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Kepwords: Many developing countries e public ocks to provide free or subsidised grain to foed-insecure househelds or o
Foud neserve ‘mitigate sharp increases in grain prices. However, the building of public stncks is regulated by the WTG, as ublic
Fuklic siock procuzement may be used to provide farmers with a price suppart. This suppart is bounded jaintly with the ather
Wi forms of non-exempt domestic support for agrculture. Since 2013, WO rubes on public stockholding pro-
;mﬁm"““" gramemes have been questioned by a group of 33 member countries, and are at the top of the WO negatiation

agenda. The topics debated are §) the way this support should be calcilated, and if) the maximum bevel of suppart
allowed. This article addremes the fing topic. It identifies thres biases in WTO rules and estimates the magnitude
of the gap between the suppart actually provided and the suppert calculated acconding to WTO nules. Tt appears
that, for grains, the suppert calasdated is generally several times higher than the real suppart, compromising
countries’ compliance with their domestic support commitments and thereby significantly reducing their ability
to build public stocks. Moseaver, the gap is not the same for all countries and is generally much higher for poor
countries: the countries that most need public stocks for food security are thoss with the least freedom to buld
them. This article thus propases a simple waty to correct the rules that specify how the support provided by public
stockhelding programmes should be calcrlated.

Domestle suppoet

1. Introduction provided by public stackholding programmes iz bounded jointly with
the other forms of non-exempt domestic support.

Food Reserves

Using food reserves

to enhance food and nutrition security
in developing countries

nthesis Report

October 2018

Study carried out on behalf
of the Furppasn Cammission

Az pare of their public stockholding programmes for food security
purposes, the governmens of many developing countries purchase food
producs (mainly grains), store them and either distribute them for free
to food-incecure households or sell them on the market when prices
reach unacceptable levels. The expected effect an food security i that
thiz will mainsmin food-insecure households’ accesa to food, either by
namiemngfmdtnthgmm—lwmmganngﬁmdpnmmmﬂam
may provid ither directly (by payinga
high price to their suppli ocr"' Iy if public p
generate an increace in the domestic market price. Thiz is why the
building of public stocks (hence forth F5) iz regulated by the World Trade
Organization (WTO). WTO sules on public stockholding programmes are
et out in the Agreement on Agriculture (AcA), which entered into farce
with the egtablichment of the WTO on 1 January 1995. The support

However, WTO rules on public stockholding programmes have been
questioned by some member countries (Iazk, 2020). They claim that
these rules prevent them from implementing the policies they need in
arder to guarantee food security for their population. In 2012 and 2013,
a group of 33 member countries led by India (the 033) proposed mod-
ifications to these rules (Bellmann et al | "C13] which were conse-
quently debated during the Bali Minioteri in 1

2015. However, the Bali Conference failed to produce an agreement on
this iszue: members simply agreed an 2 “peace clampe” exempting the
public stockholding programmes already existing from legal challengas
until a “permanent solution™ iz found (WTO, 2013; Dias-Bonilla, 2014).
The need to find 2 permanent solution to the issue of public stockholding
for food security purpoces wan reaffirmed during the 2015 and 2017
WTO Minizterial Conferences (WTO, 2015; Olavber, 2016). This need
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Dievelapment (ICTSD) and Warld Emm.c Fonum. ety /www. ] Sinitiative.crg/.
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Methodology of the study

* commissioned by the European Commission (DEV-CO, now INTPA)

* aims to clarify the potential role of PS in enhancing food security in developing countries

o look at the pathways through which PS can contribute to improving food security;
o analyze the efficiency of PS compared to alternative tools;
o investigate the complementarity and synergies between PS and other tools;

o examine the implications of its recommendations on country compliance with current WTO rules

* based on:
o an extensive review of the existing literature (both theoretical and empirical)

o 10 case studies analyzing national or regional experiences in Africa, Asia and South America

o an evidence-based, relativist (emphasis on the context) and pragmatic (emphasis implementation and
governance issues) approach



What are FS PS?

FS PS are:
e stocks of food products important for FS (usually grains)
e held by a public entity

FS PS can exist at different scales
e Local (ex: Mali)
* National
* Regional (ex: ECOWAS, ASEAN+3)
* |International (theoretically)

FS PS are widely used
Example: PS releases during the 2008 crisis (Demeke et al., 2008)
e 15 Asian countries (out of 26)
e 13 African countries (out of 33)
e 7 Latin-American countries (out of 22)



How can PS contribute to improving FS?

