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I. ~ ORGANWIZATIONAL ARBANGEMENTS
1, The Expert Consultation on Cereal Stock Policies Relating to World

Food Security was held at FAO Headquariers, Home, from 24 4o 28 February 1975.
The Govermments of Argentine, Australia, Brazil, Canada, Egypt, France, Hungary,
India, Indonesia, Japan, Kenya, Morocco, Wetherlande, Pakistan, Peru, Poland,
Sweden, Switzerland; Thailand, Turkey, United Xingdom and United States, and the
EEC and the Intermatiomal Wheat Council, were invited to nominate experts.
Consequently, tweniy-four experts took part in the meeting {Amnex 4). 1/ The
meeting was ope2ned by Dr. E.M. Ojala, Asmsistant Director-Gemeral, Economic and
Social FPolicy Department of FAO. Mr. A.G. Leeks, Chief, Basic Foodstuffs _
Service, Commodities and Trade Divisicn, FAQ, was elected as Chairman. Hr. B.P.
Dutia, Senior Commodity Specialist, FAD, acted as Secrestary of the Expert
Consultation, '

2. The Experi Consultation was held on ihe proposal of the Ad Hoc Working
Party on World PFeed Seourity, as endorsed by the FAQ Council and the Commitise

onn Commodity Problema. It aimsd at an eoxchange of views on a number of praciical
problems relating to world food security, with the intent of providing practical
guidance which could be taken into account by countries in formulating their
national stock policies for the purpose of world food security. The link
betwsen stock policies and price sisbilization was recognized both in respect of
national and international aspecis. The main purposs was ‘o examine the tsch-
nical and practical aspects of these problsms, and to facilitate, but not
duplicate, any discussions or future negotiations on these iopics.

3. All the expertis pariicipated in their personsl sepaciiy and not as
reprezentatives of governments or of their respeciive organizations, It was
undsrstood that the views sxzpressed im this report might not reflect the positions
- of governmenis and that governmenis were not committed by thenm.

4. The main dissussion during the Expsrt Consultation was centred on the
following topiecs, on the basis of the papers which the ezperts were invitad to
submit:

(i) Meothods of assessing ihe desirable aize of stocks for food sscurity and
ways of sharing the cos{ burden betwesn countries.

(i1) Ways of roegulating ithe effecis on commercial markets and prices of
nationsl stook policiss formulazted in the comtext of world food
seourity.

(111) Ways of balanocing the cosis of nationsl or regiomal siocks against the
© benefits of fwll or partizl insursnce in the event of domestic orop
failure or other contingenciea. :

{iv) friteria for ithe sisze and release of separate national emergenoy stocks
for local and/or internationsal relief, including the pessibllities of
segregating such stocks from commercial markeis.

;/ Participants included sxperis from Argentina, Australis, Canade, Egypt, France,
Hungary, India, Indonesiz, Japan, Morcoco, Fetherlands, Poland, Sweden,
SBwitzerland, United Kingdom, United States, the EEC and the International
Wheat Council.




(v) Alternative means by which governments (not holding their own stocks) can
encouragé private stockholders to meet the official objectives of national
gtock policies. .

(vi) Desirable main elements to be contained or considered in a "model” national
stock policy for cereals, compatible with the objectives of world food
security, taking account of different types of situations existing in
different regions. B

A 1list of documenis is attached as Annsex B, 'Summariéé'6f the papers prepared for
consideration by the Expert Consultation are in Annexes C to K.

5e As agreed by the CCP; copies of this report will be transmiited for inform-
ation to all member countries of FAD and/or the United Nations. It will also be
submitted to the Commities on Commodity Froblems, and the main findings will be
reported %o the Ad Hoc Consultation on World Food Security in May 1975. The
experts also agreed +that 1t would bs useful to transmit copies to the International
Wheat Council.




II. CONCEPTS AND DEFINITIONS

6. Before discussing the specific topics under review,the Expert Consultation had

a general discussion of concepte and definitions based on & note prepared dy the
Secrstariat (doec. ESC: CSP/75/7).

1- The objective of world food security (as formulated in the text of the
International Uhdertaking) is to ensure toc the wuimosit “the availability at all
times of adequate world supplies of basic foodstuffs, primerily cereals, sc as to
avoid acute food shortages in the event of widespread crop failures or natural
digasters, sustain a sieady expansion of production, and reduce fluctuations in
production and prices".

8, The Expert Consultation adopited for iits disocussion a broad concept of

food security and accepted that resserve stocks would bs held for multiple inter-
_related purposes. The best basis for food security would be a well-balanced world
grains economy. This would imply an orderly and scordinated sysiem of production,
siable prices and adequate stocks.

9. The nesd to distinguish precisely between "working stocks™ and "reserve
stocks™ was recognized. In this connection, working stocks were considered to be
those stocks required ito assure a smooth and uninterrupted flow of current supplies
from the farmer or point of import to the processor and ulitimately the consumer.

~ In producing countries;, they normally reach their minlmum level at the end of the
crop season when they would include at least the quantities reguirsd ‘o ensure
continuity of supplies to the market (domestic and export, if any), considering
-the time required for ithe new crop ito reach the market as well as the pos=ibility
of a delay in the new harvest. In countries which depend mainly on imports,
working stocks would vary less, and would include at lsast the quantities required
to ensure continuity of supplise considering the time required for the arrival of
new shipments and their poassible delay. Working stocks would also include, at any
point of time, the quantities in transit, or afloat, as well as those held by
retailers and consumers (pipeline stocks), although thess quantities are generally
not included in stook surveys and, thus, not in the stock figures reported by

governments.
10. Heserve stocks were considered for this purpose to be all

stocks in a country in excess of (1) minimum working stocks and {2) stocka which

are retained only for sirict strategic or militsry purposes. Reserve stocks
include stocks which can be drawn on to meet unexpected deficits in current supplies
due to crop shoritfalls; other contingencies, emsrgency feod shortages or forward
international commitments in cass of a short crop.

11. There were some difficulties in estimating working stocks. In the
calculation of the working mtocks, farm stocks should be included when they were
normally accessible and were possible to eestimate. Private trade stocks should
also be included whenever posaible. It may not be possible to identify supplies
in tranait as sometimes their destinations are unknown. The apsocial problema of
defining working stocks in developing countries were recognized. There werse
difficultisa in drawing = clear-cut lins betiween working stocks and reserve stocks,
éspacially as in certain circumstances working stocks might be drawn on to meet
emorgency situations. .

12, The concept of stock had a dynamic slement inherent in it, as the size of

the working stock would vary as the crop year progressed or the stocks were drawn
upon. For the purposes of compllation of data and comparative analysis of stock




levels from year to year, it would be nesessary %o relate them %o a gpecific

point in time during the orop yesr; stocks at the end of the reapective crop
seasons in each couniry, i.e. "carryover stocks", would be appropriaie refersnce
points for measuring changes in total stocks from ysar to year. It was regognized
that carryover siocks did not necessgarily repressent in all cages quantities
available for exzpori.

13. Btress was laid on the need for developing & clear and common undor—~
standing on definitione of "working stocks” and “remsrve siooks®. This would
greatly facilitate consuliations on food security and related matiers and also
provide a common basis for the implementation of the Undertaking. It would,
furiher, permit the compilation of dats and informetion on stocks in different
couniries on a comparabls besis, and thus make it possible %o evaluate their size
aznd trends in 2 meaningful way.




III.  METHODS OF ASSESSING THE DESIRABLE SIZE OF STOCKS FOR FOOD SECURTTY

AND WAYS OF SHARING THE COST BURDBN DETWEEN COUNTRIES

14, This topic was examined in the light of a paper prepared by Mr. ¥. 0'Connell
(Canada) in which criteria and methods for aggegsment of levels and categories of
g#tocks wers discussed, and possible ways of shering the cost of carrying reserve
stocks between countries were indicaeied. The relevant sections of a report pre-
pared by a team of FAD conzulbtanis were also taken into account. l/

S8ize of atocks

{a) HNational stocks

15. It was recognized by the Expert Consultation that the desirable siock g/
levels for a country would depend on a complex of interrelsted fectors, inecluding
the objectives sought to bs aschieved, the degree of proieciion aimed at; the
context in which the stocks are to be operated, the alternative means of achieving
the objectives, its position as an sxporiing or an importing couniry, its stage of
sconomic development as well as its judgement of the expected costs and benefits of
gtockholding in the light of its own sconomic and soelal ecircumstances.

16. Objectives of a stock policy in the contsxi of foed sscurity could include:

= eénsuring that domestic requirements are covered;

- Tagilitating the servicipg of regular éommq:cial marketé;

- facilitating the meeting of potential additional ﬁarket cpportunities;

—~ ensuring that aid underiakings were met;

= covering the transiticnal peried between iwo crop pericds:

- covering the strategic requirementss and

- regulating prises or supplies.
Keeping in view the objectives i% aimed to achieve, sach country could be expected
to asaess the desirable size of its stocks with reference to certain criteria. The
aim should be to maintain stocks at levels that were considered necessary for

ensuring continuity of supplies 2t stable and reasonable prices, including provision
for emergsncy situations. .

17. One of the key factors would usually be the year-to-yesr variability in
coreals production, although several other faciocrs would need to be taken into
account, including theose stated in the "guidelines™ for establishing and holding
stocke in paragraph 5 of the International Undertaking.

18, It war suggesiod that it would be useful to develop a system including
objective standard procedurss, with reference to which individual countries could
formulate their desirable national stock targets or objectives.

;/ "Food Ressrve Policies for World Food Sscurity®, an FAD sonsul tant report by
Jimmye Hillman, Gals Johnson and Roger Gray. A summary of this report is given
in Annex L.

2/ The term "stocks"” means the supply of cerssls carried over in stock at the end
of the marketing year of the country concernsd.
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24 ¢ Criteris for the assessment of the desirable size of gicgks held for
gommereisl purposes and those held for international emergency relief would nsed o
takke into sscount the context in which they are held, including thelr possible
sffscts on the market and the appropriate safeguards that might be necessary,
particularly in the case of developing countriss. If reserves wers to be held in
the contexzt of an international price atabilizetion asgreement, not oniy their
accumulation and release would have 1o be related to the agreed price triggers but
glesc thelr gize would have %o be determined according to the agreed price objectives.
Thiz weg a more complex issue which would require negotiations among the main
interested couniries.

25. On the contrary, ths desirable size of reserveg held for emergency purposes
would depend on the need for safeguarding food supplies to develeping countries in
gituations of crop failure. A simple dichotomy bestwsen the commercial and smergency
purposeg of the reserve had a certain operational significance, although the criieria
for determining the desirabls size of reserves for emergency purposes would need to
he svolved.

Cost_sharing

26, If each country were to [ix iie own national target, it could result in a
certaln pattern of cost sharing, on the principle that each couniry would bear the
responsibility for financing its own stocks. If the optimum global target were to
be higher than the sum total of the individual national targets so fixed, it would
require sharing of the cosis for the additional quantity of stocks to be held.
Further study and negotiations would be required to agree on a pattern of cost
gharing acceptable to all participating countries in such a cass. :

27. A formula for cost sharing could be based ont

(1) GIP or GDP per caput (stocks would be financed by those countries in the
best economic and financial position to do so0);

(ii) the variadbility in production {couniries most wulmerable to production
fluctuations make larger demands on the world's reserves; however, this
would not accommodate satisfactorily countries which were major importers
but where domestic production is minimal);

{ii4) relative shares in world grain production;

{iv) relative consumption levels of cereals {this tends to limit the share of
certain exporting couniries and increass the share of some importing
countries); :

{v) importance of countries in world cereals trade; or

{vi) =ome weighted combination of all or some of such criteria.

