear whether inter-

national commodity agreements are being endorsed or condemned.

Trade Reform Act of 1974: Report of the Committee on Finance,
op. cit., pp. 81-82.
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INTRODUCT ION

This volume consists of appendixes to the United States Internation-
al Trade Commission's summary report oa international commodity agreements
(Investigation No. 332-75), which is in a separate volume. Appendix A is
8 comprehensive background report dealing with the subject matter in the
summary report. The reasoms for international :‘o‘-odity agreesents
(ICA's) are examined in part I of appendix A along with consideration
of their mechanisas and the theoretical aspects of the regimentation in-
volved in ICA's versvs the free market. The constitutional and legis-
lative authorities and limitations on Presidential negotiatioa of ICA's
are detailed in part II. Part III examines the special concerns of con-
suming and producing countries and the practical problems in operating
an ICA. Im part IV there is an examination in some detail of the U.S.
experience with soms major ICA's--those on tin, coffee, cocos, wheat,
and sugar. Prospective agreements and related arrangements emanating
from international organizations such as the Food and Agriculture Organ-
ization of the United Nations and the United Nations Conference on Trade
and Development are detailed in part V, as are other existing or
prospective supply control arrangements of particular interest to the
United States.

Appeﬁlix B is a reproduction of the Havana Charter--Chapter VI,
Inter-Governmental Commodity Agreements. Appendix C lists the references

used in the report. Appendix D is a listing of persons and organizations

(31)
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presenting testimony or briefs along with a summary statement of their
position.

Appendix E, which consists of the texts of the current internatiomn-
al commodity agreements on tin, coffee, cocoa, wheat, and sugar, is
separately bound.
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-1. INTERNATIONAL COMMODITY AGREEMENTS--
CONCEPTS AND MECHANISMS

The objectives of international commodity agreements (hereinafter
ICA's) and the mechanisas employed to achieve these goals have definite
ramifications for the functioning of the current system of international
markets. This section of the report introduces the concept of an ICA
and the characteristics which distinguish it from other trade arrange-
ments. The aspects of an ICA which are inconsistent with free trade
and unrestricted world markets are also discussed.

Objectives and Mechanisms of ICA's

Trade arrangements take many forms, e.g., bilateral or multilateral
trade agreements between countries, exporter groups, cartels, and ICA's.
What distinguishes an ICA from these other arrangements is the presence
of all of the following characteristics: (1) It is multilateral in
meabership; (2) membership includes both producer and consumer countries;
(3) the subject thercof is one commodity or two or more related commodi-
ties internationally traded; (4) it has an objective such as the stabili-
zation of prices of such commodity or commodities, the assurance of
adequate supplies, and facilitating economic development; (S) it contains
specific economic provisions (e.g., those for buffer stocks, export and
import controls, or long-term contracts) to achieve the objective; and
(6) it is administered by a central body or council representing the
members. Although the other trade arrangesents noted above have some

of these characteristics, only ICA's encompass all of the provisions.
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For example, a cartel such as OPEC is not an ICA because it lacks con-
sumer ccuntry participation; similarly, a bilateral arrangement effected
by an exchange of notes is not an ICA because it is not multilateral.

Internationally traded goods can be broken down into two broad
classes--primary goods or commodities and manufactured goods. A primary
commodity derives from a natural resource which undergoes only that proc-
essing necessary to introduce the resource into the marketplace. A
manufactured good takes a primary commodity one or more steps further
in processing, so that the natural resource is transformed and loses
its initial identity.

ICA's have been proposed to achieve price stability for those pri-
mary commcdities with histories of extreme price fluctuations. The
relatively large movements in price and quantity of primary commodities
are a result of the economic characteristics of these commodities, their
market behavior in the business cycle, and (for agricultural commodities)
the vagaries of weather. An upturn in demand and production in indus-
trial countries is norsally acéonpanied by accelerated raw materials
imports, partly caused by acceleration in stockpiling of raw materials.
Since supply of the raw materials cannot be expanded rapidly in the
short run, their prices rise, often substantially. Similarly, indus-
trial slowdowns lead to more than proportionate decreases in raw
materials imports, partly caused by a running down of stocks, and the
prices of raw materials fall more rapidly than the general level of
prices. These accelerations and decelerations have a tendency to be

particularly strong in easily storable raw materials.
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ICA's are administered by a central body or council representing
all members. Generally, exporting and importing members as separate
groups are equally represented with the same number of votes. Within
each group, votes are usually roughly proportional to volume of trade.
The council may employ a staff to develop and maintain market infor-
mation. The organization may attempt to influence price by direct price
fixing, negotiation of long-term contracts, or control of supply or
demand.

Supply control measures include export and import quotas or stock
control through internationally held buffer stocks or national stocks.
An agreement may have provisions for financing the purchase of buffer
stocks by marketing levies or may provide for diversion of excess stocks
to noncompetitive uses or outright destruction.

There may be measures to stimulate consumption through reduction
of trade barriers or through product promotion. Conversely, the agree-
ment may promote efficient production through discouragement of export
and production subsidi;s and through awarding larger quotas to efficient
producers. The agreement may provide special incentives to membership
by providing preference in sales to consumer members when prices are
high and restriction on purchases from nonmembers when prices are low.

) ICA's Versus the Free Market

Conceptually, the economic regimentation imposed by ICA's is incon-

sistent with free trade and unfettered world markets. ICA's may involve

planning and execution of supply controls as deemed necessary to achieve
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a planned price objective. Sellers may be restricted in producing and
freely offering their product, and buyers may be restricted in purchas-
ing at the lowest offer.

In the absence of knowledge of longrum equilibrium prices and
freely competitive conditions, the arbitrary prices resulting from ICA
actions may lead to distortions of real costs and to market inefficiencies.
If the price of a commodity was set above its equilibrium price, sub-
stitution of other less satisfactory commodities would result. At prices
above the equilibrium level, to the extent that the demand for the
product is inelastic, consumers suffer a loss of real income, which
amounts in effect to a transfer of income to producers. However, such
income transfers from consumers to producers are minimized»if the demand
for the product is elastic.

Arbitrarily determined high prices and artificial division of the
market may interfere with the efficient allocation of investment re-
sources, both as to country and commodity, wastefully encouraging in-
creased capacity in those countries and for those commodities whose
prices are artificially high. High-cost producers would be effectively
subsidized, while low-cost efficient producers would realize higher
than normal profits.

This concern over the economic inefficiencies of ICA's as compared
with competitive free markets is moderated to some extent by other
factors. For example, there may be economic advantages to both consumers

and producers if an ICA results in relatively more stable prices, even
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though the average price over time is higher than would obtain in a free
market. In considering ICA membership, the choice for an efficient pro-
ducing country may be in whether it wants to expand its share of the
market by cutting prices or by accepting an allocated share of the
market at more stable prices. The similar choice for a consuming country
may be between facing a quasi-monopoly of exporters or joining them in

an ICA in an attempt to insure access to supplies at reasonable prices.
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11, AUTHORITY OF THE PRESIDENT TO NEGOTIATE INTERNATIONAL
COMMODITY AGREEMENTS
The Presideat's General Authority To Enter Into ICA's

General Presidential authority to enter into imternational com-
modity agreements comes in two forms--executive agreements, and treaties
which must be ratified by a two-thirds majority of the Senate.

The executive agreement, it is interesting to note, has never beea used
to formalize U.S. participation ia an international commodity agree-
ment. 1/

The President's tresty-making autho»i¢, .s spelled out in article 1I,
section 2 of the Constitution, which states that the President "shall
have Power, by and with the Advice and Consent of the Senate to make
Treaties, provided two thirds of the Senators present concur.” The
authority to enter into executive agreements, on the other hand, is not
specifically provided for in the Constitution. Nevertheless, such agree-
ments are considered constitutional as a part of the President's inherent
powers to represent and shape U.S. foreign affairs. The President is
also said to have authority to enter into executive agreements when in
his discretion they are necessary to carry out legislation.

Limitations oh Presidential futhority Under International Law

Buffer stocks, quantitative limits on exports and imports, and

quantitative allocations among suppliers are features common to

1/ For purposes of this statement, an international commodity agree-
zent is a trade arrangement possessing the six characteristics set out
in the previous sectiom.’
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international commodity agreements. These mechanisas, however, rua
afoul of the GATT, particularly articles I (General Most-Favored-Nation
Treatment), XI (Gemeral Elimination of Quantitative Restrictions), and
XIII (Nomdiscrimimatory Admimistration of Quantitative Restrictioas).
Nevertheless, article XX(h) provides that nothing in the agreement shall
provent the adoptiom of measures--

undertakea im pursuance of obligations under any

intergovernmental commodity agreesent which conforas

to criteria submitted to the Contracting Parties and

not disapproved by them or which is itself so sub-

nitted and not so disapproved.

Although the GATT uses the tera “coamodity agreement,” no criteria
for such an arrangement are provided. The criteria are to be provided
by the submitting contracting party. Under part IV of the GATT, com-
tracting parties may act through intemnational arrangements to improve
access to world markets for i»rinry products of particular interest to
developing contracting parties.

In addition to the GAIT, existing bilateral commercial agreements
may indirectly impose limitations on international commodity agreements.
The United States is a party to more than 700 bilateral international
agreements involving commodities with approximatsly 77 coumgries. All
of the relevant trade agreements in force treat with agricultural com-
modities or with cotton, wool, and masmade-fiber textiles. Some cover
financing arrangements whereby the government of the exporting country
undertakes to finance the sale of agricultural commodities to selected

representatives of the importing country. Most of the treaties provide
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for the sale of s particular commodity in 8 specified quantity over s
given period and at a set price. Quantitative limitations ia a bilateral
treaty may not parallel such limitations in am international commodity
agreement.

The first significant international law to be proposed om inter-
national commodity agreements was ia chapter VI of the Havana Charter. 1/
The Economic and Socisl Council of the United Nations adopted chapter Vi
by resolution im 1965, but the charter was never adopted by nations.

In spite of this, the chapter has acquired some authority as a code of
behavior to be followed. Therefore, although not legally binding,
chapter VI 2/ of the Havana Charter should be considered inm any discus-
sion of international commodity agrpemests.

Specific Authorities

In addition to the President’'s general authorities--treaty and
executive agreement--Congress has enacted specific legislatioa with
respect to certain aspects of international commodity agreements. The
broadest specific authority granted the President is within the Agri-
cultural Act of 1956, as amended, particularly section 204 (7 U.S.C. 1854).
The authority reads as follows:

1/ The Havana Charter was the proposed agreement to replace the tem-
porary GATT of 1947 and become the permanent international code of
principles designed to guide world trade away from restrictive and dis-
criminatory trade practices.

2/ See app. B.



4

The President may, whenever he determines such actiom
appropriate, negotiate with represeantatives of foreign
governments in an effort to obtain agreements limiting
the export from such coumtries and the importatioa into
< the United States of any agricultural commodity or prod-
uct manufactured therefrom or textiles or textile prod-
ucts, and the President is authorized to issue regula-
tions governing the entry or withdrawal from warehouse
of any such commodity, product, textiles, or textile
products to carry out any such agreement. In addition,
if a multilateral agreement has been or shall be concluded
under the authority of this sectiom among countries account-
ing for a significant part of world trade in the articles
with respect to which the agreement was concluded, the
President may also issue, ia order to carry out such an
agreoment, regulations governing the eatry or withdrawal
from warehouse of the same articles which are the prod-
ucts of countries not parties to the agreement. Nothing
herein shall affect the authority provided under sectioa
624 of this title.

This provision provided the authority for Executive Order 11052 of
September 28, 1962, a delegation of authority by the President to the
Secretary of State to undertake negotiations for trade agreeaents on
cotton textiles and cotton textile products. The provisicn was also
applied in the issuance of Executive Order 11539 of June 30, 1970, a
delegation of authority by the President to the Secretary of State to
negotiate bilateral agreements limiting exports of certain meats to-.
the United States. N

Section 624(f) of title 7 of the United States Code, com-

monly known as section 22 of the Agricultural Adjustaent Act, as .
amenced, states that--

No trade agreement or other international agree-
ment heretofore or hereafter entered into by the
United States shall be applied in a manner incon-
sistent with the requirements of this section.
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Section 624 is designed to protect Govermment programs from imports and
requires the President, after certaia preliminaries are met, to impose
foes up to S50 percent ad valores or quantitative limitations om agri-
cultural commodities which--

render or tend to render ineffective, or materially
interfere with, any prograa or operatiom undertakea
under this chapter or the Soil Conservation and Domes-
tic Allotment Act, as amended, or sectiom 612c of this
title, or any loan, purchase, or other program or opera-
tion undertaken by the Department of Agriculture, or
any agency operating under its direction, with respect
to any agricultural commodity or product thereof, or
to reduce substantially the amount of any product
processed in the United States from any agricultural
commodity or product thereof with respect to which any
such prograa or operatioa is being undertakem. . . .

The requiremeat for Presidential actiom under this provision may,
by virtue of sectiom 624(f), result in inconsistencies with international
commodity agreements the President negotiates with respect to agricul-
tural commodities. The degree of congressional inteat to maintaim the
efficacy of this provisiom is illustrated by a continustion of section 624
in the Trade Expansion Act of 1962. Sectiom 257(h) of that act states:

Nothing contained ia this Act shall be comstrued to
affect im any way the provisions of section 22 of the
Agricultural Adjustaent Act, or to apply to any import
restriction heretofore or hereafter imposed under such
sectiom.

Congress has also chosen to enact legislation in the international
commodity agreements area affecting specific commodities and agreements.

19 U.S.C. 1356 treats with the 1968 International Coffee Agreement. 1/

17 The egreemeat continues in effect, but 1s devoid of its operative
economic provisioas.

0-688 O -1+ 4
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Subsection (f), which follows, sets out Presidenmtial powers and duties:

On and after the eatry into fi of the Inter-
national Coffee Agrecment, 1968, for such period
prior to October 1, 1973, as the agreemeat remains ia

Y effect, the President is authorized, ia order to carry
. out and enforce the provisions of that agrecment--

(1) to regulate the entry of coffee for com-
sumption, or withdrawal of coffee from warehouse
for consumption, or any other form of entry or
withdrawal of coffee such as for transportation
or exportation, including (A) the limitatiom of
entry, or vithdrawal from warehouse, of coffee
imported from countries which are not members of
the Intermnational Coffee Organizatioa, (B) the
prohibition of entry of any shipment from any
member of the International Coffee Organmization
of coffee which is not accompanied by a valid
certificate of origia or a valid certificate of
reexport, issued by a qualified agency im such
fors as required under the agreement, and (C) the
imposition of special fees or such other measures
as he deems appropriate to offset discriminatory
trestment by other governments im favor of the
export or reexport of processed coffee;

(2) to require that every export or reexport
of coffee from the United States shall be accom-
panied by a valid certificate of originor a
valid certificate of reexport, issued by s quali-
fied agency of the United States designated by
him, in such form as required under the agreement;

(3) to require the keeping of such records, sta-
tistics, and other information, and the rendering
of such reports, relating to the importation, dis-
tribution, prices, and consumptiom of coffee as
he may from time to time prescribe; and

(4) to take such other action, and issue and
enforce such rules and regulations, as he may
consider necessary or appropriate ia order to
implement the obligations of the United States
under the agreement.

e Subsection (h) of section 1356 provides for the delegation of Presi-
dential powers and duties and for certain Presidential action if there
is an unwarranted increase im the price of coffee. Although this
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legislation remsins on the books, by its omm terms it has not beem
sffoctive since October 1, 1973. Sjnce this section has mot beem
smendod since 1972, it must be assumed that Congress did not intend to
extend Presidential suthority beyond 1973.

7 U.S.C. 1641 sets out specific Presideatial responsibilities with
respect to the Intermational Wheat Agreement of 1949.

The President is authorized, acting through the
Commodity Credit Corporation, to make available or
cause to be made available, notwithstanding the pro-
visions of any other law, such quantities of wheat
and wheat-flour and at such prices as are necessary
to exercise the rights, obtain the benefits, and
fulfill the obligations of the United States under
the International Wheat Agreement of 1949 signed by
Australia, Canads, Prance, the United States, Uruguay,
and cortain whest importing countries, along with the
agreements signed by the United States and certain
other countries revising and remewing such agreement
of 1949 for periods through July 31, 1965 (hereinafter
collectively called the "International Wheat Agree-
mont").

Section 1642(a) of title 7 provides additional Presidential authority
for the implementation of the agreement.

The President is further authorized to take such other
action, including prohibiting or restricting the
importatiom or exportation of wheat or wheat-flwur
and to issue such rules or regulations which shall
have the force and effect of law, as may be necessary
in his judgment in the implemeatation of the Inter-
national Wheat Agreement.

In 1967 the 1949 agreement was replaced by the International Grains
Arrangement, 1967, which, i turs, was repisced by the Internatiomal«

Wheat Agroemeat, 1971.
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Presideatial Authority Under the Trade Act of 1974

The most substantial domestic legislation affecting imternational
trade recently enacted is the Trade Act of 1974. Howsver, aovhere ia the
act do the words "internationsl commodity agreemsnt” appear. Sectiom 102
addresses itself to montariff barriers and “other distorticas of trade.”
The President is urged by subsection (a) "to take all appropriate and
feasible steps withia his power . . . to harmonize, reduce, or eliminate
such barriers to (and other distortions of) iatermatiomal trade.” Ia
subsection (b), the President is givea the authority to emter into trade
agreements to accomplish that objective.

When ICA's possess features such as buffer stocks, export controls,
and price floors, they must inevitably distort trade withia the meaning
of the act. 1/ The President is authorized to harsomize, reduce, or
elininate such distortions of trade. In the Gemeral Statement of the
report on the Trade Act by the Senate Finance Committee (cited in foot-
note 1), the probleas arising from the Orgamizatiom of Petroleus Export-
ing Countries lnd other producer cartels are meantioned. The report finds
that in light of this trend "it is imperative that the fumdamental
inequities in the world trading system be corrected im a spirit of

17 "Nontariff barriers to, and distortions of, trade cover a variety
of devices which distort trade, including quotas, variable levies, bor-
der taxes, discriminatory procurement and internal taxatiom practices,
rules of origia requirements, subsidies and other direct and indirect
means that nations use to discourage imports or artificially stimulate
or restrict exports.” Trade Reform Act of 1974: of the Com-
mittee on Finance, United States Senate, Together I%E tmftioui Views
on H.R. 10 . . ., » P 74,
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international cooperation.” This statement suggests that since producer
cartels are likely to continue, they should be brought within a broader
intornational arrangemeat which includes consumers. Such actiom is

within the Presideat's sectiom 102 authority to "harmomize” distortioms.

Ons mcans of obtaining such harwonizatioa is through supply access
agroements. Sectiom 108 states that a principal objective im section 102
negotiations is to assure “fair and equitable access at reasonable prices
to supplies of articles of commerce which are important to the economic
requirements of the United Stat’a. « .. This objective is extended
beyond concern solely for the United States im sectiom 121(a)(7) of the
act, as woll as in the Senate Finance Committee’s report:

+ « « the Committes wishes to emphasize that the problema
of supply access goes well beyond articles “important”
to the United States. Bananas may not be considered

of dire importance to the U.S. economy; oranges may
provide am acceptable substitute. However, the Com-
mittee belioves that banans cartels are not to be em-
couraged and that efforts should be made to bring the
members of such or other cartels into supply access
agreements. 1/

Although the act does not specify what is to be encompassed within
supply access agreements, sectiom 108 sets out the purpose of such
arrangements as the assuraace of sufficient supplies at fair prices.
Such agreements should attespt to be as free of trade distortions as
possible or should harmonize distortions im the spirit of international
cooperation. One way that this objective may be attained is by inter-

national commodity agreements, wherein producing countries assure

17 Trade Refora Act of 1974: Report of the Committee on Finance . . .,
op. cit_ [ pp. 81-82.
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-consuming countries of supply access in exchange for assured prices.
- However, in the Trade Act of 1974 it is mot clear whether international
commodity agroements are being endorsed or condemmed.

> Tt
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III. PARTICIPANTS IN INVERNATIONAL COMMOBITY AGREEMENTS
AND PRACTICAL PROBLEMS IN THEIR OPERATION

Historically, attempts to institute international commodity agree-
ments have occurred under conditions Aof excess supply and depressed
prices, largely at the initiation of producer countries which want to
raise prices. Participatioa by consumer countries has resulted pri-
marily from an interest im stabilizing prices at a level they consider
reasonable. The difficulties im achieving a compromise on price and
workable supply control mechanisas in the face of the conflict of inter-
ests of producer and consumer countries constitute the complex combina-
tion of factors addressed im this part of the report.

Consuming Countries

For natural reasons, the production of any particular primary com-
modity tends to occur im relatively few countries. In contrast, most
countries consume that product, including the producers, e.g., Brazilians
drink lots of coffee and Americans eat a great deal of wheat products.
Consumers cannot be equated with developed countries any more than the
producers can be takem to mean the developing countries. The recent
experience with OPEC is a revealing example. Developing countries,
along with developed ones, have very strong consumer interests indeed.
The basic interests of consumers in the conduct of international trade
in commodities include (1) access to supplies, (2) reasonable prices,
and (3) stable prices.
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Access to supplies
The threat to the achievement of the first of these goals, access

to supplies, may reflect cither a political, economic, natural, or pro-
ductive constraint. Thus, a group of producing countries may decide to
withhold available supplies of a commodity to a particular consuming
country or to all consumers im order to enforce political demands, as
the Arab oil-producing nations did in the aftermath of the 1973 Arab-
Israeli war. Countries may use export taxes, licensing, dual exchange
rates, or other devices to discourage exports of primary products and
thereby promote domestic processing or prevent foreign buyers from bid-
ding up prices, e.g., U.S. controls on exports of wheat to the U.S.S.R.

Access to supplies may be limited because of genuine natural scar-
city, i.e., the supply of a raw material may be completely depleted or
agricultural production may face a technological limit. Short-rua vari-
ations in production because of natural scarcity occur mostly im agricul-
tural products, generally as a result of natural disasters or the vagaries
of the weather. Such supply interruptions are us\;ally only tesporary but
can be disruptive to ongoing production and consumption patterns. With
regard to food supplies, the threat of starvation is real and particu-
larly tragic.

Another threat to supply availability is a shortage of productive
capacity, i.e., although there is no natural scarcity of a commodity,
there is a scarcity of capital investment to expand or evea maintain

production. Thus, the continued growth in world income and consequent
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increasing demand for primary commodities require the maintenance of
adequates productive capacity of specific commodities.

Among other measures to assure access to supplies, consuming coun-

.. tries have in some instances sought this guarantee through participation

in commodity agreements. Some ICA's have given preference in sales to
members or encouraged investment for adequate productive capacity.
Reasonable prices

A second basic interest of consumers in commodity trade is in
obtaining their requirements at reasonable prices. This concept is
imprecise. Almost invariably the consumers' concept of a reasonable
price range is at a lower level than that of the producers. It is, of
course, in the consumers' interest to provide the necessary incentive
for producers to maintsin or expand production, utilizing the most
efficient technology and resources, but not in the consumers' interest
to pay monopoly or cartel profits.

* The notion of a reasonable price may not be consistent with the
economically efficient price discussed earlier. It may include a premsium
to assure access to supplies in periods of shortage, either through
buffer stock sales or excess capacity. In an ICA, a negotiated price
target or range generally is agreed to by consumers as their part in a
bargain with producers to guarantee access to supplies.