Uses of PS by governments to improve national FS

-

USE OF PS
TO FIGHT AGAINST CHRONIC FOOD INSECURITY

(food transfers)

~N

<>

I

(

USE OF PS
TO MANAGE FOOD CRISES

(food transfers) (price stabilization)

USE OF PS PROCUREMENTS
TO PROVIDE INCENTIVES TO FOOD PRODUCERS

Effect of national PS on international markets (and global FS)?




How can PS contribute to manage « excessive price volatility »?

Types of “excessive AP”
* (1) Seasonal
* (2) Food crisis (national level)

* (3) Food crisis (international level)



(1) PS and excessive seasonal volatility

The seasonal pattern of price is normal (it reflects storage
costs, incl. credit and risk)

But the seasonal AP can be excessive:

o Prices often collapse during the post-harvest season
(because of farmers’ limited access to formal credit)

o Prices may spike during the lean season (because of
stock hoarding behaviours)

PS may contribute to smooth the excessive seasonal AP
o by procuring grain during the post-harvest season

o by releasing grain (sales, distribution) during the
lean season

Seasonality of sorghum producer price and
consumer price in Mali
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Source: FAO -MAFAP (2016)



(2) PS and food price crisis (country level)

Provide (emergency) food transfers to f.i. hh
- Why not cash?

* because food price increases reduce the purchasing
power of cash transfers

Figure 7 Evolution of the wheat purchasing power of the cash transfers provided by Ethiopia’s PSNP
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Source: Rashid and Taffesse (2009)

* because cash transfers may exacebate the increase
in food prices (= ethical issue)



(2) PS and food price crisis (country level)

Provide (emergency) food transfers to f.i. hh Contribute to mitigate AP

—~ Why not cash? » Difficult for non-tradable good (huge quantities are
* because food price increases reduce the purchasing required)

power of cash transfers * Not very efficient for exporting countries

* Can be very effective for importing countries

Figure 7 Evolution of the wheat purchasing power of the cash transfers provided by Ethiopia’s PSNP o o . . . .
. (jointly with import regulation, to manage import
4.00

_. 350 Figure 9 Real Rice Prices in Indonesia, Domestic (Rp) (blue), Imported from World (Rp) (red), and
_§ Imported from Worid (USD) (green)
E 3.00 20 000 3 500
'E —[Domestic price (ruplah)
k-] 18000 ~—International price (rupiah)
'_':' 2.50 i ——International price (USD) 3000
3
9 200 14000 2500
? 12 000 §
1.50 T T T T £ 2000 g
-
R T R R . T QR . < AREATE AR AT AR A ] = a
SEFSELHE &S }d:q oﬁ’ S LSS 3 g
RS S L G R S R M i n - 1500 9
Food Equivalent of cash Transfer s n
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* because cash transfers may exacebate the increase
the price of rice

in food prices (= ethical issue)

in Indonesia

Source: Data and graphics provided by David Dawe, FAO Bangkok

Source: Indonesia case study report.



(3) PS and food price crisis (international level)

Do national PS have a stabilizing or distabilizing effect on international markets ?
* Controversional issue
» Several evidences suggest that PS are stabilizing, most of the time
— The price-stock relationship
— The role of panic imports (case of rice in 2008)
50% export bans
50% panic imports

= The role of Japan WTO rice stock in ending the 2008 crisis



The price-stock relationship (case of wheat)
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The price-stock relationship (case of wheat)

45%

40%

35%

30%

25%

20%

15%

10%

5%

0%

T 1T 1T T 1T T T T T 11 T T 1 LIS N N Y N Y A N N A N B |
ONSLDOOONQ’LDOODNQ’LDOOO
O w O W M~ I~ I~ I~ I~ 0 0 0 o o O
a G O O O O GO O O O O O O
L B B s D . D L D D B o B |

—\Wheat Stock-to-use ratio (World minus China)

NQ’LDOODNSLDOODN
a O OO O QO O QO QO <«
aoa oo o o O O O O O O O
I A NN NN NN

——\Wheat international price (USD / t)

2014

2016

400

350

300

250

200

150

100

50

Source: FMI, USDA PSD



The price-stock relationship (case of wheat)
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Chronology of the 2008 crisis on the rice market

April 2008. India strenghtens its restrictions on rice exports.
Rumors that Pakistan and Thailand may restrcit exports

900 March 2008. India strenghtens its restrictions on rice
exports. Vienam extends export bans through June.
Egypt bans exports until October 1. Cambodgia bans
800 exports for two months

May 2008.US governmant indicates it will not oppose Japan's re-export of
its WTO rice stock. Cambodagia lifts remaining export restrictions

February 2008.Vietnam informally bans
700 new export sales, Egypt's export ban is
lifted.