28, Special consideration would need to be given to developing countries which
cannot afford to build up adequate stocke because of acute halance of payments
difficulties, domemstic production deficits, and other difficultiss confronted by
them., As recognized in para. 6 of the Undertaking, thiz places "an added
responsibility" on the rest of the world community for ensuring world food security.




This might be reflscied in two ways:

(i) The rest of the world would hold larger stocks to compensate for
inadequate stocks held in developing countries.

(ii) Developed countries and other potential coniribuitors would nsed o
provide additionsl assistance to help developing countries meset their
gtock targets, and related facilities.

29. In practice, the patiern of cosi sharing, although likely 4o be related
tc some of these criteris, would in the final analysis have to be determined
through negotiations among the pariicipating counitries.




iv. NAYS OF REGULATING THE EFFECTS ON COMMERCIAL MARKETS AND FRICES OF
BATIONAL STOCK POLICIES FORMULATED IN THE CONTEXT OF WORLD FOOD SECURITY

ottt

30. The Expert Comsultation discussed this topiec on the basis of the PEDETS
prepared by Mr. D.J.C. Meeuws (Netherlands) and Mr. K.L. Neeley (United States).
Mr. Meeuw's paper reviewed the intermal measures to be taken by counitries in
various trading situations 3o minimize market disturbances arising from the
accumulation or release of siocks, as well as action at the national level to
avoid international repercussions. Mr. Neeley's paper considered ways of co~
ordinating national actions towards siocks, and discussed ths advantages and
disadvantages of adopting either a price or a guantitetive chang® 28 a guideline
for ithe accumulation and release of stocks,

31, The Expert Consultation alsc szamined the suggesiions made in the paper
prepared by the FAD Consuliants.

32, The following general points were made during the course of the discussion:

(i) Intermsiional rules or guidsiines, There would be a need for such rules
to govern the acquisition and release of reserve stocks, in order to avoid
. their possible adverse sffecis on commerciasl merkets. This wea desmad to
be necessary also to avoid discouragemeni o production, eapecislly in
developing countries. .

{a) Such rules should be clear, precise and obiained by an easily under—
stocod and acospisd method of celoulation. .

(b) As the rules were to be applied to national reserve stocks, they would
bave to be sufficiently flexible to be adapiable to the different
marketing and instituiionsl mechaniems in different couniries. On
the one hand, they should allow the widest possible margin of
flexibility in meeting agreed objectives and avoid excessively rigid
controla, which experience suggested would be unworkable. On the
other hand, they had to be sufficiently precise to avold the system
breaking down in periods of market siress, for example if snd when a
major syrplus or deficit aituation developad.

{¢) The rules should be combined with a syatem of infermation, reporiting and
consul tatione to ensure they were enforced in a way eppropriate ¢ con~
ditions.

(4} The participation of all the major grains producing, consuming and
trading countries was essential if the rules were to operate effectively.

(e} Special consideration should be given to the interssits of dsveloping
countries, many of which would reguire assistance io aid them to build
up adequets stocks, siforags capaeity, handling, and related necessary
infrastructure.

(f) The type of rules to be adopted would depend on the purposes for which
the reserves were held, i.e. whether held for commercial purposes and/or
for internatiomal emergency relief.




(11)

(1ii)

(v)

(vi)

- 10

"Prige indisator." The use of certain levels of initernational

market prices as "indicators® to trigger the accumulation or relesss of
stocks could make it poseible to control the effecis of national gtogk
policies on commersial markets. As noted by the FAO conmsultanis and
pointed out by various experts, the prices criterion has the great
advaniage of being & readymsde reflection of the supply/demand'position,
which is otherwise difficult to assess cbjectively, This approach would
not in itself indicate the quantity of stock adjustment required, eithar
globally or for an individual country; and its actusl operation might
involve a conflict betwsen the reserve policies and the dnternational price
objectives of different countries concerned. Further, the fact that it
has become increasingly difficult to evaluate prices on the international
market could impair the dependabiliiy of prices themselves as 2 criterion
for the annual adjustments to be made in the stocks for purposes of co-
ordination beiween countries. The prige criterion, therefors, would be
insufficient by itself. The system employed should include other
mechanisms for carrying out the quantitative adjustments o be made in
gstocks, either overall or in an individual country. Such & system could
only be ewvolved through investigations and negotiations, and possibly by an
international agreement.

"Quantitative indicator.” Ancther possible criterion was to relate year=to=
year stock changes to s "guantitative® indicator, such as the snnual deviation
of aggregate world crop production. The advantages of this approach
included the fact that reliasble systems of prompt reporting of crop production
ere already in place in nearly all major producing couniries; and the
determination ¢of production trends ares readily understood and accepied,

Maximum and minimum stocks. The desirability should be explored of setting
agréed maximum and minimum levels for global and naticnal stocks; the
minimum stock would be to ensure minimum world foeod security, and the maximum
level would indicate the need to reduce production in order 4o avoid the
accumulation of surpluses. If such surplus stocks accunulate, a part of
them could be used for meeting additional needs of developing countries
through feed aid programmes., In this case adequate safeguards should be
provided in order to protest the interests of developing exporting countries.

Initernational smerpency relisf, Different kinds of criteria might be
required for reserves used for international emergency relief. Releases
from reserves for this purpose would be relsted directly to the existence of
serious shortfalls in production or scute food shortages in developing
countries, as indicated in Section III above.

Dual system. It might be desirable to evolve a dual system in which csriteria
of price and quantity are combined as criteria for the requisition and release
of stocks. When reserves have fallen to certain minimum levels and assurance
of gufficient physical availability of grains to maintsin minimum werld food
security becomes doubtful, consultations will have to determine whether
special poliocy action is required to meet the objectives of the International
Undertaking.




7, WAYS OF BALANCING TEE COSTS OF NATIONAL OR REGIONAL STOCKS AGATNST THE
BENEFITS OF FULL OR PARTIAL INSURANCE IN THE EVENT OF DOMESTIC CROP

FAILURE OR OTHER GCONTINGENCIES

3. This topic was considered on the basis of the Dapsrs prepared by Mr., G.L.
¥iller (4ustrelia) and Mr. Ram Saran (India). Mr. Miller's paper analysed variocus
costs and benefiis of stockholding in the context of a graim exporting country, and
the possibilities of developing a conceptual framework. U¥r, Ram Saran had
examined the special context and problems of stockholding policies in developing
importing couniries and discussed, in addition to sosts and benefita, various ways
in which the cost burden of stockholding could be minimized.

M. During the discussion, it was recognized that the Formulation of national
siockhelding policies would reguire an examination of costs and benefits of
alternative siockholding sirategies. This examination would need to be in a broad
sontext, bearing in view the objectives of world food gecurity, and within a frame-
work of multiple objsotives. Ideally, a method is needed that will allow the
benefits to be related to the costs of stockholding, and for thess costs in turn to
be compared to the cosis of achieving the same benefits by alternative means, The
problem is complicated by the fact that wany benefits (especieslly social and
- humanitarian benefits) are not measurable in monetary terms. Storage costs are
direct and quantifiable, and the experts exchanged information on the current lsvels
of carrying charges for grains in a number of countries. It was recognized, however,
that cost estimates will vary widely depending on assumptions as to the price of grain,
the rate of interest, extent of excess storage capaciity, and other basic factors such
ag the length of the siorage oycle. Konetheless, estimated ranges of costs based on
certain assumptions may be used as a benchmark against which policy makers could
exercise judgement in deciding which objectives (or benefits) to pursue in the
national stock policy. :

35. A first step in developing a way of balancing the costs of naticnsl (or
regional) stocks ageinst the benefits is to identify the possible scurces of benefits
and costs.

Benefiis
38, The principal economic and social benefits might be as follows:

(1) Assurance of food security. The fulfilment of =sssurance that national food
consumption levels (poseibly a basic guaranteed minimum per head) would be
maintained at all times would resuli in nutritional, social and humanitarian

-+ benefits. In importing countries a ressrve stock would ensure continuity
of supplises and help provide timely relief 4o psople affected by crop short-
falls. :

(11) Domestic scomomic and political stability., Since food is = basic and
important item of daily ccnsumption, and has a low price elasticity,
countries may wish to hold siocks with a view not only ito ensuring an
adequate supply but also 1o maintaining a reascnable degree of price
stability. Stockholding would also subserve other policy objectives, such
ag making food available to the vulnerable sectione at reasonable cost,
counteracting hoarding and profiteering, and containing inflationary
pregssures. B8tability is important in terms of expanding agricultural out-
put at the national level, and in promoting sustained invesiment and growth
of the economy in general, particularly in developing countriss. Further,
‘food prices are often & very sessitive political issus and their stabilization
2% levels that appear ressonable to both producers and comsumers would enhance
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palitical stabiliiy. To the sxtent that this henefit could be obiained
by other means, for example long~term contractual arrangements with
roelisble exporters, the cost of stockholding will have to bes weighed
against the comt of such alisrnatlve methods.

Financial gzains frem stoskholdine. in exporiing counitry may ftend o
accumulate stocks in periods of ample supply and falling pricss with the
ochjective of releaming them zs the market strengthens. However, it is
difficult to prediet the dirsction of price movemenis in commedity marksis
and the shances of price falls are normally approximately equal fo the
chances of price riszes. The prospect of long-term incrsases in net
revenus from these operations should therefore be regarded with some
seepticiam.

Goodwill in trading (for exporisrs). This ia attained through maintain-
ing a reputation a3 a reliable supplisr. I4 entails long-term contracts
and other commiiments (including food aid pledges) being fulfilled even
when demestic crop is short.

World prige stability. The existence of stocks could coniribute fo price
stability in international grain marketis. Availabiliiy of stocks within an
importing country would avoid the need for rushing to the international
market when suppliss might be short and prices high. Also, in the

abssnce of stocks an imporier needing extraordinary supplies may drive up
prices against itself on the world market. Conversely, in a bumper crop
year, an exporier may depress prices against itself if ne part of the crop
is withheld from the market.

Trade libsralization. To the extent importers are asgured of continuous
supplies from worid marketis regardless of short-~term crop fluctuations in
sxporiing countries, they would be less likely 1o adopt autarchic policies
%0 increase their own production at uneconomic cost.

The principal items of coste might be as follows:

Investment costs of storagze facilities, These are applicable only if
additional storage capacity is requirad, i.e. if there is no sxcess capacity
in existing storage facilities. Investment costs depend on the type of
storage facilities ussd, which should bs related to a country's eircumstiances.

Aequisition cost of grains (including foreign exchange outlay). - This
would depend on the prices prevailing at the time of the purchase of the
grains. Importing developing countries cfien fagce considerable difficulties
in acquiring grains for stockbuilding as they would nesd ito incrsase their
imports and use mcarce foreign exchange regources.

Stor@ge/carryingfcosts. These are basically dependent on the length of
time siocks are hesld. They include costs relating to depreciation on
facilities, maintenance, administration, loan amoritization snd the
interest payable on the capital tied up in the stored grain, which is a
reflection of the opportunity cost of siorage.

Deterioration and loss of product. The possibility of gquality deterioration
and loss of the preodust during storsge would 2dd to the costs, especially in
tropical regions.
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(v) Exice depressing effect. This cost could result from the mers existence
of reserves, which may have an sdverse paychological effect on the markeis.
It could be avoided if the programme successfully insulates the regular
market from reserve stocks, but increased if any threatened large-gcale
uncoordinated relsase of such siocks overhangs the market.

Minimizineg costg

a8. Costs involved in any stockholding policy cen be minimized in a number of
ways.