Price stability

»« The third aspect of consumer interest in commodity trade is the

maintenance of stable prices, i.e., prices that do not fluctuate
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erratically and excessively. Instability can be generated by demand
factors such as swings ia the business cycle and speculative purchases
or by supply factors such as natural shortages alternating with abundance.
At times the erratic and unpredictable entry of the Socialist countries
into the market has upset price stability. Price instability can con-
tribute to inflationary pressures as well as balance-of-payments dis-
ruptions as imports become cyclically expensive or some price increases
prove irreversible. In the developing countries, development plans may
be upset owing to increased cost of necessary imports. The investment
process may be disturbed, posing a long-term threat to the availability
of an adequate supply of the commodity.

When the prices of a primary product are unstable, processing and
marketing markups in all consuming countries are probably higher for
the manufactured goods than when the primary product prices are stable.
Larger inventories and long-term contracts prove necessary. Long-range
market planning and promotion by processors are facilitated by stable
and predictable prices for primary products.

Producing Countries

As with consumers, producers of primary commodities cannot be
identified by their level of development. Developing countries, instru-
mental in the current push for ICA's, are not the major source of pri-
mary products. In 1973, developed countries supp'ied one-half of world
exports of all primary commodities; developing countries supplied two-
fifths to one-third. The remainder were supplied by Socialist countries.



55

Although developed countries are the principal producers and ex-
porters of primary commodities, their economic base is usually suffi-
ciently broad and their total exports sufficiently diversified to be
relatively well insulated from adverse movements in revenues from ex-
ports of primary commodities. Adverse developments in these revenues
can have a serious effect on developing economies, both in the present
and in the continuing implementation of their development plans. The
economies of many small developing countries rely to a great extent on
8 single commodity for their export earnings. Estimates have been made
that for half of the developing countries as few as three primary com-
modities represent over 80 percent of their total merchandise exports.

Developing countries

The issue of economic development has had a fitful evolution in
the past two decades, culminating in increased support of international
commodity agreements by developing countries as a means of obtaining re-
distributicn of wealth. Efforts to coordinate several different policy
alternatives have not been entirely successful. Efforts to obtain
assistance from developed countries began in the 1950's and resulted in
the goal put forth at the Delhi session of UNCTAD in 1968 that the
industrial countries devote 1 percent cof their gross national product
to the aid of developing countries through public and private transfers.
On the average the transfer of resources to developing countries through
this scheme has fallen short of the l-percent goal.

A second method designed to inc::ase the transfer of resources

from developed to developing countries was advanced within the context
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of international monetary reform. Its purpose was to achieve a transfer
of resources through tying aid to the issuance of special drawing rights
(SDR) by the International Monetary Fund. This approach is still under
consideration but there is a reluctance to incorporate development aid
with internstional monetary reform. Also, the widespread adoption of
floating exchange rates has reduced the need for new reserves through
SODR allocations.

A third approach to assist the cconomic position of developing
countries has been to increase the flow of export earnings to develop-
ing countries through a generalized system of preferences (65P). The
United States is scheduled to join other developed countries in provid-
ing GSP on January 1, 1976.

A principal reason cited in favor of needing ICA's to improve prices
for developing countries is the long-term deterioration of the temms of
trade between their traditional exports and their imports from developed
countries. Most simply, the "terms of trade” is the ratio of export
prices to import prices. A long-term deterioration implies that, on a
price basis, exports cam purchase fewer imports.

The issue of deterioration in the terms of trade is subject to
some disagreement and debate between developed and developing countries
over concepts and measurement. Changes in export and import prices
must be viewed in conjunction with changes in quantities traded and in
productivity. For example, an increase in the quantity of exports may

more than offset a decrease in a country's export prices, so that the
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terms may decrease, but the total import purchasing power of the coun-
try's' exports may be unchanged or higher. Thus, a consideration of the
teras of trade based on prices without consideration of additional
factors may be misleading.

Another issue in this area is the renewed interest in the concept
of price indexation owing to the increased rate of worldwide inflation
since 1969. Under this concept, the actual u;'ket price of a primary
commodity exported by a country or countries would be tied to the market
prices of products imported by that country or countries. As generally
proposed, an index of the prices of goods imported by a country would
deternine the price of the product exported. In this manner, primary
commodity prices would be maintained at par with manufacturcd goods--a
concept not unlike some domestic agricultural prog:rams, but much more
rigid in operation as currently proposed. 1/ Objections to this scheme
are that (1) owing to the fact that most raw material production takes
place in the industrial countries, indexatiomn would benefit those least
in need of assistance and would have an adverse effect on developing
countries which are net importers of raw materials, particularly food-
stuffs, (2) such a scheme would cause misallocation of resources, dis-
tortion of investment patterns, and introduce increased rigidity in the
world economy, and (3) the complex technical problems involved in the

implementation of such a schese.

1/ See pt. v, the section on UNCTAD, for more discussion of index-
ation.
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There is general dissatisfaction among developing countries with
the various forms of assistance offered in the past few decades, and
the issue of deterioration of their terms of trade has convinced this
group of producers that not only do they need additional support, but
they are falling farther behind. The current push for ICA's as one of
the fev remaining alternatives is a direct result of these conditions,
and this campaign has received considerable fuel from the success of
OPEC. 1/

Developed countries

Developed countries are the principal producers of primary com-
modities, as noted in the introduction to this section. It is difficult
to generalize on their position, but it can safely be said that their
enthusiasm for ICA's is not as high as that of developing countries.
Producers in those countries are generally reluctant to submit to the
inflexibility of ICA's, with the opinion that they can probably do better
in a free market. In many ICA's, the allocation of export quotas is
politically influenced, and producers in developed countries prefer the
freedom to expand their markets and market shares as they see fit or
find economically possible.

In many developed countries producers of agricultural products
would rather depend on the services of a domestic agricultural program
than on the uncertainty of a multilateral organization. Sometimes, how-

ever, a domestic program has not been enough, and the developed countries

1/ See pt. V, the section on OPEC.
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have turned to ICA's as did Canads and the United States for wheat.

Finally, it should be noted that ICA's are negotiated between govern-

ments, and it is their reading of the problemss described in preceding

paragraphs that‘ determine their positions as member producers im any ICA.
Practical Problemas in Operating an ICA

Some supply control programs, when used in a single country for
8 particular standardized primary commodity, have been fairly success-
ful in achieving their price objectives. In contrast, under an ICA the
practical probleas of supply control are compounded manyfold. Instead
of one government there are many governments with varying degrees of
dedication to abiding by the terms of an agreement. While one govern-
ment may decide on a price objective, it is often difficult for several
producing and consuming countries to agree on a price objective for a
commodity. Furthermore, there are usually nonmembers who make no com-
mitments and who pose a threat to an agreement's successful operation.
Changes in sonetary systems and fluctuating exchange rates make it diffi-
cult to achieve a common price objective, sometimes to the detriment of
individual countries.

In attempting to set a price goal, ICA's often lack the specific
market knowledge that is needed to establish supply controls that will
achieve that goal. For many Mities adequate information is not
available on price elasticities of supply and demand to enable an ICA ]
council to initiate appropriate supply control actions to counter un-
anticipated changes in supply. The market price for a commodity often

varies significantly from expectations.
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A further complicating factor for some ICA's is the lack of homo-
geneity of products, e.g., grains or coffee, that have many grades,
types, and qualities. Markets seldom recogmize rigid price differ-
entials among different grades; thus, attempted supply control in terms
of fixed differentials can generate pressure om prices by traders bidding
in response to market conditions, making such differentials difficult to
maintain.

In practice, there has been little prolonged experience of an ICA
attaining price objectives by engaging im market allocatiom and buffer
stock control.. There remain many unresolved technical questions relating
to reallocation of quota deficits, adjudication of requests for supple-
mental quotas, and buying, selling, storage, financing, and rotation of

buffer stocks.
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V. HISTORY OF SELECTED ICA'S

The history of commodity agreements extends over a considerable
period of time and encompasses a mumber of products. A comprehensive
discussion of the variety of agreements, the particular market circum-
stances, and the effects on participating countries and important non-
meabers would require a voluminous report. This section of the report
presents case histories of ICA'S on five major commodities--tin, coffee,
cocoa, wheat, and sugar. Appendix E includes copies of the following
agreements:

The Fifth International Tin Agreement
The 1968 International Coffee Agreement
The International Cocoa Agreement of 1972
The International Wheat Agreement, 1971
The International Sugar Agreement of 1968

At various times producers and consumers of these commodities have
been organized in agreements, although for some of the products coa-
siderable periods of time have elapsed without agreements in force.
Although the United States has been only tangentially involved in two
of the five agreements, the discussion attempts to examine the experi-

ence of the United States with each of the five agreements.

The International Tin Agreesents
The international tin agreements in effect since 1956 have been

multilateral treaties between the governments of tin-producing and

60«688 O ~75 -5
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tin-consuming nations. Administered by the Internationsl Tia Council,
the agreements have provided for supply control through export quotas
and buffer stocks. Although the United States has not been a signa-
tory to any of the past agreements, it is expected to participate ia
the next agreement, which is to become effective in 1976. )/

World tin production has been under some form of international

control for most of the last SO years and is, in many ways, adaptive

1/ For a track of congressional interest in these international
commodity agreements, the following library references are provided:

Internationsl Tin Agreements

U.S. Congress, House Committee on Foreign Affairs
. . . Investigation of the extent to which the U.S. is dependent

upon foreign nations for its supply of tin. . . . Report.
Pursuant to H. Res. 717. . . . Washington, U.S. Govt. Print. Off.
193S. (74th Cong., 1st Sess., House Rept. 748)

U.S. Congress, House Committee on Foreign Affairs

Tin investigation. Report of the Subcommittee of the House Committee
on Foreign Affairs. . . . on House Resolution 404, 73d Congress, 24
Session, and House Resolutiom 71, 74th Congress, lst Session, to author-
ize an investigation into the extent to which the U.S. is dependent upon
foreign nations for its supply of tin and for other purposes. . . .
1934-35. Washington, Government Printing Office, 193S.

U.S. Congress, House Committee on Military Affairs

. « . Provide for protection and preservation of domestic sources
of tin . . . . Report. [to accompany H.R. 4754] . . . . Washingtom,
U.S. Govt. Printing Off. 1935. (74th Cong., lst Session, House Report
257).

U.S. Congress, House Committee on Military Affairs

Supplies for the armed forces in time of an emergency. Hearings.
. « « 75th Cong., 1st Session on H.R. 1608, acquiring certain commodi-
ties essential to the manufacture of supplies for the armed forces in
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to such control. Productiom is geographically centered in a few coun-
tries, primarily in Southeast Asia. In 1974 Malaysia, Thailand, and
Indonesia accounted for soms 62 percent of total free-world production.
Bolivia, Nigeria, Zaire, . and Brazil account for much of the remainder.
Brazil, with some 2 percent of total free-world production in 1974,
and the People's Republic of Chana are the only msjor world producers
that are not members of the current International Tin Agreement. The
People's Republic of China has significant tin reserves and is kiown
to be a major world producer and exporter of tin.

Consumption, on the other hand, is centered in the industrialized
nations of Western Europe, Japan, and the United States. In 1974 the

United States accounted for some 27 percent of total world consumption

time of an emergency, May 18, 25, 26, June 1, 1937. Washington, U.S.
Govt. Printing Off., 1932.

U.S. Congress, Senate Committee on Armed Forces

Governmental control of tin production in the United States. Hear-
ings before a subcommittee . . . 80th Cong., 2d Session . . . . May 24,
and 26, 1948. Washington, U.S. Govt. Printing Off., 1948.

Preparedness Subcommittee of the Committee on Armed Services, U.S.
Senate, Investigation of the Preparedness Program, 6th Rept., tin: 82d
Cong., 1st Sess., 1951, and U.S. Senate, Supplemental Report on tin; 82d
Cong., 24 sess., 1952,
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of primary metal. Secondary tim recovery is an important source of

supply and in 1974 accounted for more than 20 percent of total U.S.

consumption. The United States is the only major world tim consumer
not 8 member of the agreement.

It is generally recognized that supply and demand for tin are not
readily responsive to price changes. Because relatively saall amounts
of tin are required in most tin-containing products, consumption does
not readﬁy increase in response to price declines. Similarly, as a
result of the dependence by the major producing countries upon revenues
obtained from tin and the investments made in production facilities,
production tends to be maintained when prices decline. Owing primarily
to these factors, it was generally believed that tin-mining countries
had an inherent tendency to overproduce.

Tin is generally sold to industrial buyers, and tin production is
dependent upon & single use (tinplating) for much of its viability. In
1974 this use accounted for slightly less than 50 percent of total pri-
mary consumption im the United States. Moreover, tin is more expensive
than many other metals, such as aluminum or lead, and substitution of
these products--for example, the substitution of aluminum for tin in
foil and canning--have affected tin consumption. After World War II the
hot-dipping process for tinplating was replaced by electro-deposition,

which meant that significantly less tin per unit was required to plate

s
-
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shoot steel. This process change has been one of the most significant

factors affecting tin consumption.

Circumstances leading up to the International Tin Agreement of 1956
The resurgence of world tia consumption and rising prices which

occurred immediately following World Mar I were short-lived, and by

1921 consumption had substantially declined. The producing countries
were unable to adjust readily to the changing economic conditions, and
tin stocks substantially increased. In early 1921 the Federated Malay
States (now Malaysia) and the Netherlands East Indies (now Indonesia),
which together accounted for about half of total world tin production,
established the Bandoeng Pool. The Bandoeng Pool was the first inter-
governmental arrangement to be established in the tim industry. Its
purpose was to keep excess supplies of tin off the market until the
price recovered. Liquidation of the pool, which amounted to 19,000
long tons, ox about 1S percent of world production, was accomplished
in 1923 and 1924 at s substantial profit, and the principle of con-
certed action to control the tin market was firuly established.

The remainder of the 1920's was a period of increasing production,
consumption, and prices, which changed the character of the industry and
made it more conducive to the future imposition of controls. The rising
price trend attracted substantial amounts of capital, primarily from

outside sources. Tin production became increasingly mechanized.
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Production costs declined, and the proportiom of fixed overhead costs
increased. This change in the cost structure lessened the responsive-
ness of supply to price durin; a declining market, i.e., producers were
more inclined to maintain output im order to reduce fixed costs per wunit
when prices declined.

By 1928, however, stocks begsn to increase, and prices began to
decline. In mid-1929 some 300 directors of tin-producing companies that
accounted for about 60 percent of total world production met and estab-
lished the Tim Producers Association. The members agreed to limit produc-

‘tion voluntarily. The restrictions did not extend to nonmembers, such

as Chinese miners in Malays and relatively low-cost producers in the
Netherlands East Indies. By the end of 1930 it was generally recog-
nized that such an arrangement was not workable and that effective im-
plementation of restrictions would require intergovernmental actiom.

By 1930 the major tin-producing countries were being severely
affected by the loss in revenue resulting from declining production
and were sympathetic to such a control mechanisa. As a result the Inter-
national Tin Control Scheme of 1931, administered by the International
Tin Committee, was established by the Governments of the Federated
Malay States, Nigeria, Bolivia, and the Nethsrlands East Indies. The
first agreement was in effect from 1931 to 1933; the second agreement,
from 1934 to 1936; the third agreement, from 1937 to 1941; and the
fourth agreement, from 1942 to 1946. The principle of the agreements
was to regulate production through a quots system enforced by govern-
mental action. By the end of 1931, some 95 percent of total world tin
production vas controlled.
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The first agreement did not provide for 8 buffer stock, although
the privately financed Internationsl Tin Pool was in existeace from 1931
to 1933 and acted with the knowledge and approval of the Committee. In
June 1934 a buffer stock (comsisting of slightly more than 8,000 long
tons) financed by the producer countries, scheduled to operate until
December 31, 1935, was made 8 part of the second agreement. The inclu-
f10n of the buffer stock expanded the authority of the Committee at s
time of high prices and insufficient supply. Criticisa of the buffer
stock came from several quarters. The chairman of the Tin Producers
Association resigned, the Malayan Chamber of Mines voiced strong objec-
tions, and, in the United States, a subcommittee of the House Committee
on Foreign Affairs inquired into the possibility of reducing U.S. depen-
dence on foreign tin supplies. As a result of these criticisas the
Committee invited consumer representatives to form an advisory panel
to attend its meetings, but with no voting rights. By the end of 1935
the buffer stock had been liquidated with apparently little effect on
the market.

The control measures, i.e., export restrictions, adopted by the
Committee appear to have been successful, for by early 1937 the price
had reached its highest level since 1927. By yearead, however, the
price had declined as industrial consumers began liquidating stocks,
and a new buffer stock, financed by the producers, was placed in effect
in 1938. The buffer stock (initially authorized at 10,000 long tons

and later at 15,000 long tons) was to last the life of the agreement
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and was to be bought and sold within specified price limits. Objections
to the buffer stock were agaia evident, primarily fros the Malayan Cham-
ber of Mines and the United States. With the beginning of World War II
in September 1939, the stock was quickly liquidated.

As 8 result of the wartime situation, the controls administered by
the International Tim Committee ceased to be effective, although it com-
tinued to operate until 1946. In that year the International Tin Confer-
ence was convened, and it was attended by Belgium, Bolivia, the United
Kingdom, France, the Netherlands, Siam (now Thailand), China, and the
United States. The United States indicated its commitment to the expan-
sion of free trade and to the elimination of restraints to trade, such
as international arrangements which restricted markets or fixed prices.
It did recognize, however, that surplus tin supplies could arise and
recommended that s study group be established to make recommendations,
among other functions, regarding tim to participating countries. The
study group was established in 1946 and operated until the First Inter-
national Tin Agreement--administered by the International Tim Council--
became operative in July 1956.

The international tin agreements since 1956

The first agreement was operative from July 1, 1956,to June 30,
1961; the second ;;mt. from July J, 1961, to June 30, 1966; and
the third agreement, from July 1, 1966, to June 30, 1971. The fourth
agreement becams effective om July 1, 1971, and will remain in effect
through June 30, 1976.
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The first agreement went into effect with a mesbership of 6 produc-
ing countries, which accounted for some 90 perceat of total free-world
production, and 10 consuming countries, which accounted for some 40 per-
cent of total free-world comsumption. The fourth agreement has 7 produc-
ing members, which account for about 95 perceant of total free-world
production, and 22 consuming members, which account for about 70 percent
of total free-world comsumption.

Producing and consuming members are represented in the administering
body and are each provided with s total of 1,000 votes, distributed among
the individual members according to their percentage of total production
or consumption by all the members. Of the 7 producing members, 4 (Malay-
sia, Bolivia, Indonesis, and Thailand) account for 870 of the total pro-
ducing countries' votes; of the 22 consuming members,S (Japan, the
Federal Republic of Germany, and the United Kingdom) sccount for 462 of
the total consuming countries® votes.

Operations

The two basic objectives of the agreements (10 objectives sre listed
in article I of the fourth agreement) are "to provide for adjustments be-
tween world production and consumption of tin and to alleviate serious
difficulties arising from surplus or shortage of tin" and "to prevent
excessive fluctustions in the price of tin and in export earnings from tin.”

The primary methods of obtaining the objectives of the agreements are
export controls and the buffer stock. Ia fixing permissible export ton-
nages, the Iutomtio!ul Tin Council attempts to maintain the price between
the established floor and ceiling prices. The periods of export coamtrols
during the agroements were from Becember 1S, 1957, to September 30, 1960;
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from September 19, 1968, to December 31, 1969; from January 19, 1973, to
September 30, 1973; and from April 18, 1975, to September 30, 197S. The
agreement provides for pemalties, which range fros additional contributions
to the buffer stock to forfeiture of a portion of a country's share of the
buffer stock, against countries which excoed the permissible export amount.

- The principle of soversign government liability for exceeding the export

amount was established im 1960, whea Thailand made a voluntary cash contri-
bution to the buffer stock after exceeding its quota im 1959.

A summary of buffer stock operations is provided im table 1. In gen-
oral, buffer stock sales correspond to periods of tight supply, while pur-
chases correspond to supply surpluses.

In each of the agreements, the buffer stock has been financed by com-
pulsory contributions, either in cash or metal as determined by the Inter-
national Tin c«mﬂ,ftu the producing countries. Voluntary comtributions
were also authorized for consumers, and in 1971-72 such contributions were
made by the Netherlands and Prance. A buffer stock of the equivalent of
25,000 metric tons was authorized in the first agreement; this was reduced
to 20,000 metric tons in the subsequent agreements. Although no provision
was made in the first agreement for the Council to borrow funds for buffer
stock operations, such funds were obtained from banking sources in 1958,
after the buffer stock manager had depleted his resources, and the price
remained close to the established floor. In subsequent agreements, pro-
visions were made for such borrowing. In 1969 the International Monetary
Fund agreed that members of the agreement could use their drawing rights
on the Fund to pay for buffer stock contributions if they were cxperieticin(
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Table 1.--Buffer steck operstions of intermstiomal tin agreemests, 1956-75
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balance-of -payments difficulties. During the course of the fourth agree-

ment, several mewbers used this means to satisfy their obligations.

U.S. relationship

The United States has not been a signatory to the agreements
primarily because of opposition by tin consumers, such as the tin-
plating industry. The position of the consuming interests, as expressed
by the American Irom and Steel Institute, is that "the Agreement as imple-
mented by the International Tin Council operated virtually exclusively
in the interest of tin producing countries."” A contributing factor may
also include the influence which could be exercised by the International
Tin Council over the strategic stockpile.

With the start of the Koreanm conflict in 1950, the United States
began buying substantial quantities of tin for its strategic stockpile.
As a result, in large part, of these purchases, the price substantially
increased. In March 1951 the Preparedness Investigating Subcommittee
of the Committee on Armed Forces recommended that tin purchases be
centralized in 8 single Government department and that stockpile pur-
chases be suspended until the price decreased to a reasonable leve!.
Further purchases for the stockpile were suspended, and the private
importation of tin metal for ressle was prolfibited. In January 1952 the
United States and the United Kingdos entered into a mutual assistance
agreement whereby the United States agreed to purchase tin at a price
which was substantially below that of early 1951. Further, in March 1952
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purchase contracts were concluded with Indonesia and the Belgian Congo.
In July 1952 a supplenvental report by the Preparedness Subcommittoe
criticized tin producers.

In August 1952 private importation for resale was again permitted.
Purchases for the stockpile were discontinued in 1955 after the acqui-
sition of some 350,000 long tons of tin which was equivalent to some
2 years of world production or 6 years of U.S. annual consumption.

The second agreement came into effect in July 1961 at s time of
increasing tin consumption and 8 tin shortage. The export controls
which characterized the period of the first agreement were apparently
maintained too long, and producers were unable to adjust readily to the
changing economic conditions. The United States became increasingly con-
cerned about the shortage, and discussions were begun with the Interna-
tional Tin Council regarding stockpile disposals. At the beginning of
these discussions in 1962 the United States affirmed that disposals
would be regulated in accordance with market conditions but did not
agree to the luternatifml Tin Council's proposal that s cutoff price
be established bel;)u :’hich sales would not occur. The shortage estimated
by the Council, however, was less than that anticipated by the United
States, and, in July-Decesber 1962, stockpile releases coincided with
buffer stock purchases.
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By the end of 1966, however, the economic situation had changed.
Consumption began to decline and prices weakened. Im October 1966 the
United States agreed im principle to moderate its tin sales prograa if
that program was inconsistent with operations authorized under the agree-
ment. On July 1, 1968, commercial sales were suspended and not resumed
until the supplies became tight im 1973,

During the 1962-68 period, commercial sales from the stockpile
touloq some 79,000 long tons; additional sales of more than 43,000
long tons occurred from 1973 to June 1975. ‘Ia 1967, 1968, and early
1975, stockpile disposals had again coincided with buffer stock pur-
chases. Disposals during these years, however, were at lower levels
than in preceding years. The stockpile inventory at the end of 1974
totaled more than 207,000 long tons.