January 2008. At governement’s urging,

600 Egypt's exporters suspend exports.
China taxes rice exports.

June 2008. Japan announces it will release in the near future
over 300,000 tons of imported rice. Philippines receive G-to-G
offers from Thailand (600,000t) and Vietnam (600,000t).

December 2007. China ends VAT export
rebate on rice. India strenghtens its
restrictions on rice exports. <

400 October 2007, India bans then strongly _
restrict exports of non-basmati )

500

April 2008. Philippines
buys above 1000USD / t.
Nigeria removes its 100%
tariff on rice and
procures 500,000t from
Thailand.

July 2007 Vietnam bans
300 new sales for 2007

50% : X bans 2% March 2008. Philippines buys at an
o .l f average price above 700 USD/ t.
50% : panic imports Malaysia announces it will
100 increase its rice stocks.
February 2008. Saudi Arabia
subsidizes rice imports. == Rice international price (USD/t)
0 Source:
Galtier (2020)
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Conclusion
(take-away messages)

PS are very useful in some situations to manage excessive price volatility and improve national FS

Most of the time PS have a stabilizing effect on international markets

WTO rules send the wrong incentives :

—> very restrictive for the building of PS (generally stabilizing for international markets)

- permissive for X bans or M subsidies (generally destabilizing for international markets)

WTO rules on PS are biased (they strongly overestimate the support provided by PS) but they can
be easily corrected [2 additional slides]
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Cost of FS PS (depending on their objective): the case of Indonesia

I
000 FR used to hold permanently
18000 N the domestic price above the
—Intermational price [rupiah) international prnice: cost = 0.5
G000 1 % of GDP
14 000 - ' 3
gum [
iﬂ_mm:- £ )
: l
2 B000 - 3
g |
so00 -y ! 'y’ . ‘V‘L lgl |
*l A \ L, l-lﬂ'l ‘ 1Md” o
h [ i |
4 000 \ - : ' / : /

FR used to avoid price collapses and
spikes: cost=0. 11 'E'f:. of GDP

H-H-'—IHH-I

e

September 194

Aenizary 158
Ny 195
Seplember 1991
Rangary 1543
My 1994
LEplember 1995
lanwasry 15997




2. Current WTO debate on food security PS



Stakes of the WTO debate

WTO disciplines on PS procurement
* PS procurement may provide support to farmers
e This support is bounded jointly with other non exempted DS

* Most of the time the maximum allowed level of DS is 10% of the VoP of the commodity considered

WTO rules on how to estimate the support provided by PS usually lead to strongly overestimate it
— Compliance issue
= Countries lack the policy space they need to build PS and fight against food insecurity

= On-going initiative by more than 80 emerging and developing countries to change these rules



PS procurement price (Pppoc) =

Domestic price (Pp) =
Parity price (PP) =

Border price =

WTO FERP =

Illustration

N
11755 J I ;
110 |! 250
100 i \ 400 Y\ i
80 i Support provided to the Support provided to the farmers i
i farmers who supply the who sell their production on the i
i PSagency domestic market |
0 | \ ___________________________________ i
Support calculated according to
WTO rules
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| Y Y
Quantity sold  Quantity sold on the Quantity self-consumed by
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Empirical example: the US-China grain dispute

Table 2 Support generated by China wheat public stockholding programme as notified (a), calculated according
to WTO rules (b) and recalculated after removing the main biases in WTO rules (c)

Year SNOTIFIED Swro S

(a) (b) (c)
2012 3.0% 12.1% 0.3%
2013 1.5% 18.2% 2.2%
2014 5.5% 21.7% 6.4%
2015 4.5% 22.4% 10.6%

Source: Galtier (2023)
The support is expressed in percentage of the production value of wheat (for China, it should remain below 8.5%)
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