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{c) to make arrangements which will help stabilize and
increase the export earnings from cocoa of producing
countries thereby helping to provide such countries
with resources for accelerated economic growth and
social development, while at the same time taking into
account the interests of consumers in importing
countries;

(d) to assure adequate supplies at reasonable prices,
equitable to producers and consumers; and

(e) to facilitate expansion of consumption and, if
necessary, and insofar as possible, an adjustment of
production, so as to secure an equilibrium in the long
term between supply and demand.

Although these objectives are highly general and in many
respects vague, they clearly indicate a belief in the imperfect
market structure for cocoa, coupled with a religious faith in
the power of price and income stabilization scheme to work
economic miracles for the producers as well as consumers.
Like the tin, and other similar agreements, the cocoa agree-
ment relies on the use of two primary policy instruments—a
buffer stock arrangement and an export quotas system. To
operate the buffer stock, a price range, within which prices
may fluctuate freely without any intervention with the
market forces, was established.

The Agreement provides for the setting of basic quotas for
the contracting exporting members, A member’s basic quota
is proportional to its annual average share of the group aver-
age production taken over the preceding five crop years.
Members producing less than 10,000 tons of bulk cocoa are
not subject to quotas. An International Cocoa Council (ICC)
established under the Agreement is charged with the respon-
sibility for determining the annual export quotas for the
nine major producers taking into account e¢ach member’s
basic quota, ax}d the estimate of world demand. The export
quotas are set with the aim of maintaining price fluctuation
within the agreed band. They are proportional to the basic
quotas. (See Table 6 for the basic quotas allocations under
the 1972 and 1975 Agreements.)

TABLE 6
ALLOCATION OF BASIC QUOTAS

1972 Agreement 1975 Agreement

Production Basic
(000 tons) Quotas %

E ing G . Production  Basic
xporting Countries 460 Tons)  Quotas %

Both the 1972 and 1975 agreements established a buffer
stock capacity of 250,000 tons of cocoa beans to be oper-
ated by a buffer stock manager (BSM) in accordance with
rules established by the ICC. Buffer stock purchases are to be
made only from producing countries subject to export
quotas. Any reduction in producer countries export quotas is
to be taken up by BSM.

Under the agreement, an indicator price designed to play
an important role in the operation of the buffer stock and in
the determination of annual export quotas was defined to
equal the average daily prices¥ recorded for a period of 15
consecutive market days. The price range for cocoa bean
under the 1972 Agreement was U.S. 23¢-32¢ per 1b. This was
revised to the range of U.S. 39¢-55¢ per lb. in the 1975
Agreement. These prices were subject to revision either
annually or when “‘upheavals in the international economic
and monetary situation”™ warranted it. Such revisions are to
be based on the trend of cocoa prices, consumption, produc-
tion, stockpiles or other relevant factors.

Rules for operating the annual export quotas as well as
the buffer stock are tied to specified relationships between
the indicator price, and the floor and ceiling prices in opera-
tion at the given point in time. {(See Appendix 1 for itlustra-
tion of the formulae using the price range in the 1975 ICA))
Following the rules, the export quota is either left un-
changed, or slightly reduced or suspended depending upon
whether the indicator price is in the middle of the price
range, or closer to the floor or to the ceiling, respectively.
The clear indication is that quotas are automatically sus-
pended when the price lies above the ceiling. The guidelines
for operating the buffer stock requires the manager to buy
cocoa beans when the indicator price is close to or below the
floor price and sell when prices are fluctuating around the
ceiling.

Part IV

AN ECONOMIC ANALYSIS OF THE IMPACT OF
PRICE STABILIZATION

This section gives a simple and general theocretical
economic analysis of the price stabilization scheme embodied
in the ICA and similar arrangements.” The traditional
approach generally regards the market for internationally
traded primary commodities as approximating pure competi-
tion in which both producers and consumers are price takers.
The neoclassical comparative static economic framework has
demonstrated that pareto efficient allocation of resources is
best guaranteed in a world characterized by perfect competi-
tion. Following such a framework it could be demonstrated
that in a world with the correct initial distribution of assets
for a given social welfare function with easy entry, absence
of externalities and uncertainty, and pure competition every-
where, pure competition in international commodity markets

Ghana 580.9 36.7 409.8 32.5
Nigeria 307.8 19.5 24717 19.6
Tvory Coast 224.0 14.2 196.3 15.5
Brazil 200.6 127 189.7 ' 15.0
Cameroon 126.0 8.0 112.0 8.9
Dominican Republic 47.0 3.0 37.1 2.9
Equatorial Guinca 38.7 2.4 27.3 2.2
Togo 28.0 1.8 231 1.8
Mexico 27.0 1.7 19.6 1.6
Total 1580.0  100.0 1262.6  100.0

Source: UN Conference on Trade and Development, UN Cocoa
Conference, 1972, 1975

,*Daily price is defined as average taken daily of the quotations for
cocoa beans of the nearest three active future trading months on the
NY Cocoa Exchange at noon and London Cocoa Terminal Market at
closing time.
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