(i} As the most important factor which influences the lsvel of costs is the
quantity of grain that is held im reserve, costs could be reduced by
adopting a partial "insurance” scheme which would reguire a stock of
‘smaller size; this would, however, alse reduce the benefits.

{1i) The stoocks required could also be smaller iF they were hold on a regional
basis, since orop feilures may not ococour gimul banscusly in all comntries
sonceérned.

(1ii) For developing countries which have to build up stocks through imports,
supplies made available on special concessiomal terms would zlsa help in
reducing the cost burden.

(iv) Where stocks are built up from domestic purcheses, the mcguisition ocst of
grains could be reduced by following a system of dual rriging, whereby the
government acquires z part of the supplies at fixed prices and the remaining
part isg allowed to be sold at market prices.

{v) Judicious purchases with reference to time and space could also reduce
costa.

(vi) The relative economics of bulk storage and bagged storage, and the secale,
type and location of storage facilities would also need to be investigated
0 ensure economiss in mtorage costs,

(vii) 4s interest rate was the most important factor in the carrying cost of
grains, the feasibility of internatioral financial institutions providing
the requisite funds to developing countries at concessional interest rates
would nesd to be examined.

Full or partial insurance

39, - It was noted that the full insurance would imply maintenance of consumption
levels in all cirocumstances, i.s. 100 percent of all crop shortfalls would be

- covered. This would require very sritensive stockholding, which might prove to be
‘unreasonably cosztly. If the cost is considered too heavy in relation to the
country’s economic capacity, it may forego some of the benefits by opting for a
‘pariial insurance., A reserve stock in & partial insurance system, although
helping to reduce excessive fluctuations in prices, would psrmit some price rise in
years of crop shortfall. This would also enable the stockholding agency to make
releasss from the stock without incurring much financial loss.

'Baiancinx costs and bensefits

40. It would be demirable to develop a consistent framework for the use of all
countries in relating the costs and benelfits of aliernative ways of achieving the
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objectives of food securiiy, taking inito ascount the specifis conditions in each
country and especially in developing countries. Since benefits (especially
social benefits) cannot be satisfactorily quantified, it would not be possible o
determine the level of stocks at which costs and benefits would be in balance.
Nonatheless, a clear identification of the wvarious benefits and their asseossment
with reference to the national policy objectives, together with the measurement of
likely range of costs, would permit a reasoned pelitical judgement on the extent
of insurance that should be sought in the context of feod security.
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Vi. CRITERIA FOR THE SIZE AND RELEASE OF SEPARATE NATIONAL EMERGENCY STOCES
FOR_LOCAL AND/OR_INTERNATIONAL RELIEF; INCLUDING THE POSSIBILITIES OF
SEGREGATING SUCH STOCKS FROM COMMERCIAL MARKETS

AT, The Expert Consultation based its discussion on a paper by Professor K.F.
Svirdstrém (Sweden) and a note by the Secreiariat. This topic was related .
to the recomméndation in the International Undertaking (pera. 6) that “govermments
should .... Whers possible sarmark stocks or funds for meeting international
emergency requirements”.  Also, according to para. 3(b) of the Undertaking, the
necessary provieion for emergency situstions should be included in the targete for
total national astocks established in the context of world food sgcuriiy. The
experts also had an exchange of views on the recommendation of the World Food
Conference (Resolution XVIII) that international guidelines should be developed as
a part of the Undertaking to provide for an effsctive coordination of emergency
stocke and to ensure that the food relief reaches the neediest and most vulnerable
groupe in developing countries.

. Segregation of emergency stocks

42. .. It was felt during the discussion that stocks earmarked for meeting
emergency requirements would have to he integreted into reserve stocks. There
would be no special need for bhysical segregation of stocks held for emergencises,
although this would be s matier for ihe decision of sach siockholding country.

In some cases; measures may have to be taken to ensure the physical availability
of supplies for possible emergenciss by regulating commercial export sales,
especially when stocks were in the hande of the private trade, However, for
budgetary or bookkeeping purposea, or to the extent that stocke have to be kept in
deficit areas, it would probably be desirsble to specify the quaniity or funds
being earmarked for emergencises, 4 public announcement of the Bize of earmarked
stocks or funds could have a beneficial effect by creating public confidence that
azsletance would be availsble in future emsrgency situations.

Criteria for size

43. As regards the oriteria for size of stocks for smergency purpeses, in
practice their size would depend to a large extent on what could be afforded by

the country concernmed. The country concerned would slso have to take into account
other priorities including urgent domestic needs and other forms of ald. Emergency
sltuations, by their very nature, called for great flexibility in ireatment with
regpect to both administration and size of the assistance. Stocks earmarked for
meéeting emergencies would tend to represent minimum elloostions for this purposs
and the posgibility of sponiansous responee to disasiers in mobilizing additional
aid should not bs ruled out. : . '

44. Systematic evaluation of past emergency situstions and sztent of aid nsedsd
could provide some useful information for determining the size of emergency stocks.
Reference was made to the FAO Comsultant Study in which a suggestion was madse

that under an International Bmergency Insurance Scheme & pergent of the shortfall in
trend produvection in developing countries might be absorbed by the couniries con-
corneéd, the rest being met through international relief. Some experts pointed out
that in most developing countries a 6 percent shortfall in trend production would
lead t¢ e magnified decline in the marketed surplus and could thus cause severe

s
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apeculative pressures on prices and human sufferin
: £ Scme other experts felt that
the proposal in the.09n§ultant Study overlooked a mumber of imporitant variables
iiievzn: toftii definition of apn smeTgZency. These included balance of payments and
siate o e sconomy of the country concernsed and othe i
e patime. ¥ her factors of a specific

" gpiteria for release

45. As regards criteria for release and posgibilities of insulating stocks sar—
marked for smergensies from sommercial markets, it was considered that such stocks
should normally be used only for non—commersisl purposes, i.e. to meet urgent
consumption reguirements which would not be met through normal commercial channels.
Release of emergency assistance might be more in nesd of international
soordination than food aid for other PuUrpoBes. In this comnection, & timsly
information and early warning system on the &ype and zxient of emergensy
situations and reguirements would be imporiant as a pasis for scund decisions.

It was s=lso demirable %o evolve guidelines for the release of such stocks fo

meet emergency situations. 1+ was noted that the Intergovernmenial Commititee of
the World Food Programme had defined an emergency as an urgent situation in which
there is clear evidence that an eveni has oocurred that causes human suffering or
loss of livestock and which the govermment concerned Las not the means to remedys
and it is a demonstrably abnormal svent which produces dislocation in the iife of
the communiiy on an exceptlonal scale. This covered sudden calamitiss such as
sarthquakes, floods, locust infestations and similar unforeseen disasters, man-
made emergencies like an influx of refugees, and food scarcity conditions owing

to drought, crop failure, pests and diseasss. As regards crop fallures, experis
pointed out that it would he necessary o clarify the extent of the crop shorifall
and to take account of the intensity and geverity of the scarcity conditions
arising from crop failure. T4 wae slso noted that s sudden and sarious
detericration in the balance of paymenis of a food deficit developing country
could =lso lead to an emergency situation vequiring international relisf, unless
adequate food &id ox long=-term credits were availabls.

46 . Special problems were faced by developing exporiing countries whers
financisl difficulties prevented ithe holding of mtocks Ffor international emergsnsy
relief. Similarly, many imperting developing éountriss would need to be
financially assgisted in order to ensble them to participate effectively in the

world food security poliocy.

AT . The nesed for ensuring ihat smerTgency food velief rsached the "neediest and
moat vulnerable groups in daveloping countrisa" was recognized. However, there
wers considerable practical and adminisirative difficulties in actual emergency
situations in low innome countries in identifying esush groups. In countries where
large masses of the population belonged to vulpnerable groups, food relisf may have
4o be provided on an ar2a basisg. ' ’

Location

48, As regards location, some expsris felt that in ordsr to render speedy and
sffective assistance in emargency situations, 2% least s part of the stocks for
smergencies should be located in areas vulnerable to recurring food shoriagss,
Some other experts considered that thers wers dizadvantages in prelocating stocks
in view of the unpredictability of disasiers, as well as for other reasons.
Therefore they thought it would be mors copvenient if the stocks were preferably
located in producing countries.
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49. In addition to the provision of extensive assistance for the development of
farming and the food industiry in developing countries, one expert suggosted that
countries possessing surpluses or regular export supplies should establish regerve
stocks to assist developing countries facing emergency food shortages. The
magnitude of such stocks would need to be determined and might be based om a2 certain
percentage of average annual grain exports. In his view, the stocks in developing
countries should probably not exceed ome to two months’ requirementa., It would
expedite distribution of the grain if (in addition to wheat, rice and maizs) stocks
also included wheat flour and maize flour. Supplies from stocks would be provided
to developing countriss at a subsidized priece, %o be fixed annually, An inter-
national fund could be created to help meet the costs of rTeserve stocks, which
should be replenished annually from new crop supplies. Special arrangements mighi
be made to enable developing countries to pay back an equivalent amount in terms of

commodities.
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VII.  ALTERNATIVE MEANS BY WHICH GOVERNMENTS NOT HOLDING THEIR OWN STOCKS CAN
. ENCOURAGE PRIVATE STOCKEOLDERS TO MBET THE OFFICIAL OBJECTIVES OF
NATIONAL STOCK POLLCLES

50. This topic was discussed on the basis of a paper prepared by Mr. W.
Oberhénsli (Switzerland). Mr. OberhZnsli's paper analysed the Swiss system of
food reserves held for economic defence, which were held on a compulsory basis
partly by traders and millers and partly by the government, according io gertain
finanecial incentives and regulations. Recommendations for specified household
reserves per capub are also made.

51. It was recognized during the discussion that as stockholding for reserve !
purposes is unremunerative, the private sector will not volunterily held the level |
of stocks required for food securiiy without compensation or compulsion. In soms
countries private stockholders may be encouraged or obligsd to hold a gpecified
additional amount {or propertion of their turnover) as necessary to meet the |
national stock policy objective. For this they may be wholly or partially ‘
compensated, for instance by the entitlement to credit at a favourable interest |
rato. Such stockholding could also bs made a2 condition for receiving an impori |
or export livence, or cculd be enforced by law. In the case of an exporting
country, the size of private stocks could be regulated through imposition of export
control measures; however, if this depressed prices below support levels, it

would result in larger acquisitions by official intervention agencies.

52. The government may use giorage contracts in order to smsure that the

desired total amount of stocks is held in aggregate. An agreement is reached
between the government and the trade that a storage payment is granted which makes
it attractive for the holders of grains to keep the relevant stocks in warshouses
gilos until a future date. As the private sector has to finance the stocks, it
rung a subatantial price risk. Thus, in some countries private stockholders profar
to hold grain which iz owned by the government, consequently avoiding price risks.

53, Incentives could range from & definite feoe or commission for helding certain
stocks on behalf of ths government to a grant of special concessions in trading
which would make it worth while for private traders to hold more than their trading
or pipeline stocks for the country. Extensive oradit at favourables interssi rates
for purchasing and storing the grain might e offersd to private stockholders. A
guarantee fund might be built up by levies on imports io refund storage charges 1o
stockholders. By providing storagze facilities and possibly offsring a bonus io
stockbolders, or by providing incentives to farmers to build storage facilities,

the govermment wight make storing ressrve stocks worth while.

