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I. INTRODUCTION
1. The position »f devel ping countries en the world market of orimary

commodities is of vital importance &0 their further Jevelonment.  Over the
years the issuc has been the subdect of numercus internatirmal gatherinas,
particularly among N boedies where develoning natirns have oxpressed their
cemcern with strenath., The tone of those discussi-ns is best characterized
Ly the statement <7 the Tresident ~f the Unttod Pepublic ~f Tanzania,
“Calrnialism has left only one richt to the develaning countries in :
inheritance ~ the richt £~ sall chean and buy expensive on the vorld market,”

2. The positiom of Adevel- ping countrics -n the world market is highly
complex and related to varisus aspects of trade, technelogical innovation and
financizl and political connexions botween ¥orth an? South.  Consequently.
the results ~f extensive Adlalngues ~n thoe position of nrimary CﬁmMﬁﬂities ars
often more or less formal. The internnticonal economic recessirn of tha 2arly
19878 and the slow nrograss achieved by UNCTZD vI in 1983 are indiecators that
call for new attitudes in the theosretical practiecal se2rch frr imnroved
solutions in the area.l/

{w

IT. RESENT SITUATION END IT3 RELEVANCE TO FUTURE ACTION
AL Price instability
3. Historically, and more particularly in the vears fnllowing the seennd

worl? war, vrices of nrimery commedities wore subjcoct to substantial and sharnp
fiuctuationg which ware causaed by Jlemnand and supnly incluiing oeportunities

-f storacs, tronsporiation, substitution and, in the 1ong run, chaninga
technolary and the structure ©f productiom.  Generally-sresking, thosoe

factors have 2 stroncer impsct on hrw supply rather thon indestry adants to
demanrl.

&, Fact rs influcncine the level ~f an! fluctustion in prices of primary
commodities incluls relatively low income from an? clasticity in deman? prices
Fmyr nrimary commelities, tochacloaical chanaes such as substitution of
crmmadities by synthetic prolducts, market structure, the role and ecconomic
rewer of transnational comnanics, Jifferont contracts an! acreements, movements
of exchanage and interest rates amongst others.

5. Trice fluctuations arce causced by the short, medium and l-na-term factors.
1/ Primary Cmaw-lities in the V7 rld Deonomy - DProblems and Activities

~f Devglqbinﬂ Countries: . Kurmar {Puscarch Centre for Co-steration
with Develorina Countries, Liubljann 148a3) .
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1. Short-term factors

6. The most ivoortent among those are westher oonlitisns that influence
the volume of agricwl turnl nyoductisn.,  Thoey sre narticularly avi‘ent in
tropdieal products: the dro in ooffee rrevingticon Aue o Frogt in 1975 in
Brazil wns the nrincipal fact r behind the sixfsl? inecrease ©f the nrice of
anffee between 1275 and the spring  ~f 1577; the Arcw= in mroductinn of suvar
in the Carxibborp caused 2 nanifsld increase f the price of the eormolity
hotvesn the aildlo of 157 and the agtoeen F 1040, Shord-torm factrrs of
this tvpoe remnain cut ~f the rnalﬁ T rogqular and effective eontrals: thay con
~nly be effectively romulated thr ualy stocking » licies.

-

Modjym=-torm factors

7. The most notnble medium=torm factors nre cyeclical fluctnations in
weonomic netivities in Jdevelouel westarn countries.  In recent years, eoonomic
recesslon in the highly Jevelopedl countrices has been the mair factsr fore the
v in orices £ orivmnry commalitios: the level of real —rices, exolwlinge
eneryy oroducts, duriang 10053/83 dreome’ o dts lowest since 1G57/5%. 2/ In
Adition. some commoities erporlence modiure-term mrice flucturtions eonnocted
to their —r-duction cyeles in the case of boef this lasts threo-years.