The agreements appear to have been extremely successful in main-
taining the established floor prices. Since 1956 the price has fallen
below the floor level only during a short period in September 1958.
This price decline was primarily the result of sales by the U.S.S.R.,
which at that time was not a member of “he agreement. The agreements
have been less successful, however, in maintaining the ceiling prices.
Periods during which the price exceeded the established ceiling prices
were from about May 1961 to December 1961, Noveamber 1963 to July 1966,
and November 1973 to October 1974. These periods would undoubtedly
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have been extended if increases in the ceiling prices had not been
suthorized by the Council (see table 2).

Buffer stock sales which closely corresponded to the latter periods
do not appear to have been successful in holding the price. This lack
of apparent success can be attributed primarily to the size of the buf-
fer stock's being inadequate for effective control. Authorization has
been grauted in the draft of the fifth agreement for doubling the buffer
stock through voluntary contributions by consuming members.

Maintenance of the established floor price has undoubtedly kept
marginal mines, generally gravel pump mines, in production. These pro-
ducers are a significant factor in production, sccounting for close to
SO percent of total Malaysian output. In the absence of the floor price,
much of this production would probably be lost.! However, increased
production from more efficient operations would offset at least part
of the loss. -

The only serious challenge to the auee;ent from tin produced by
nonmesber countries began in 1957, when the U.S.S.R. began selling sub-
stantial quantities of tin it had previously obtained from the People's
Republic of China. By the end of 1958 the consuming members agreed not

to import tin from countries that wers not meambers of the agrcement,

_ thereby eliminating the market for U.S.S.R. tin. In 1971 the U.S.S.R.

became 2 member of the agreement, after it was unable to obtain Chinese
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Table 2,--Price ranges in the intermationsl tin agreements, July 1, 1956-Jan, 31, 197§

: Floor : Sector :Celling
Periods :price : N 0 : price
;" . lower . Niddle .  Upper
Pounds sterling (per-long tam)
July 1, 1956-Mar. 22, 1957--: 640 : ©640- 720 : 720- 800 : 800- 830 : 880
Mar. 22, 1987-Jam. 32, 1962--: 730 : 730- 730 : 780- §30 : 830- 880 : 880
Jen. 12, 1962-Dec. 4, 1963--: 790 : 790- 50 : 850- 910 : 910- 965 : 965
Dec. 4, 1963-Nov. 12, 1964--: 850 : 850- 900 : 900- 950 : 950-1,000 : 1,000
Nov. 12, 1964-July 6, 1966--: 1,000 : 1,000-1,050 : 1,050-1,150 : 1,150-1,200 : 1,200
July 6, 1966-Nov. 22, 1967--: 1,100 : 1,100-1,200 : 1,200-1,300 : 1,300-1,400 : 1,400
Nov. 22, 1967-Jaa. 16, 1968--: 1,283 : 1,283-1,400 : 1,400-1,516 : 1,516-1,638 : 1,633
Jan. 16, 1968-Jan. 2, : : 1,630

Jaa. 2, 1970-Oct. 21,
Oct. 21, 1970-July 4,

July 4, 1972-Sept. 21,
Sept. 21, 1973-May 30,
“’ ”. l""--'ll. Sl.

Jan. 31, 197S-cccccccccancees: 900

1970--: 1,280 : 1,200-1,400 : 1,400-1,51$ : 1,515-1,630 2.
Pounds sterling (per metric tom)

1970--

1,260-1,380 : 1,380-1,490 : 1,490-1,608 : 1,608
1972-- 1 H : 1

350-1,460 : 1,460-1,540 : 1,540-1,650 650
Malaysian dollars (per picul) V/

[g;

eofea sefee oo cofee o

1975-¢ 583 : 583633 : 633- 668 : o8- 718 : 718
1974-<¢ 635 : 635-678 : 675. 720 : 720. 760 : 760
1975-< 850 : 850-940 :  940-1,010 : 1,010-1,050 : 1,050

: 900-980 : 980-1,040 : 1,040-1,100 : 1,100

ﬂ 1 Nalaysian plculs133,33 .pu-ds.

Source: Internatiomal Tim Council, Monthly Statistical Bulletin, No, 7, vol, XIX,

July 1975, p. 59.

Note.--The curreat floor and ceiling prices are equivaleat to about $2.92 per pound
and $3.57 per pound, respectively, based upom exchange rates im effect in June 1978
{$1 US=2.3108 Mslaysian dollars or 0.455 pound sterling). Ia early August the price
of tin on the New York market was $3.38 per pound,
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tin supplies. In 1974 the People's Republic of China was the fourth
largest world exporter of tia (shipping 8,918 long tons, 37 percent of
which was imported by the United States). Although little is known of
Chinese intentions or the capability of the Chinese tin industry, sub-
stantial continuing exports by & nonmember primarily to a nonmember
could have deleterious effects om the viability of the aMt.

Much of the effectiveness of the agreement depends upon the ability
of the Internationsl Tin Council to judge existing and prospective mar-
ket conditions. Export controls imposed from 1957 to 1960 appear to
have been maintasined too long and hence to have contributed to the tin
shortage vhich subsequently followed. More recently, the Council

~ apparently misjudged the shortage which began in mid-1973 and continued

export controls through September. In addition, despite the imposi-
tion of export comtrols, buffer stock sales occurred throughout the
year. Complicating the supply situation at that time, however, was
the possibility of General Services Administration (GSA) stockpile
veleases. These sales have relieved two periods of tight tin supply
and have thereby probably contributed to continued viability of the
agreement.
Current status of the agreement

The Fifth Intemational Tin Agrecwent was drafted in midyear
1975 and is to become effective om July 1, 1976, for a period of §

1 e L e ——0 " ——— -

years. Buffer stock financing was one of the most important arcas

0638 0O -1 -8
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of consideratiom during discussions relating to the new agreement. The
producer nations demanded that the size of the buffer stock be doubled
(from 20,000 metric tons) and that it be financed by compulsory comtri-
butions from both producer and consumer nations. Appsrently as a result
of the world recession and tim oversupply, such 8 concession by the con-
suning members was not forthcoming. An additional factor which may
have contributed to the lack of agreement was the suspension of the
buffer stock manager and his deputy. No reasom for the suspension was
given by the Council. It was stipulated, hou_gnr. that voluntary con-
tributions of up to 20,000 metric tons could be made by the consuming
members and that if the producing countries were not satisfied with the
level of such contributions the agreement could be renegotiated in 2-1/2
years. It was further specified that contributions would be made at the
floor price prevailing at the time of the contribution instead of at the
floor price prevailing when the agreement went into effect, as was true
in the previous agreements.

The new agreement further specifies that during periods of tin
shortages the International Tin Council can recommend that producers
give preference to consuming countries that are members of the agreement,
unless such action would be inconsistent with other intermational agree-
monts on trade. Such a provision has not been a part of previous agree-

\
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ments. It was apparently aimed at the United States, which, as indicated
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previously, is mot a member of the agreement but which is the world's
largest tia consumer.

In early September 1975 the U.S. delegste to the United Nations
stated in a spooch delivered to the U.N. Genera] Assembly on behalf of
the U.8. Secretary of State that President Ford had authorized him to
sanounce that the United States intends to sign the tin agreement sub-
ject to congressional consultation and ratification.

VO R e b R N Al g ) Pty a5 UM Wi ot



The International Coffee Agresments

Recent international coffee agreements have been multilateral

treaty arrangements betweea the major coffee importing and exporting
‘:w countries, including the United States. 1/ The agreements, administered

For & track of congressional interest ia these internationa] com-
ty agreemsnts, the following library references are provided:

Inter-American Coffee Agreecsent. Legislation implementing the Agreement
t o R s 99 Stat. 133).
U.8. C ss, Senate, Committee on Foreigm Relations. . . . The Inter-

0 ... to accompany Executive A,
77th Cou.. 1st Sess. [Washington) 1941.

Inter-American Coffee Agreement. Protocol betweea the United States of
mwﬁmm;m modifying and extending for one
year from Oct. 1, 1946, the Agreement of Nov. 28, 1940 . . . . pro-
clained by the President of the United States April 1, 1947, (U.S.
Dept. of State Publication 2852. Treaties and other international

scts series, 160S.)

Inter-American Coffee Agreement. Protocol between the United States of
Americs and other ﬁfm Republics modifying and extending for one

year from Oct. 1, 1947, the Agreement of Novesber 28, 1940, as modi-
fied and amended . . . . proclsimed by the President of the United
States June 9, 1948. (U.S. Dept. of State, Publicatiom 3247.
Treaties and other international acts series, 1768.)

U.S. President, 1945
Protocol oxtafii % ;ntor-horim Coffee Agreement. Message from

the President of the United States . . . January 21, 1948. ([U.S.]
80th Cong., 2d Sess. Senate Executive A.)

International Coffee t, 1962
S. 701 (H. Res. m; --;ntnmtioaal Coffees Agreement, 1962, obliga-

—— e m»&mmmm in_Senate Feb. 1, 1965; Finance;
— Rept. 53. Passod Senate Feb. 2, 1965. Reported
oy 252. Uniom Calendar. Passed llonu, amended, May 12, 1965 Suuto

A

Apﬁ 19, 1965; Rept. '
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by the Internationa] Coffee Council, have had the primary objective of
achieving a reasonable balance between supply and demand at equitadble
prices. The objective was te be attained principally through a systea

agrees to House amendments May 13, 196S. Approved May 22, 196S.
Public Lsw 89-2S. .

u.s. ss, Senate Committee on Foreign Relations
lutomti T Cottoe Agresment, 1962. hﬁ before the Committee on

Foreign Relations, United States Semate, 88th Cong., 15t Sess., on
Executive II. 87th Cong., 24 Sess., March 12, 1963.

u.S. % l Senate Committes on Pinance
ngs ore t| ttes on Finance, United States Senate,

88th Cong., 2d Sess. on H.R, 8864. Pebruary 25, 26, and 27, 1964.

U.S. Congress, Senate Committee on Finance
COROO Agreement, hearings before the Committes on Finance, United
States Senate, 89th Cong., 1st Sess., om S. 701, January 27, 196S.

u.8. %n, House of Representatives Committee on la*s and Means
Teport om nternations 7] eoment, lst- » 1965~
, U.8. President--submitted to the Congress of the United States,
January 14, 1966-, Washington.

International Coffee eement, 1968
slat lement t was signed into law (P.L.
90-234) om October 24, 1968. The legislation has beea twice extended
to July 1, 1971 (P.L. 91-694), and to September 30, 1973 (P.L. 92-262).

U.S. Ccngress, Senate Committee on Foreign Relations --International
o hgreiaest. 1063, TesrIngs. S0tk Cong.. 7 Sess., om Executive
D, June ¢ ud 12, 1968.

U.S. Co ss, .‘ouse Committee on Ways and Means
nternational offee t, . Cong., 2d Sess., on

iy B AR R o, U AN Yo 1 B bitis

U.S. Cr..5ess, Sena.e Cowmittee om Finance
ntcrnat sonal Cofloe t. to accompany H.R. 8293, 92d
Cor>. 24 Sess., Senate Report No. 92-685. Bound with H. Rept.
92"2‘2 “ '-Lo 92‘262.

U.S. ss, Senate Co-ittu on Finance
ternat t: its impact on coffee prices; its
ability to deal with unfotcsm supply and demand conditions; alleged

(Continued)
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of variable export quotas which were automstically adjusted in response
to chenges ia specified price ranges. The current agreement, however,

does not include economic provisions and presently serves as s forua for
the collection and dissemination of coffee statistics and as a basis for

the rencgotiation of a new agreement.

(Continued)

discrimination against U.S. ships in the carriage of coffee; and the
soluble coffes controversy. Report by the Comptroller General of the
0Il'|_|i_t‘dA States, 93d Cong., 1st Sess., July, 1973,

U.S. General Accounting Office o
Foreign aid prwﬂﬁ through the operation of the United States Sugar

Act and the Internationa]l Coffee Agreement; report to the Congress by
the Comptroller General of the United States. B. 167416. Oct. 23,
1969.

H.R. 17324 (H. Res. 1181) --Renegotiation Amendments Act of 1968. Re-
ported from Ways and Means, May 20, 1968. Rept. 1398. Union Calendar.
Reported in Senate, July 11, 1968; Finance; Rept. 1385. Rept. 1385,
pt. 11, filed July 26, 1968 Conference report filed Oct. 3. 1968;
Rept. 1951. Approved Oct. 24, 1968. Public Law 90-634.

H.R. 18299 --International Coffee Agreement Act of 1968. Repurted from
Ways and Means, July 11, 1968; Rept. 1704, Uniom Calendar . . . .
Union 687.

H. Res. 1295 (H.R. 19567) --International Coffes Agreement Act, consid-
erstion of. Reported from Rules, Dec. 8, 1970; Rept. 91-1682, House
Calendar. Passod House, Dec. 18, 1970.

H.R. 19567 (d. Res. 1295) --International Coffee Agreement Act, comtinue.
Reported from Wuys and Means, Dec. 1, 1970; Rept. 91-1641, Union :
Calendar. Passed House, Dec. 18, 1970. Reported in Senate, Dec. 30,
1970; Finance; Rept. 91-1534. Passed Senate, Dec. 31, 1970. Ap-
proved, Jan. 12, 1971. Public Law 91-694.

)
»

) H.R. 8293 (H. Res. 465) --Tariff, International Coffee Agreement Act of

1968, continue. Reported from Ways and Means, June 2, 1971; Rept.
92-242, Union Calendar. Passed House, Nov. 5, 1971. laported in

. Senate Mar.9, 1972; Finance;. lopt. 92-685. Passed Senate lhr 13, 1972
" Approved Mar. 24, 1972. Public Law 92-263. |

o
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Circumstances which led to the formulatiom of the ts, their
stmcturo; E tEr gamim

The coffee market was characterized by persisternt overproductien.
and depressed prices from the mid-1920's to the early 1940's. Although
several international conferences were held to discuss measures intended
to be of benefit to the coffee trade, no definitive agreements were
reached umtil the outbreak of World Mar II, whem the Inter-American Coffee
Agreement vas signed. This agreement, which was signed in 1940 by the
United States and 14 Latin American coffee-producing nations, was

intended to solidify U.S. relations with Latin America during Woild

War Il and deal with the particular wartime problems created for Lsatin
American producers by the ciosing of European urkots, rather thaa to
solve basic coffee probleas. The agreemert functioned through annual
import quotas for the U.S. market, both for members and nonmembers, and
export quotas for members to other markets. No provisions for price
controls were contained in the agreement.

The quota arrangements of the agreement were teraminated in 1945
(at the end of World War II), and the agreement expired in 194.8. with
the Inter-American Coffee Board reporting that the oversupply probles
was under coatrol. »

After World War II the d-ud for coffee increased, and by th::ue
1950's world coffee production was again much larger thar demand, and
prices were declining sharply. In August 1961 U.S. Secretary of the Treas-

ury Douglas Dillon formally declared that the United States ws “prepared

e e e e dewtim e e 0 P Y P o S ———
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to join a workable coffee agreement, to use its good offices to urge
the participation of other consuming countries, and to help in the
enforcement of export quotu' through the use of import conmtrols,” and
"the Ilnited States uoﬁld propose that a new agreement be drafted to
achieve these ends.” 4'

Thereafter, negotiations moved swiftly as an Intermat.onal Coffee
Conference was held in July and August of 1962 under the sponsorship
of the United Nations. At the Conference, the International Coffee
Agreement, 1962, was successfully negotiated and adopted. Membership
in the agreement consisted of S4 countries (32 coffee-exporting and
22 coffee-importing countries), accounting for about 95 percent of world
coffee imports and exports.

The agreement functioned through the Internationsl Coffee Organiza-
tion (100) which was ;ovemod by the Internationsl Coffee Council (ICC).
The Council was composed of a :epresentativo of each member country with
exporting and importing members (as a group) having am equal number of
votes. The number of votes each country was delegated was related to
its share of total coffee trade (see table 3). The stated objec-
tives of the agreement were as follows:

(1) To achieve a reasonable balance between supply

and demand on a basis which will assure adequate sup-

plies of coffes to consumers and markets for coffee to

producers at equitable prices and which will bring about

long-tera equilibrium b’etnm production and consumption;

(2) To alleviate tl’xb serious hardship caused by bur-
densome surpluses and excessive fluctuations in the prices

of coffee which are haraful both to producers and to con-
sumers; ~
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Table 3.--International Coffee Agreement, 1968: Di
of votes fcr coffee year 1912:73 F Distribution

. COUNTRY Egerting  lmporiig
. - »
= = #
'tl” Py -
'°‘""l % . 1] -
Burundi ' 2
- 2
C"“'c o 1 -
Costa Rica 2 —3 '
Cyprws " - 19
mw Republic ;; =
o 16 -
Salvadar 31‘ ~
Ethiopia ol - 103
Federal Republic of Gormany — %M
Finland - ”
Ghane 4 —~
Guatesmals n =
> ¢ -
Haiti 12 -
1" -
India n -
Indoues; 2 -
Israel - Y
haly e »
James 4 ;
Japen 17 -
"‘m' s 4 -
Mexico i Q
- Q
New Zealand . T !
" n -
Nigeria ‘4 I
- 16
OAMCAF by -
OAMCAF “w z
Ceseal African Republic 3 =
Congo, People’s ! -
Dabomey ! —
Geboa ) -
Ivosy Coest % -
Toge: l; -
oo . ; : -
Pere - DR 2 -
:“““ ™. K3 . ¢ -
5".‘. 1 ) . 6 ;
Swedea - a
Switacriand Ts 2
T e 4 -
Ugands Q ;"'
Unised Sisees of America “a ot
Veaetucla H -
Zaise » -
‘ TOTAL ”% 140
¢ Basic vouwes not stributadic 10 individual consracting partics ender Asticle 3 (4) (b)
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----- (3) To contribute to the development of productive
resources snd to the promotiom and maintenance of employ-
mont and income ia the member countries, thereby helping
to bring about fair wages, higher living standards, and
better working conditions;

;fm (4) To assist in increasing the purchasing power of
' coffee-exporting countries by keeping prices at equitable

levels and by increasing consumption;

(S) To encourage the consumption of coffee by every
- possible means; and,

' (6) In general, ia recognition of the relationship

of the trad: in coffee to the economic stability of mar-

kets for industrisl products, to further international

cooperation in connection with world coffee problems.
These objectives were to be attained principally through a systeam of
variab.lo. export quotas. Each exporting member country was assigned a
basic quots which was negotiated prior to ratification of the agreement.
The annual quotas were established for each year (beginning October 1) by
8 distributed two-thirds majority vote (i.e., & two-thirds majority vote
of the importers and exporters voting separstely). The annual quotas

were based on an estimate of total world coffee imports and probable

exports from nonmesber countries. Each country's annual quota was =~

determined by applying its share of the basic quota to the annual quota.
The annual quotas were broken down into quarterly quotas which were to
be, as nearly as possible, 25 perceat of the annual export quotas.
Exporting merber countries were required to affix certificates of
origin to coffee sxports to member countries. Importing member coun-

F A

_ tries were to kreyfu»sc:x}nyff‘sl}fp_-”e‘nts from exporting countries not accoms-
panied by valid certificates. T
The annual quota limited qzy;orts from member countries to
"traditional markets ., Excluded were exports to "new markets" consisting

of 29 countries with low coffefcousuqtioa.

- e
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One of the chief problems emcountered with the quota control system
was the provision permitting unlimited sales to 'new markets.® Coffee
transshipments through nonmember countries did not require certifica-
tion of origin. Consequently, substantial amounts of coffee ;la'ipped
to "new markets" were subsequeatly transshipped to the higher priced
markets of member countries.

In order to remedy the transshipment problem, the ICC adopted addi-
tional control measures in 1966 and 1967. Imports of coffee by members
from nonmesbers were limited to the average annual imports of 1960-62.
Mesmber country transshipments of coffee through nonmember countries had
to be accompanied by a certificate of origin and were valid only if they
had an attached ICC-issued stamp corresponding to the amount of coffee
shipped.

The mechanisa for quots adjustment was modified after 1965 to allow
quota adjustments with respect to the demand for coffee of s particular
type. Before that time, the annual quota was adjusted to changing
prices on an ad hoc basis. After 1965 the annual quota was adjusted
whenever an indicator price fell below or rose above a predetermined
level. The indicator price was an average for the thres msjor types
of coffee. Later the ICC adopted 8 system for adjusting annual and
quarterly quotas in relation to the movement of prices for each of four
different types of coffee in accordance with its own indicator price.

The agreement's policy om coffee stocks was undefined. Although
Brazil and Colombia traditionally performed the “unction of stockpiling,

there was no precise obligation on the part of any country to hold stocks.



o i

The International Coffee Agreement, 1962, expired on September 30,
1968, and was replaced by a similar S-year agreemenat--the Internatiomal
Coffoe Agreement, 1968, signed by S3 member governments (34 exporting and
19 importing), effective October 1, 1968.

The objectives and basic mechsnisas of the 1968 agreement remsined
unaltered from those of the 1962 agreement, although msjor changes were made
with respect to a diversification fund and individual mesbers® produc-
tion goals. The diversification fund was established to enable exporting
countries, heavily dependent om the productiom of coffee, to shift re-
sources to other economic activities. All members with an export enmtitle-
ment of 100,000 bags or more were required to comtribute 60 cents per bag
of coffee exported to quota markets. Importing members were ailond to
participato on 8 voluntary basis. At the close of coffee year 1971-1972,
the diversification fund had approved 2S5 projects in 21 countries.

The 1968 agreement required each member exporting country to submit
periodic estimates of the production it would require to satisfy home and
export demand and maintain adequate stocks. After these estimates were
received and accepted by the ICC, the exporting countries were required
to attempt to limit their crops to the accepted levels. The ICC would
keep individual production goals under comstant review and could revise them
to the extent necessary to insure that individusl member goals were con-
sisteat with estimated world requirements. Individual exporting countries
were held respousible for production control. A noncomplying country was
subject to loss of any subsequent increase in export entitlements aud

possible suspension of voting rights.
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The International Coffes Agreement, 1968, was scheduled to complete
its fifth and final year of operation om September 30, 1973, but in
August and September 1972, producer and consumer countries were unable
to reach agreement oa 8 working arrangement. Consequently, there was
no agreemeat oa specifics for the remainder of the 1972-73 coffee year,

At the ICC meeting in August and September 1972, an interim solu-
tion was agreed on without a Council vote, The iterim solution provided
for a short-tera marketing arrangement without pricing provisions; it
ostablishd a theoretical annual export quota. A f!.st-quarter export

qaou wuas established, and it was provided that the Council should meet

prior to December 10, 1972, to discuss arrangements for the remainder
of the 1972-73 coffee year, and, unless the Council at that time con-
firmed the provisions of the everall quota er took slternative action,
all provisions of the interim arrangement woﬁlJ cease to have effect.
The usual difficulties. of the negotiations regarding quota size
and pricing provisions nm increased in 1972 because of producer
insistence that prices bo raised to reflect the lower value of the U.S.
dollar relative to other currencies as well as Brazil's desire to have
a relatively small quota (because of small Brazilian crops which re-
sulted from freezes, thus reducing Brazil's available export supplies).
In addition, a group of producer countries (21 countries that accounted .
for about 80 percent of the world's coffee supplies) known as the
Geneva group had ;med to withhold coffoo from the market to increase
prices. Their u:ti'ons, if not in direct violat{ou of the terms of the

AN it
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International Coffee Agroemeat, were certainly in violstiom of the spirit -

of the agreement,

At the November-December 1972 meetings of the International Coffee
Council, producer and consumér countries were still unable to reach
agreoment on the quotas and prices for the adjustment of the quotas for
the last three quarters of the 1972-73 coffee year, and tho interim
arrangement cessed to have effect. i

In April 1973 the ICC approved a 2-yesr extemsion of the Inter-
national Coffee Agroement for the period September 30, 1973, to Sep-
tember 30, 1975. The objectives of the extended agreement were stated
as follows: .