54. ' An essential component of any national stoock policy based on etockholding
by the private sscior is the comprehensive and regular reporting of all stocks held.
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VIII. DESIRABLE MATN BELEMENTS TO BE CONTAINED OR CONSIDERZD IN A 'MODEL™
NATIONAL STOCK POLICY FOR CEREALS, COMPATIBLE WITH THE OBJECTIVES OF
WORLD FOOD SECURTTY, TAKING ACCOUNT OF THE DIFFERENT TYPES OF SITUATIONS

BXISTING IN DIFFERENT REGIONS

. This topic was considered on the basis of a paper prepared by Mr. S. Tamcsue
55

(Japan) which outlined the broad elsments of a "model™ national stock policy on an
explorative basis (summary attached as Annex K).

56. The “model" suggesied in Mr. Tamesue's paper was generally considered to
provide a sound basic Pramework for establishing stock policies aimed at meeting the
objectives of food security. It was stressed that any "model" would need to be
adapted to the circumstances of each individual country, its institutional and
constitutional requirements, stage of economic development and its position as an

exporter or an importsr of ocereals.

57 The following observations were made during the discussion on certain
specific aspects of the "model" put forward in the papers

(i) The suggestion that a government might consider the possibility of selling
cereals to private trade "at prices below the market price" as an incentive
for private stockholding could disrupt commercial markets and would not be
practicable in many countries. :

(ii) The establishment of "stable" prices for producers may not always he
s compatible with '"reasonable" prices for consumers and, in some cases, it
may lead to a costly programme of subsidization of consumer prices.

' (1i1) Although long term trade contracts could be helpful in stabilizing supplies

: to an importing country, they could not be regarded as a substitute for
stockholding policies, as they would normally not stabilize prices and would
leave smergeney requirements uncovered,

- (iv) Some sxperts felt that ways in which private trade could be encouraged o

hold stocks might be included in the "model ", Other experts stressed that
stocks held by private irade may not be adequate or eble to achieve food
security objectives, particularly as private stockholdsrs were not easy o
gontrol; 1in such conditions, reserve stocks, sither held and/or owned by
governments, were necessary; direct government control over stocks would
also bs conducive to greater international cooperation and coordination in

this field.

o (v) The preposed '"special' reports by privaie $raders on their stockholdings
o would add to the already heavy load of reporting on them and could have
adverss eoffscts on markeis and prices, particulsrly in developing countries.

- (vi) Provision in reserves for food aid commitments sghould be an essential
D element in the stock policies of aid-giving countries; such a provision
Y could be either in physical or financial terms.
'fj(vii) Special problems were involved in rige stockholding programmes, which would
R need to be kept in view; these arosme becaunse of ihe geographical con-—
centration of rice production and consumption in 4sia and owing to the fact
that major rice producing and consuming countries were developing countries

with limited finanecial capacity.

RS R S e
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hat it might be useful to explore the feasibility of a
although it was recognized that

(viii) It was suggested t
1 reserves had not been fruiiful for

regional approach for stockholding,
previous initiatives towards regiona
a number of financial, practical and political reasons.

8. It was suggested that the Secretariat might amplify and revise the "modsl
for national stock policies in the light of the above observations. It would bs
useful to distinguish between the conceptual elements of the model and the
operaticnal aspects. Further, the economic aspecis of stockholding policy, and
in particular its link with the price policies, could be usefully incorporated ir
a reviped model stock policy.
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Ix. CONCLUDING REMARKS
o RMARES

59. The following observations were made on a number of more general policy
igsues regarding stockholding in the context of world food security: '

(i) Worla food security is a common responsibility of the entire international
community. It is essential that all major cereals Producing, consuming
and trading countriss develop apnd operate stockholding policies within their
financial capacity. To be consistent with each other; and to be effective
in avoiding food shortages, such policies would need to be operated within
&n international system of cooperation, in Particular, precise rules or

guidelines for coordinated action at the international leve] should be
investigated and negotiated.

{4i) Stock policies for world food security might require increased government
regulation and controel over stocks, It was of bagic importance to evolve
agreed criteria to ensure thai the accunulation, holding and release of
these stocks contributed to international erice stability and orderly
marketing. It was necessary to avoid extreme situations of surpluses and
shoriages as well ag wide fluectuations in prices, The guidelines con-
tained in raragraphs 7 and 8 of the International Uhdertaking were directly
relevant for these objectives, An effective international agreement on
ocereals with price and stock provisions would provide = strong basis for
global cooperation and coordination for this purpose.,

- (411) An internstional comnodity arrangement for national atocks held in the
. _ context of world food securlty should provids for special treatment of
developing exporiting and imperting countries, keeping in view their
limited finsneial capacity, Reserve mtocks to be held by.developing
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. ({iv) As regards the location of food reserves, there were considerations favour—
e ing their location in broducing areas as well a8 in arsas where they might

b2 needad, Transport and storage facilities ahould also be taken inte

sonsideration in determining an optimum balance for lecation of reserve

- stocks, Regional stockholding could also be conducive to a balanced
~~=location of reserve stoaks.

: ifIn'some-raspects it would be umeful i stockholding rolicies, both at
- national ang internaticnal ievel, had explicit quantitative stock targets.
“These sheuld be made known to the fullest extent Poussible,

o high sosta of #tockholding and the non~quantifiable nature
of benefits, it would be desirable to develop a common system within which
all countries sould relate, on a comsistent bagis, the oosts and benefits
. of alternative waya of achieving the objectives of food security, itaking
into account the specific conditions in sach couniry, and sgpsoially in

- developing countries, .

.' 'ff15f$66 flow of information on the general market situation and outlook,
©'and early warning of searcity situations, was of basiec importance in
: facilitating international coordination of national,aotions,
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ANNEX ©

Summary of the paper by N. 0°'Comnnell, Canada, ons

METHODS OF ASSESSING THE DESIRABLE SIZE OF STOCKS
FOR FOOD SECURITY AND WAYS OF SHARING THE COST
BURDEN BETWEZN COUNTRIES 1/

A brief background is provided on Canadals grain production and marketing and stock—
hoiding policies. The bulk of commercial grain marketing (specifically of wheat, barley and
oatg) both for domestic and export markets is under a central marketing agency = the Canadian
Wheat Board. Due to favourable production results in relation to requirement s, Canada has
no formal national stockholding policy, Howaver, tha central marketing agency system employed
does tend to facilitate control over the disposition of stocks,

Reasons for Stockholding

_ _“iIﬁ*iS'necessary to outline the reasons for stockholding as théy would have a bearing
. on. the methods that might be uged in assessing desirable size of stocks, The carrying of
‘sbocks may be considered to be necessary for some or all of the following reasons, depending

Son g ountry?s circumst ances and policy choicess

.80 ensure domestic requirements are covereds
0. enable the servicing of regular commercial market s;
fo'enable the meeting of potential additional market opportunities;
o ensure that aid undertakings are covared; '
ito cover the transitional period between the cessation of old crop deliveries
-end the beginning of new crop deliveries; '
J to cover strategic requirement s
). %o regulate prices or supplies.,

. recoghised that all of the above reasons will not be relevant to all countries.

-;Grlteria:fbr Assessment

::;The;degree of predictability of Eraduction_and its general trend ere central factors
1L any assessment of demirable stock levels. Obviously, stock levels will be different
d@panﬂingiénfwhether production ie domestic or export oriented, and whether the grain is

normally used: for food or feed.

'h .ihiﬁsmof stoock level assessment ig also important pérticularly for covering
ents during the period between 0ld and new crop deliveries. Desirable size of stocks

‘depend pp-tha degree of protection desired and the costg involved,

Stooks should not be viewed in aggregate but as having a numbsr of components. It ig
ﬁﬁdj#ﬁﬁtﬁféur categories of stocks might be considered vizj carryover stocks, working
%1 Teserve stocks, buffer stocks, Carryover stocks are considered as the whole against
ponents can be viewed, While there are some difficulties in drawing olear cut

pgsgﬁ?nggn the working and reserve and between the reserve and buffer component 8
18 accepted that definitions are necessary to develop a basig fer stookholding
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In the context of world food security three objectives are sesn for reserve stocke.

ag To safeguard food suppliss to developing countries i,e, emergency neserves,
b) To safeguard commercial regquirement s
o) To add stability to international market g,

Based on these objectives it is concluded that the question of stockholding camnot be
considered in isolation from effects on tha marketplace,

Methods of Assessing Desirable Stock Levels

Reference is made to the three methods of assessing a theoretical stock level outlinad_
in FAO dooument CCP: GR 74/11. These are discussed from the standpoint of an individual
exporting country,

As a first sfep, it would be necessary to assess the level of "minimumh working stocka:
required to cover domestic and export needs during the period between old and new orop
deliveries. This could be arrived et on the basis of compiling planmned requirements or
alternatively by examining past performence in this respect. The next stage would he to
eXamine domestic requirements in the case of possible crop failure, In thig context, one |
could determine the maximum shortfalls below trend over am appropriate historic period and .
use it as a measure of the stook required, However, because of the improvement in Tarming -
practices, this might provide an indicatoer longer than necessary. A4 third stage in :
determining stook levels would be %o éxamine commercial export commitments and aid unders ..
‘%akings. To the extent that firm aid arrangements had been made and commercial contracts .
entered into, a fair degree of precision could be attached to these quantities, However, ..
there would be difficulties in estimating the major proportion of expected supplies which
would not have a known degtination,

It is doubtful whether a clear cut distinction between working stocks and reserve
sfocks can be made, For example, in en emsrgency gituation it is conceivable thet working
sitocks would be drawn upon,

conditions. However, for determining a reserve stock levsl for the world as a whols, method
* which bring togqther production and consumption trends appear more suitable, '

Hays of Sharing the Cost Burden

Cost sharing arrangements may be placed in two categories according to the type of
ptockas

(1) Commercisl Remerve Stocks

Bilateral Arrangements = At issue are seourity of supplies and of access, To some extent,
these have been dealt with in the past and no doubt will continue to be dealt with in the .
future by means of & sales contract or & leng-term agraesment. Although such an arrangement
offers advantages to both importers and axperters, the unpredictablility of production and
the variability of brices limit itgm Scope. An alternative arrangsment ig for importers to:
pay the carrying charges en stocks or %o purchase them ouiright, leaving them to be held

on the importer?s behalf in exporting countries,

HMultilateral srrangements Costs might be allocated accerding o3
Consumption patterns
Gross National Product
Per capita Gross National Product
Variations in production
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(11) Emergency Reserve Stocks

a) Exporters could agree to hold & certain portien of their stocks in regerve for

emergency purposes. The cost could be shared between developed exporters and importers,
possibly on a GNP basis. '

b} Developed importers ocould agree to purchase stocks to be held in reeérve.

o) An international agency could be given rasp(;nihility and funds for the purchase and
payment of carrying charges of regerve stocks to be held either in producing countries or
in locations considered readily accessible to potential areag of nead,

d) Through international financing inst itutions, developing countries could bhe provided
with the means to purchase requirements from a commercial reasrve bage,

The above—mentioned ways of cosi-sharing are net exhaugtive, It would be useful to
discuss the merits or disadvantages of these ways or criteria further, T




ANNEX D

Shmmaiy of the paper by D.J.C. Meouws, Wetherlands, on @

WAYS OF REGULATING THE EFFECTS ON COMMERCIAL MARKETS
AND PRICES OF NATIONAL STOCK POLICIES FORMULATED
IN THE CONTEXT OF WORLD FOQCD SECURITY

" Efforts should be made to minimize the effecdts on commercial markets
apd prices of national stock policies. As far as the required stockpiling
is concerned, three categories of countries can be distinguished:

(a} sountries where the production of grains is normally about equal to the

domestic comsumption; (b) countries which do not produce a sufficient

guantity and thus depend on imports as wellj {¢) countries which produce

more than they need for domestic consumption and therefore export grains.