L]
2, Lrno-term facters
2. In ~revicus times changes Jdue to the gestation neriod Of investmoents

havz been among the most ismovortant lon=torm factors in wrice fluctuntion.
Por examocle, rubber nlmtntions chart yiailine fiorm six o ci~ht vears an”
c~ffon slantatioms from £oar to six vears cfter mlantine: since this usually
ocours in yvears of boom, mew mroduction s ars -m the market at unaounl
intorvals. The same avpliss to minar-ls, whare the cnstotion nerind ean lest
ur Lo ten vears.

gL

3. Today, tho most dmoortant long=term facters are techn~loacical changes,
such as substitutisn f commelities by synthetic »roucts.  Since Worl? War I71
this h2s boeuen the case for rubber, cootirn, jute. sis~l anl wel: the shnhro o f
natural rukhoer in the world consumtion Preyo.o? from 57 :r cent ~t the

perrinning of the 105%s to 33 wer cont at thoe heginnine oF the 1977, Howevar,
the increasc in mwetroleuw prices in the 197%s and, £o a3 certain extent, imorewvad
tochn oy For the an’ nrocaessing of noturnl croducts, particularly
rubber and cotton, rodoeel the increase in the woerl? o nsumpticn  of synthetic
raw matcerinls of these oroducts. It should he nobed, thoercfore thait the aoventunl
cffect ~f tochnol~rical chanqge. marticnlarly, the timine oost an? oxtent ~F its
awlicrtion, is Aifficult t anticirate. Consequently, lina-torm antici-ati-n
of tochnalogieal chanswe Joes not hove nny Jircot imract on the current rricos
of respective nrolucts.

17, Duo £7 thess and other factors. thoe axtent - f fluctuations ~f individual
mroduct vrices varices l with #he followinT eongoguences:

2/ Source: ME Unrl? Pecnomie Outlo ok 1033, pace 15%,
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- The nrices of sugar, copper. TIRLEY, rice, valm »oil, tungsten, silver,
gold, lead, hananas, rubber and cowra are considered hizhly unstable:

-~ The —rices of coffee, qroundnuts, tea, sisal, tin and jute are
crnsidered unstable.

11. A fow commaiitics exnerience minor fluctuations: they mainly include
cercals and other export-criented agricultural nroducts from hicghly developed
countries which have sufficient financial resources and other means for market
caty-) and for alactation of protuction to market needs. In other words,
Fluctuations are essentially stronger and sharrer in case of exports from

Agroloving countries which, Jue to their weak marketing power, are not able
to take a’lvantage of high price levels in the same way Aas the develope?

countries o an? are therefore incapable of absorbing the consequences of A

orice lrop. - Fluctuations in ryices particularly affect those cruntries whose
exnorts predeminantly consist »f a very gmall number ~f primary commodities

with unstable prices. This is recognizably the case in almost all rfrican
countries, where price instability often translates int» unrrelicable and
substantial ‘variations in total export revenues, thus makin~ the immlementation of
devalorment Hlans impossible. In cases of extende? recession, a dron in export
revenues may mean catastrophic Jetericration of the entire sconomic and social
situation: This has been the c¢age in Zambi~ since 13578.

12. - Develoning countries that sxport primary commalities are experiencing
deteriorating development opportunities. nccnrding to the IMF World Economic
Outlo~k 1983, the instability »f non-cil nrimary commoddity wrices is growings
in years 1977-3", it was 3,5 times highcr than in 1957-71.3/

13. The impact of 2 share “ecline in price which occurer in 1981-82 caused,
for ex»mple, a reduction in expartearniﬂqs of ab-ut USS$ 20 billicn in 1981 and
USE 15 billisn in 1922. 1In ~ther words, at 1987 srrmndity prices anl with
import values and export volumes unchanged, the current account Jaficit nf

the nén-oil Aevelopint countries as A croup in 1982 might have been well under
$ 60 billion, instead of the § 77 billion acturlly recorded.

", Level an® tendency ~f nrices
1. . number of important factors determine the level and long-term tendency

of wrimary commodity orices. Two of the most imsortant ones --  market structure
and role f transnational commaniss - are discussed bel~w. They are closely
connacte? with ~ther elements =rusing long-term “eterioration of the nrimary
cemmedities prices amainst the nrices of manufactured nroducts; their ecffect

is comparatively evident amwd has, in some cases, been proven in practice and

in theory.

3/ Instability in IMF Outl~ ok is measurad by tho average nf the abhsolute
values of nercentaje deviation ~f quarterly chservaticns from the trend.

o]

The exact values are: years 1557-71 3,8%. years 1572-82 17,3 %
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PN Thoucrh muriset structures for cach primary mroduct hawve specific features,
what all of thom now share is absence of "frce” markets as described in the
clirssical aconomic theory, on nerfact~competition mnrkets. Instead they are
under e influence of larce orodicers or buyers who often form real oligopolies
and oligopsonies. In addition, and particularly in the case of agricultural
products, thev arve affecte” by joveramoental interventions and international
arrancements.