(1) To preserve and promote the understanding between

producers and consumers necessary for the conclusion of

3 nev International Coffee Agreement and to avpid the

consequences prejudicial to both which would fesult from

the teraination of international cooperation;

(2) To presm% the International Coffee Organization--

(a) as a3 forum for the nepotiation of a new agrecment
(b) as a competent and effective center for the

collection and dissemination of statistical information

on the international trade in coffee, in particular om

prices, exports, imports, stocks, distribution and com-

sumption of coffee and on production and production
trends,

The extended agroement contained no provisioa for export-import
controls, quota arrangemsents, or price stabilizatiom mechanisms. The
infrastructure that remained was essentitlly s shell “dlich served as a
forum for the collection and dissemination Yof coffee statistics and as

a basis for the Tenegotiation of a new agreeaent.

ErrT———
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U.S. relationship and effect of the Internatiomal Coffee Agreecment oa
the United States R

. . U.S. participstion in both the 1962 and 1968 agreemeats has bees
by treaty. Onnmu passed enabling legislation for both agreements,
lew.,, suthorizing the President to perfora certain functions in relation to
the comtrol of imports. The legislation, twice extended, expired om
September 30, 1973, The International Coffee Agreement, 1968, as
extended, now continues without operstive economic provisions and, hence,
does not require implementing legislation by the United States. The
International Coffee Council has adopted s resolution extending the
. current agreement for 1 year to September 30, 1976, and ratificatioa by
the U.S. Congress is pending.
The United States emphasized two major objoctives in its member-
ship in the 1962 and 1968 International Coffee Agreements: (1) guarding

the interests of the U.S. consumer through ample coffee supplies at
reasonable prices and (2) the economic development of coffee-producing
countries. President Nixon stressed these points in the 1971 report to
the Congress on the International Coffee Agreement:

It is accordingly appropriate that we join in a
collective effort which serves to protect the American
consumer from the extremely high prices which prevail
in times of a coffee shortage. .Moreover, we have an
oqual interest ia stabilizing the export earnings of
coffee producing countries whose economic development
prograns we have supported and most of which are impor-

tant customers for American export products.

.-
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It is impossible to say what the aversge price of coffee would have
been to the U.S. consumer without the influence of the agresmsnts, - How-
over, it is generally assumed that retail coffee prices would have been
lower during 1963-72 in the absence of the agroements, This assusption _.
is based on the following: , S

(1) There were large annual coffee surpluses com-
current with rising price trends during 1963-72, while
in the period immediately before agreement regulatios
there were significant surpluses but declining prices;

(2) Substantially lower coffee prices existed im
countries, such as Japan, which were not subject to

agreement quota regulations; and
¢ (3) Many member producing countries shipped less
than their quota, thus limiting the effectiveness of
the quota mechanisa in controlling price rises.
Under the agreement regulations, producing coumtries were not
required to export the full amount of their quotas. Consequently, "so-o
countries such as Brazil, which followed price msintenance policies, shipped
less than their quotas. Whea prices rose 22 percent in 1969-70, sdjust-
ment regulations increased the world quota by 6 milliom bags, but;,ship-
monts amounted to 2.5 million bags under the quota. Brazil received
37 percent of the total 1969-70 quota w; however, it shipped
only 25 perceat of its increased quots, o
A 1969 report by the Comptroller Gemeral of the United States
projected the total foreign ;u made svailsble through the International - -
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Coffes Agroement and the U.S. share of the aid during 1964-67. The basic
methodology used for the projection was to estimate what the price of
cofifes, the world quantity of coffee exports, and the qnu.tity of exports
to the United States would have boen in the absence of the agreement by
assuming that the characteristics of the world coffee market before the
1962 agreement would have prevailed for the duration of the agreement.
The result showed that U.S, coffee aid during 1964-67 averaged $314
million a year, which was about 8 percent of official aid disbursements
during the same period,

Most forms of U.S, economic development sid are intended for _
specific development projects or gemneral development objectives. Under
the 1962 agreement, no explicit attention was given to the use to which
coffee -producing countries put their coffee foreign aid. The 1968
agrocment did establish a diversification fund, which was to enable
producing countries to shift coffee resources to other economic activ-
ities, This fund insured that at least some portion of the coffee aid
received through the 1968 agreement would be usodbr development

purposes.
Generally speaking, during 1963-72 the agreements achieved a degree
of success in stabilizing the wild price fluctuations associated w.th

the coffee "boom or bust™ cycle, as can be seen in figure 1, This
stabilization or commodity trade assistance was in effect financed

_through higher prices for the U.S, coffee consumer,

0-608 0-19 -7
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Current status of the International Coffee Agreement
The 100 Executive Board held meetings throughout 1973-75 for the

purpose of negotiating a new coffee agreement., In September 1974 the
ICC adopted s resolution extending the existing International Coffee
Agrocment, 1968, as extended for 1 year to September 30, 1976, The
extended agrecment was designated the International Coffee Agreement,
1968, as extended by protocol. The additional year is intended to
provide tlu tin to uoptuto a nov Wt and carry out tho cmti-
tutional procedures for approval, ratification, or acceptance.

The most recent session of the ICC began in London on June 24,
1975, and continued throu;h July 13, 1975, Officials of the U.S. Depart- ’
ment of State have indicated that although the special ICC Working Group,
set up to negotiate a nev international coffee agreement, was not able
to submit the text of a new pact for negotiation at this session, it had
accomplished enough to permit the ICC to reach positive conclusions on
the framework of s new agreement.

The essential elements on which the Contact Group agreed was that
ammual and quarterly quotas be distributed among exporting members in
fixed and varisble parts. The fixed part should be distributed pro rata
to the basic quota of each exporter, and the variable part should be
hasodouthovolmeofvcrifiodstochholﬁbyouhexporur. The .

Cwucu should bo m to esubush arnnmts (.) for indicator

prices for different types of. coffn. (b) to effoct pro uu adjnstmts

e e Bk e
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in response to movements of a composite indicator price, and (c) to
provide for selective upward adjustments im response to movements of the
indicator prices for the different types of coffee,

In order to prevent excessive price rises, the Contact Group agreed
that quotas should be suspended automatically (1) in any year for which
the Council has adopted a price range, whenever prices reach 20 percent
above the maximum of that range, or (2), if the Council has not adopted
8 price range, vhenever prices reach 30 percent above the average price
registered in the first 3 months of the previous 6 calendar months. The
report recommended that shortfalls of quota entitlements should be redis-
tributed among exporters of the same type of coffee. The question of an
international guarantee stock was left pending. The agreement was to be
either S or 6 years in duratiom.

A detailed draft text of the Contact Group's recommendation is to
be prepared by a special drafting group and ICA Executive Director
Alexandre Beltrao and will be submitted to the ICC at the sessiom sched-
uled for November 3-21, 1975.

A few days after the completion of the July 1975 session of the
ICC, a widespread frost seriously damaged the 1976-77 Braziliam coffee
crop, causing uncertainty as to future supplies and causing prices to
rise substantially. At this time it is uncertain how the frost damage
will affect the next round of international coffee agreement negotis-
tions. Preliminary indications by msjor producing and consuming coun -

* EST CPY AVALARE |
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tries are that negotiatioms will comtimue. A further complicating factor
for the negotiations is the curreat political unrest in Angola and
Ethiopia.
The International Cocoa Agreement

A Cocos Conference, convened by the United Nations Conference on
Trade and Development (UNCTAD), resulted im October 1972 ia establish-
ment of the International Cocoa Wt: Upon ratificatiom by June
30, 1973, by most producing countries and by countries nmtﬁg for
about 70 percent of consumption, the agreement became effective for the
3 crop years beginning October 1, 1973, The United States did not ratify
the agrosment. The agreement is botm governments that meke commit-
ments on supply control involving export quotas and buffer stocks. A
council representing all mesber governments administers the agreement,
Circumstances leading to the formulation of the agreement

Cocos and chocolate food products are consumed throughout the world
and particularly in temperate zone countries with relatively high per
capita incomes. The United States alone accounts for about one-fourth
of total consumption. Production, however, is limited to tropical
sreas, and five countries--Ghans, Nigeris, Ivory Coast, Cameroon, and
Brazil--often produce more than three-fourths of the total output.
International trade is primarily in cocoa beans, with four-fifths of
the crop being exported from producing countries in raw form. Mrst
processing has been done in the temperate zone consuming countries, but
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to sa incressing extent processing of the beans is now taking place in
tropical producing countries with shipment of semiprocessed products--
particularly cocoa powder and cocoa butter. Some producing countries
have used systems of export duties aad subsidies to encourage develop-
ment of this processing industry. Final processing into consumer goods
such as chocolate confectionery, baked goods, and Leverage bases still
occurs almsot entirely ‘a consuming coumtries.

Cocoa bean prices have a history of being among the least stable
prices of all primery commodities. Im the period 1965-74, average
annual prices varied from ome year to the next by about 30 percent;
annual production varied by less than 10 percent, and annual grindings,
as a measure of consumption, varied by less than 4 percent.

While the price elasticity of demand appears moderately inelastic,
the price elasticity of supply is probably even more inelastic. Cocoa
bean products are not a necessity, but consumers evidently do not react
strongly to moderate price changes in cocoa beans. This is due in part
to the fact that there are no adequate substitute cocoa flavors and that
final consumer product prices are moderated by prices for other ingre-
dients such as sugar, flour, and milk., There is also a significant and
relatively stable cost component of value added by manufacture which
further moderates changes in consumer product prices despite wide
fluctuations im cocos bean prices,
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The small response ia year-to-year productios to changes im price
msy be attributed to the fact that cocos besns are a tree crop with
usually more than S years betwoea planting and harvesting., A further
factor preventing a supply response to price change has been the market-
ing organization im some countries which has failed to pass increased
market prices om to the grower, Year-to-year changes in production stem
largely from natural causes such as weather and plant diseases. .

For many years cocoa-producing countries made efforts to stabilize
and improve prices through quasi-government marketing boards engaging
in supply control for the cocoa beans of the particular country. These
boards achieved only temporary successes. There was no overall supply
control, and some countries continued to sell or evea subsidize exports
while others were withholding supplies from the market. To strengthea
their position by pooling crop informstion and timing sales, six major
producers (Ghans, Nigerisa, Ivory Coast, Brazil, Cameroon, and Togo) set
up the Cocos Producers Alliance im July 1962, This Alliance is still
active as a producers' forum with enlarged membership.

In 1956 the Food and Agriculture Organizatiom of the United Nations
had set up a Cocoa Study Group for consumers along with producers to
develop statistical information and jointly explore possibilities for
an international agreement to stabilize prices. The United States
opposed efforts toward stabilization that might result in gemerally
higher price levels. The activities of the Cocoa Study Group were A
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taken over by the UNCTAD in 1965, ard a higher price level as an aid to
developing countries was clearly stressed as an objective. With rising
prices from 1965 to 1969, there was not strong pressure from producing
countries to conclude an agreement., However, following & big price
break in 1970 and 1971, an International Cocoa Agreement was adopted in
October 1972,

Struciun of the cocoa agreoment and administrative arrangements

The agreement wvas originally intended to stabilize cocoa bean
prices within a range of 23 to 32 U.S. cents per pound, Im view of
market prices well above the minimm, the objective range was changed
beginning October 1974 to 29.5 to 38.5 cents per pound. The agreement
provides for decreasing export quotas and buying buffer or reserve
stocks as prices fall toward the ainimum level and for enlarging quotas
and selling buffer stocks when prices rise near the top end of the
range.

Membership of the agreement includes about S0 countries repre-
senting producers of about 90 percent of the world output and consumers
of 70 percent of the supply. All major producing countries are members.
Important, but still minor, producing countries which are not members
include Equatorial Guinea, Ecuador, the Dominican Republic, Mexico,
and Malaysia. The United States and Poland are the only nonmember
:onsuming countries that buy significant quantities of cocos beans.
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The agrecment is administered by s Council represeating all members.
Exporting mesbers and importing members as separate groups esch have
1,000 votes. The votes of exporters are distributed approximstely ia
proportioa to production, and the votes of importers, approximately ia
proportion to met imports.

The initial basic export quotas for cocos beans, and cocos products
in terms of beans, were assigned to major producing coumtries according
to esch country's highest production of beans since the 1964-65 crop
year. This resulted in initial quotas well ia excess of any likely
supply. The current basic quotas as revised im October 1974 take into
account production in the crop years 1971-73. The current basic quotas,

vhich are somewhat closer to actusl supplies, are as follows:

Basic export ta
Contry 1,000 ReEFiZ tams 0 Porcent

Ghana 545.0 39.8
Nigeria 28y.1 21.0
Ivory Coast -212,1 15.4
Brazil 188.4 13.8
Cameroon 118.3 8.6
Togo. 26.5 1.9

Totsl b %7/ X § 1000

Three minor producing countries--the Dominican Republic, Equatorial
Guinea, and Mexico--together produce about 7 percent of the world supply.
Since these countries did not ratify the agreement, they are not assigned
quotas and assume no responsibilities under the agreement. The many
other minor producing countries were not assigned quotas by virtue of
two exemptions. The exports of fine or flavor grade cocoa beans, which
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also sccount for about 7 percest of world production, were mot subject
to quota mor were any of the exports of coumtries producing less thaa
10,000 tons of cocos beans.

mwtmmamtmumnwmuww-
mtofmmums“uiumwius.hsduummof
nearby futures om the New York and Londom exchanges, are at the minimm
and for successive increases im export quotas to 105 percent of the
basic quots and oveatual suspensiom as prices rise. Sales of buffer
stocks are commenced whem prices resch 1 cent below the maximm, and
buffer stocks are purchased whes export quotas are reduced below 100
percent of the basic quota. The amount purchased is equal to the amount
of the quots reduction, If prices excoed the maximm or are less thaa
the minimum, s special vote is takem on further measures to defend the
maximm and the minimm of the price range.

Funds are raised by an export levy of up to 1 cent per pound for
purchase of 8 buffer stock of up to 250,000 metric tons of cocos beans
when prices are low, Provision is made for initisl payments to pro-
ducers of somewhat less than half the market value of beans going into
the buffer stock. Whea prices rise and buffer stocks are sold, final
payment is made to the producing country. When the: quantity of cocoa
beans held in the buffer stock exceeds the maximum amount of 250,000
tons, each member country shall cooperate in the diversion of such
excess supplies to nontraditional uses.

e b s memeemntened
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Operations of the Internationsl Cocos Agreement

The agrecment was signed following record world productiom and
declining prices in the 1971-72 crop year. The 1972-73 crop was sig-
nificantly lower and well below world comsumption (see following table).
World productiom contimsed below consumption in the 1973-74 crop year,
and prices have been well above the ceiling:during the entire effective
period of the agreement to date despite an increase in the objective
price range in 1974, As 8 consequence, export quotas have not beea
imposed, and no buffer stocks have beea accumulated. However, funds
for financing a buffer stock have been accumulated through the afore-
mentioned export levy and now total about $55 million--enough to make
partial payment at 10¢ per pound on the maximum authorized buffer stock
of 250,000 tons--equivalent to about one-sixth of the world annual out-
put. A negotiating conference to renew the agreement before the
September 30, 1976, expiration date is scheduled for September 1S-
October 17, 1975.
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%
World cocoa bean production, grindings,
exports, and utcu, yoars beginning Oct, 1, 1964-74

Yu(rk beg}nning : Production : Grindings 1/ : Exports 1/ : Prices 2/
te lo= : H 2 :
: 1,000 000 : 1,000 : 1,000 : U.3. cents
: metric tous ¢ ®metric tons : metric tons per 1b.
1964--2emcmeen - 1,494 : 1,30 : 1,298 : 17.6
1965~cccn-a : 1,216 : 1,392 ¢ 1,117 ¢ 22,3
lm.---.-.-——-: l.m H 1.37. H l,“l H zs..
1”7.-.-0----.. H l ,“‘ H l .‘20 H l .052 H 29.2
1968~cccccccnca: 1,209 : 1,364 : 998 : 41.4
l%’----.“--oo b l "l’ H l ,355 ; l .12‘ ; 3301
1970.....-----.}. I,SOS H l’“z H l'l“ H 26.6
1971 ccccncas ——-g 1,572 ¢ 1,557 : 1,224 : 26.4
1972ecccncacacs? 1,397 : 1,541 ¢ 1,098 : 46.0
1973ccccccacanss 1,402 : 1,464 : 1,073 : 66.0
T 7 P 1,435 : 1407: Y i 4709
- L i

1/ Data are for calendar year following year beginning Oct.
2/ Yearly average of nearby future prices on the New York and londou Cocos

Exchanges.
3/ Not anihble.

¥/ October-February average.
Scurce: International Cocos Organization, Quarterly Bulletin of Cocoa
Statistics.

U.S. relationship and effect of the International Cocoa Agreement on the
“United States

The United States participated in the negotiations for the
International Cocoa Agreement of 1972 but did not sign it because of
reservations at that time that the price range was too high and that the

i

export quota and buffer stock mechanisms would not be likely to achieve
their objectives, The United States has continued to cooperate with the
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International Cocos Organizatiom inm supplying statistics, Ia view of
the fact that cocoa bean prices have boem above the maxisum throughout
the effective period of the agreement to date, the quota provisions
have not boen operative, and the agreement has probably had little
effect on the cocoa market. It has set a precedent for producers and
consumers getting together for s better understanding of opposing
interests and for the collection of statistics bearing on the cocoa
market. The United States is participating in the negotiations begin-
ning September 22, 1975, to draw up a new international cocos agreement.
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The Internstional Wheat Agresments

The international wheat agreements have been multilateral treaties
betwoen the govermments of wheat-importing and wheat-exporting nations.
Adainistered by the International Mhest Council, the agreements have
basically beea multilateral purchase and sales contracts providing for
wheat trade between member nations to take place within specified price
ranges. The current agroement, however, does not contain pricing pro-
visions. The United States has been 3 member of each of the agreements
since 1949. 1/

1/ For a track of songressional Interest in these international
commodity agreements, the following library references are provided:

International Wheat Agreement, 1949

The International Whest Agreement, Message from the President of the
United States to Semate, 80th Cong., 2d sess., April 30, 1948.

U.S. Congress, Senate Committee on Foreign Relations. Agreement Revi-

sing and Renewing the International Wheat t of 1949. Rept.

No. 4., 83d Cong., 1st Sess., July 8, 1958.

H.R. 6305 (S. 2383) (H. Res. 391) --International Wheat Agreecaent.
Reported from Banking and Currency Oct. 10, 1949; Report No. 1395.

Conference report filed Oct. 18, 1949; Report No. 1455. Approved
Oct. 27, 1949. Public Law No. 421.

H. Res. 391 (H.R. 6305) --International Wheat Agreement, consideration.
Reported from Rules Oct. 11, 1949; Report No. 1400. Laid on House
table Oct. 13, 1949. )

S. 2383 (H.R. 6305) --International Wheat Agreement. Reported in
Senate Oct. S, 1949; Agriculture and Forestry; Report No. 1123.
Passed Senate Oct. 13, 1949.

International Wheat t, 1953

S.J. Res. 97 (H. Res. 360) --International Wheat Agreement. Reported
in Seaate July 8, 1953; Foreign Relations (see Executive Report No. 4.).
Passed Senate July 13, 1953. Referred to Banking and Currency July 14,
(Continued)
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Circumstances leading to the formulatiom of the agreements
International discussions om the possibility of bringing a greater

degroe of stability into world whest prices begam ia 1930, following s
buildup of wheat surpluses ia the late 1920's and the collapse of wheat
prices ia the years 1930-31. The initial discussions, which included

{Continued)

1953. Reported July 21, 1953; Report No. 893. Passed House July 29,
1953. Approved Aug. 1, 1953. Public Law No. 180.

H. Res. 360 {S.J. Res. 97) --International Wheat Agreement, considers-
tiom of. Reported from Rules July 28, 1953; Report No. 1008. Laid
on table July 29, 1953,

Internstional Wheat Agreement, 1956

S. 4221 --International Wheat Agreement Act of 1949, amend. Reported
in Senate July 18, 1956; Agriculture and Forestry; Report No. 2623.
Approved Aug. 3, 1956. Public Law No. 94S.

Internstional Wheat Agreement, 1959

H.R. 8409 (S. 2449) --Wheat Agreement Act of 1949, extend. Reported
from Banking and Currency Aug. 12, 1959: Rept. 883. Uniom Calendar.
Approved Sept. 21, 1959. Public Law 86-336.

S. 2449 (H.R. 8409) --International Wheat Ag-eement Act of 1949, extend.
Reported im Senate Aug. 13, 1959; Agriculture and Forestry; Rept. 704.

International Wheat 1962

S. 3574 --Agriculture, International Wheat Agreement, extend. Reported
in Senate Aug. 2, 1962; Agriculture and Forestry; Rept. 1804. Re-
ferred to Banking and Currency Aug. 9, 1962. Reported Aug. 16, 1962;
W. 22“. Wd sqtc s. 1962. Mlic m '7’6320

International Wheat Agreement, 1971

Hearings before tluﬂ Hoc Subcommittee on Internatienal Wheat Agree-
ment of the Committee on Foreign Relations. 92d Cong., 1st Sess.,
June 1971.
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oaly exporting countries, were directed toward s system of export quotas.
Further discussions of wheat-exporting countries were held ia 1931.

AWincmrtmtmofwmwdulm
by 9 exporting and 13 importing countries. The agreement broke dowa
during its first year of operatiom, largely becsuse it proved impossible
to obtaia full cooperatiom of all major exporters ia adhering .. the
agroed export quotas.

Wheat prices were depressed during World War II because shipments
to Europe from the major exporting countries were reduced, and large
stocks accumulated. In 1941 and 1942, uprrmutivu of Argentina,
Australia, Capads, the United States, and the United Kingdos adopted a
Nemorandus of Agreement, which included a Draft Convention to be submit-
ted to a general conference of wheat-trading nstions after the war. The
memorandum provided that the agreement should be administered by an
International Wheat Council (INC), which was set up in 1942. Further .
international wheat discussions were held im 1945, 1946, 1947, 1948, and
1949. The 1947 Conference marked s turaing point in negotiations on
wheat in that for the first time serious consideration was givea to a
"multilateral purchases and sales" agreement rather thanm an agreement
based om export quotas.

At & mesting of the IWC in 1948, an international wheat agreement
(INA) was negotiated. This INA, which was of the multilateral comtract
type and provided for maximum and minimum prices, did not go into effect
because the United States failed to ratify i:. In 1949, however, a
N
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similar agresment was megotiated, ratified, and put into effect for a
period of 4 years. Similar agreements operated from 1953 to 1956, 1956
to 1959, 1959 to 1962, and 1962 to 1967.

