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Summary

The context of international commodity policy is changing: the increasing globalization
of markets, the changing role of governments, decentralization and regional integration
processes, the widening scope of private sector activities and increasing urbanization all
necessitate a new comprehensive concept. Economic development in all countries is
dependent on the availability of commodities, and commodity markets are characterized
by long-term price cycles and short-term price fluctuations. To stabilize commodity
prices and to regulate market development, international commodity policy was
introduced about 100 years ago. After the Second World War, the United Nations took
responsibility for international commodity policy within the framework of trade
conferences and in the 1970s the UNCTAD received the official mandate to develop
and conduct this policy. Five main periods of commodity policy principles may be
identified: 1948-1960 commodity market development (instrument: commodity
agreements), 1961-1973 price stabilization (instrument: buffer stocks), 1974-1982
stabilization of terms of trade (instruments: production quota, indexation), 1983-1991
debt crisis management (instrument: export earnings compensation, diversification),
1992-2000 resources management (instruments: market transparency, environmental
control).

Commodity markets display special features, in particular a diversity of quality, high
market entry barriers, a limited lifespan of production facilities, and a low elasticity of
supply. As a consequence, interventions in national and international commodity
markets, such as quota systems and price regulations, which strongly restrict
competition, have been accepted. The globalization and liberalization of various
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economic sectors and a critical analysis of the characteristics of commodity markets
show that the economic reasons behind regulations are weak.

The future commodity policy concept should be built upon four pillars or cornerstones:
1) coherence with trade, development, environment and technology policies; 2) a higher
degree of market transparency via the strengthening of capacity of international
commodity bodies; 3) the securing of fair competition and fair market access for
newcomers, especially on the oligopolistic supply-side of the market; and 4) the
observation of principles of sustainable development, focusing on state-of-the-art
natural resources management.

1. Introduction: Commodities in the World Economy

Economic development in all countries is dependent on the availability of commaodities.
Commodities are basic requirements for nutrition, housing, transport and industrial
production.

In international trade, commodities are natural raw materials, which are manufactured in
primary production facilities, traded on an authorized commodity exchange, and
commercially exploited by man. The three main types of commodity are: agricultural
products (coffee, wheat, rice, cotton, rubber, tobacco, timber, etc.), mining products
(iron ore, bauxite, copper, gold, clay minerals, etc.), and energy resources (petroleum,
natural gas, coal, etc.). By dint of their nature, agricultural commodities are renewable,
whilst mineral commodities, including fossil fuels, are non-renewable natural resources.

In the last two decades, world trade has tripled in value. Exports have increased from
about US$ 2000 billion in 1980 to almost US$ 6000 billion in 2000. The trade in
commaodities has also demonstrated growth rates, albeit on a much more moderate scale.
At the present, about 10 percent of world trade falls to agricultural commodities and
another 10 percent to minerals (see Table 1). But many developing countries depend
heavily on the export of one or two specific commodities. Examples are: Kuwait
(petroleum: 98 percent), Libya (petroleum: 95 percent), Burundi (coffee: 88 percent),
Zambia (copper: 93 percent), Jamaica (bauxite: 80 percent), Ethiopia (coffee: 80
percent), Ghana (cocoa: 60 percent), Guinea-Bissau (oil seeds: 55 percent), and Malawi
(tobacco: 50.5 percent).

1980 1990 1997
Total imports 2045 3556 5471
Total exports 2001 3425 5337
OECD exports 1285 2455 3596
LDC exports 563 799 1547
Others (COMECON) 154 171 194
Agricultural products n.a. 462 553
Mining products n.a. n.a. 502
Manufactures n.a. n.a. 4010

Table 1. World trade: selected statistics (US$ billions)
Source: WTO statistics 1998, Geneva, 2000
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Major agricultural commodities are foodstuffs such as coffee, cocoa, sugar, bananas,
meat, wheat, rice, oil seed and vegetables or industrial raw materials such as rubber,
jute, timber and hides. Some agricultural commodities face tough competition from
synthetic materials (rubber, see Table 2 and Figure 1); others are available in different
qualities or types (coffee, see Tables 3 and 4 and Figure 2) and yet others are consumed
mainly domestically (rice, see Table 5 and Figure 3). Major mineral commodities are
metals such as iron, copper (see Table 6 and Figure 4), tin, lead, zinc, nickel, aluminum,
or fertilisers such as phosphate rock and potash.

