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I. INTRODUCTION

1. The position of developing countries on the world market of primary

commodities is of vit-.il importance to their further development. Over the

years the issue has been the subject of nurpercus international gatherings,

particularly among UN bodies where developing nations have expressed their

concern with strength, The tono of those discussions is best characterised

by the statement of the rresident of the United Republic --f Tanzania,

'■"Colonialism has loft only -nc richt to the developing countries in

inheritance - the ri~ht t-. soil choao and buy expensive on the virl-l market."

2, The position ^f developing countries '-n the vcrld market is highly

complex and related to various aspects of tro.de, technological innovation an'1

financial and political connexions between H;.rth ar/l South. Consequently,

the results r-.f extensive dial^aues on the- position of primary commodities are

often more or less formal. The international economic recession of the early

lOTls and the slow orogress achievod by UNCT^D VI in 1003 nre indicators that

call f'.^r new attitudes in the theoretical practical search f^r imn

solutions in the area.l/

II. rRESEN'r SITUATION SKD ITS RELEVANCE TO FUTURE ACTION

A. Price instability

3. Historically, and more particularly in the years fallowing the second

w-^rld war, nricos of primary commodities were subject to substantial and sham

fluctuations which wore caused by .demand an*-1 supply including ooportunities

"'f storage, trnnsportativ")nr substituti-n and, in the long run, changing

technology and the structure rf production, GcnGrally-cr-eokin^f thoso

frictors have a stronger impact c-r\ hov supply rather th^n industry adants t^

demand.

A. Factors influc-ncin'r the level -f and fluctuation in prices of primary

commodities include re] ntivoly low incomo fmn p.nd elasticity in demand prices

f'"ir primary conmo.'itiGS , technological changes such as substitution of

commodities by synthetic products, market structure, the r^le and economic

power of transnational comnanies, different contracts and agreements, movements

of exchange and interest: rates amongst others,

5. Price fluctuations are cause-/! by the short f medium and l"'nn-term factors

1/ Primary C -r.mr-lities in the '? rl^ Ec^n^my - Problems ?n^ Activitios

■*">f Devclor-ino Countries, h. Kuirar (Research Centre for Co-.de

with Developing Countries, Ljubljana 19H3).
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1, Short-term factors

6. The mo si: iroortant arr-nc those arc weather c-an^itions that influence

the volumo of agricuJ tur->l -xroPuction, Th-y -..ro particularly evident in

tropical pr'-riucts* the ^rao in coffee ; ro-Iucti n c"ue to fr-^st in 1075 in

Brazil wan the principal factor b^hin-'l the sixfold increase; *\f the nrico nf

coffee between 1D75 an'1 tho spring -f J -'^77; the firop in - >ro0.uctiin of sirrar

in the Caribbean cause'" a nmnif :;ld increase ■'-■f the price <~,f the connc-.ity

boti-cen the mi?-\lo of 107" p.n-1 tho autumn - f lof^. Short-tc;.m factors <;f

this type regain out ^f tJiu roolr ^f regular anl effective contrr-is; they co

-■nlv be effectively ro';rulp.tcjl thr u.-rli atockina p'-licics.

orHi factors

The most notable rpur!i.um~tf.rm factors arc cyclical fluctuations in

activities in -leveloue-l western c(~untrios,. In recent years- oc^n

recession in the hiqhly -.evelo;^ "i c^^antries has been the mair. factor for the

'■^7( in >rices-f :;.'ri>T;rv conno^.iti.^s % the level of real prices, exclurlin-1

energy products, ■.lurinc I'-CV^j drrr^1 t., its Invest since 1D57/5S. 2/ In

addition, s^me c wi-Cities experience nrnrlium-terin nrice fluctuations connecte<Z

to their ^r^-iucti^n cycles in the cisc1 of bo.^f this lasts three-y.-_ars.

factors

0. In "revi-us timos changes .luo to the ^vistaticm T>eri-v| ;..f investment's

ha^.'e been anon'j the most in'-r-.rtant lon~-torm factors in ^rice fluctuation.