~The three situations are.examined with reference to the results of stock-
piling in relation teo commercial markets and prices.

~ When assessing the level of the required or desired stocks, it will
have to be engured that sufficient and appropriate storage capacity is
available at suitable places. In addition, sufficient drying capacity
ghould be available in countries where the moisture level in grains is too
high for direct storage, in order to bring the moisture down to a level
where long-term storage becomes possible, If sufficient storage capacity
and/pr\drying capaglty is not aveilable, this should be extended.

Stockpiling can take place in three weys: (a) the government itself

" provides for the required stocks and owns them; (b) the government provides
incentives for private concerns to purchase and carry the required stockss
(c) a combination of (a) and (b). Normally, the private trade of its own
acgord will not have sufficient incentive to carry stocks at a level which is
desirable under specisl circumstances. Thus ,special conditions should bse
created by the governmant.

Grain purchases will take place at the time of the existence of
gurpluges in order to market these again at home or abroad when there is a
shortage. Covernments should devise the necessary measures in such a way
that they disturb as little as possible the sale and purchase pattern of
growers, traders, processors, etc.,. which has developed on the basis of a
fres market. Purthermore, the government should inform interested parties
long beforehand if it iniends to undertake certain action.

Meagures to be taken in oountries where normally the produciicn of grains is
about equal to the domestic consumption

It is assumed that the stocks are purchased out of graina of the
domestic erop in a year in which the crop is above normal. In order not to
disturb the market and price development on the home market, the goverument
should participate as & normal buyer of grains and try to make purchases at
the most favourable prices. The government may intervene by means of a
broker or by holding a tender., Purchase of the required quantity should be
spread over a long period in order to minimize undesgired price disiurbances.
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' If the government has purchased grains and does not have at its
disposal storags capacity of its own, it will be necesgary to try to reégeh an
agreement with sellers to stockpile the grain in their siles,. If thig
does not prove to be a success, efforts should be made to obtain the reguired
8torage room elsewhere, and in this comnection preference must be giver to
storage room where grains can be conditioned. '

If the %frade retains ownership of stocks, the government may arrange
go~called "storage contracts" with the irade, in which an agreement is
Teached between the govermment and the trade that for the desired quantity
a storage payment is granied that makes it attractive for the holders of
grains to keep the relevant siocks in warehouses/silos until a future date,
However, if the government wants to have stocks always 4t its disposal, it
will be necessary that in the storage contracts beitween the government and
the holders of the grains a clause is included on the basis of which the
government can always buy the grains at the curreant market price..

Under a system of storage contracts the irade and proceSSing
industry themselves have to finance the stocks. However, since the grain
may remain in store for a considerable time before the goverhment i€ will-
ing tc purchase at the market price, the trade and processing industry is
running rather large price risks. In the first place, the government
determines the itime of purchase, which can be less favourable for the holder
of the grain. . In the second place, the price development during the period
between the date of conclusion of the storage contract and the date of the
aciual purchase implies great unforeseen risks, in which inflationary trénds
play an important part.

If in the case of a crop failure or suchlike eventuality, the
government has to supply grains from reserve stocks, the sale 1o trade/
processors can take place through tenders or by means of auctions, At
periodic intervals it can be determined what maximum quantities will be gold
per tender or per auction. In allotting domestic supply, care must be
taken not to disturb the domestic price level éxisting at that moment; in
other words, it may only be allotted against prices that are within vertain
limits of the domestic price level.

Measures to be taken in counéries which do noi produce enough themselves an
therefore also depend on imports .

These countries will have to purchase their reserve stocks on the
world market. In order not to disturb the world market prices in a tight
market situation, purchases should be spread over a long period. The "
purchases should take place through normal trade channsls. If a country
purchases grain from an importer, it will be attractive under ¢eriain con-
ditions to réach agreement with the seller %o store the grain in his silo;
since he will be able to keep the lots in good condition and to rotadte
these from time to time with newly imported gquantities for the normal
supply. In this case the govermment should pay the ruling tariffs for
storage and keeping. If the government prefers not to be the owner of the
grain, it could try tec conclude storage contracts with the holders of
imported grain with adjustment of the market prioce.
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‘processors who have thelr residence further from the imporiing ports,
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If the government, in the case of a shortage on the world market

has to sell grains from government storage on the nome market, the salsgto
rad ders or through aucti »
Measures should be taken 1o prevent price disturbances from occugringczgons
‘?he home_markat because of sales from the stocks. In view of the fact that
imported grains might be stored to a large extent in the importing ports

the selling prices should be based upon the condition "ex store', since ;he

L under
normal circumstances also have to pay for the freight from the harbour to

‘the inland déstination.

Measures o be taken in countries which produce more than they need for
domestic conesumption and therefore export grains

The internal measures which have to be taken in these countries
for the purchase of the grain and for storage and sale, are in principle

. the same as those which apply in countries where the production ig about

equal 1o their domestic consumption or in countries which rely on imporis.

Measures %o be taken in relation to international avents

Tf on the world market a tight supply situation occurs, ag a result
of which the importing countries have to break into their regerve stocks,
the exporting countries should alsc take gertain measureésS. On the one
side the countries with & shortage will have to minimize their import
requirements by making use of stocks built up earlier; on the other side,
the exporting countries will have to release the largest posgible quantity
for export from their reserves, as & result of which the tensions betwesen
aupply and .demand are reduced as much as poseible.

in view of the close link between the measures 10 be taken in
importings exporting, and also, to a certain extent, in normally gelf-
gupporting countries, it is jimportant that in relation to the building up
of reserves every decision to purchase on the world market, oOF to sell
from the  reserves for ihe home market, or to export to & certain country
or certain countries, is taken after consultation with other interested
countries. It would be desirable to have permanent'access to relevant
information in relation to this.
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ANNEX B

Summary of the paper by K.L. Neeley, United States, on 3

- WAYS OF REQULATING THE EFFECTS ON COMMERCTAL MARKETS
AND PRICES OF NATIONAL STOCKS POLICIES FORMULATED IN
THE COETEELT OF WORLD FOOD SECURITY

e e ez e e

An important reguirement of sffective stocks policies; national and inter-
national; is that they have a minimum impact upon commercisl markets and prices.
Effective resarve policies should provide a buffer in the world supply demand .
balance; without changing the balance. This topic concerns how to minimize these
commercial effects and how to coordinate national stock pelicies to meei the global
ocbjective.

This calls for a tempering of national actions on reserves so0 as ito meet an
internationally agreed objective. We have no experience that is very relevant and
must begin with an exchange of ideas. How can national actions be coordinated on
an ongeing international reserve objective? What guides can be developed so that
guch coordination is successful? Does a system exist which would provide a
reliable measure of the amount of year-to-year draw-down or build-up which is called
for on the international level? Is it possible to fit such a system to the
situation of individual countries? :

Finally, at the international level there iz a need to know what is
expected each year in aggregate and of each individual country, and, when the year
ig over, what was dons nationally and globally. A reliable and timely reporiting
gystem is vital if the undertaking is to succesd.

Assuming that a global target has been undertaken jointly by most of the
important producing and consuming countriesg that is large enough to provide pro-
tection against global produciion shortfalls, we address ourselves to the problem
of how these year-to-year changes are to be related to the individual country
gituation. There appear toc be two possibilities for use aes guides to the amount of
change in world reserves target from one crop year to the next, i.e. international
market price level and world orop outturn, or more specifically aggregaie yield per
unit of land area.

In the first case, market price would indicate the extent of shortfall and
signal the smount of sitocks to releass. Market price might then be used to
measure the adequacy of the level of release. The use of price has the dis-—
advantages of providing a somewhat obscure indication of levels of adjusimenis
required, poses the problem of confrontation between reserve policies and inter-
national price objectives of different countries and oreates the problem of arriving
at agreement on actual level of international prices. The second possibility is
the use of anmnusl deviation of crop outturn, in terms of yisld, to determine the -
axitent of stock draw-down. Thisg alternative seems to offer the greatest
reliability as an established system of reporting already exists, the measure is
well understood and accepted, and calculations of crop outturn should leave little
scope for dissgreement.

: A combination of the two approaches might be used, but would likely prove
impracitical.. '
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market, the sysiem must provide the widest possible margin of flexibility,

We cannot technically foresee any countiry gomnltting itself to precise actions
affeoting 1ts place in the international market or foregoing the residual righi
of managing their own supply-demand situaticn. We can foresee countries
adjusting actions on reserves stocks and acknowledging international guidelines
so long as guidelines remain flexible and the system is based upon continuing
best efforts and intentions of countries desiring to participate.

To avoid commercial impact at the international level, guidelines should
agssure that the global draw-down in reserves in any one year does not exceed the
global shortfall in that year's crop. This should remove the danger of excessive
year-to-year reduction of reserves and prevent the gradual erosion of the target
reservey level.

We would not envisage that each country would fully meet its guideline
each year, but that a large number of countries in aggregate would come close to
the international target by best endeavours of each individual country., To
facilitate definitive end-of-season measurement of progress, the guideline should
be precise and lend itself to accepted methods of quantification, Such measure-
ment wili be essential in establishing the next year's guideline and preserve
capacity to meet the reguirement of possible future more extreme global shortfalls,

|
\
If there is to be successful international cooperation in the grain |
|
|
|
|
|
|
|
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Summsry of the paper by G.L, Miller, Ausiralia, on :

WAYS OF BALANCING THE COSTS OF NATIONAL (OR REGIONAL) STOCKS
AGAIFST THE BENEFITS OF FULL OR PARTTAL INSURANCE IN THE EVENT
OF DOMESTIC CROP FAILURE OR OTHER CONTINGENCIES

An internationally agreed stockholding system requires international
agreement on a set of precise and unambiguous objectives to be pursued.
Unfortunately such a set of cbjectives is unlikely to be negotiable owing to
the different walues placed by individual countries on the relative
importance of stocks in various sectors, This raises problems with
reference to the provision of guidelines for the operation of = model stock
policy. It also raises difficult problems in the assessment of a level of
gtocks for world food gscurity. Computations at the aggregate level based
on the probability of a shortfall in importing and exporting countries bear
little relation to how couniries will actually behave in accumulating,
storing and selling grain, unless their behaviour is regulated by some
international agreement. o

It is unlikely that many countries will be in a position to develop
an "optimum" stockholding policy, given the reluctance of policy makers to
Place monetary wvalues on unquantifiable variables op arbitrary maximum or
minimum valués on quantifiable variables, However, the problem of
determining national Btockholding policy should still be approached within a
consistent framework where the costs and benefits of alternative g8tockholding
'strategies can be examined., This paper provides a broad framework in which
the benefits may be relsted *o the costs and the costs in turn to the cosis
of achieving the same benefits by alternative means.

Benefits

Benefits are considered from s national viewpoint rather than from s
commercial ons. :

(i) Speculative gaines These include not only the increase in
price between seagons multiplied by the quantity carried, but alsc a com-
ponent of the realized value of the current season's marketings. The
latter benefit may in some countries and in some ysars be substantial.

(11) Provision of food security and_food aldi The value a
country wishes o place on its capacity to provide food aid in emargency
situations depends on its perception of its international moral and .
political obligations, its Judgement of the likely frequency of ococurrence
of such emergency situations and the balance that it holds between dealing
with dmmediate short run problems and handling longer term causes of these
difficultiss, 4 grain exporter may wish to give priority inm the spending
of aid money to eéncouraging food production in developing coﬂntrias,'or
facilitating their general ecomomic development rather than to the
accumulation of grain stocks. '
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(i1i) Domestic economic gtability:  This objective can be achieved
also through other methods, such as price control, rationing and long term
contractual arrangements with other reliable exporiers. Therefore the
extent of benefit of domestic econcmic stability that might be attributed
to a grain stock would need to be welighed with reference to the cost of
stockholding on ihe one hand and the cost of other alternstive means.