Under the 1949, 1953, and 1956 agreements, each participating ex-
porting country agreed to sell to participating importing countries {(as
& group) a "gusranteed quantity” of whest at prices no lower than a
stated minimm. The concept of gusranteed quantities was adopted at a
time whon wheat was generally im short supply; it was abandoned whea
there was no longer a world shortage of wheat. The 1959 IMA was ex-
panded to cover the whole of the importing countries' commercial require-
ments for wheat and flour. As long as prices remsined below the maxi-
mm specified in the agreement, each importing coumtry agreed to purchase
during each crop year a specified percentage of its total commercial
purchases of wheat from member countries as shown in the following
table:

60-838 0-75-8
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Nembers' purchase obligations and actual transactions umder
the 1949, 1953, and 1956 INA's (amnual averages)

: 1949/50- : 19537354~ : 1956/57-
Itea s 1952/53 : 1955/56 : 1958/59
:  INA :t  IWA s INA
Members®' total imports : : :
Million metric tons---: 2.2 : 13.7 : 20.1
Members' total guaranteed quantities: H :
Millioa metric tons---: 15.3 : 10.7 : 8.0
Members® transactions under : : H
agreement---Million metric tons---: 14.4 : 7.0 ¢ S.4
Total worid trade : : :
Million metric tons---: 25.8 : 26.3 : 4.6
Transactions under agreement as-- : :
A percent of members' total : : :
imports -3 6 : L9 S 27
A percent of total world trade----: 56 27 16
Members®' total guaranteed : : :
quantities as-- : : :
A percent of members® total : : :
imports R bl : 69 : % 40
A percent of total world trade----: S9 a 23

oo oo

.
.

Source: Food and Agriculture Organizatiom of the United Nations.

The exporting countries agreed, as a group, to supply all the commercial
requiresents of the member importing coumtries. The 1962 INA was es-
sentially a continuation of the 1959 agreement, vwith the maximm and
minimum prices being increased by 12.5 cents per bushel.

The 1962 INA was extended unchanged im 1965 and agaia in 1966, in
view of the contimuing negotiations aimed at a more comprehensive grain
agreement. In the year 1967-68, however, exporting mesbers were no

- longer prepared to contimue this procedure, and the price and other
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operational provisions of the agreement were suspended. The 1967 Inter-
nations] Grains Arrangemeat (IGA) (whiéh weat into effect in aid-1968)
contained 3 Whest Trade Convention (WIC) and a Food Aid Comventiom (FAC).
The WIC was essentislly the same as the 1962 INA, but with a higher price
range.

Shortly after coming into force, the minimum price provisions of
the WIC were ineffoctive. The IGA continued in effect throughout the
remsinder of its 3-year life, with the minimum-price provisions of the
agreement being ignored.

The 1971 IMA, which continues in effect, having beea twice extended
during negotiations for a new agreement, also contains a WIC and an FAC.
The WIC comtains no price provisions but does collect data and provides
a forum for continued cooperatiom and discussions. The FAC of the 1371
INA is nesrly ideatical to that of the 1967 IGA. During the life of the
1971 agreemsent, world supplies of wheat have gone from a situation of
surplus to that of relative shortage, and prices have fluctuated wider
than in any other period since the first INA weant into effect in 1949.
Structure of the whest sgreoments and administrative arrangements

Beginning with the 1949 IMA, all of the agreements have been multi-
lateral contracts for purchases and sales. Each has consisted of a
series of articles setting forth a comprehensive agreement regarding the
rights and obligations of member countries with reference to trade in
wheat, the establishment of an administrative mechanisa for the agree-
ment, financing for the agreement, methods and time limits
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for accession to the agreement, and specifics for the entry into force
and duration of the agreesent.

A1l of the international wheat agresments since the 1949 IMA (includ-
ing the 1967 IGA) have been administered by the International Wheat
Council, which meets in Londor and which is composed of the member im-
porting and exporting countries. Member importing coumtries (as a group)
and member exporting countries (as & group) have the same mumber of votes.
Members of the INWC and their votes as of June 30, 1974, are as follows:

Exporting members Votes
Argentina 102
Australia 102
Canada: 282
+ European: BEconmic Community-----<=--- 102
Greece- 6
Kenya: 6
Spain H
Sweden 11

Union of Soviet Socialist Republics-- 102
United States of America-----v--ce-ac 282

Importing members

Algeria -
Austria
Barbados
Bolivia
Brazil
Costa Rica
Cuba
Dominican Republic
Ecuador
Egypt (Arab Republic of)-----c-cecee-
El Salvador -
Economic Commmity-----=-=--

-
t 3

Snmw

~
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European
Finland

Guatemals
Indis-~

Iraq

USUN
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Inporting members--(Continued) Votes

Israsl 1
Japan- 201
Kingdom of the Netherlands 1/------- 1
Lebenon 11
Libyan Arab Republic- - 5
Mauritius - 2
Nigeria . ]
Norway 16
Pakistan 19
Paname- 2
Peru. - 29
Portugal - 21
Republic of Xores - 19 -
Saudi Arabia 12
South Africa. 1
Switzerland- -- : 18
Syriaa Arab Republic S
Trinidad and Tobago- 4
Tunisia S
United Kingdom 2/----v-e-cecmccccn-e 12
Vatican City-- 1
Venezuels--- 34
1,000

1/ Votes with respect to the interests of No;hcrlnds Antilles
and Surinam.

2/ Votes with respect to the interests of certain dependent
territories.

Decisions of the INC are (with certain specified exceptiony)de-
termined by a majority of the votes cast by exporting members and a
msjority of the votes cast by importing members, counted separately.
Four exporting members and eight importing members are elected each crop
year to form am Executive Committee. This Committes does much of the
basic work om issues confronting the INC. An Advisory Subcommittee oa
Market Conditions comsisting of not more than five exporting members

and not more than five importing members is established anmually by the
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Executive Committee to keep current market comditioms umder contimuocus
review. The INC has a Secretarist which is composed of am Executive
Secretary and the staff necessary to do the work of the INC and its
committess and subcommittees.

All of the major wheat-experting and wheat-importing countries
have generally been members of the INA's. However, there have been
notable absences from the agreements. The United Kingdom, the world's
largest commercial importer of wheat, did not participate im the 1953
and 1956 agreements, and Argentins, an exporter, was not 8 member of the
1949 and 1953 agreements. The United Kingdom did not participate in the
1953 agreement becsuse of the substantial increase iam the price range
from that in the 1949 agreement. In 1956 the United Kingdom again stayed
outside the agreement, feeling that the agreement .as no longer appropri-
ate for the changed conditions of the world wheat market. Argentina l
stayed outside the 1949 and 1953 agreements, this at a time when whea!
sold outside the agreements generally at prices higher than the maximums
stated in the agreements. The U.S.S.R. and Brazil did not join the 19(;1
IGA. The principal features of the IGA were negotiated in the Kemnedy
Round of trade negotistions under the General Agreement o Tariffs and
Trade as part of an overall trade package and wers not renegotiable uluu
noa-GATT wheat-trading nations were invited to participate. |
Operations of the international wheat agreements

The IMA's of 19‘9.' 1953, 1956, 1959, and 1962 provided for certaia

commercial transactions involving wheat between member coumtries to takef

1
H
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place between specified minimm and maximm prices. The obligations
spplied omly to commercial traasactions and mot to other (i.s., "special®)
transactions. Special tramsactions are defined as those tramsactions
which, whether or not withia the price range, imclude festures intro-
duced by the government of a country concerned which do not comfors to
the usual commercial practices.

The agreements provided fer a price range for only ome class of
wheat (No. 1 Manitobs Northern) ia ome positiom (Fort William/Port
Arthur) with a formuls for determining equivalent prices im other
positions, taking account of prevailing freight rates. The price
ranges specified under the INA's were as follows (in U.S. dollars per
bushel):

Mxima  Minimm

M9y --=-oo==o- $1.80 $1.50-$1.20
1953- L2742 o8 1.5
1956-cecececces 2.00 1.50
1959-eeceencen 1.90 1.50

lm .......... 2-025 l 0625

The 1949, 1953, and 1956 agreements involved "gusranteed" quantities
of wheat that participating exporting countries undertook to sell to per-
ticipating importing countries and that participating importing countries
undertook to buy from participsting exporting countries inm each crop year.

Members® purchase obligations and actual transactions under these
agreemonts are shown in a table on page 80. In the 1959 and 1962
agreements, the rights and obligations applied to all of the importing
countries’ commercial requirements for wheat and wheat flour.
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The Wheat Trade Convention of the 1967 Intermatiomal Graias Arrange-
mont essentially provided for s contimuation of the 1962 I¥A; however,
it provided for minimm and maximm prices for 14 referemce wheats,
compared with the ons reference wheat in the earlier INA's. The price
range in the 1967 IGA was approximstely 20 ceats per bushel higher thaa
that in the 1962 INA. The 1971 INA does not contaim any pricing pro-
visions. A summary of the msia provisioas in the international agree-
ments for wheat is shown in table 4.

The 1967 International Grains Arrangement and the curreat 1971
Internstional Wheat Agreement contaim a Food Aid Comvention. Each
country participating ia the FAC has agreed to comtribute as food aid to
developing countries a specified quantity of whest, cosrse graiams, or
products derived therefrom, suitable for human consumption, or the cash
oquiuint thereof. The inclusiom of sa FAC ia aa international agree-
ment was possible because the 1967 International Grains Arrangement was
negotiated as a part of the overall trade negotistions conducted under
the Genoeral Agreement on Tariffs and Trade. This set forth guaranteed
quantities of food aid for the first time; however, the amounts specified
are significantly less than the total food aid shipments made by partici-
pating countries and, undoubtedly, most of the shipments would have been
made in the absence of the FAC. The U.S. contributions under the FAC
have all been made under the terms of Public Law 480.

U.S. relationship and effect of the INA on the United States
The United States, the world's largest exporter of wheat and wheat
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flour, has been 2 participaat in esch of the intermstional whest agree-
ments. During the 1949 1WA, there was s general shertage of world
wheat supplies. In this period the United States and Canada provided
about two-thirds of the wheat eateriag internatiomal trade and were
virtually the caly couatries with any stecks of whest. In the early
1950's there was growing comcera over the emergence of surplus wheat
stocks. The United States, im additiom to storing surplus wheat,
employoed acreage restrictions im order te coutrol productionm.

In the period since the 1949 IWA wemt into effect, U.S. domestic
wheat programs have provided for supporting the price of wheat, gemer-
ally at prices above the price ranges specified im the various IWA's,
and usually for a fors of productiom controls. Legislatioa (7 U.S.C.
1641) avtiwrized the President (scting through the Commodity Credit
Corporation) to mske available such quantities of wheat at such prices
8s were necessary to fulfill the obligations of the United States uader
the INA. In practice, this oftem necessitated the payment of export
subsidies. 4

U.S. participation in the agreements has been by treaty, the
latest extension ratified for am effective period through June 30, 1975.
The President transmitted to the Semste for advice and consent the
protocols for further extemsion of the agreement (through June 30,
1976) on June 11, 1975. The Senate's advice and consent is pending as
of the date of this report. The United States has filed its applicatiom
for provisional membership in the further extended agreement with the
International Wheat Ca-cil.‘
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Curreat status o!th'ulnat agreemest
The curreat agreement, the Intermational Wheat Agresment, 1971, has

boen extended 50 that it will remain in effect umtil June 30, 1976. The
Internationsl Wheat Council has been and comtinmues to be at work om the
development of 2 new internatiomal wheat agreemeat. Discussions om a
new agreeaent are still im a preliminary fora with most substantive mat-
ters still undecided. Unresolved issues imclude the use of price pro-
visions as regulators, indicators, or a combimatiom of both, and the
issue of stocks. Prices for wvhest have boen more volatile in recent
yeoars than at any time during which pricing provisions of aa internatiom-
al vheat agroement were im effect. The curreat agreement contains a
provision calling for the Internmational Wheat Council to request &
negotiating conference to be convened whem it is judged that the questiom
of prices and relsted rights and obligations are capable of successful
negotiation. Such s conference has not beea convened.
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The Iaternatiomsl Sugar Agreements

Recent internstional sugar agreements have beea multilateral treaty
arrangesents of governmemts of most importing and exporting coumtries
attempting to stabilize sugar prices om the froe market through a systes
of export quotas. The free market covers sugar traded outside of prefer-
ential markets--markets where specfic quantities are sold at premium
prices, such as United States imports under the Sugar Act, United
Kingdom imports under the Commonweslth Sugar Agreesent, and U.S.S.R,
imports from Cubs under contract. Imn the agreements, export quotas were
adjusted automatically im response to price changes, but the administra-
tive arm, the International Sugar Coumcil, had some discretionary
authority in reallocating quota deficits. U.S. imports have aever been
affected by international sugar agreeaeats.l/

1/ For a track of congressiomal interest in these international
commodity agroements, the fcllowing library referencegare provided:

International Sugar Agreements
U.S. Senate Committee om Foreign Relations

International agreement and protocol regarding production and
marketing of sugar. Message from the President of the United States
transaitting an internationsl agreement...Signed at London om May 6,
1937 (75th Cong., 1st Sess., Executive T). Washington 1937.

U.S. Senate Committes om Foreigm Relations

International Sugar Agreement. Hearing before a subcommittee
of...U.S. Senate 83rd Cong., 2d Sess. on Ex. B...March 18, 1954

(Washington) .
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Circumstances 1 to the formulation of the ts

Sugar is aa internatiomslly traded agricultural commodity which
is produced ia almost every coumtry ia the world. About 60 perceat of
world sugar productiom is derived from sugar cams, a perennial plant
produced in tropical and subtropical climetes. Sugar cane is milled
nesr producing areas to mske raw sugar, sa intermediate product easily
adaptable to bulk shipment. Raw cane sugar, the principal commodity
of international sugar trade, is genmerally further refined into refined
white sugar near the point of consumption. Approximately 40 perceat of
world sugar productiom ia recent years has beea derived from the sugar
best, an annual plant grom ia temperate climates, which is processed
near producing aress directly into refined sugar. The principal sub-
stitutes for sugar in world trade are cora swestemers and noncaloric
sweoteners such as saccharine and cyclamstes.

Demand for sugar in world tndo is highly price inelastic vithin
norsal price ranges. Omly during 1974 and 1975, whea sugar prices rose
phenomenally above norsal prices to more tham 60 cents per pound, has
there been much evidence of falling comsumptiom and subsitution of com-
petitive products im response to price increases. As ammong different
countries, demand for sugar is income elastic. Supply respoase to ‘
sugar prices is slow because of high fixed costs. For both beet sugar
and cane sugar, productiom increases require a startup time of from 3 to
4 years for constructiom of factories. Also, sugar cane continues to
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grov aad be harvested from rootstock eveam whea prices just cover operat-
ing costs. . '

Sugar tends to have high price volstility, with sharp price changes,
as 8 rosult of relatively sinll shifts in supply and demand. There is
8 recurrent sugar cycle of 7 to 9 years betweem price peaks. High
prices tend to lead to increased investment im productive capacity. This
is followed by long periods of low prices until enough resources are
drivea out of sugar productioa to allow natural disaster or wartime
stockpiling to trigger another high price surge.

Nost sugar is consumed in the country where it is produced, with
anly about 30 percemt of world sugsr production emtering world trade.
Most sugar eatering world trade prior to 1974 went to prefereatial
markets at premium prices, such as imports into the United States under
the U.S. Sugar Act, imports into Great Britaia under the Commonwealth
Sugar Agreement, and imports into the U.S.S.R. from Cubs. Only about
8 third of international trade, or 10 percent of world production, has
boea in the so-called free market. This froe market tended to be a
residual market for surplus sugar which could not find am outlet in
preferential markets and was put up for distress sale for whatever
price could be had. Becsuse sugar production coatinued om the basis of
the blend price resulting from sales in both preferential and free
markets, free-market-sugar prices oftes remsined below costs of pro-
duction for years.
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Structure of the sugar agreements and administrative arrangements
Two notable internationsl agroements om sugar antedate the Inter-

national Sugsr Agreemeat of 1937. The Brussels Comvemtion of 1902 was
effective for more than 15 years im putting a stop to competitive export
subsidies which had characterized the Europeaa beet sugar industry for
decades. The Chadbourne Agreement of 1931 was a major but futile effort
by major world exporters to stabiliie prices ia the early 1930's through
export quotas.

There have been four Internstionsl Sugar Agreesents subsequent to
the Chadbourne Agreement. The 1937 agreement was formulated for the
period September 1, 1937, through September 1, 1940. The 1953 agreement
was established for 1954 through 1958, but was sigmificantly modified
by the 1956 protocol, which provided a new arrangement for 1957 and 1958.
The 1958 agroemsnt was effective for the period 1959 through 1961, and
the 1968 agreement was formulated for 1969 through 1973.

The purpose of these agroements was to stabilize world or free-
market prices within cu'uia price ranges primarily through the mechanisa
of export quotas. Efforts to control stocks were included in the agree-
ments to avoid the destabilizing effect of excessive stocks or shortages.
Importing countries msde commitments to maintain markets for member ex-
porting.countries. Each agreement defined the free market to exclude

preferential arrangements.
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The 1937 Internatiomsl] Sugar Agreement.--The failure of the
Chadbourne Agreemsnt to improve world market prices prompted exporting
countries to seek the cooperatiom of importing coumtries ia a broader
agreement. The International Agreement Regarding the Regulatiom of
Production and Marketing of Sugar was signed om May 6, 1937. This
agreement included countries and associated areas accouating for about
seven-cighths of world sugsr production and consumption (including the

" United States), slthough the economic provisions were concerned primsrily

with free-markst sugar. The agreement was to become the foundatiom for
subsequent international sugar agreements.

The 1937 agrecment established export quotas to the free market
and put upper and lower limits om stocks to be held by member countries.
It provided omly a gemeral price guideline of cost of productiom plus
8 reasonable profit. The froe msrket was defined as excluding United
States sugar imports withim sugar quotas, United Kingdom imports from
Commonwealth countries withia the terms of the Sugar Industry (Reorgani-
zation) Act of 1936, exports of the U.S.S.R. to associated states, exports
of Belgium within the Belgium-Luxembourg Customs Union, and the internal
shipments withia the colomial empires of Belgium, Portugal, aad the
Netherlands.

The agroement allowed for changes in quotas om a proportionate
basis as deemed necessary--s vagus guideline at best. Althcugh quotas
could not be transferred betweea quota countries or quota years, proe
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vision was mede for hardship exceptions te quotas aamd for pro rats
vedistribution of any declared quota deficits. The agrecment atteapted

to discourage the accusulation of excessive stocks of sugar. Productioa

in member countries wvas to be regulated so as to limit sugar stocks to

not less than 10 perceat nor more tham 2§ perceamt of production. The
Internstional Sugar Coumcil, hesdquartered im Lomdom, was established

to adainister the agreement. Voting power was allocated SS votss to
exportiag members and 45 votes to importing members, with votes im esch ™™
group proportional to each couatry's met imports or exports.

The 1953 International Sugar Agreement.--During World War 1I,
combatants' domestic productiom declimed, while many noncombatant
countries increased their production to take advamtage of higher sugsr
prices. In s few years following the war, much of the European beet
sugar production capacity had beea restored, and supply again exceeded
demand for sugar.

Discussions concerning a new internatiomal sugar agreemeant began
shortly after the end of World Mar 11, and by 1953 an agreement was
reached. The general form of the agreemeat, effoctive om January 1, 1954,
vas similar to that of the 1937 agreement; which it superseded; except— —
that it provided specific price guidelines which were lacking in the
1937 agreement.

Major protected sugar trade not covered by the agreesent included
that of the United States, most trade betweema Commmist countries,
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trade between exporting countries and their overseas associated states,
and trade covered by the Commonwealth sugar agroements. The Interna-
tional Sugar Council was to determine free-market sugar requirements for
each quots year and establish quotas for each exporting country.on a
basis proportionate to its basic quota. The agreement provided for auto-
matic quota action when world prices were outside the range of 3.25
cents to 4.35 cents per pound for an excessive period. Provision was
also made for making changes in the price ranges. The agreement
provided for pro rata sharing of quota deficits and for dealing with
hardship quota prcuiems. Importing countries were obligated to give
preference in buying sugar to exporting members and to limit free-
market imports from nonmembers to the same amount as was imported in
1951, 1952, or 1953.

A new International Sugar Council with revised voting rights was
formed for administration of the 1953 agreement. Importing countries
and exporting countries each received 1,000 votes to be divided among
exporting countries proportionate to their sugar production and among
importing countries proportionate to their sugar imports. In each
group no country uwas to have more than 245 votes or fewer thaa 15 votes. -
Most important decisions required a special vote of two-thirds of all
votes cast, including s msjority of both importers' and exporters' votes.
The countries participating in the 1953 agreement accounted for 84 per-

cent of the net exports and 54 percent of the net imports to the free

60688 O «75+«9
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market in 1953. For the most part only the largest importing countries
were members.

The 1956 protocol and the 1958 Internstional Sugar Agreement.--The

1956 protocol was primarily a revisiom of the quotas, taking into account
new membership and changes in the productive capacity of old members.
However, administrative provisions of the agreement were revised to pro-
vide for more automatic quota action whea prices were above or below
specific:~ joiuts. This resulted in a minimum price objective of 3.25 cents
per pound and a price at which quotas were suspended of 4 cents per
pound. When prices passed certain points automatic quota adjustments
occurred with the International Sugar Council empowered to take further
action as it deemed necessary.

The 1958 International Sugar Agreement revised quotas to reflect
new membership, but made few basic changes in the economic or adminis-
trative provisions determined in the 1956 protocol. The membership in
the 1958 agreement represented 94 percent of free-market net exports
in 1959.

The 1968 International Sugar Agreement.--In 1963 and 1964, owing to

- shortfalls in sugar supply, prices rose sharply to high levels. How-
ever, by late 1964 prices were sharply depressed as increased production
in response to high prices brought world prices down to the 2-cents-pers-
pound range for several years. As a result of these depressed prices,
in 1968 the sugar agreement was revised and reactivated, effective

January 1, 1969, for a S-year period.



127

The International Sugar Agreement of 1968 was similar to the 1958
agreement but contained a much more detailed provision regarding auto-
matic quota actions related to various price levels. The price levels
specified had 8 new range of 3.25 to 5.25 cents per pound. The 1968
agreement also included specific commitments for both importing and
exporting members to favor mesbers of the agreement in sugar purchases
and sales.

The free market in the 1968 agreement was defined to include all
net exports, but with major exclusions of exports to the United States,
exports to the United Kingdom withia the negotisted price quota under
the Commonwealth Sugar Agreement, exports of Cuba to centrally planned
countries, and exports under the Afro-Mslagasy Sugar Agreement. The
International Sugar Council was restructured into a new International
Sugar Organization with the Council as its administrative arm for
purposes of operating the agreement. Voting rights were reallocated
vith importing members and exporting members each sharing half the
votes. Within each group, votes were allocated with no member re-
ceiving more than 200 or fewer than S votes.

In 1970 the exporis of member countries represented 85 percent of
net exports to the free market, but imports of member countries repre-
sented only S1 percent of net imports of the free market., The notable

absence of the United States, some countries participating in the U.S.
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market, and the European Community were not conducive to the success of

the agroement.
Operations of the international sugar agreements

All the international sugar agreements, beginning with the 1937
pact, provided basic yearly quotas (as shown in tavle S) for
nembers' exports to the free market to be proportionately increased
or decreased as necessary to achieve price objectives of the agreements.