F-.r exarvle, rubber :>lantati':ns ctart yiol lin-;- fro*: six t-: oiaht years an-"

coffee p,lantati.;ns fr^m f-ur t^ six years after ■■'lantin^; since this usually

occurs in years nf boom.. nit;w producti >n ap;.;ears 'm the market at unenual

intervals. The same -applies t j .miner" Is, where th."- '■yostr.ti^n nc-'ri'i'' can last

up to ten years,,

}. Today, tho :*r>st inr/^rtant J_-;n-j~term factors are techn^L^pical changes,

such as substitution ■ >f comiB-^lities by synthetic ■•ro.'ucts, Since Worl-" ^Jar TI

this has been the case for rubbor, c:.tt-"ii? jute,- sir.^1 an 1 ij>- -1: the shar? of

natural rubber in the world c^ 'nsumrti-n "Jr-;. ;-o^ fr^m 57 !^r cent at the

beoirmin-: -jf thr; l;)5Hs to 33 ;.-er cjnt at the beginning ■:--p the i;-)7^s- However.

£\\<:>. increase in •^■.-tr-- leur prices in the 1970s anci, to. a certain extent, imnr^VKi

techn'-;lo-Ty for the or-a'uetion an" r^r-■cossin;-; "^f natural '-r^.ucts, j^articularly

rubber anP. cvttjn, re^ucel thu increase in the v/^rl1". c-' nsunoti-n of synthetic

raw materials of these iralucts. It sh"-ul"1 be noix'l ? th^ref'-re th it the eventual

effect '".£ tochno?."7ical change., particularly, the timinrr cvst ani extent ^f its

aoidi cation, if? difficult t anticipate. Consequently, I:, no™tern anticipation

-"if toc.hn'-I'.igical chnn'fe Joes n't have any .li.roct impact on the current. ;--rices

of respective ^rolucis,

10. Duo ta those 7\wl other factors, tho extent 'f fluctuations ~f in'.'.ivisual

t i trices varies preTtly, with tlv..: £r-ll-,vrinT cons;-quonces;

Source; iriF Uorl'"! tfcon^Tpic Outlook l'>33, pacrc 155,
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- ThG prices of sugar, copper, -opper, rice, palm oil , tungsten, silver,

gold, 1g^c>, bananis, rubber rmd copra are considered highly unstable;

- The ^rices of coffee, groundnuts, ten, sisal, tin and jute arc

considered unstable.

11 A few commodities experience minor fluctuations: they mainly include

cereals and other export-oriented agricultural products from highly developed

countries which have sufficient financial resources and other means for market,

r -itr- 1 *nd for ^da.'tation -f or^uction to market needs. In other words,

fluctuations are essentially stronger and sharper in case of exports from

devni■; ■ -ing countries which, due to their weak marketing power, are not able

to take a-'vantage of high price levels in the some way as the developed

countries do and are therefore iicapable of absorbing the consequences of a

price".Imp. Fluctuations in prices particularly affect those countries whose
exports predominantly consist of a very small number of primary commodities

with unstable prices. This is recognizably the case in alra-st all African

countries, where price instability often translates into unpredicable and

substantial variations in total export revenues, thus makin" the implementation of

development -aems impossible. In cases of extended recession, a drop in export

revenues may mean catastrophic deterioration of the entire .economic and social

situation: This has been the c?.so in Zambia since 1078.

12. Develoning countries that axport primary commodities are experiencing

deteriorating" development opportunities. According to the IMF World Economic
Outlook'1903, the instability of non-oil primary commodity prices is growing:

in years 197?-3", it was 3,5 tines higher than in 1957-71-2/

13 The impact of ■! share decline in price which occured in 1901-82 caused,
for example, a reduction in export earnings of ab->ut US$ 20 billion in 19S1 and

U5$ 15 billion in 1982. In other w->rds, at 19f^ commodity prices an 1 with

import values and exnort volumes unchanged the current account deficit of

the non-oil developing countries as a .71-oup in 1932 might have been well under

$ 60 billion, instead of the $ H7 billion actually recorded.

r, Level anc* tendency of prices

V\. ". number of important factors determine the level and long-term tendency

of orinnry commodity prices. Two -,f the most inr^orf\nt anes — market structure

and"role f transnational companies — are discussed bel-^w. They are closely

connected with ^ther elements causing long-term deterioration of the primary

commodities prices against the prices of manufactured products; their effect

is comnarativoly evident and has, in some cases, toon proven in practice and

in theory.