{iv) Goodwill in trading: Achieved by means of an established
reputation as a reliable supplier even when the domestic crop is short,
This benefit may be sasier to evaluate when it is expressed tangibly in the
form of long term contraciual arrangementa.

(v) florld price stability: Stocks may be used to maintain prices
at stable profitable levels. Other ways of achieving this benefit ineclude
bilateral or multilsteral irading arrangements, perhaps in the context of an
international grains arrangement. As the existence of stocks per ge will
nermally have. a depressing effect on world priess; an international agTee—
ment that was sufficiently unambiguous and binding to prevent the
recurrence of a price depressing situation would be very beneficial.

Cogts

Many of the sourcea of benefits in stockholding may become costs if
the judgements on which the assessed poaitive benefits are based turn out to
be in error. Costs of this nature may be regarded as negative benefits.

In addition there are substantial direct costs of holding increased grain
stocks, '

(1) GCapital costs of storage fagilities, If there is excess
capacity in existing facilities this cost will be reduced, There are con-
siderable economies of scale in storage comstruction and so large regional or
national terminals arse likely to prove cheaper.

(i1) Production incentives: Needed if a considerable increase in
stocks is required in a short time, or if stocks are to be replenished
quickly after uase.

(i11) Storage cosis: Comprise costs for fumigation and _
aeration if grain is accumulated by purchase from normesl production, but
‘also costs for transport and bandling if grain is additional tc that normalily
produced or traded.

(iv) Lost of finance: Includes the interest on the capital tied
up in the grain itself.

(v} Product loss,

4 gonceptual framework

In an idealized situaiion an optimal stock would be determined by
applying techniques of marginal analysis to 2 simulated set of rast data
on grains prices, production and trede. However, many benefits are
unquantifiable in any practical sense while rast dats may be of limited use
because of the poesibility of structural shifis in grains prices, production
patterns and price levels, Since costs may be quantified with roasonable
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accuracy, the method suggested in this paper is to uss parametized cosi
ranges as a benchmark against whioch policy makers might be able to exercise
judgement in a variety of possible benefit situations. In other words,
bhaving arrived at a set of tables for the cost of storage, the method pro-
bosed in thia papsr then requires the matching of benefits from alternative
avenues individually witk the cost involved.

The results of applying some gensral formulas for calculating the
average cost of stockholding to the derivetion of storage cost tables for
Australia refle¢t the substantial cost involved and the increases resulting
from prolonging the storage cycle, incrsasing the purchase price and
expanding the quantity stored. These very significant costs of holding
grain are the moet outstanding result of the preliminary analysis, Even
if sdditional sources of benefits are discovered, it would seem to be
imperative that if nations are to be encouraged to hold substantial stocks,
prospective costs must not be added to by the poesibility of the stocks
exerting a downward pressure on commercial grains prices. The provision
of adequate safeguards in this respect may prove to be the major obstacle to.
the development of an internationally coordinated system of national grain
TeBeIves. - :
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Summary of the Daps

. WAYS OF BALANCING THE c0STS OF NATIONAL (OR REGIONAL) STOCKS '
AGAINST TEE BENEFITS OF FULL OR PARTIAL INSURANCE IN THE EVENT OF
' DOMESTIC CROP FAILURE OR OTHER CONTINGENCIES

P il

The establishment of food reserves which serve as en insurance againsi
domestio grop failures or other contingencies involves the use of subsiantial
TesSpuUrces. Considexring the fact that these resources often get tied up for long
periods and also that the developing couniries face an overall scarcity of .
resources, the question that should naturally be asked before undertaking & pro-
gramme'of'reSerVe stock is: will the benefits expected from such a programme be
large enough %o offset the costs involved? The unpredictability of agricultural
output’ renders 1t difficult even to form an idea about the pericd for which stocks
may have to be held, and therefore presents special problems regarding the measure-=
ment of benefits and costs pertaining ¥o guch a programmé. g

There are three iypes of costs involved in bolding reserve stocks. These
ares (i) acquisition cost of grain, (ii) capital cost of constructing new
storage facilities, and (ii1i) carrying cost.

Developing importing countries can build up reserve atocks by acquiring
supplies only through imports; they cannot, however, afford to make purchases in
the international market at the prevailing prohibitively high prices. The ce.i.f.
price for imporied wheat would have to come down to a Teasonable level of, Bay,

3 120 per ton to make the stockbuilding programme economically viable for

developing countries.

Developing countries will also have to undertake construstion of
seientific godowns, preferably silos which involve heavy cost.

The carrying cost, which includes storage charges, interest, storage losses
and admpinistrative pverheads,; 1s estimated to be around USH 24 per ton a year in

Indian conditions.

The total cost of establishing national reserve stocks will vary from
gountry to couniry depending on the size of the stock needed for providing
insurance against crop fajlures or other contingencies, but there 18 no doubt that
the developing importing countries will be hard put o muster resources for building
up adequate reserves. International assistance in the form of finance, food and
other materials would be necessary to supplement national sfforta.

In jmporting countries a reserve stock ensures continuity of supplies and
nelps provide timely relief to the affected people when production receives a got-
back or the supply line is on the point of breeking down because of any other
fagtors. If the stock is large enough to provide a complsie iasurance against
production ghortfalls, the markei price, even in years of crop failure, may remain
below the economic cost of the grain kept in resexrve. 1%t ie, therefors, possible
that the agency holding the stock may jncur losses on its release. Producers
wpose production may have suffered may also £ind their incomes reduced because of
the sbeence of rise in prices which generally goes with fall in production.
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The financiasl losses of the stockholding agency and of the producers
must, however, be weighed against the several bemefita of siook operations.
Availability of stocks within the country avoids the need for rushing to the
international market when supplies may be short and prices high. The benefit
of such a situation could be measured in terme of the expenditure that would
otherwise have to be incurred in arranging supplies from abroad. There are a
number of other aconomic and socisl benefits which, though not strictly measurabdble,
are no less significant. The stock operations subserve the food policy objgctives
such as ensuring stability in prices and making food available to the weaker
ssctions at reasonable cost. Stable prices are alsd conducive o susiained
investment and promote growth of the economy in gensral.

If reserve stocks are established with a view %o providing partial
insurance against crop failures or other contingencies, it might be possible to
achisve a better talance between costs and benefits even in monetary terms. A
regerve stock in such a case, while helping to reduce excessive fluctuations in
prices, would permit some rise therein in years of low production. This would
enable the stock agency to make releases from the slock without incurring much loss.

While there are strong economic and social justifications for a scheme of
reserve stock, any government undertaking such a scheme cannot afford to gompletely
ignore its commercial or firancial aspecis. The commercial viability of & stock-
holding policy cen be improved through minimization of costs. The mest important
factor which influences the level of costs is the quantity of grain that is held in
Te8eTVe. A scheme aiming at partial insurance would involve the maintenance of a
gtock of smaller size compared to & scheme providing for full insurance. The
stocks required would also be smaller if they were held at regional or international
level es crop failures would not be expected to osour simul tanecusly in all
countriss; at least their severity would be expected to vary from country to
country. ‘ :

For countries which havs to build up stocks entirely through imporis,
sconomies may be possible only if supplies are made available at special ton-
zensional rates. Where demegtiec procurement is also undertaken, the acguisition
coet of grain could be reduced by following a system of dual pricing whereby the
government acquires a part of the supplies at fixed prices and the remaining part is
allowed to be sold at prices to be determined by the forces of supply and demand.
Judicious organization of purchases with reference to time and space and the pro-
cursment of cheaper grains could alsc lead to economy in acquisition coat. The
relative advantages of bulk storage and bagged storage and ithe optimum scale of
storage structures and their locations would alsoc need examination from the point of
view of economy in storags cost. For economy in the carrying cost ifi which interest
is the major element, the feasibility of making available the requisite funds at
concessional interest rates by international financial institutions would need t¢ be
explored. . :

Though there are a number of ways of improving the commercial viability of
s scheme of food reserves, the monetary benefits may not always be expetted to off=-
set the costs completely. It is necessary to give due weight to the economic and
sccial benefits resulting therefrom. A scheme of stocks is expected to contribute
to the national food security and through that to the economic security of & nation.
Full cecoperation of all countries and international organizations will be necessary:-
to make a scheme of food reserves - national and international =~ a success. - ~
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ANNEX H

Summax;mcf_tha paper b K.F,”Svardstrﬁmé_Sweden”“on.m

CHITERIA FOR THE SIZE AND RELEASE OF SEPARATE NATIONWAL EMERGENCY STOCKS
FOR LOCAL AND/OR INTERNATIONAL RELIBF, INCLUDING THE POSSIBILITIES OF
©  SEGREGATING SUCH STOCKS FROM COMMERCIAL MARKETS

T

Under the heading "Segregation of stocks' the: paper analyzes
the role of grain storage in a commercially. developed economy. - In:
such an economy Turnover stocks and Seasonal stocks as well ‘ds .
Carryover stocks from one year tc another are handled on commerclal
terms by private traders. In Sweden these to a great extent are:
agrlcultural cooperatives with a coordinated interest in the agri~.
cul tural policy which alsc aims at domestic market: regulation and . -
price stabilization. Additional storing of a non-commeréial: nature
for national emergencies is integrated into the. system. . For the: . .
rest, exports- (and imports) are free with a more or less dlrect

" implication upon the farmers' income.

It is suggested that storing for 1nternat10na1 assistance‘,
(Excessive stocks), like the national emergency stocks, will have to.
be integrated into the existing marketing system as an expansion of
this. The cost {and size) is a matter for budgetary consideration.
Some minor costs also have to be settled in connection with the:
regular price negotiations between government and farmers"'
organlzatlons.' ‘2_-. S

In the second part of the paper "Crlteria for slze and
release", three types of excessive stocks are analyzed Emergency
stocks, Food~for-Development stocks and internatlonal ‘Stabilizing.
stocks., Of these, the iwo first-mentioned kinds are not stocks in
e commercial sense; they represent quantities or an amount .of: money .
earmarked for assistance. The financing, furthermore, haa no: direct
relation to price variation between times of plenty.and times: of S
scarcity. However, this price variation with respsct to. the world
market outside the domestic market and in a correlpondingly longer. .
time perspective im relevant to the financing of Stsbilizing stocks.

The paper analyzes to some extent how Emergeﬁcyfahd ﬁe?éiopment'

"stocke" oan be released by decisions of an intergovernmental body or

by the donor countries unilaterally. The need for. coordination is

stressed, especially with respect o assistance in caze of emergencias}‘_

The discussion concerning Stab11121ng stocks is very brie .
because of lack of experience. However, some.pointa of view &re put

.forward as an introduction to a more special;zed and comprahensive dig--

oussion.




OCAL AND/oR INTERNATIONAL RELIEF,
INCLUDING THE POSSIBILITIES OF SEGREGATING SUCH STOGKS
FROM COMMERCTAL MARKETS

e s mp—

rgency stocks for local relier might be
agis of past national SIperience ag tqo the requirements of local
n recent emergency 8ltuations, The sizme of naiional

sountry would be a matter
One method for estimating o desirable

for international émergency relief
t experience of emergency aid given

In Resolution XVIIT of
ationa} guidelines for e €onsy stocks earmaried for international relief be
ed as part of the Internationsl

(8) The term "smeTgency” should be defined e.g. along the lines of the
ion adopted by the Intergovarnmental Commities of the WFP.