1985 1990 1995 1996 1997 1998 1999
Production
(million tons) 6.80 4.40 5.12 6.04 6.40 6.42 6.61
Natural rubber
Synthetic rubber 8.96 9.89 9.49 9.79 10.05 10.36 10.31
Export (million
tons) Natural 3.46 3.99 4.29 4.49 4.45 4,55 4.60
rubber
Table 2. World rubber statistics
Source: International Rubber Study Group, Kuala Lumpur 2000
Type Production Export
Country R = Robusta 1000 bags 1000 bags
A = Arabica 1999 1999
Brazil A (85%) 27170 23135
Cameroon R+A 1300 1154
Colombia A 9300 9995
Costa Rica A 2467 2196
Cote d’lvoire R 4167 2561
Dominican Rep. A 1058 161
Ecuador R+A 1533 988
El Salvador A 2057 1894
Ethiopia A 3833 1818
Guatemala A (99%) 4500 4669
Honduras A 3067 1987
India A+R 4700 3671
Indonesia R (90%) 7833 5084
Kenya A 1433 1113
Mexico A 6193 4358
Nicaragua A 1304 983
Papua New Guinea A (95%) 1286 1320
Thailand R 1370 439
Uganda R (87%) 4000 3841
Venezuela A 1073 452
Vietnam R+A 7500 7734
TOTAL A+R 103223 83000

Table 3. Coffee statistics
Source: International Coffee Organization, London 2000
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US Cents/lb

Robusta

cif New York (USA) 34.69
cif Marseilles (France) 33.96
Average 34.40
Arabica

cif New York (Colombia) 85.50
cif New York (Brazil) 66.50
cif Hamburg 75.37
Average 71.84

Table 4. Coffee prices, November 2000
Source: International Coffee Organization, London 2000

1992 | 1994 | 1996 | 1998 |199 | 2000
9
Production (million tons) 528 | 535 | 570 | 582 [596| 590
Cultivated Area (million hectares) | 147 | 146 | 150 | 152 |155| 153

Table 5: World rice statistics
Source: Rice Market Monitor, FAO, May 2000
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Figure 1. Rubber: Daily Market Indicator Price (Monthly Averages)
Source: International Natural Rubber Organization, Kuala Lumpur, 2000
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1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999
nggg%non 9025.3 | 8956.5 | 9099.4 | 9417.5 | 9474.4 | 9574.5 | 10179.8 | 11102.5 | 11486.8 | 12311.5 | 12.4

(El’é%ogtt) 5624.9 | 5954.1 | 6279.5 | 6707.8 | 6955.1 | 6965.2 | 7885.3 | 8774.4 | 9072 | 9050.3 | na.

Price

é?;fgage' 1201 | 106.1 | 1036 | 86.7 | 1049 | 1332 | 1039 | 103.2 75 714 | na

London)

Table 6. World copper statistics
Source: Comision Chilena del Cobre, Santiago de Chile
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Figure 2. Coffee: Price for Mild Arabica
Source: International Coffee Organization, London
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Figure 3. Rice: Export Prices
Source: FAO Intergovernmental Group on Rice, Rome, 2000
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Figure 4. Copper: Average Monthly Prices
Source: Comision Chilena del Cobre, Santiago de Chile, 2000

The current situation and the trends in commodity production, trade and consumption
could be summarized as follows:

e the share of commodities in world trade is decreasing;

o the share of regions in commodity trade is changing over time (see Tables 7 and 8);

e the commodity prices are characterized by longer-term cycles and short-term
fluctuations. With the exception of rather short periods, supply is always higher than
demand, and this leads to depressed prices;

e many less-developed countries depend on the export of commaodities. Great efforts
to change the export structure in these countries have shown only very limited
results; commodity production costs are increasing, particularly in mining, because
of the higher energy consumption and prices, in addition to increased costs for
environmental control;

e the debt situation in commodity producing developing countries leads to an
intensification of the output and, consequently, an oversupply on international
commodity markets;

e commodity production has a great potential for environmental hazards and
ecological effects;

e smallholders in agricultural production and small miners in mineral production are
still important in many developing countries;
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e seven of the 10 million persons employed in the mining business are working in
small-scale operations (3.4 million in China, 0.5 million in India, 0.5 million in
Indonesia, etc.);

e the increased globalization of commodity markets within the last 10 years since the
integration of the former COMECON (Eastern Bloc) countries in Central-Eastern
Europe and the Commonwealth of Independent States has changed the structures of
almost all the commodity markets;

e many developing countries considered the commodity sector to be the key element
of the economy and duly nationalized larger parts of the sector, particularly mining,
in the 1950s, 1960s, and 1970s. About 10 years ago, the privatization of state-owned
enterprises included the commodity sector. Today, most of the larger mining
operations and many plantations are in the hands of multinational corporations.

1990 1998
Western Europe 45.3 42.7
North America 19.7 18.1
Asia 174 18.0
Latin America 9.6 11.9
Africa 3.9 3.8
CEE + CIS 3.0 4.5
Middle East 1.1 1.0

Table 7. World Trade: share of regions in agricultural products trade (percent)
Source: WTO statistics 1998, Geneva, 2000

1990 1998
Western Europe 24.5 24.2
Middle East 22.4 18.2
Asia 13.6 16.5
CEE + CIS 8.1 11.8
North America 9.8 10.3
Latin America 10.1 10.1
Africa 114 8.9
Others 0.1 0.0

Table 8. World Trade: share of regions in mining products trade (including energy)
Source: WTO statistics 1998, Geneva, 2000

The United Nations General Assembly adopted a resolution on commodities at the 92nd
plenary meeting in 1995, recognizing that in many developing countries the commodity
sector remains the principle source of export revenues, employment, income and
savings.

In the same resolution, the General Assembly confirmed the global mandate for

international commodity policy of the United Nations Conference on Trade and
Development (UNCTAD).
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