3/ Instability in IMF Outl^-k is measured by the average of the absolute

values of percentage deviation of quarterly observations from the trend.

The exact values are: years 1957-71 3,o%? years 1972-92 l.-,G %
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:.:"-., Though p.r.ariiot structures for each primary product have specific features,

what all of them now share is absence of "free" markets as described in the

clasirlcol economic theory, on -perfect-competition markets. Instead they are

under the influence of large prc-Vicers or buyers who often form real-oligopolies

and oligopsonies, In addition,, and particularly in the case of agricultural

products, they are affecte^ by governmental interventions and international

arrangements.

16, The following designations are often used for different types of

markets; 4/

Free market, where a greater number of sellers and buyers prevails.

In many exporting countries, however, the basic products on these

markets are highly subject to aovernment interventions that influence

prices an-": terms of export. This type of market prevails for cotton,

hides, rubber, juto, hard fibres ar;-1 :>il~sGO'" noal;

- Contrt lied/protected, market■ wh^r>? a major portion of commodities is

under permanent state control, and v;here th? government - determines

the volume and conditions ^>f export ^r import. This kind of market

prevails in cases of wheat, maize, rice, meat, wine, powder, milk.,

butter, citrus fruits, and to some extent coffee;

~ Closed market,- where exporters and importers are associated on a long-

term basis through joint ownership or through vertical integration,

which is particularly the case for bananas, bauxite and nickel, or by long-

tarm agreements, which applies particularly to iron ore and phosphate

markets. The number of exporters and importers an these markets is

essentially smaller than that on free or controlled markets;

' where a s;.v>ll number -f importers prevails. ■ Such are

the markets of tobacc • , tea only four importing companies appear

:vt tea auctions in London); cocoa,, and partly coffee (in 1070 four

importers in the USA inporto ^ 7". per cent of coffee);

" Mixed rvrkot, which includes Market of many commodities with different

structures: about ?■"■ per cent of natural rubber, for example, is sold

on a frtie market >->nd the renainin^ 3^ per cent within the transnational

companies owing rubber plantations. Mixed markets also typify

tropical woods- c-pp^r, lead, ^inc and *?ugar.

17. A mixed structure ?n a market results, intor alia, in different price

levels for the same commodity? the prices of a c^ncetnrato or metal on the

London Metal Exchange or petroleum -;rices on the Rotterdam market are often

significantly different from the- prices of the same commodity under medium-term

agreements.

"c/ Mostly after N, Rangarajan, Coramodity Conflict, Croom Holm, London

T973.
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18. Although the share of vertically organized transnational companies (TNC)

in production and to a lesser extent, in trade and processing of primary

commodities has statistically been ~n the decrease, TNCs still constitute

a dominant factor in determining primary commodity prices. It is well known

that the statistical decrease of TNC share in primary production was not

accompanied by a general reduction of their importance in the field. To

a great extent TNCs .have retained monopoly over modern technology from

prospecting to processing of different primary commodities; as a result,

developing countries still depend on TNCs, oven in nationalized production of

primary commodities. ■

ID. The level and tendency of primary commodity prices and the participation

of developing country producers in determining the price obtained on the end

user markets is still predominantly dependent on the TNC role in the primary

commodity sector. TNCs have the power to manipulate prices because of the huge

dimensions of their business and the wide geographic distribution of their

subsidiaries. Their share in international trade is particularly substantial

in case of soya beans and cereals; one of the largest TNCs in this area, Cargill,

USA, has an annual turnover of 25 million tons of grain. Similar companies with

a worldwide information service exist for metal too: a well known company of

this type is Philip Brothers, USA.

20c Generally, in the case of mst primary commodities, concentration of

distribution activities (trade in the narrower sense, transport ant! insurance,

storage, conditioning, an..l packing) is greater than production. In addition

to concentration of information, financial facilities and other components of

marketing power, technological factors connected with distribution and processing

work to the benefit f>f larae companies.