{b) Govermmentis undertaking to sarmark siocks or funds for international
3y relief (ag envieaged in pars, 6 of the Undertaking) should publicly
3 thelr size together with the sonditions under #hich they woulq bs held,
| and replenished, .

tats the rapid release of stocks

with & view to rendering
Proposed

8mergency stocks should be

|Eme on & voluntary basis.
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gountries as well as aid-giving countries regarding the desirability of establishing
a focal point for coordinating emergency aid operatioms and shipments.

(f) Such earmarked emergency stocks, when released, should be replenished k
ag soon as feasible and, preferably, not later than the following harvest.

(g) Stocks earmarked for emergency relief should be located in a manner
and place which ensure that they are available for delivery when and where they
are most likely to be required; and which, with the available storage and
transport facilities, minimize the financial costs involved and also facilitate
urgent shipmentis to recipient countries in the shortest possible time,

(b) Likely recipient countries should elaborate appropriate plans or
Programmes so0 as to ensure that food relief reaches the neediest and most vulnerable
groups directly, without delay and avoiding lossesd.

(1) Arrangements made regarding the earmarking, release, location and
replenishment of such emergency stocks or foods held for international emergency
relief should be notified by the government concerned to the Director-General of FAO
and kept under general review by the Committee on World Food Security.




ANNEX J

Summary of the paper by W. Oberh#nsli, Switzerland, on :

SOME ASPECTS OF STOCKHOLDING BY THE PRIVATE SECTOR:
A NOTE ON THE SWISS SYSTEM

e s s e .

. Owing to the sxperiences undergone in the
during which for months Switzerland was cut off
_grain,; a system of compulsory reserves for cereals, feeding stuffs and food has

been created. leasures are based on an article on grain inserted as early as

1929 into the PFederal Constitution as well as on further legal prescriptions
issued since theat time.

first and second world WATrS,
from the supply of foreign bread

For the impiementation of the reserve stocks policy, the holding of stocks
by the manufacturer was intentionally placed in the foreground. This has the
advantage that trade in foreign bread and feed graing between the importer on the
ore hand and the mill on the other will hardly be affected. Cn the contrary, the
importer, through the obligation inposed on him to held reserve gtocks, has the

Possibility, according to the market situation, of arbitrating between the goods‘
on hand and those which are imported.

Compulsory regserve stocks

In the system of compulsory reserve stocks are included all the most
impvortant staple commwodities, such ag bread and feed grains., In practice, these
are almost exclusively products which have to be imported. In certain cases,
mainly those of bread grain, the ressrves can consist of domestic goods.,

The objeoctive of the stock holding

at disposal, These minimum reserves, which have to be stored ineside
frontiers, are fixed by the authorities and

annual total consumption. The compulsory re
and are not intended to be used Tor price stabilization purposes.

national
congtitute a certain proportion of the

The opera%ion of the gystem of stock holding for cereals

The grain law stipulates that the Confederation l/has to hold at any time

& reserve in bread grain of 10C 000 tons (around 15 rercent of total requirements). -

Half of this gquantity has 4o be stored by the PFCA 2/, the other half by the mills.
The same law provides for the storing of additional compulsory reserves of up to
310 000 tons of bread grain (around 55 percent of ioial requirements) mainly by
importers (mills and grain dealers) and a small remainder by the Confederation.
For this purpose, the Confederation concludes a stockholdin coniract with each
individual imporier and processor according to the imports %dealer) and the pro-~
cessing {mill) during a certain period, whick will be renewed or adapted from time
to tims. The observance of these contracts is regularly checked by the FCA.

;/ Parliament/Fedaral Council/Swiss Federal Cereals Administration. -

2/ Federal Cereals Administration, a division of the Department of Finance and
Cusioms placed under the Federal Administration.

policy is 1o have minimum reserves alwayvs

serves have to serve for economic defence
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The supplementary reserve stccks are stored as follows:s : |

Soft and hard wheat *  Durum wheat *# Total ) ‘
tons . tons tons

By the commercial mills , 125 000 31 000 - 156 000 ‘
By the grain dealers 55 000 -19 Q00 74 000
By the Confederation 80 000 - 80 000
Total 260 000 50 000 310 000

*  Boft and hard wheat for the manufacture of bread.
¥%  Durum wheat for the manufacture of rasta products.

The sector feed grains/feeding stuffs and ocats/barley/corn for human
consumption comprises practically all other cereals which are used for feeding

burposeg or human consumption. In this case likewise, special contracts will
be concluded by the (onfederaiion with sach individual importer or manufacturer,
and will be revised from time to time. The compulsory reserves of this sector

amount to approximately 360 000 tons of feed grains/feeding stuffs and cover
about 25 percent of the total reguirements of Switzerland. In addition, there
are approximaiely 22 C00 tons of oats/bariey/corn for human consumption (about
60 percent of the total requirements). :

Financial regulation

In accordance with the prescriptions concerning the holding of compulsory
reserves, the stockholders are entitled to ssk for s bank craedit of up to 90 per-
cent of the value of the goods, warranted by the Confederation and based on a
basic price agreed upon with the authorities. The interest for this credit is
4.5 percent as against® to 8 Pbercent for the usual bank rates.

Trade in cereals is exposed to intensive competition and therefore the
profit margin is rather low. For these reasons, charges arising from the hold-
ing of reserve stocks could be the cause of disturbances. The sssociations of
importers have therefore established a cash pool (guaranteeufund), which isg
built up by import levies on the one hand and by levies on milled grain (for sofi
and hard wheat orly) on the other. From these resources are refunded the
storage charges to the stockholders at a fiat rate. However, these expenses are

ineluded in the prime cost of the goods, which eventually has to be borne by
conpumers,

Financial operations involving the cash pool are, at present, taking place
as follows:

Levies on : Compensation to gtock-—
imports milled grain holders per 100 kilos
per 100 kilos a year
For soft and hard wheat Fr. 3.50 Fr. 2.25
t

For durum wheat

2.75 -
For feed grains/

For oats/barley/corn
for human consumption " 1.50/1.75

feeding stuffs " 2,00 - ) Fr. 5.00/6.00
)




Total stockholding 8xpenseg:

for break grain

cas 15-16 million francs.
for feed grains/feeding stuffs 22-23 " " .
Total per Yyear . 37-39 million francs

8rain trade and the manufacturers maintain for their own account

data are available on these; however, they may reack the level
for a month, :

. No official
of requirementg
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ANNEE X

Summary of the paper by S. Tamesue, Japsn, ORnS

DESTRABLE MAIN ELEMENTS TO BE CONTAINED OR CORSIDERED IN A "MODEL"
NATTONAL STOCK POLICY FOR CEREALS, COMPATIBLE WITH THE OBJECTIVES
OF WORLD FOOD SECURITY, TAKING ACCOUNT OF THE DIFFERENT TIPES OF
SITUATIONS BXISTING IN DIFFERENT REGIONS

o e et o s e 03

A national stock policy should be so formulated as to meet various
situations ranging from the surplus situation of past years %o thepresent
tight supply/demand situation. It should be adapted to the circumstances
of the country and take account of other policies related to stockholding.
Bearing these congiderations in mind, the elements to be contained or
considered in a "model" national stock policy are discussed in this paper
on an explorative and not an exhaustive basis.

Policy objectives

National stock policies could have one or more of the following
policy objectives:

5) Maintaining a regular flow of supplies for domestic consumerd.

bg Maintaining a regular flow of supplies %o expor: markets.

4] Meeting international commitments (e.g, food ald programmes OT
long~term contracts).

%d% Tmplementing price stability PTOgTamnes.

e) Meeting emergencies and crop failuresa.

(f) Maintaining strategic reserves.

I+ is desirable for a gtock policy to contain these objectives, including
that of meeting a surplus situation, as & measure to stabilize the supply
of ocereals which are essential foodstuffs for human 1ife or for gtrategic

PUTPOSESs

Commodity coverage

The gtorable and staple food of & nation could form a major part
of any sitock. Stocks would cover at least basic foodstuffs, such as
wheat, coarse grains for human consumption and rice, depending on their
importance in the respective countries; in some cases gralns for animal
feeds would also Dbe covered. Where necessary, the policy should be set

up on a commodi ty-by~commodity basis, taking account of the relationships
between commodities.

Admipistrative arrangements

_ Whether stocks are held by the government or by the private sector
with the aid of government subsidies will depend on thepolitical and

economic system of the country concerned, and, in particular, on the degree,
method and organization of government control of the marke ting of cereals
and on the priority given to the various ohjectives in the national stock

policy.
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I‘ax‘gets . . . ’ ||l

The establishment of a stook target is desirable whether or not the ol
barget figure is publicly announced, in order to achieve the objectives of b
he natlonal stock policy. The elements to be considered in setting a iy
:arget are contained in the "Guidelines for Astablishing and Holding |
tockes™ of the International Undertaking on World Food Security. These
uidelines should be examined in the light of the situation in individual _
ountries.  Other elements to be taken into account waen gettang a : b
arget ares

(i) the extent of shortfall or of a contingency situation - !
to be covered; i

{ii) existing and potential storage capacity in the country;
(iii) price disruption offect of the stocks. | a

he total costs and benefite of stocks should be svaluated as far as [}
ossible and the stock poliey should be coordinated with price . T
ippord production adjusitment and other related policies. The target !L
2y be expressed in the form of a minimum or a range consisting of i
lnimum and maximum levels. - : i

Exporting countries would have a relatively larger stock than ' A
porting countries as their target, where possible, should include a _ il
8erve to meet contingency situations on the international market,
18 stock requirement of importing countries may be lessensad by the P
lantity guaranieed by long-term contracts. Special difficulties of
veloping countries ars recognized, but they should endeavour to realize '
determined target as much as possgible, i

ock management operations ) il
i

} Information The private ssctor should submit special reports in addition} S
regular reports concerning their stockholding. If necessary, suitable i
asures to enable the government to check the actual stocks held by the - ‘
ivate ssctor should be included as rart of the stock policy. i

) Accumulation of gtocks Producing countries should accumulate
ocks during the harvest season. Importing countries should preferably i
cupulate sitocks by importing cereals when the international supply/ . il
nand situation is slack and rrices are at a fairly low level. In the ' ,
se of domestically produced cereals, it is sufficient for private ) i
aders and governmental orgenizations to set aside a certain proportion }
the cereals harvested in accordance with the stock policy. This ' ; gﬂ
juires a surplus for accumulation and implies the close coordination 1
stock and production policies. In the case of importing countries :

would be possible to obtain snough stocks to meet objectives by : ‘ N
>reasing the flow of imported cereals rumning through market channels. i
.8 would facilitdte rotation which is necegsary for eliminating i
111ty deterioration dus to long-term storage.
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- Governmente will purchase cereals for stocks either at the
support or at the market price. The private sector will usually
purchase at market price, but the possibility of government selling
stocks at a price below the market price way be considered to provide
an incerntive to hold stocks.

' The demand pattern for the kinds, gqualities and classes of
cereals should he fuily considered when stocks are accumulated, and
- 8tocks of different kinds and qualities should be stored separately.

7 Many conditions determine the location of stocks which should
‘be in the most convenient regions, Storage contracts between the
government and irade may be concluded for the storage of the govern-—
ment's stocks,

Release of gtocks

: Criteria should be determined for the release of stocks

according to the various poliey objectives. Since the timely
release. of privately held stocks might be difficult when prices rise
sharply, govermnment cohtrol would be needed in such cases. In
releasing stocks care should be taken to avoid harmful interference
with domestic and international markets.