World prices over the life of the 1937 agreemen: remained at levels
below the minimm price of the agreement, but by mid-1939 they were
rising as countries, notably the United Kingdom, began to stockpile
sugar in anticipatiom of war. By the third quota year, hostilities
among parties to the agreement broke out, and the agreement broke down.
World prices remained remarkably stable near the minimum price during
the first 3 years of operation of the 1953 agreement. During this
period world production and consumptiin were in balance, and prices
were within the guidelines. World prices siared in 1957 because of
European beet crop shortfalls, and export quotas were suspended. In
1958, prices stabilized near the middle of the price range of the
agreement. ~

During the effective period of the 1958 agreement (1959-61), world
prices were unstable and generally below the -ini“u- of 3.25 cents per
pound. In June 1960, U.S. sugar imports from Cuba were teni&td. The
free market (and the International Sugar Agreement) proved unable to
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TasLs 5.—Basic quolas under international sugar agreements, specified

years, 1937 to 1973
[Ia thousands of metric tons)
1987 Interne- 1958 Interna- 1968 1958 Interns- 1908 Interna-
Country -y nu—s“ w-a& 1950-61 '1:5“
Argenting. . . oo eeccccceeccecrcmcccmeecmm———— 58
Australin e eecctmccecmccccn——ae 1,100
Belgium. .. ..o ooo.. 20.0 50 55 58 e,
(1 1 N 550 500
British Honduras. .. . . oo ccccnccccaan 22
China (Taiwan) . oo o e e 600 653 655 630
)11 YT YR 5 1
Congo (Brassaville). .o eeeeet . eeereveeeeaa 41
................ 940. 0 2, 250 2,415 2,415 2 150
Csechoslovakia. ... 250.0 275 275 27 270
Depmark. . oo e ceececcceccccccccccnanee 75 41
Dominican Republic... 400. 0 600 655 655 186
) | RN 155
France. ... ..o ceoeeceecnnne 20 20 - | S
Germany.......c..... 120, 0 - o cccccccccre——————.
Guatemala. . ..o oo ceeecetccemcececececcecceeaeaneaann
Haitl. . ceceeeeee 325 45 45 445 ...
Homgary - ooo WO T TR T i
2% - 100 250
Indonesia. ... cccecaecnnn 350 350 e
Mabagaay Repabie 1222270 III I I 2 e i
UbliC. . e e ccmeceeccnecman.
Ms\mﬁlz .................................................... 178
MeXiCO.on o eeeeeeccecccccanccnan 75 75 75 96
ggtherhndl .......... 1, 050. 0 40 40 40 ooeeaee....
CRPRUA o cccccecccmeececceemcme—eemcee———————
PADAIA. oo oo eeeeecccccccecccccccrcececcceerememeeaneeann
) (- 1 T 300 .......... 457 490 100
Philippines.... .. oo e.. 25 25 28 e
Poland......ceeeee... 120.0 220 220 220 370
Portugal. . .........._. 30.0 v 20 oo
South AffiCs. o e oo eccceccccccccccccccccccnacacaaan 625
Swaziland. . o oo oo eceeecmcccctccecccccccmccemae——e 55
Thailand. . .. oo e ciicceecccciccccaconccaccncsacaccnnes 36
UGARAA. o oo eecccecccccccccccccccomccnccececasananaae 39
USSR...ccaeeeeunn-. 230.0 200 200 200 oo
West Indies. .. - v cccccceccccacncaonoe~ 200
Total. . coeeen.. 3,622 5 4,440 5,527 6, 330 7, 352
1 year beginning Sept. 1.
21058 basic quots.
e s
Source: International sugar agresments.
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absorb these additional quantities ox Cuban sugar, and prices fell to
sbout 2 cents per pound.

Prices during the 1968 agreement stabilized at somewhat higher
levels than in preceding years., From 1969 through 1971, prices gradually
rose, but in 1972 and 1973, world prices were well above the maximm price

of the agreement, as growth in world sugar supplies failed to keep pace
with the growth in world sugar demand. Price stabilization was attempted

primarily through controlling redistribution of declared shortfalls.
Economic provisions were automatically suspended in 1972 and 1973
because the prices were above the maximm price provided by the agree-
ment.

U.S. relationship and effect of the U.S. sugar program on the
international sugar agreements

The United States was a member of the 1937, 1953 and 1958 Inter-
national Sugar Agreements. The agreements and amending protocols were
negotiated and ratified as treaties and required no other emabling
legislation. The 1968 agreement did not include s U.S. negotiating
representative at the final session, although the United States has
always participated as an observer. The United States held that the
terms of the 1968 agreement were too favorsble to Cuba and the U.S.S.R.

The agreements had virtually no direct effect on the United States
sugar market. In all the international sugar agreements, U.S, imports
were excluded from the terms, with the U.S. market defined as not being
part of the free market regulated by the agreements. Because of the
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premius prices that prevailed im the U.S. market, coumtries preferred
supplying U.S. quotas rather than the free msrket. Im the few periods
vhea U.S. prices were below free-market prices, member exporting
countries were generally willing to f£ill their quotas in the U.S.
market to insure continued participation in the U.S. sugar quota program.

The U.S. Sugar Act was virtually an international arrangement
legislated by the U.S. Congress and actively supported by foreigm sugar
interests participating in the quotas. Because of the U.S. price
premium, the U.S. sugar program was notably effective in achieving one
of its goals, access to sugar supplies. U.S. quota operations to
schieve price gosls resulted in greater instability of the free market,
but efforts of the International Sugar Organization to achieve free-
market price goals had little effect on U.S. sugsr price stability.
Figure 2 shows the price discount and relative instability for free-
market (world) sugar prices compared with U.S. sugar prices.

When supply and demand were in balance within the objective
price range of the ICA, it was more a result of happenstance than
supply controls under the ICA. This balance vas frequently upset by
U.S. quota actions under the Sugar Act as well as by supply manipulations
in other protected markets outside the agreements. U.S. sugar quots
legislation, in providing a relatively stable price at a considerable
premium above the free market, tended to maintain domestic production

and make the United States less dependent om foreign supplies thanm it
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would otherwise have been. Interestingly, U.S. sugar legislatiom was
also & determinative factor im encouraging growth of sugar production
among foreign countries having quotas in the U.S. prefereatial market.
Without assurance of access to the U.S. premium market or other premium
markets, exporting countries were generally umwilling to invest in
increased sugar production. The free-market price goals in the
internstional sugar agreements provided less incentive for investment
in sugar production than the premium-market arrangements in the United
States and other preferential markets.

Another consequence of U.S sugar legislation was the encourag..ent
of government-sponsored sugar-export monopolies in participating ex-
porting countries. These monopolies were necessary to assure that
foreign exporters rather than U.S. importers received the price
pPremium available to participants in U.S. sugar quotas. However, they
may also have boen helpful to the International Sugar Organization,
since they provided a basis for administering export controls of the
members.

Current status of the sugar agreement

The International Sugar Agreement currently has no effective
economic provisions, although the International Sugar Organizationm is
still functioning to provide a framework for operation of any new
agreement. Failure to renew or extend the economic provisions of the

1968 agreement in 1974 was largely due to failure of importers and
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exporters to agres oa prices for quota operstions. Even if such agree-
ment had been achieved, the question of quota allocation would still
have been a problem because of changing patterns of world sugar produc-
tion.

In the near future the achievement of any agreement on prices
between importers and exporters is doubtful in view of the sugar price
instability of 1974 and 1975. The International Sugar Council has
scheduled a decision, te be made in Novembor 1975, as to whether to
attempt to rencgotiate the agreement or to extend the current agreement
in outline form.

On December 31, 1974, U.S. sugar quota legislation lapsed, and
currently U.S. sugar imports are subject only to a global annual import
quota of 7,000,000 short tons, raw value, proclaimed by the President
pursuant to authority in headnote 3 of part 10A, schedule 1, of the
Tariff Schedules of the United States. Since this quota is much larger
than anticipated U.S. annual imports, if it is not modified, the price
of U.S. sugar imports should vary from world prices by little other
than the duty and cost of freight and insurance. However, the President
could modify this quota to make it restrictive, in which event it would
have essentially the same effect as restrictive sugar quota legislatioa
by the Congress.

With the United States in the world market for its imported sugar

supplies, the prospect of full U:S. participation would seea to be an
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encouragement to new negotiations. Certainly stabilization of the free
market would be much easier to achieve with full U.S. participation.
The market would have a broader base, and the pressures against stabi-
lization of world prices caused by the U.S. Sugar Act would be gone.

In addition, the United Kingdom has joined the European Community. As
a result, there has been considerable revision in the enlarged

European Community sugar policy, which will further broadean the world
sugar market. A

In hearings before the House Agriculture Committee in Ju)y 1919,
some witnesses advocated negotisting a new internmational sugar agree-
ment. However, many witnesses, including representatives of foreign
countries, also advocated U.S. sugar quota legislation with supply con-
trol features similar to those in past sugar acts.

Other current worid sugar developments include meetings by Latin
American sugar-producing countries where agreement was achieved in
principle to attempt to increase the influence of producers -a world
sugar marketing. This does not appear to be a threat to form a sugar
cartel. A sugar cartel, in contrast to cartels in commodities with
physically limited supplies, could have only moderate short-ters gains,
since in the long run most importing nations could become much more
self-sufficient in sugar production through sugar beet planting.

Another new development affecting the current sugar situatiom is

the rapid expansion of productive capacity for high-fructose corn sirup,
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which is a directly competitive substitute for sugar in many industrial
uses. Current anticipation is that this high-fructose corn sirup may
not only absorb any growth in total sweetener consumption, but may
substitute for existing sugar consumption. Currently most production
is in the United States. Not as much sugar is being produced as is
demanded at current prices, so sales are rationed to users. However,
several plants for high-fructose corn sirup production are being con-
structed. Foreign countries are also beginning to view this product

as 8 threat to world sugar markets.
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V. INTERNATIONAL ORGANIZATIONS

The receat decline im commodity prices after a prolonged period
of excess demand and high prices is of economic importance to all
countries. Both producers and consumers are actively seeking solutioms
to achieve some degree of stability im commodity markets. Curremt
discussions in various international organizations reflect this concern
vith probleas of commodity trade; unilateral actions by some groups of
producers and exporters have already takea place. The accomplishments
of the Organization of Petroleum Exporting Countries to date have pro-
vided additional impetus to these activities.

The United States has beem involved at sll levels, whether
actively negotiating or merely experiencing the ecomomic effects of
sanctions by producer groups. The traditionsl resistance to commodity
agreemonts and any artificial restrictiom of commodity trade has beea
tempered by concera for continued access to supplies at reasomable
prices, for the development problems of many nations, and for the
maintenance of adequate productive capacity through new investment.
This new attitude has resulted ian a number of proposals im internation-
al forums concerning continued development of am unrestricted access to
supplies and in an indicated readiness to discuss arrangements for
individual commodities on a case-by-case basis. These international
organizations provide the forums for new development of ICA's, the
possible basis of organization for new cartels, and the means to
achieve solutions for specific problems of commodity trade.
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General Agroement on Tariffs and Trade

Within certain constraints, participatios im or institution of
commodity agreements are permissible under GATT. Under the origimal
agreement, members nay adopt or eanforce measures im pursuance of obli-
gations under intergovermmental commodity agreements, so long as there
is no disapproval by the comtracting parties. Under part IV, which
was added to the agreement in 1965 to deal with problems of trade and
development, contracting parties may act through international arrange-
ments to improve access to world markets for primsry products of par-
ticular interest to developing contracting parties and to devise
measures to stabilize and improve conditions im these markets, includ-
ing measures to attaim stable, equitable, and resunerative prices.
GATT efforts relating to trade and development were, however, intended
to be made in collaboration with the United Nations and its agencies,
including institutions created by UNCTAD, and with international
organizations having competence in the field of financial assistance
for economic development.

During the last decade, commodity trade probleas, including com-
modities subject to existing international commodity agreements, have
been discussed intensively within the GATT. Discussions on commodity
matters are currently concentrated in groups and subgroups of the GATT
Trade Negotiations Committee. The Multilateral Trade Negotiations
Groups on Agriculture and on Tropical Products are the two subsidiary
groups of the GATT Trade Negotiations Committee most directly concerned
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with the commodities which could be included in the UNCTAD integrated
prograa for commodities or on which other international action may be
proposed.

The Agriculture Group considers that it has made & good beginning
in sorting out coumtriss’ approsches and priorities for three maim sub-
groupings of products--dairy products, miu._ and meat--for which it
has set up specialized subgroups. The most active of these subgroups
have been those om dairy products and grains. The Agriculture Group
has yet, however, to isolate probleass and come to grips with the U.S.
position that the objectives of the Tokyo Declarstiom caa best be
achieved through seeking commoa rules for industry and agriculture,
although it has agreed that tariff and nontariff measures affecting
agriculture would be taken up in the overall comtext of the megotiations
and not just in agricultural negotiatioms.

The dairy products subgroup has agreed that it should first com-
sider the most widely traded dairy products--butter, anhydrous milk
fat, principal cheeses, dried milk, and casein. This is in line with
the European Commmity (EC) proposal for international arrangements
that would provide for minimum and meximum prices om dairy products
beyond those covered in the existing GATT arrangement, which covers
only skimmed milk powder and milk fats, and the so-called gentlemen's
agreement on whole milk powder concluded within the Organizatioam for
Economic Cooperatiom and Development. The United States, which par-
ticipates in those agreements only as am observer, holds the coasistent
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position with respect to all agricultural commodities that trade 1idb-
eralization should be the principal objective of the NIN and that ex-
port subsidies and countervailing duties (im both industry and agri-
culture) should be a major comcern. The dairy subgroup met ia June and
is not expected to reconvens until October 197S.

The grains subgroup has discussed but has not reached any coa-
clusions with respect to market and price stabilization and assistance
for developing nations. It last met im June and is to reconvene in
October 1975, at which time it may also discuss variable levies, mini-
mum import prices, and export subsidies. In view of the discussions
that have beea taking place im the Wheat Council in London, the matter
of grains reserves may also become an issue in the trade megotiations.

The MIN Group om Tropical Products has initiated negotiations with
respect to the definitiom of tropical products. Tropical products
include cocoa, coffee, vegetable oils, tea, bananas, pepper, tropical
fruits, shellac, and many others, some of which may also be produced
in temperate zomes, such as rice, sugar, and tobacco. The NIN group
met in June and reviewed 1ists of products om which exporting
countries wish to request concessions; the lists already received by
the United States cover both agricultural products and important in-
dustrial raw materials. The group agreed that multilateral consulta-
tions on specific products should proceed promptly; the Tokyo Declara-
tion called for special and priority treatment of tropical products.
Possibilities for multilateral action are to be considered in the group's
next meetings, which are to take place in October.
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The Secretary Gemeral of UNCTAD has beem invited to attend all
moctings of GATT MIN groups and subgroups held thus far, and a special
unit has been set up in the GATT Secretariat to assist developing
countries in preparing for the negotiations. Im all aspects of the
" negotiations great sttentiom is to be paid to the needs of developing
countries, particularly to the problems of the most seriously affected
participants, s0 as to move toward achieving for them a substantial im-
crease in foreign exchange earnings and diversificatiom of exports.
These issues and their relatiom to ICA's remaia to be resolved.

United Nations Conference on Trade and Development

Action on the so-called ntegrated program fer commodities of
interest to developing countries, on which UNCTAD has beea working
since 1974, has yet to be taken. The effort to formulate such a pro-
graa has, however, reached an advanced stage. Studies om various
elements of the program have been completed or are im progress, and the
UNCTAD Secretariat is currently plamning to present s completed propos-
al at the final meetings of the 1975 (eighth) sessiom of the Committee
on Commodities of UNCTAD's Trade and Development Board (the executive
organ of the Conference), scheduled to be held in December 1975. The
developing countries hope for a commitment at that time which will lead
to ratification of some form of integrated commodity plan early in 1976
during UNCTAD IV.

This multidimensional program for commodities is considered a
principal component of the "new international economic order” instituted



142

by the U.N. Genersl Assembly (of which UNCTAD is nmow a permsnent part)
at the sixth special session im 1974. Such a commodity program would--
(1) Provide for movement from consultatiom to negotiation;
(2) Set wider objectives for internatiomal commodity ar-

rangements thaa the traditionsl objectives of stable
and remmerative prices; and

Y

(3) Incorporate new principles and techaiques, such as
Price indexation,

Cooperative action among producers,
Wider use of buffer stocks,
Wider use of compensatory payments.

The commodity progras that is now being prepared has beea charac-
terized as a package for a “comprehensive range of commodities.” As
currently envisaged, it will provide for overall negotiating arrange-
ments with the common objectives of price stabilization at levels
adequate to insure export eamings, more secure market outlets for
producing countries, and more secure supplies for consuming countries
of individual commodities or groups of commodities, particularly those
suitable for stocking. As means to these ends, the program will in-
clude proposals for--

(1) Arrangements for international stocking (international
buffer stocks);

(2) A central fund for financing stocks (a central buffer
stock fund);

{3) A systems of multilateral purchase and supply commit-
ments (long-ters multilateral comtracts);

- (4) Arrangements for compensatory financing of shortfalls
in export earnings; and
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(5) Measures for intermatiomal assistance in export diversi-
ficatioa (including processing of primary commodities
and more liberal access to developed cumtry merkets).
In the context of this integrated prograa to stabilize prices of
* commodities exported and to relste thes tof the prices of imported
goods, the concept of price indexstion has beea imtroduced.

Price indexation, the use of index numbers to compare relative
prices, is under study for possible inclusiom in UNCTAD's integrated
commodity progras. Developing countries are comcerned about the
relationship between the prices of the commodities they export and the
prices of the goods they import--their barter terms of trade. They
want to propose 8 mechanisa for preventing or compensating for the
decline in the real prices of their commodity exports. Such a device
would be incorporated im all commodity agreements, so that nominal
(woney) prices of primary commodities could be linked to the rate of
increase in prices of manufactured goods.

Whether or not indexatiom would be s desirable instrument to help
primary producers was not decided by a group of ecomomic experts
receatly consulted by the Secretary Gemeral of UNCTAD. 1/ On the
basis of the statistical data with which it was provided, the group

1/ The Expert Group on Indexation was chaired by Professor Headrick
Houthakker and participated im by nine other members. Observers in-
cluded representatives of the U.N. Industrial Development Organizatiom,
the International Labor Organizatiom, the Food and Agriculture Organ-
ization, the International Monetary Fund, the International Cocoa
Organization, the International Coffee Organization, the International
Sugar Council, the International Tim Council, and the Internatiomal
Wheat Council.
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found that they could not mske & determinatiom with respect to deteri-
oration of developing countries' net barter terms of trade in the long
run, but it did agree that in the short rua such terss of trade fluctu-
ate substantially.

Among the problems associsted with imdexatiom are cbjections that
(1) indexation would benefit industrial coumtries most and would have
an adverse effect om countries which are net importers of raw msterials,
particularly foodstuffs, (2) such a schems would cause misallocation of
resources, distortion of investment patterns, aad introduce increased
rigidity ia the world economy, and (3) there are serious technical
difficulties, such as which commodities to use im a price index, in
implementing an indexation scheme.

United Natioms Study Groups

The Food and Agriculture Organizatiom of the United Nations (FAO)
is one of the major internationsl forums where intergovermmental dis-
cusssions are currently being held concerning probless of international
trade in agricultural commodities. Since 1955, 11 intergovermmental
groups have beea estsblished by the FAO Committee on Commodity Problems
to study the productiom and consumption of, and trade in, the following
agricultural commodities: Rice, cocos, grains, citrus fruit, jute/kenaf
and allied fibers, oilseeds/oils and fats, bananas, hard fibers, wine
and vine products, tea, and meat. These groups eabrace both producers
and consumers; the United States is a member of all 11 bodies.

The Intergovernmental Group om Cocoa has for all practical
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purposes ceased to functiom, since its activities have beea success-
fully transferred to the Internastional Cocos Organization. Of the other
10 groups, the United States is a net exporter of the products studied
by 4, i.e., rice, grains, citrus fruit, and oilseeds/oils and fats.
Moreover, although the United States is s net importer of wine and
meat, it is also a msjor producer, and the ratio of imports to consump-
tion is relatively low. Thus, only 4 of the commodities covered by
the 10 study groups are products for which the United States is depea-
dent upon imports to any apprecisble degree and regarding which the
United States could be potentially adversely affected by exporter
activity. These four products--bananas, tea, jute/kenaf and allied
fibers, and hard fibers--are all tropical products produced almost
entirely by developing countries. Whereas most of the other study
groups are concerned primarily with problems of market access, exchange
of informstion, research, promotion, grading, and market evaluations,
these four groups have also taken, or recommended, concerted action to
effect international arrangements concerning commodity prices. The
groups studying two of these commodities, bananas and tea, have each
established a Sub-Group of Exporters to explore methods of dealing

vith their major problem, a longrua decline in real prices. The groups
that discuss jute/kenaf and allied fibers, as well as hard fibers, have
established informal price or export arrangements to counteract their
Wtal problem, the instability of their markets. These four
commodities are discussed below.



P

146

Bananas

At the most recent meeting of the Intergovernmental Group om
Bananas (IGB) im April 1975, at Abidjan, Ivory Coast, a working party
consisting of representatives from 11 countries (including the United
States), both exporters and importers, was created to draft an inter-
national benana agrecment. This action was takea after the IGB's Sub-
Group of Exporters expressed concera over the continued deterioration
in the terms of trade of producing countries im Latin America, the
Caribbean, Africa, and the Philippines. The sub-group recommended that
the IGB negotiate an internstionsl agreeseat in consultation with the
banans-importing countries to improve banana prices by regulation of
supplies to importing countries. The difficulties faced by prospective
market-sharing and quota arrangements include the nature of the fruit,
which is perishable and subject to the vagaries of the weather, the
roquired support of the multinational companies which handle the bulk
of world trade in bananas, differences in price and quality among
various suppliers, and the need to take account of poteantial new
suppliers.

The Association of Banans Exporting Countries (UPEB) was formed
by Colombia, Costa Rica, Guatemala, Honduras, and Panama in 1974, but
mesbership in UPEB remains opea to all other exporting nations. This
organization has beean empowered to act on pricing, msrketing, and o;§er
policies. It has met strong oppositiom from the multinational corpq:
rations that dominate the banana trade and has endured retaliatory .
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action and other pressure from these firms. Although ths arrangesent
called for producing countries to implesent export taxes or minimus
prices, only Panams, Honduras, and Costa Rics have instituted this tax.
Significantly, the price provisions have not yet beea linked with any

- control over export quantities, although this was one of the original

ains of UPEB.
Tea

An international tea agreement was established as early as April
1933 on the initistive of Indis, Ceylon, and the Netherlands East
Indies, after a prolonged period of rising production, depressed
demand, and falling prices. No importing countries participated,and
it expired in 1955. The agreement proposed regulatiom of exports by
quotas (no limitation om output) and cessation of most new plantings.
It was generally successful ia reducing yearly fluctustioms im prices
and preveanting the price of tea from falling precipitously during the
1930's. In the postwar years the export quotas were too large to have
any effect on output, trade, or prices. Since the end of the tea
agreement, tea producers (mainly India, the People's Republic of China,
Sri Lanka, east Africa, and Indonesis) have faced the long-term problem
of price declines caused by production increasing more rapidly than
demand. In 1969 the curreat FAO Intergovernmental Group on Tea (IGT)
was formed, and since 1970 its Sub-Group of Exporters has met each year
to fix informal export quotas, although with no real effect on prices
because the quotas have been very large.
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The IGT's Sub-Group of Exporters, at its mesting ia June 1974,
directed the convening of 3 working party to examine the feasidbility
and advantages for the tea-exporting coumtries of s multidimensionsl
internstional agreement. This working party was convened at Rome ia
April 1975, but the delegates were unable to agree om the key issue of
instituting & minisum export price arrangement or aa export quota
scheme to support prices, and the working party was unsble to make any
concrete recommendations to its pareat bedy. Om the issue of a minimus
export price arrangement, the msjor difficulties were the diversity im
prices and qualities of tes and the reluctance of some governments to
set up machinery for the requisite export licensing and price cn;atml.
The proposal for an export quota scheme was also attacked om the grounds
that the informal quota arrangements of the past few years had been
ineffective and that difficulties would be encountered in regions where
tea growing was expanding, especially east Africa.