16, The following Jesignaticons are »fton usal for different tynes of
markets: 4/

- Free market, where n Jreater number of sellers and buyers prevails.
In manv exrortinag countries, however, the basic prosucts on these
markets are highly subject to aovernment interventions that influence
brices an® terms of cxnort. - This type <f market prevails for cotton,
hides, rubber, jute, hrrd fikres an? 2il~sce” menl;

-  Controlle?/nrotected morket, where o major portinn of commodities is
under ermanznt state controal., and where the government - letermines
‘the volume an? conditions »f export ~r imegort.  This kind of market
prevails in cases of whent, maize, rice, meat, wine, powder milk,
butter. citrus fruits, and to some extent co~ffac;

- Closed market . where experters an® importers arce associated on a long-
term basis through jnint ownership or throuth vertical integration,
whigh is particularly the onse for hananas, bauxite and nickel, or by long-
term agreemcnts, which anplies particularly to iron ore and vhosphate
markets. The number of exoorters and imnorters an these markets is
easentially smallor than that on free or controlles markets;

- Oligopsony, ' where 2 2011 nusher ~f importers »revails., - Such are
the markets «f tohacc-, tea only four importing companies anpear
3t tea aucti~onsg in Lowdin), cocoa, and partly coffee {in 1973 four
importers in the USH imported 77 per cent of coffee);

- Mixed mrrket, which inoludes Maorko of many commoditics with different
structuras: akout 77 nar cent -f natursl rubrer, for examnls, is sold
on a free market an?l the renwinine 37 per cent within the transnational
companias ~wine rubber nlantations.  Mixed markets also typify
trapical woods,. crmoer, leadl, zinc in? sucar.

17. L mixed structure Hn o market resulis, inter 2lin, in different price
lavels for the same comma?ity: the prices 2f a concetnrate or metal on the
Iondon Metal Bxchange ok petroleum nrices on the Rotterdam market are often
significantly iffercent from the nrices of the same commodity under medium-term
arirecnents.

174 Mostly after N. Rangarajan, Commodity Conflict, Croom Helm, London
1973. <
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15. 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 bheen ~n the Jdecresase, TNCs still constitute

a dominant factor in determining primary commadity prices. It is well known
that the statistical decrease ~f THC share in primary production was not
accompanied by a general reduction of their importance in the field. To

a great extent TNCs have retained monopcly over modern technology from
nrospecting to processing of different primary commodities; as a result,
develnpiny countries still depend on THCs, even in nationalized nroduction of
primary eommodities.

13. The level and tendency of primary commodity prices and the participation
of davelrping country producers in determining the price obtained on the end
user markets is still mred-minantly dependent on the TNC role in the primary
commodity sector. TNCs have the power to manipulate prices Lecause of the hurre
dimensinns nf their husiness and the wide gercraphic distribution of their
subsidiaries. Their share in international trade is particularly substantial

in case of soya beans an? cereals; -ne ~f the larnest TNCs in this area, Cargill,
USA, has an annual turnover of 25 million tons of grain. Similar comnanies with
a worliwide information service exist for metal too: A well known company of
this type is Philip Brothers, USA.

20. Generally, in the casc of most primary commodities, concetntration of
distribution activities (trnle in the narrower sense, transport and insurance,
storage, conditicning, and packing) is greater than producticon. In addition

to concentration of information, financial facilities and nther components of
marketing nower, technolagical factors connected with distrilbution and processine
work to the henefit nf large comranies.

I1T. PRIMARY COMMODITY DOSITION IN AFRICA

21. fny considerations on eliminating both the elements of instability in
nrimary commedity prices and the long-term fluctuations in unfavourahle nrices
should be bascd on an assessment of the production and exnorting potential of
African countries.

22. In 1981 the share of exports from African countries 5/ exceeded 370 per
cent »f total world exoorts for twy nrimary nroducts only: rock hosphate

- 45,7 mer cent, an? cocoa heans -~ 67,4 per cent. Their chare ~f half the
commolities included in the Integral Frogramme f£or Commedities (IPC) (hanAanas,
jute, meat, vegetable oil, natural rulber, tin, sudsr, wond and ircen ore), is
less than 10 per cent of total global exports. The remaining seven commoiities
included in IPC revresent hetween 17 and 30 vexr cent of global exnorts. Examinina
the nresent share of African exports in the worl? market, it becomes obvicous
that any eventual regicnal stakilization an? improvement in the level of primary
commodity mrices would he a notential failure from the very beginnina.  The

only exceptions, to a certain degree, would be coena and mhosphate.