Renewal of stock '

The maximum period for renewal without quality deterioration
ranges from one to three years depending on factors such as the type
of cereal and the climate. Storage losses should be minimized.
Renewal of stocks is related to the "appropriate" price level for
purchasing or releasing cereals. There should be safeguards
against adverse effects on normal markets.

Tinancial aspects

The accumulation and storage of stocks place a heavy burden on
the national econcmy as a continuing financial surpluas cannot be
‘expected from the difference beiween the selling and purchase prices
of stock. Therefore it is important that there should be national
congensus on the national stock policy.

. Developing countries might obtain part of the necessary
finances from international assistance.

Food aid

Food aid should be considered in the context of assistance to
developing countries in general. PFart of the siock might be used for
food aid, in particular by exporting countries able to do so, but food
aid does not appear to be an essential element of a national stock
policy in all cases. '

Relation to the International Undertaking on World Food Security

Since the Undertaking encourages atockholding in various
sountries it is desirable that as many countries as possible
participate. A certain flexibility in national stock policies is

called for in relation to the provision of information on stock policies

and the intergovermmental consultations envisaged in the International
Undertaking.
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Summsry of FOOD RESERVE POLICIES FOR WORLD FPOOD SECURITY:
AN FAO CONSULTANT STUDY ON ALTERNATIVE APPROACHES 1/
by Jimmye Hillman, Gale Johnson and Roger Gray

Although carrying larger stocks for lonmger periods than the private market
yt likely to prove profitable or even self-liquidating, there are. several
3ible advantages which may accrue from & reserves programme. These include
dvantages of trade liberalization, price stability, political stability

| tarian considerations. Further, stocks for commercial conitingencies

Por benefits in excess of cosis to the extent that the demand elasticity
is lower during periods of shoriage than during paTicds of plenty. The
vorld stiocks may have been neglected in the past because calculations of
sere baged on estimates of demand elasticities derived from a period when
sks were held, rather than on estimates appropriate to situations of

and minimal stocks.

3 for commercial contingenclss

There can be two alternative forms of a stocks olicy for commercial
cies: (i) Internationally managed stocks or (ii) & coordinated system of
y-held stocks. There are several advantages of an internationally
tock: (a) the size and cost of effective total stocks would be lower
r coordinated national plans; (b) it would be less subject to unilateral
s and (o) a firm and wide isolation from regular market forces would be
ly to be achieved.

Although an illustrative figure of 30 million tons has been used for the
he stock for commercial contingenciss, it is stressed that congiderably
yais is needed to provide a more acsocuraie estimate of the size of stock
d be sxpeoted to hold price movements within a specified range at a given
probability. The appropriate size of the contingeonsy stock will depend
actorst (1) the differsnce between buying and release prices (the degree
stability desired); (2) the expected effect of the contingency stock on
& held by private psrsons, flrms and governmental agencies; (3) the extent
agriocultural and food policies, including trade policies, permit domestic

reflect the changes in intermational prices; and (4) the effectiveness
ternational food reserves for emergencies in meeting the production short-

the developing countrles.

The cost elements of a siock plan are well known - interest; the cost
s facilities, including provision for maintaining quality of the graing
of insurance. The oritical factors determining costs per ion are the
on price, the period for which stooks are held and the size of stocks.
8d. In the siudy, an annual storage cost of U3%12.50 per ton has besn
including s real rate of interest of 5 percent.

wy prepared by FAC Seoretariat.
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Consumers are the beneficiaries of stocks. Any producer benefit from
price stability is completely swamped by the income implications of corop gshortfalls
in & stockless regime. The producsr-consumer dichotony may be tranglated into an
exporter-importer dishotomy. As consumers benefit from stocks, the logioal formula
for cost sharing of stocks against commercial sontingencies is to share cosis
according to recent consumption levels. Exporting countries would not be exempied
from contributing to the costs but their ghare would be limited to that dictated by
their consumption levels. If a reserve for meeting emergencies as described in the
next section were to be created, most developing countries would choose not to
participate in commercial contingency stocks, and the costs of such a pProgramms
would bs borne primarily by the high income countries. Importing developing
countries would still benefit through the peduced probability of very high grain
prigces on the internationel market.

fLocation of stocks in prineciple is most economical nearest the source of
production. The major exporiing countries with considerable excess siorage
capactiy and with good physical transportation and handling facilities, are the
most logical location for world ressaTves. Kodifications of this principle may,
however, arise from political, logistical or sconomic considerations.

Of the two alternative criteris for acquisition and disposition of stocks -
price levels or production levels - prices have an overwhalming advantage as they
reflect market forces. Hence, the oriteria for asquisition and reloage of stocks
should be stated in terms of price, preferably for gpecific grains in apecifio
losations. Procedures would be required that would permit adjustments in
acquisition and selling prices as conditions change. In order to ensure the
effective functioning of a price trigger, at least the major exporiers {and
preferably other countries as well) should refrain from manipulating market prices
causing prices to move outside the buying and selling prise range.

The purposes of a true world stock plam can only be achieved, and i%s
penefits maximized, if stooks are firmly held against well~defined gommergial
contingencies. This wmeans that the stocks should be aoquired on pre—-dstermined
terms by an international agency, which would be empowersd to purchase, hold and
sell grains according io rules prescribed by the participatling governmenta. The
differsnce between acguisitiom prices and disposel prices should be rolatively wide -
in the order of 50 %o 100 percent of the acquisition prioce. if the assumpitions used
in determining the size of the contingency stock and the dispesal price turn out to
be reasonably accurate, disposition could be through sales to any buyer whem the
disposal price is offered.

Howsver, if the agrsed disposal prics is too low in the sense that in 3
given year all of the stock would be taken by the participating nations and market
prices were expected to riee pignificantly above the disposal price, the agency
would be Paced with at least two alternatives: (1) selling to the participating
nations in propertion {o the sontributions o the cost of the stocks until the stock
is exhausted; and {(2) increasing the disposal price, asccording %o a procedure agreed
upon in advance, to a level that would be anticipated to just exhaust the siock
through sales to the pariicipating nations. '

2. International food reserves for smergencies

Food rTeserves for emergencies are dsfimed as those reserves maintained to
meet ysar-to-year variations in production in the developing countries that are of
sufficient magnitude to have the potentisl for causing human guffering and misery.
Such reserves are not for meeting continuing import needs of developing countries.
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It is uneconomic to offset all wariations in ysar-to-year produciion.
riterion for establishing the size of reserves is that the expected bensfit
1 equal the expected cost for the last ton of grain added %o the reserve.
, however, recognized that 1t is mot easy to determine what either the
ted gain or cost will be at any given moment of time. In effect, the storage
result in the gain exceeding the cost approximaiely half of the time and the
rzoeeding the gain approximately half of the time.

The mize of smergency reserves for four regions (Far Bast, Near Bast,
2 and Latin Americe) and four individual countries {India, Pakistan and
wdesh together, Philirpines and Indonesia) are calculated on the sssumpiion
shere is free frade within the regions or countries but limited trade (as
d o totally frse trade) among the regions or countries or with the rest of
rld. It is also szsumed that the developing regions or countries would not
@t imports ss 2 means of stabilizing consumption at the trend level.

The estimates of the size of ressrves are based on trend production and
ption for 1975. The degree of security ic be achieved is that implied by
ing a storage rule that equates the marginal coet and the marginal gain from
D o The marginal gain has been measured from the demand curves for grain
ted for the developing countries sxcept that the price elasticiiy of demand
en assumed to be ~0.1 for all developing countriss.

five diffe:ent types of emergency reserves are considered:

(1) Bwergency sitocks held by developing countries or regions, The

1t stocks would be required if each devsloping country held its own smergency
e As it is not possible to determine the required level of stocks which
guarantee with certainty the exact balencing of expected costs and expected

the size of the stock has to be related o probabilities. The optimal
 of emergency stocks for three differsnt levels of probability - 50 percent,
ocent, 95 percent - are ssztimated at 9.5 million, 20.7 million and 31.9 million
respectively, for the four coumiries and four regions. These totals,
Ty should be interpreted with great csution. There is no reason to expect,
ally for the itwo higher probability levels, that the size of optimal carry-
would evar be reached simulianecusly in all the regioms and countries. Ap
ze¢ distribution of reserves 1s skewed %o the right, the annus)l aversge level
rgency stocks for the developing countries would be about 13 million tons,

(ii) World ressrve for emergenciss. Under this alternative, smergency
@8, which would be required to mest emergency needs of developing countries,
b2 held globslly. The devsloping countries themselves would not hold any
. in execess of working stocks. If economy of operation is a primary con-
tion, the sitocks held 1ln the world smergsnocy reserve should be stored in the
zporting countries. As the intercorrelaticon of yields among the elight
ping countries or regionas is relatively low, the same degres of security of
' as that provided by individual siorage programmes would reguire amaller
¢ stocka for the world emergency reserve, 1.e. betwsen T million and 9 million

{141) HNetionsl stocks held by the industrial pations. If the storage
ars the same as for the world smergency reserve, the size of the naitiocnal
- held by the indusirial nations and earmerked for international emergsncy
" would be approximetely the same. The main dlfference would lis in the
on of stocks.

(iv) An international insurance reserve. Under . this alternative it is
d that there is an international insurance reserve that would make up all
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deficita in production from the trend level that excsed a given percentage

(6 percent is usged but other levels could be assumed ). For this, the aize of the
emergency reserves to bs held by industrisl nations to meet the shorifalls exceed-
ing 6 perceni of trend line production would de 3 milliom %o 4 million tons. In
addition to this, the developing countries would need to hold, on an average, about
6 million tons of ressrves, assuming the sharing of grain supplies within each of
the four regions. Presumably the size of emergency reserves may need to grow
anmially as production inoreases. .

(v) International fund. An international fund could be used to cerry
out commitments of the type included in the international insurance reserve or of
a similar nature. The feasibility of this alternstive would depend upom the
availability of adequate stocks for commercial contingenciss in international trade
or upon some significant degree of liberalization of internationel trade.

After conmsidering the above alternative approaches to emergency reserves,
the authors conclude that it is feasible to devise a programme of food reserves for
emergencies that are likely to face the devslopirg countries. The magnitudes of
the reserves are not large, at least relative to stocks that have been held in the
past. The most appropriate programme; considering cost, the sharing of
regponsibilities and the securiiy provided, seems tfo be a commitment by the
industrial countriss %o provide a guarantee of meeting all shortfalls in production
_ relative to irend production, and the developing countries, either individually or
by regions, accepting responesibility for holding optimum stocks to meet the '
expected variability in consumption that would remain.

3. Financing and cost sharing

If there are net bemefits to the industrial countries, over and above
their humanitarian interssts, from the emergency reserves (e.z. reduced
probability of very high grain prices), thepe benefits would be diastributed on the
basis of relative consumption. This wowld imply that under the approaches
involving international action, the responsibility for coat contributions, the
holding of reserves and the actual delivery of grain should be allocated on the
basis of Pecent levels of grain consumption among the participeting industrialized
countries. ‘ .

If reserves are held by developing couniries or regions, théey may be
financed by loans from international lending agsncies or, slternatively, part of
the costs of acquiring and holding stocks might be paid from an international fund

gpecifically for this purposs.

The pemainder of the paper considers the relationship between the varioua
reserves propossls in the light of the need for food =id and ths wvital inter-
dependence between trade negotlations and stocks programmes. Finally, it is
stresssd that reserves, while very important, do not ultimately solve the problem.
Production increases in developing countries; improved information on weather,
production and trade; and consultative cooperation beiween nations ~ are all
imperative, eapecially for long run progress toward world food security.