Jute

Jute and its close substitute kemaf (herecafter "jute" refers to
both items) are commodities for which s partially successful informal
price agreement to stabilize prices has operated. The major producers
of jute are India, Bangladesh, the People's Republic of China, and
Thailand. The ecomomics of the jute trade revolve around three major
factors. First, the unpredictable weather conditions of the Indo-
Bangladesh jute belt create supply instability from year to year.
Second, jute as a cash crop must compete for acreage with the rice crop.
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Third, the availability of synthetic substitutes for jute, primarily
polyolefin fabrics, sets a limit on the price which jute can comsand
and still retain its market. These conditions appear to indicate the
need for a maximum-minimm price arrangement to stabilize jute prices
while preserving jute as a viable traded commodity.

India and Bangladesh have atteqt;d to stabilize domestic markets
by supporting growers' prices with raw jute purchases. Ia order to
stabilize jute pricei on the world market, an informai price arrange-
ment has been operated since September 1965 by the Intergovernmental
Group on Jute, Kenaf, and Allied Pibres, im which producing and coa-
suming countries in the group have recommended an indicative, or target,
price range. The agreement has contributed to some stability im world
markets even though it is entirely dependent on the policy of the main
jute-exporting countries and without any international mechanisa to
provide physical support for the recommended price. However, in 1974
the group was unable to recommend indicative prices for jute, and
Bangladesh raised export prices om eight occasions. Suggestions voiced
in FAO proceedings concerning possible international participationm in
the financing of national buffer stocks include private or governmental
loans, foreign aid funds, and World Bank/International Monetary Fund
assistance.

Hard fibers

The term "hard fibers" as used herein includes sisal, henequen,

abaca, and coir, sisal being by far the most important of the four in

60688 O = 75 - 10
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teras of value of exports. Sisal is produced mostly ia southera and
eastern Africa, Brazil, and lhiti Henequen is produced primarily im
Mexico; abacs, im the Philippines; and coir fiber, im Sri Lanks and
India. All of these fibers are threatened with severe competition by
synthetics, which was only partially mitigated by the recent oil crisis.

In 1967, a year after the FAO Intergovernmental Group oa Hard
Fibers was established, with sisal prices falling, the exporting
countries agreoed informally on national export quotas for raw fibers and
manufactures of sisal and henoquen calculated to meet the level of world
requirements estimated by importers, within an indicative price range
agreed upon with the iqiortin; countries. Despite the high degree of
price stability achieved, the main objective of raising market prices
to the indicative range was not achieved because of continued overpro-
duction and quotas which proved too high. In 1970 a free market pre-
vailed, and prices returned to low levels; in 1971 the arrangements were
reinstated, and the declining price trend was halted. However, with a
shortage of supplies occurring from the end of 1971 through 1974 and
resulting high prices, the quota arrangements became virtually im-
operative. Despite this situation, the intergovernmental group has
preserved the informal arrangements in principle by continuing to
recommend both export quotas and indicative prices appropriate to normal
stlpply conditions.

At an exporters' meeting in 1973, the possibility was raised of
negotiating a formal international agreement on sisal and henequen to
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contain both quota and price provisions. Howcver, the intergovernmental
group felt that the time was not appropriate, and the proposal was
deferred.

Low prices for abaca resulted ia an informal arrangemeant in 1968,
with an indicative price agreed to by buyers but without any other
support mechanism. This arrangement had little effect on prices, and
in 1971 the group decided to discontinue its price recommendations.

In the market for coir, no formal or informal international price
arrangements have been attempted in the past. However, in 1974 a docu-
ment prepared for the group suggested future informal agreements for
abaca and coir similar to the jute arrangement, since one or two countries
virtually control the world export supply of each and there is 8 pressing
need to stabilize price within a range preserving the long-run competi-
tiveness of the commodity.

Producer/Exporter Groups

, -~

Among the critical raw materials that the United States requires ,.'f:.ff ¢
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to maintain its' in:do@str‘ul production ;:d of ghich it is 8 net importer,
seven are cu::rently the subjects of formal international associations

~ of producer/exporters, viz, pet'rolen-, bauxite, copper, natural rubber,
iron ore, mercury, iud tungsten. These organizations range in scope
from the effective, fuily functioni:g petroleun cartel to the fledgling
consultative group of iron ore exporteru\&: addition, the Lead and |

Zinc Study Group, an intergovernmental organization under U.N. auspices,

meets regularly to consider technical and trade matters, but does not
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intervens in the market or fix prices. Although an Intergovernmental
Consultation on Manganese Ore was held under UNCTAD suspices im April
1974, no concerted actiom has yet beea takea o this strategic mineral,
for which the United States is almost completely dependent upom imports.
The seveam “organized” commodities are described below.

Organization of Petroleus Exporting Countries

The Organization of Petroleum Exporting Countries is the inspira-
tion and model for many of the current attempts to organize effective
producu":' organizations for various commodities. Established im 1960,
OPEC presently consists of 13 oil-exporting countries, representing
over 50 percent of world production. In the fall of 1973, OPEC uni-
laterslly quadrupled the posted (tax reference) prices of crude oil.
During the winter of 1973-74, in the aftermath of the Arab-Israeli war,
the Arab aembers of OPEC attempted to convert their economic power into
political leverage with an embargo on shipments to the United States and
the Netherlands. Although the political embargo was short-lived, the
sharp rise in prices has been maintained and appears to be supportable

for at least several years to come.

The success of OPEC can be attributed to several factors. First, "i

s handful of developing countries (most of which have strong political
ties) control the bulk of world exports, making collusion practicable.
Second, demand for petroleum is relatively inelastic, i.e., not very
responsive to price changes in the short and medium term. T-ird, the
petroleum industry is dominated by a small number of vertically
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integrated multinational firms, making it sdministratively simple to
increase revenus by merely taxing these companies. Fourth, the huge
capital requirements and long lead time required to increase petroleus
production capacity make OPEC's hold formidable in all but the long run.
Fifth, there are adequate substitutes available, at least in the short
run. Sixth, production of petroleum is not labor inteansive, thus pro-
duction caa be reduced without causing unesployment problems. Although
the markets for other commodities may resemble OPEC's situatiom in one
or another aspect, it is unlikely that the factors that have made this
cartel so uniquely successful exist for any other commodity.
International Bauxite Associatiom

In 1974 the International Bsuxite Association (IBA), an intergovern-
mental association of bauxite-producing countries, was formed to
coordinate information on besuxite production and to increase revenues
from bauxite operations in member countries. It currently has 10 mem-
bers, which produce over 6S percent of the world's bauxite and account
for 80 percent of bauxite/alumina trade, viz, Australia, Guinea, Guyans,
Jamaica, Sierra Leone, Surinam, Yugoslavia, Dominican Republic, Ghans,
and Haiti. Soon after the IBA's formation, Jamaica, from which the
United States imports 5S4 percent of its bauxite and 27 percent of its
alumina, doubled the cost of bauxite by legislating a sevenfold increase
in its revenue by means of a production tax. Following this lead,
Surinam, Haiti, and the Dominican Republic instituted similar taxes on
their production. At the IBA's next ministerial meeting, scheduled
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for November 1975, attempts will probably be made to arrive at s common
pricing formula for all members of the association.

Sustained unilateral or cartel actiom to raise prices may be
tiwarted by the desire of some producers to expand production, by the
fact that s developed country, Australia, is the largest single producer
of bauxite, and by the availability of substitutes such as steel, plas-
tic, and copper. Moreover, although the United States imports approxi-
mately 90 percent of its bauxite and has reserves sufficient for only
2 years' needs, it does possess virtually unlimited sources of alumina
contained in other materials such as kaolin, laterites, dawsonite, and
anorthosite sands. A doubling of bauxite prices may make these alterna-
tive sources economically feasible. However, achievement of self-
sufficiency has been estimated to require 10 to 1S years and $2 billion
in new investment.

Intergovernmental Council of Copper Exporting Countries

In 1968 the Intergovermmentsl Council of Copper Exporting Countries
(CIPEC) was formed by Chile, Zambia, Zaire, and Peru, which together
accounted for about one-third of global production and two-thirds of

world exports between 1968 and 1972. One of this organization's main
goals is to establish and maintain 8 minimum price for copper. In
November 1974, because of depressed prices, a 10-perceat reductiom in
copper exports was agreed upon. In April 1975 this reduction was in-
creased to 15 percent. The success of a proposed concomitant reductioa
in production levels, however, is in doubt. CIPEC has at times also
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considered the idea of establishing an International Monetary Fund-
financed buffer stock scheme, although this has never materialized.
Any sustained cartel actiom would probably be themrted by CIPEC's lack
of sufficient control over the world's copper resources (especially
without Canads's participation); the availability of many substitutes
for copper in its major uses, including sluminum, steel, plastics, and
zinc; the increasing use of recycled copper; the difficulty of curtail-
ing production without casusing major unemployment; and the existence of
huge stocks throughout the world.

The United States is virtually impervious to cartel-like action.
As the world's largest copper producer, the United States is almost self-
sufficient in the metal, producing over 90 percent of its copper needs.
Moreover, U.S. reserves are sufficient for approximately 40 years' com-
sumption at the 1974 rate. In contrast, Japaa and Westera Europe import
over 90 and 80 percent, respectively, of their copper requirements.
Associstion of Natural Rubber Producing Countries

The Association of Natural Rubber Producing Countries was formed

in 1971 and consists of Malaysia, Indonesia, Sri Lanka, Singapore,
Thailand, and Vietnam. In contrast, the International Rubber Study
Group is composed of producers and consumers of both natural and syn-
thetic rubber, including the United States. In November 1974, as s
result of natural rubber prices plunging to a 2S-year low, Malaysia, as
the major producer, moved to establish a price stabilization buffer
stock and since them has purchased rubber ia the msrket. Following this
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action, the six sssociatiom members agreed in May 197§ to limit natural
rubber exports. The difference between actual production and stock, oa
the one hand, and exports, om the other, would be channeled into an
international buffer stock under a supply rationalization scheme. The
members are hoping for Internmational Monetary Fund backing to finance
this pmjoject.

Natural rubber constituted only 22 perceat of U.S. new rubber con-
sumption in 1972; synthetic varieties accounted for the rest. The United
States is completely dependent upon imports for natural rubber, and the
U.S. Government stockpile contains no more than several months' supply.
Any prolonged cartel-like action that curtailed production would have
to contend with widespread rural unemployment and hardship for small
family-owned plantstions in producing countries. The availability of
synthetic substitutes also tends to forestall cartel action.

Association of Irom Ore Exporting Countries

Although an informal group of countries producing irom ore had met
in the past, an agreement to form an Association of Irom Ore Exporting
Countries was approved at a ministerial meeting only in April 1975. To
date, Mauritania, Algeria, Chile, India, Venezuela, and Australia have
already signed, with Tunisia, Peru, Sweden, Brazil, and Sierra Leone ex-
pected to sign shortly. Australis, as the world's leading irom ore
exporter, has been an important moderating force in this group, guiding
the association away from the precepts of a producers' cartel. Instead,

the association is primerily a loose grouping of coumtries with no
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suthority to establish prices or productiom levels and committed to
consultstion vith consuming nations in matters affecting their interests.

The United States imports only about 30 perceat of its primsry com-
sumption of irom ore, mostly from Canada and Venezuela. Canada's noa-
membership is thus significant regarding the viability of actions by the
association, particularly from the U.S. point of view. Should the United
States be forced to rely on its owa resources, domestic reserves which
amount to over 60 years' consumptiom at the 1973-74 rate are available,
although significant costs in mining increasingly lower grade ore would
be entailed. There is no Government stockpile of irom ore. Other
strategies that the United States could esmploy include the substitution
of wood, plastic, and aluminum in some limited uses and the increased
use of scrap irom.
International Association of Mercury Producers

The five major producers of mercury are Spain, the U.S.S.R., Italy,
the People's Republic of China, and Mexico. Spain possesses almost 40
percent of total known world reserves. In 1974 Algeria, Italy, Mexico,
Spain, Turkey, and Yugoslavia (with Canada as an observer) formed the
International Association of Mercury Producers and set a minimum sales
price. Although this resulted in a rapid 20-perceant rise in New York
prices to about the floor price, prices fell to less than half of the
established price by August 1975. Efforts in the past by Spain and
Italy to raise prices by stockpiling have been judged similarly unsuc-

cessful.
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U.S. consumption of mercury has fallen in recent years owing
primarily to environmental factors. Because of low prices during the
first part of this decade, U.S. production declined from almost 45
percent of consumption in 1970 to less than 3 percent in 1974, although
8 domestic facility capable of supplying one-third of U.S. requirements
opened in 197S. If higher prices were sustained, U.S. mine production
would probably be increased (U.S. reserves equal over 7 years' consump-
tion at the 1974 rate), and substitution would occur in battery appli-
cations, e.g., nickel-cadmium, and in the chemical industry. To meet
any short-terms disruption, the U.S. stockpile excess is sufficient to
cover approximately 2 ygars' needs.

Primary Tungsten Associatiom

The Primary Tungsteam Association was organized in April 1975 in an
attempt to formulate a united approach by producers to stabilize tungsten
prices. Participants include producing companies from Australia, Bolivia,
Korea, France, Mexico, Peru, Portugal, and Thailand, with companies from
Canads, Brazil, and the People's Republic of China as observers. One of
the world's largest producers, the U.S.S.R., is not represented. The
organization supplements UNCTAD's Committee on Tungsten, which functions
with representatives of both producers and consumers, including the
United States. This committee also has recently called for a study of
the feasibility of taking measures to stabiliu/ tungsten prices, possibly
including a system of maximum and minimum prices agreed on between pro-

ducers and consumers.



159

In recent years the United States has produced just under half of
its tungstem requirements. Any possible cartsl actiom against the
United States would have to contend with a large U.S. Govermment stock-
pile excess, sufficient for at least several years' consumption. More-
over, U.S. reserves are sufficient for another 1S years' requirements.
Although molybdenum could be substituted for tungstea im specialty steels,
and titanium and tantalum carbide could be used im wear-resistant appli-
cations, these substitutes would likely be more expensive and less
satisfactory.

International Monetary Fund
Compensatory finance

The compensatory finance facility of the International Mometary
Fund (IMF), established in February 1963, is available to those mesber
countries experiencing balance-of-payments difficulties produced by
tesporary export revenue shortfalls. This facility is limited to pri-
mary commodities and is particularly aimed at those countries whoss
exports depend upon a single raw material.

In 1966 the limits of the facility were revised upward from 25 to
S0 percent of a member's quota, and greater significance was given to
qualitative estimates in determining the amount to be drawn. An annual
interest rate of 4 percent is levied on all drawings for the first S
years, and then the rate is increased to 6 percent. Members are ex-
pected to repurchase drawings within 3 to 5 years. Outstanding purchases
in August 1975 totaled special drawing rights ’(SDR) 519.2 million
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(approximately $619 million). Total purchases under this facility have
boen SOR 1,000 million (approximstely $1,193 million).

Compensatory funds to stabilize export revenues are aam alternative
to ICA's. In some aspects they are superior because compensatory schemes
do not interfere directly with market prices or production. Constraints
on the market mechanisa do not inhibit its roles as an indicator of
scarcities and a regulator between supply and demand pressures. Export
revenue shortfalls of specific countries are compensated for directly
rather than by the indirect means of market restrictions which affect
groups of countries.

Buffer stock finance

The buffer stock financing facility helps IMF members meet the costs
of contributions to an approved buffer stock incorporated in an ICA if
this obligatiom to contribute would result in balance-of-payments
difficulties. Purchase limits are 50 percent of the member's quota, but
total purchases under both facilities may not exceed 75 percent. Re-
purchases are to be made within 3 to 5 years of the drawing. Outstanding
purchases in August 1975 totaled SDR 7.6 million (approximately $9.1
million). Total purchases, all for the tin buffer stock, have been SDR
25.4 million (approximstely $30.3 million). Members of the International
Cocoa Council are eligible for drawings, but none have been made to date.

Studies and proposals

In January 1975 the IMF Interim Committee called for consideration

of possible improvement in both compensatory and buffer stock finance
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facilities. On September 1, 1975, at the Seveath Special Session of the
United Nations General Assembly the United States specifically proposed
that (1) a new development security facility be set up to stabilize
overall export revenues; (2) the facility would provide loans up to $§2.5
billion in a single year with a potential total of §10 billiom im out-
standing loans; (3) the assistance would be availabie to all developing
countries; (4) the poorest countries could convert their loans into
grants, financed by the sale ;»f IMF gold through the proposed $2 billioa
trust fund now under negotiation; (5) eligible countries could draw most
or sometimes all of their IMF quotas in addition to their normal drawving
rights; (6) the formula for calculating shortfalls would be geared to
future growth as well as current and past exports; and (7) this facility
would replace the current IMF compensatory finance facility, and not be
available to industrial countries. This is a new, more comprehensive
approach because the facility would be available to exporters of manu-
factured goods as well as primary commodities.
European Commmity Compensatory Program

STABEX is the code name for a system of stabilizing export earnings
from commodity trade between an organization of African, Caribbean, and
Pacific countries 1/ and the EC. The convention creating STABEX was
was signed in Lome on February 28, 1975, and must be ratified by the
member States of the EC and by at least two-thirds of the ACP States.

1/ Members in the ACP Statgs include 18 African States and Madagascar
as signatories to the Yaounde Convention, 21 commonwealth States in
Africa, the Caribbean, and the Pacific, and 6 other African nations.

80-688 O - 75 - 11
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The earliest expectud date for the comvention to become effective is
carly 1976.
Commodities

A mumber of commodities are individually covered--12 principal
commodities 1/ and 17 subproducts incorporating initial processing. The
only commodity which is not agricultural is iron ore. Two sets of cri-
teria determine the selection:

(1) The importance of thc‘co-odit.y to domestic employ-

ment, the individual terms of trade, and the level
of development of the various ACP States;

{2) Unstable export revenues owing to price or quantity

fluctuations and the degree of dependence of the
ACP States on these products.

In order to qualify under the program, the commodity must originate
in the ACP State and be exported by it to the European Community. The
product may be for consumption within the European Community or brought
in under inward processing arrangements.

Mechanisa )

An ACP State may request a financial transfer if its earnings from
the export of one of these commodities to the EC are at least 7.5 percent
below reference level earnings, calculated on the basis of an average of
the 4 preceding years. In the year preceding the year of application,
its earnings from the export of one of these commodities must represent

17 The 12 commodities are hides and skins, coffee, cotton, cocoa,
wood, bananas, tea, sisal, copra, groundnuts and oils, palm products,
and irom ore.
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at least 7.5 percent of its total earnings. 1/

STABEX will be funded by the EC in annual installments of 7S million
units of account for S years--approximately $93 million per year. Re-
payment provisions are limited in that countries are only encouraged to
replenish the fund; the least developed countries will not have to con-
tribute. No interest will be charged.

This system of compensatory payments for export shortfalls for
individual commodities is limited in scope. The annual installments
constitute & very small percentage of the trade in these commodities--
-approximately 4 percent of §2.4 billion. Given the small size of the
fund and the limited repayment of transfers, significant instability of

export revenues will result in total claims in excess of funds available.

1/ For the 34 least devi:loped, landlocked or island ACP States, the
above threshold of 7.5 percent is reduced to 2.5 percent. For Burundi,
Ethiopis, Guinea Bissau, Rwanda, and Swaziland, the financial progras
will apply to exports o the products irrespective of destinatiom.
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APPENDIX B

HAVANA CHARTER.-CHAPTER VI,
INTER-GOVERNMENTAL COMMODITY AGREEMENTS
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CHAPTER VI—INTER-GOVERYMENTAL COMMODITY
" AGREEMENTS

Szcrion A—Intnosucrony CoxsipERaTIONS
ARTICLE 8. DIFFICTLTIES RELATING TO PRIMARY COMMODITIES
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ARTICLE 08. PRIMARY AND RELATED COMMODITIES
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ARTICLE H. OBJECTIViS OF INTER-GOVERNMENTAL OCOMMODITY AOREEMENTS
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difficulties which may
arise when adjustments beiween production and consumption cannoé be
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rium between the forces of supply demand; .

(d) to maintain and develop the natural resources of the world and protect

from unnocessary exhaustion;

(¢) to provide for the of the production of s primary commodity
where can be acco with advantage to consumers and produ
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ARTICLE 8. COMMODITY STUDIES
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ARTICLE 5. COMMODITY CONFEREBNCES

1. The Organization shall coavene an inter-governinental conference
h&mwmw&m difculties which exist or are
up.hdhubm%ammm commodity:

on the basis of the recommendations of a study group, or

. _(5) at the request of Members whoss interests reprosent a significant paré
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ARTICLE 6. GENERAL PAINCIPLES GOVERNING COMMODITY AGREEMENTS
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(b) Otller lntu-pmnmnt.l commadity agresments shall be subject to the
grsikiom mcupmawzmzmdm" O T et oy the
decide sthat an nt which involves the muluion of produe-
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finds that the conditions contemplated are in accordance with t{-
of Article 62, and
(5) from the date on which the price provisions become operative, the
agreement shall conform to all the provi dSectionComptthuu
further finding will be required under Article 62,

6. Members shall enter into any new commodity control agreement oaly
through a conference called in accordance with the provisions of Asticle 50 and
after an appropriate findi bnhsnmndouudccktiehﬂ. If, in an exceptional

case, there has been umuonsbb delay in the convening or in the proceedings
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s ieular primary commodi negotia!
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Article 62 (a) or (0) and that the agreement conforms to the other visions of
this Chapter. peo

Secnion C—IntEa-covErnuExTaL ConMoDiTY COoNTROL AGREEMEXTS

ARTICLE . CIRCUMSTANCES GOVERNING THRE USS OF COMNMODITY CONTROL
AGREEMENTS

" The Menbers agree that commodity control agreements may be entered into
ooly when a finding has been made through a commeodity conference or
the Organization by cunsultation and gencul agreement among Alembers
stantially intcrested in the eommodsty, that:
(¢) a burdensome su surplus of & primary commodity has developed or Is
expected to develup whlch. in the absence of specific go\erumentd action,
would cause serious to produccrs among whom are mm
who account for a mbstantul n of the total output, and these
conditions could not be correc b;nomulmrkaﬂo:eumtmtomvm
such hardship, because. characteristically in the case of the primary com-
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n;niﬁmt increase in consumption or to a significant decrease in production;
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& primmar t).pb out of difficulties of the kind referred to in

Article hu developed expected to develop, which, in the absence
olspeclﬁcmemmenulntnon, would not be corrected bynomulmuket
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characteristi in the case of the industry concerned, a substantial reduction

in price does readily lead lo & significant increase in consumption but to

& reduction of em al:ymt. and because areas in which the commodity is
produced in substantial quantity do not afford alternative employment
opportunitics for the uorkeu involved. 3

ARTICLE 83, ADDITIONAL PRINCIPLES GOVERNINA COMMODITT CONTROL mnmm

The Members shall observe the following principles governing tlu conclusion
and olre‘r&twn ol commodity control agreements, in addition to those stated in
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adequate at all times for world demand at at prices which are in keeping with
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ARTICLE 04, ADMINISTRATION OF COMMODITY CONTROL AGREEMENTS
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1. Commodity control agreements shall be concluded for & period “Jiﬁ‘l more

than five years. Any renewal of & commodity control

uding
agreements referred to in paragraph 1 of Article 48, shall be otspc:‘odnotu-
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4. Commodity control agreements shall include provisions relating to withe
drawal of any party.
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APPENDIX D

BRIEFS AND STATEMNENTS SUBMITTED IN CONNECTION
WITH THE INVESTIGATION

American Farm Bureau Federation ' sy _—
Subaitted Fy Eger Flelulg' . F Rl

The Aserican Farm Bureau Federation opposes international comsodity
agreements which attempt to control prices, share markets, or- engage in
international supply management. Such agreements are immiw)ith
- the competitive enterprise system. International agreesents +S6TVEe &
useful purpose only if they reduce the barriers to trade and provide *
timely market information so that producers can compete on the basis of
comparative advantage. -

American Iron and Stecl Institute (AISI)
American Iron Steel Institute indicated :lht. in the past,

they have recommended that the United States not become a member of the
International Tin Agreement because It "operated virtually exclusively
in the interest of tim producing countries.” In the view of AISI,
progress toward achieving the objectives of the agreement has not
occurred. The buffer stock and export controls have beea ineffective
in protecting consumer interests. The AISI concludes that '‘the issue
of price intervention and stabilization in international commodity
agreements still persists and is apparently no further advanced" and
that until it is, reliance upom the strategic stocknile is the most
prudent alternative for the United States.