III. PRIMARY COMMODITY POSITION IN AFRICA

21. Any considerations on eliminating both the elements of instability in

primary commodity prices and the long-term fluctuations in unfavourable prices

should be based on an assessment of the production -\nC. exporting potential of

African countries.

22. In 1981 the share of exports from African countries 5/ exceeded 3"> per

cent of total world exports for two primary products only: rock phosphate

- 45,7 per cent, an-1 cocoa beans - 6'"',4 per cent- Their chare of half the

commodities included in the Integral Programme for Commodities (IPC) (bananas,

jute, meat, vegetable nil, natural rubber, tin, sunar, wo-xl and iron ore), is

less than 10 per cent of total global exports. The remaining seven commodities

included in IPC represent between 10 and 3n Per cent of global exports. Examining

the present share of African exports in the world market, it becomes obvious

that any eventual regional stabilization and improvement in the level ^f primary

commodity prices would be a potential failure from the very beginning. The

only exceptions, to a certain degree, would be cocoa and '■hosphate.

5/ In table 2 - statistical appendix - calculations are made for 18 commodi

ties included in Integral Programme for Commodities.
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23. The cas- is similar f;ir import vclumo which does n^t offer the classical

possibility of unilateral determination that export prices do. Due to their

small volume, imports do not constitute an appropriate basis fT any action

to cliniinate negative trends in primary commodity exchange. The relatively low

volume of imports to African countries? connected to both production structure

and low level of industrialization, als , restricts the theoretical advantages

of collective self-reliance. Commodities listed in Appendix table 2 are only

modestly represented in global imports. Kleven of therr. account, for less than

5 per cent of total global imports for any single primary commodity. Only

three commodities (sugar, jute, tea) imported by the African countries

represent over 10 "er cent of total imports. It is evident therefore that

opportunities for greater trade and collaboration in the field of primary

commodities among African countries as well as within the Group of 77 as a

whole are restricted by the low level of economic development and the low per

capita income in African countries,. whore the principle of collective self-

reliance, when applied in practice to primary commodities, is thus very limited.

Available data confirms that there can be no satisfactory solution to the

issues of primary commodity exchange and exports from developing countries

without a global approach towards tho problems of economic underdevelopment,. .

external indebtedness, transfer of know-how and technology and industrialisation.

24. High concentration is without doubt another characteristic of

African primary commodity exports and imports. Single countries alone, at the

rate of one per commodity: contribute to over 50 per cent of all exports of

bananas, bovine meat, natural rubber; bauxite, copper, ircn ore, manganese

ore and phosphates. 6/ Similarly, three individual countries alone account

for over 50 per cent of all African imports of bananas cotton and cooper, a^ain

at the rate of one per conwdity. 7/ The share of the greatest African importer

is less than 20 ~>er cent of 3 out of lb commodities (coffee, natural rubber,

sugar). On the other hand, the largest African exporter exports less than

20 per cent of t^tal exports of one comnv'-ity only — vegetable oil 3/

25. Also characteristic of African countries is the extremely high share of

agricultural products in total exports of -rimary commodities. In 10H1, about

70 per cent of the total value of exports "f IPC commodities were represented

by agricultural commodities. The value share of agricultural products fr^m Africa

is substantially higher than in -other developing nations where, at the beginning

of the 1000Es it equalled approximately 51 per cent. Amona agricultural

products/ the more valuable African exports include ccia, coffee and cotton

{ab-^ut 'M per cent of the t"tal agricultural commodity exports). The largest

exporter of coffee and cocoa is the Iv.xy Coast (?a and 43 ;->er cent respectively

of total African exports) while Egypt is the. main cotton exporter (37 .per cent

of total African exports). Because of the important rate of agricultural

6/ See appendix Table 3

7/ IM^

n/ Ibid
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commodities in 'African experts and ■;! the difficulties i-> gr-Tvidina adequate

food suprlies for African oopulatiras _V it is i norra^ive to direct all efforts

towards ■ collaboration between African countries in the fields of increased

productions mutual exchange and joint ^roseiitations on the third markets,

regardless of the present unfavourable situation. Tho> ECOW/iS Agricultural

Development programme is an example of a j .;int: action to increase -17ricul.tur.al

production and oxchan:;e, 1'V F- -x many Africr.r countries, agricultural production

remains the mst important sector ■■'£ ucr-n^rcic activity as it increases employ

ment ami is a rx'tential foreign currency ge-norrvcor.