It is noted that the AISI does not categorically state that it will
oppose the United States' joining the fifth agreement, although it ap-
pears that the basis for its past opposition has remained unchanged. It
is known that the Department of State favors such U.S. action and is in
the process of meeting with steel industry officials in an attempt to
obtaia their support for U.S. participation.

Billiton Tradi
Submitted by Dav'i'g Kwiat

Billiton Trading Company, a major tin-trading firm, indicated that
it would be in the economic interest of the United States to join the

tin agreement, but that domestic control of the strategic stockpile

-~ should be maintained. Such participation would *. . . show our good will

and friendship to part of the Third World . . .” and would encourage

#, . . other consuming nations to contribute to the funds available to
the Buffer Stock Manager, enabling him to better coantrol the wide swings
i‘ th‘ mket. . - ..'
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Chicago Board of Trade

tt Warren W. Lebeck

The Chicago Board of Trade feels the United States must continue to
develop new markets and expand, or at least maintain participation in
present markets and do everything feasible to keep other nations from
curtailing U.S. exports by erecting high tariff and nontariff barriers.
Moreover, the United States must avoid the strangulation effects of in-
ternational commodity agreements containing msximum and minimum prices.

Debovise, Clinton, Lyons, Gates
A brief 1 ﬂ'{atiu %E't an international agreement on copper was

unnecessary was filed on behalf of copper companies which aceount for
some 60 percent of total U.S. primary copper production. Reference was
made to the International Tin Agreement, asserting that it has failed to
stabilize tin prices.

Godfrey Associates, Inc., representing continental cane sugar producers
Subaicred by Haracs D. Godfrey

It is assumed that Congress will continue to establish policies
with respect to sugar. If serious negotiations should be undertaken
with respect to an international commodity agreement for sugar, the
continental cane sugar producers would like to participate in the dis-
cussion.

Great Plains Wheat, Inc.

tt (] ou

Great Plains Wheat, Inc., feels that either a successor to or ex-
tension of the current International Wheat Agreement (INA) should contin-
ue to be the domain of the International Wheat Council. An IWA should
not be negotiated in the most-favored-nation negotiations, since wheat
interests could be negotiated away for some other questionable gains in
other areas. .

Hawaiian %&r Planters Association
itt Roger H. Sullivam -

. The United States should take part in any negotiations for a new
international sugar agreement. Axy international discussions should be
carried on with the expectation that Congress will act in the field of
sugar policy, and any conflict, actual or potential, should ve avoided.

lhlaz#iﬂunﬁ-m_“ Tt mmee e e : :
' yan Tin Bureau indicated that the International Tin Agree-
ment is a matter of proper concern to the Malaysian Government, not the

::re;u, and thus did not request to appear at the hearing or file a
ief.
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Millers' National Federation
1lers' National Federation concludes and recommends the fol--

lowing:

(1) The International Wheat Council has been a useful forus for
discussion of world supply and demand probleas;

(2) The experience with specific minimum and maxisum prices and
guaranteed export and import quotas under the IMA's during the 1949-71
period has not been favorable;

" (3) It seems likely that the period of surplus wheat crops and
excessive stocks is over. Consequently, future emphasis in any wheat
agreemsent should include how wheat can be most effectively produced and
distributed to meet the increasing world food needs.

National Association of Wheat Growers

tt T F. Schwensen

The National Association of Wheat Growers firmly believes that the
United States should continue as a signatory to the Wheat Trade Conven-
tion, and the Food Aid Convention and continue to be a full party and
strong supporter of the International Wheat Agreement.

National Farmers Union

tt rt G. Lewis

The National Farmers Union favors international commodity agreements
on agricultural products. The National Farmers Union submitted three
papers for Commission use:

1. C tition and Cooperation in the Pricing of U.S. Wheat in Ex-

rt Markets, paper suh.itts by Robert G. Lewis at the U.S. Department

o% Agriculture, Third National Wheat Utilization Research Conference,
Kansas State University, Manhattan, Kansas, November 5, 1964.

2. Report of the Working Gr on Grains, International Federation
of Agricultural Producers, December 15, 1972.

" 3. Impact on Agriculture of Future International Trade Agreements,
statement of Robert G. Lewis, National Farmers Union, public hearings cf
the U.S. International Trade Commission, April 9, 1975.

National Grain Trade Councii
Submitted by William F. Brooks .

The National Grain Trade Council requests that no international
commodity agreements or treaties covering the use, sale, purchase, or
retention of grains and oilseeds be discussed by the U.S. representatives
at the forthcoming GATT discussions.
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Nationsl G e
Skaitted by Yoin ¥. Scort

International commodity agreements have a place im agricultural
trade policies. This is especially true of those commodities which tend
to be in oversupply on the world's merket. Although there is a differ-
ence of opinion on the desirability of trying to allocate markets, there
is little argument against attempts to develop internationsl agreements
to prevent the total collapse of internstional markets for strategic
food needs and supplies. The most promising approach will be to examine
the position on & commodity-by-commodity basis and to devise commodity
arrangemcnts or agreements, only as appropriate, for individual commodi-
ties or groups of commodities.

Nat‘ioml Sugsrbeet Growers Federationm
Submitted 5’ Richard W. Blake

The most effective U.S. sugar policy would be one which would pro-
tect domestic production at reasonsble prices through new sugar legis-
lation and at the same time allow cooperation and active participstioa
in the development of an international agreement on sugar.

Poultry and Egg Institute of America

tt

The Poultry and Egg Institute of America favors expansion of inter-
national trade based on fair and equitable competition. The Institute
questions the allocation of international markets through the use of
politically determined international commodity agreements.

Tea Association of the United States of America, Inc.

tt . F. H. Fleming

The Tea Association of the United States of America, Inc., empha-
sizes the following complications regarding the concept of am interna-
tional tea agreement:

1. Tea cannot be stockpiled because it is a perishable commodity.

2. Access to supplies has been achieved by a time-tested process
of world buyers operating at open auctions. Any interference by formal
commodity agreements could lead to a chronic breakdown in tho entiu
machinery governing tea disposal.

3. There is an infinite variety of tea by grade, type, and origin.

United States Beet Sugar Associati
mttﬁ 5 David C. met

The United States should be a participant in future international
sugar agreement negotiations. However, it seems prudent for the United
States to determine its own sugar policy in advance of such internatiomal
negotiations. It appears that the Congress will move toward establishing
a definite sugar policy in the not-too-distant future.

A s ¢ Wl —————————— -
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United States Cane Sugar Refiners Associatiom
The United States should actively particijete in the development
of a new international sugar agreement.

Kennecott r Corporation
Submitted %ﬁ En_nﬂE K. Milliken

The Kennecott Copper Corporatioa is im agreement with the brief
filed by Debovise, Clinton, Lyons, Gates on behalf of s group of copper
companies. rie cated that an international agreement oa copper
was unnecessary and made reference to the International Tin Agreement,
asserting that it has failed to stabilize tinm prices.

‘0



Table 4. -- SMURY OF MATH FROVISIONS I INTEENATIONAL AQRERLNTS FOR WER!T

1933 - 1970

Tate and Flaoe . Quantitative Cormitzents | Quantitative Comzit- 8tockholding - Produotion and National Conoeasional

of Negotiationa | Participatiag Countries | Price Provisicms on Rxports ments on Imperts Provieions FPoliocies -1  Transactions Food A4 Others
Duration of

Agresment

Pinal Act of tae
Confsrence of
Whest Exporiing
and Iamporting
Countries

25 August 1913
in London
Durationt 2 yTa,

Fxporterss Argentina
Australia, Bulgaria,
Carads, Burgury,Poland
Romania, U.8.4., USSR,

Tugoslavia.

Ipporterss Austris,
Baltio States, Belgium,
Ceechoslovakia, Denmark
Pranoce. Orasce. Oarsany
Italy, Lituanis
Netherlands, Por‘usal,
Bpain, Sweden, Swit-
terland, U.X.

o provision

1913=341 Export quotas
deterzined on the basis
of e satimated trade

voluzme of 560 mill, bu.

E_O\mtriu =i11.bu.
kguﬁtinl 110
Australis 105
Canada 200

Danubian basin 54
U.S.40 45
USSR and other
countries 48

1T

t Bxport quots of

each oountry to be i
less than the average
yield of the aversge area
of the years 193133,
after deduotion of normal
dosestic requiresents, If
sdditional exporte would
be, necessary, additional
quotas would be given to
Canads and the

propertion to their carry-

over stocke.

o proviaions

Yo provisices

The 031,Canads,drgentine
and Australis sgres to
reduos wheat production
by 158 {n 1934/35, The
Danube countries under-
take not to extund thelr
wheat ares in 1934/35.
o commitment concerning
production oontrol was
made by the USSR,
Izporters undertake not
to take advantage of the
voluntary axport restrie-
tions of exporting coun~
tries by enoouraging the
extension of their own
wheat aress.

Ko provialons

Fo provisions

Importers undertake

to lowsr import dutiea
4if the price of wheat
0wl f U.Xe ports
exceeds 2 special
level for more than
16 weeks, Importers
slso recognise ths
necessity ard desirs-
bility of a reductien
in quantitative faport
ocantrol.

Menoranduam of
Agremant
aoncerning the
Draft Yheat
Convention

22 April 1942
in Yashington

Planned dura-
tions 4 years

Exporteras Argentins
Australia, Canada,
U.s.4,

Importeras U.X.

Minimn and caximum
prioeas to be set by
the Council each
Auguat for the com—
ing season. Prices
are t0 be “recunera-
tive to producers in
exporting countries,
fair to consusers in
isporting countries,
and,.in reasonable
relationship to prices
of other commodities.

Export quotass

¥arimum
Country < amount
mill.bu,
Argentina 25 125
Australia 19 95

Canada 4(51 230
U.S.A 16 80
-2 T8 500,
If required, secondary
sxport quotas willibe'
deterzined in proportion

to the "permitted isurplus

stocks"s If no peraitted
surplus stooks exist,
quotas go to countries
with available supplies.
Supplemsntary export

quotas will be determined

if one of- the exporters
15 not able to fi11 its
basio export quota,

Importers are to

Marimia and mipioum

guarantes the function~ 1limits of carryover

ing of the agreexzent
by refusing ioports
from an exporting
oountry whioch bas
£111ed ita quotas, -

atooks:
Country  Min, Uazx,

Argentina 35 130
Australia 25 80
Canada 80 2715

U,S.4, 150 400
— 290 %ﬂ_

Exporting countries to
take suitadle measures

to roduee produstiom

if and when their carry-
over atocks axcesd &
specified maxioum level.
Permitted "axoess stocks*
carry no obligation to
redune production

No provision

3
The holding of "excess
stocks” can be sallowed
if resulting from adave

average yleldd.

Ko yrovision

Ko provision

1948 1WA
6 March 1948
in Fashington

Duration: 5 yrs.
1968/49—1952/§3
(not ratified

Experterss ‘iuatralia

Cmd‘. U.5.4,

Importers: 'Afgtanistan
Austria, Belgium, Brazil
China, Colombia, Cuba,
8, Dermark,
Dominican Rep.,Ecuador,
Egypt, France, Oresoce,
Quateaala, India,
Ireland, Italy,Lebanon,
Liberia, Maxico, Fether—
lands, Hew Zealand,
¥orway, Peru, Philippi-
nes, Poland, Portugal,
Bouth Africa, Swedsn,
Switserland, U.K,
Yenesuela,

Mazigun and minimum
prices

1948/49 $2,00 $1,50
1949/50 $2,00 $1,40
1950/51 $2,00 $1,30
1951/52 $2,00 §$1,20
1952/53 $2,00 $1,10

The agreeoént covers
only a part of total
exports of member
countries, Exporters’
supply commiimants are
fixed in sbsolute terzs
to apply only at the
marimum pricest

Uill.\u,
Australia 85
Canada 230
Usa 185
500

The agreement covers
only part of total
trade of mesber
countries. Isporters!
rcbase commi‘ments
are fized in adaolute
terzs to apply only
at the minimuz prices.

Exporters ars obliged to Countries bave “Iphtc

bold minimua stocks as
followss

Wil.bue
Australia 25 &/
Canada To a/
UaSike 170 v/
s exoluding stocks
on farm
b/ including stocks
on farm

In addition, both
{mporting and export-
ing countries are
required to saintain
price stabilizstion
ressrves anounting to
106 of their respect~
ive quotas,

fresdom in their domestic
policies, but are to
operate their policies
in a way vhich does not
impede the free movesent
of prices within the
price range.

No provieiem

¥o provision

Ro provision

(continued)
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Date ard Flace of

Yogotiatiore

Durstion of Agree
ment

FParticipating Countries

Price Frovisions

Quantitstive Comitasnts
on Zxports

Quantitative Cocmit~
mente on Imjorts

Stockholding
Provieions

Produstiion and Yatfooal
Folletes

Concessional

Transeotions Yood Ald

Cthars

1949 112
23 Maroh 1549
in Vashington

Durationt 4 yre.
1949/50-1952/5)

Lrporterss dustralia,

Canads runoc. U5,

Iun;uu hustiia,’
Belgius, Bbivia,, Brasil

Ceylon, Coat tu, Cuba
Denmark, Doainican Rep.
lcuAdnr, iapﬂ\nxl lva -
dor,’ mugl.l.,d
Qreece Ouuc-h. t,
Handuras, Toelapd ‘lndh
Indonestia, !uhn& iIszael
Italy, Japan bunnu,
Liseria, u.xlaa,mhn-
lands, ln Zealand, . |
Nicaragus, ¥orvay,Fanasa,
Paru, Phlippines,Portugal
Saudi Aradia,Spain,dveden,
Sritserland, South Africa,
U.K., Venesuela,

it
Of the above mexbers,

" Hondurss. Rep., lulllnd

A95) 194
13 April 195)
in Washington

Durationt 3 yre
1953/54-1955/56

and Spain became mmbders
1n 1950/51 and Japan 1a

Basis minimun and
mariosus prices of the
Agrewmant, Cansdian
¥o.1 Manitots Northem
in store Fort Tillias/
Port Artbur

Msx, Mip,
(Inl/‘buuh-l)

9 49/50 1,80 1,50
950/51 1,80 1,40
1951/,? 1.80 1,30
1952/5) 1,80 1,2¢

Comaitaenty are quoted in
terms of & epecifio
volume snd apply only at
the maxicua of the price
racge

Quotas

1000 aet, tons
Australin 2171
Canada 5 521
Tranos 50
U.8.4, 451

Comaltavnts are quoted
in term¢ af a spesifie
voluse and apjly only
at the mindous of the
price range.

hch nperhu oountry

ball sndeavour to
mnuln stocks of o1d
erop wheat at the ond
of §ts crop year at a
lovel sdequate to
rmeuTe thet it will
ulf1l]l {ts guarantesd
sales under this Agree—
sent {n each subsequent
yoar.

- By i
Each ¢z oountry has’
ocaplete 2iderty of,acticon
1o the deteraination and
aduinistration of its
internal agricultursl snd
prioe poliofes but ahall
sndeavour not 5 operste
1ta  policies in suck &
way as to {mpede the free
movezent of prices within
the price renge,

Yo provisicos No provisioos

Yo provistons

" J“‘”’M ki o
;) r%lh

Expors.
Clnndn,
Izpe ;;.;m
hlglm, quon,l:n:'u
' Cuba, Dmutk,
Dodn.leu Repi; Ecusdor
Egypt, iK1 Snlndur,
Gerzany’ l.l{‘, Urnu
Ouatemala, Habis;,
Honduras, Inhnd Iulh
Indonesia, Invlu:d
Ierael, Japan,'Jo.
Korea Rep,,
Lideria, e no,\luhm-
landp, ! New Zeadaid,
Tlearagua, ¥orway;' ’
Fanaza, Peru,; Phu!ninu
Portugel, Saudi} $Adradia,
Spain, Mturhnd,
South Africa,Vatican City
Veaesusls, Tugoelarvia,

P T
Basic ziplmus and
uazizum prices foy
the duration of tke
Agreezent. Canadiasn
No.t Manitoba
Horthern in store
Fort Willias/Pert
Ar

Max,s US$2,05/bu.
Min.s US$1.55/bu,

Coxmitaenta are quoted in
teras of a specific
voluas and arply only

at the marimua of the

price range.
Quota:

1000 zt.tons
dusttalis 1207
Cansda 4 105
Yrancse 9
U5, 5210

Cozxitgents are quetud
in terzs of a specific
voluae ana apply only
at the minieus of the
price range.

Each upordn‘ nmtry
o%all erdeavour to,

maintain stocks of old
crop wkeat at the en2
of ita crop year at a

No provisions

level adejuate to ensure
that 1t will fulfil] its

guaranteed sales under
this Agreesent in each
subseguent crop year.

Yo grovisioss Yo pravisinrng

¥o provisiers

19% 1)

25 April 1956
in Yashington
Durations 3 yrs
1956/51-1950/59"

—Tugaslaria

Sptaphi Argentine,
Australia, da, Fraooe,
Sndon, UaSed

a

mv_ry_r.-. s
Belgiua, Boltvi !nlll

Coylon, Coloubia,’ Cooh
Rioa,Cuba,, Dcmrk,

Doadnd oan: B ‘/lmudor
Egyphiikl, !llndur, 3
Gerzany. ’.
thll Ea

Italy, ! Jap Jodm,!o

hbmanﬁhhrh)ﬂu.ha,
Yotkorlands, ! Wov, Zidland,
Nicarsgua; ~loru,y Panasa,

Basic sinizua and
asxima prices for
the duration of the
Agroszant, Canadian
No.1 Manitobs
Xorthern, in ators
Fort ¥illtan/Port
Arthur,

Mar.s U3$2,00/bu,
Min.1 USH1,50/bu,

Peru, mlippinn.°hrhlnl

Saudi lnbl.o,!!pdn. Swit-
serland,. South'Africs,
Vatioan'City, chlnuh,

Soaaltments are quoted in
terms of a specifio
voluas and apply only

at the maxiaua of the

price range
Quotal
1000 atstons

Argentina 400
Australia 823
Canada 2 800
Franos 450
Sweden 175
U.5.4, 3 595

Coanitaents are gueted
in teras of 1 specific
voluse and apply enly
at the mintoua of the
price range

hch upcnlng pmtu
shalliendeavour to
maintain etocks of old
crop whest at the emd
of {18 orop year at &
level adequate to
ensure that it wil)
fulfill its guaranteed
sades under this Agree
ment in ench subssquent
orop year,

No provintons

¥o previsiens Yo provisions

¥a proviaiens

1 1,
10 tarch 1959
in London

Duraticent 3 yrs.
1959/60-1961/62

1962 1na

mnueaih gre.
1962/63-1964/65
vith yoarly os-
tenaions with
substantive .
soonoaic pro-
vislona expiring
on M July 1967
and adaintetrative
provisione explr-
ing oa )1 July
1968

Erpo ;n;n unlhfa.
Australis, Cansds, Prance

Italy, Mezico, Spain,

D'OGI‘B. UQS.‘. &;“
b W
Isporterss ria,y

Belgiua and’ ln.u:bw.r‘,
Braail, Nbci‘lhmrk
Mn.lun Rep ,Ounny
P.R., Oresce, Baltiyy;
India, IndonesiajIreland
hrul, :A»a,‘ﬂra: 5
Fotberlands, Nev, umm,
Norwsy, Peru, Prilippines
Portugal, Ehodasia an’ -
Tyasaland Fed! ;. Saudi
Aradls, !vﬂurlnﬂ
South imu, UAR, 6.:.,
1a

Frew ALy
Basto'ninlmin ant
maximun prices for
the duration of the
Agreezent, Canadian
Bo. 1 Hanitoba
Northern, in store
Tort %illias/Fort
Arthur,

Maz,t US$1,90/bu.
Wo.t Us$1,50/u,

In asscoiation with one
another axporiers are
to supply all the
commeroial rasda of the
inporting countries at
prices within the price
Tange

Izporters' comitmerts
quotad us a speoific
percentage of thelr
total oomewraial
prctasen of whaat
from all sources at
prices within the
prics range

Yo speciai pn:vhicn,
bowever, meaber export-
ors should {o the
oaximum aztent feasidle
sake wheat avellable
for purchase to meet
3hetr obligations under
tha Agressent,

¥o provisiens

Ths Conaell“i
within L1ts purvriew
ot only oomserels)
purebases tut slso
spevial transactions
introduced by ke
government of o
oeountry eoncerned,
which do pot sonforw
with the usual
commerolsl preatises,
#hether or not withla
{8e price range

Fo ptovielons

¥o provisivma

Pnau

ZIporters|

.unnlh. Cuuh
Italy, Yexioo, Sp 1,
Slnd-n, us:

Indonseis, Itran: Inlund.
Israel, Japua Lideria,
Libn, 'ﬂb.tllﬁl;

Zee Zealand, ¥igeris,
Forway, Puilippines,
Poland, Fardugsl, Rep,
Kores, 3audi Arabls,
South Africs, Switser
land, UAR,, U.X: Yatican
City, Venssusla

T
Basio minixus and
sazima prioes for
the duration of the
Jgresasnt, Cancdian
No. 1 Manitoba
Yorther, in store
Port ¥illiam/Port
Artbur,

Hln:: g::i‘mlﬁu

In assccistion with one.
another exportsrs are to
wupply all the comoerolsl
needs of ths {mporting
countries st prioes
within tke price range,

cmn-m- quoted as
& speoifio percentage
of iaperters' total
cormercial purohases
of whest froa all
sournes at prices
within the price
TADgS.

¥o speciel proviston,
however, nmber
satporters should to
the maximum extent
foasibly, make vhaat
avellable for purchass

No provisions

1o mest thair cbligations

under the lgreenant,

Tas Counell taker
within {4s purviev
B3% only sowmereial
purcbases but aleo
special tranesstions
totroduoed by the
guverment of a
oountry conaernsd,
which 4o not conform
with the usual
oomnernial prestioes,
whether or pot wtibin
the price range,

Bo provisions

¥o provisiom

(Coatinued)
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Dute and Place Quantitative Commit- Quantitative Coomit- Btockholding Produstion and Conoasaional
:‘::f:l:;‘m Partloipating Countries Price Proviclans wents on Exports aents on Isports Frovisions Wational Folioies Transsotions Yood Add Othars
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