26. Because of thoi-r exr^rtability, innustrial agricultural ^rolucts are

extremely i.m~ r-rtant f-.r ^.evelov in';- cMintrios? necessar*-' stG;;>s are required t-

keep them competitive in ter^s >v>th of prices -ml technological lev^l as

compared v/ith synthetic substitutes currently availaJ^lo. r-.ctif.--n lea^ini to

supervision and producti^in of individual synthetic substitutes will als^ have

to be undertaken in the near futur*,3. 11/

21. The necessity for an integrated, ano efficient solution to the oroblems

of production an \ ox"»^rt -of f jo--1 stuffs has for some tiir.o bojen the s^-ject of

research and discussion camw; '.levrdopdno c-untries- As for tho efforts of African

countries towards greater co~-;perati':n in .-'r^'^uction, processing an1."1 narketinrr

:£ foodstuffs, th*; l^asis for further activities should *je the conclusions and

recommendations of tho C.:nferenc^ ■" f G'^vernraent. Experts on Technical Co-operation

amnn" African Dvuntries, hoi1 in K^irobi in May \c?'"<~'„ 12/

20_o The problems which havo hindered increase in agricultural pr >luction and

exports from the african countries aro still very prossin-;. Solutions are

dependent on effective removal o^ doficiencios in s-'ici-^cc^n^nic structures in

individual countries, provision -f a-1eqn.ate investnent rcs^urcss, impr^vemGnt. in

educational structure of labour force, in:1'■lamentation -^f efficient administrative

measures by governments an1 "rovision of rural infrastructures ancmast others.

?/.'■ = At the international level, increases in production and exerts of

aqricultural pr-ducts should nainlv be linked t-"' activities leadinc; towar-.'s

■deergass of -i^riGulturrLl protectionist! and incroaso -'f self proctjssing in

developing countries. 13_/

1/ Many African countries have in the past tv;o decades become net irT^ortors

of agricultural products, The ackn 'wloo-irner-t of tho danger :f over increasing

dependence on imports of foodstuffs led to. the adoption of the Lagos Plan of

Z'.ction by the I'JHO Extraordinary Summit of the Organization of Jifrican Unity.

The Plan envisages steps for \ r-r il ini.-r"-verncnt. 'f the "xosorit over worsening

situation in the supply of foodstuffs in Africa.

IV Ado;-.'tod in May lr.-H2 in th: framev;ork --f ECOW^s.

11/ The difficulties in solving the ; roJ: I.jtic --f synthetic substitutes are

knov/n, frequently talke-J ap->ut but uo to r..v with no visible results, e.g.,

see UNCTAD paper TD/B/CM/PSC/27, Pao*. o,

1£/ Gee H.-.^king paoer UHDP, TCDC/I'FA „

13/ A C'-'Fiprehensivo survey of protectionism,, in tho field of orimary co-

ditios" exchange as well r.s action pr-.-p-'S^ls w?.s mp.de in the framework ->f

UWCTAD - see TD/B/C.l/TGC/27.
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IV. INTERNATIONAL ENVIRONMENT AND POSSIBLE ACTIONS

3
■■n..^ the -.resent international economic system, the economic recession

which also appears as a financial crisis >f over-indebtedness of develoum- _

countries, is an obstacle to efficient; solutions for ra-id growth of processing

facilities in ^v^l—ing countries. It is therefore becking increasingly
to reduce trMe prc t=ctionis*u as this limits imports of primary

" s-.mi-finishe--: products from developing to developed countries.

^•+-ivities to reduce its effects now seem t- be the most
/^y'\;f"7n-rovin- ex" -«rt revenues rf countries exporting primary

Act-ion to reduce foreign trade protectionisra in the field of export

'commodities from V.velopina countries would not only serve the
- -lso the developed countries; :\n increase in revenue from exports

rosuitH-r-fr^n an increase of the amount of commodities (with simultaneous

stabilization of nrices) vtmV enable the developing countries to repay their
accumulate.! external debts more easily and realiaMy. Increased external
financial liquidity of indebted developing countries would, no flaubt contribute
towards stabilization of the international financial system

31 3cca1.se ->f the difficulties in negotiating better terms for the exchange
-f':>rimary commodities between d.vel -pinrj an"' industrialized countries, the
search for -renter economic en->pcrction in this field among developing

cowries themselves is becoming more and ' mor, important (.CDC) Tho Caracas
Programme of Action as well as different sub-rorri-nal programmes nave given

the"basic premises for ECDC in the field of agricultural products. In this
context it~wi!3 be necessary to create possibilities for introduction of
contractual r .referential agreements on foodstuff exchange among developing

entries'while'a, the same time set up adequate cre-.it an. financial instruments
to permit production and exchange.

V Success in c—vaeration arr, :ng developing countries in the areas ..-f

production. -r^ssin-'anJ exchange .--f yri^nrw commodities is predominantly
dependent ^ solutions to the lack of investment an1 1-ans and the -rob cm of
over-indebtedness. At the moment, the b,,st solutions seem to be the following,

- Formulation -:E guarantee schemes f-.r investments in an*, among

countries;

Monetary and. financial c—operation, especially in developing
different payment and clearing arrangements;

Irc-r-ra-i ^n cf ^vel-ring countries in the process of introducing ex
port guarantees for loveloping countries in the framework of UNCTAD.
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33 An important contribution towards greater profitability in production,

processing and exchange of primary commodities could he the establishment of

an International Association of State Trading Organisations of Developing

Countries (ASTRO), Multinational Marketing Enterprises (MMEs) and Multinational

Production Enterprises (MPEs).

34. The formulation of own strategy for development and co-operation among

developing countries is without doubt a precondition for an efficient

solution to long-tern problems which arc of extreme economic importance.

Own strategy, supported by joint financial-monetary action to be realized through

general state trading preferential among developing countries re

presents the only realistic and materially feasible basis for future dialogue

with the industrialized countries.
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Page 22

TA3LE 2; African country ex; - vrt r.nd import of 1^ primary c-irar^dities in

total worl*1. quantity - 19;11

EXPORT Commodities

0 - 5 % Bananas <?,r> *) , Jute (0 *•.) , Bovine meat (1,3 *) ,

of Africa's Vegetable oils (2,^), natural rubier (-\3 %} , Tin (3,1 *)

export in

world total

5 - i<~, % Su-iar (5,7. %) , Ti^.;er Or:i ■.s) , Iron ore (3,^ ^.

of Africa's .

export in

worl-1 total

10 - 30 % Coffee (24,2 %) , Cotton an/, yarn (ll,-* ^) , Harr: fibres (23,0 ?-) ,

of Africa's Tea (15,G h) , bauxite (27.4 %) , Copper CU,0 %) , M->naanesG

export in (?.1,1 %)

worr.il total

30 _ 5", % Phosphate rock (45,7 f-,)

of Africa's

export in

worlri total

Over 51 -'■ Cocoa beans (C9,4 %)

RT,

o^5o,' 13-nanas (0,7 *.) , Co cor. ho?.ns {'/ *) , Coffee (1,1 ^0 , Cott-n

of Africa's varn (2,3 *)r Har^ fibres (2,0 %), Natural rubber (1,0 %), .
import in " Tiirfwr (2P2 %) f bauxite (? %) , Copper (/ %■) , Iron ore (^ ^),

world total Phosphate rock (ft %) , Tin (r),>: &)

5 - 10 * Vegetable oils (7,4 M, Sugar <11,G %) , Bovine meat (7,3 *.)

of Africa's

import in

world total

10 _ 3Q ^ juta (13,2 ft), Tea (13,0 %)

of Africa's

import in

worlrl total , „_„_„___„

30 - 50 %

of Africa's

import in

work total

over 50 k - __

Source: Table 1
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