5/ In tahle 2 - statistical arvendix -~ calculations are made for 18 commodi-
ties included in Intecral Procramme for Commodities.
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23. The cas. is similar for import w7clume which does not ~ffer the classical
possibility »f unilateral Aeterminstion that exnort prices 4-. Duez to their
small volume, imports de not constitute an anmronriate basis for any action

to eliminate neqative trenls in »rimary commodity exchance. The relatively low
volume »f imports to African countries, connected to Lioth production structure
and low level »f inlustrinlization, 2ls- restricts the theoretical atvantages
of collective self-reliance. Commodities liste® in Arpendix table 2 are only
modestly represented in globhal immnorts. Eleven of them account for less than

5 per cent »f total glcekal imports for any single nrimary commodity.  Only
three commolities (surar, +ute, tea) imported by the dfrican cruntriss
renresent cver 17 mar cent of total imports. It is evident therefrre that
spportunities £or greater trade and cnllalioration in the field »f orimary
commoditics among African countries as well as within the Group »f 77 as a
whole are restricted hy the low level of econcomic develooment and the low per
canita income in African countries, where the rrincirle »f enllective self-
reliance, when applied in practice to nrimary commodities, is thus very limited,
hvailable data confirms that thers can he no satisfactory solutinsn to the

issues of vrimary commodity exchange and exports from Aeveloping countries
without a <lobal approach towards the nroblems of ecshrmic underdevelopment,
external indebtedness, transfer ~f know-hew and technolnhay and industrialization.

24, High congentration is without Aoubt ancother characteristic of

African oDrimary ocommodity exports and imports.  Sinale countries alone, at the
rate of cne per commodity, contributa to over 59 ner gent of all exports oof
bananas, bovine maat, natural rubber, Fauxite, cooper, irsn ore, manganese

ore andd phosphates. 6/ Similarly, three ipdividual countries alone account.

for swer 50 ner cent of all African imoorts of hananas cotton and conper, acain
at the rate of -~ne ner comm~lity. 7/ The share of the greatest African importer
is less than 20 mer cent »f 3 out »f ls commodities (cnffee, naturzl rukber,
sugar). On the othor hand, the larcest Rfrican exporter ewnorts less than

20 per cent ~f tntal exports of one commelity only -- veactable -il 3/

25. slso characteristic »of “fricer countries is the extremely high share of
acricultural rroducts in total cxoorts of rimary commodities.  In 1981, about

70 ner cent ~f the t~tal value of exrorts ~f IDC ermmnditics were represanted

hv aaricultural comieo’ities. The value share »f asricultural products from Lfrica
ig substantially hicgher than in other Jdoveloping nations where, at the beginnina
»f the 1530°'s it egualled anrroximately 51 ner cont.  Amona agricultural
rroducts, the mrre valualble Zfrican exporits inclwle coheon, conffaee an” cotton
{akmut 47 ner cent of the total agricultural commod'ity exports). The larcest
exnorter of c.ffes and creea is the Iviory Coast (24 and AR per cent respoectively
of total Rfrican exoorts) while Froyot is the main oottt n axnorter (37 rer cent

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

5/ See Apendix Table 3
7/ Ihid

8/ Iid
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commodities in Rfricon oxports and of the Jifficulties in mrovidinog adeguate
fond suprlies for Dfricnan owopulations 2/ it is dmcrauive to direct all efinrts
towards - coollaborntion hetween DIrican countrics in the fiel?s 2f incressed
rroduction, mutunl cxehange nd dodint —resentotisns i the thivd markets,
reardless of the present anfavourable situntion., The BCOWLRE foriculitur=l
Davelrrment rooramme is an examele -f a2 joine action €0 increase agricultural
pracduction and exchanga. 1/ Prr many Africsr cruntries, arricultural vroducticon
remains the mnst impvrtaﬁg‘scctnr ~f o cornomic nctivity as it lncreases emplow
ment and is o notential foreion currency cenoratorn.

.

5, Becauso ~f theilr exortability, industrial acricultural mrodducts are
extremely imortant for Jdevelopins countries: necessary stens are requirei [
kzer them crmoatitive in terms bath ~f orice anl technolosical levzl as
comparced with svnthetic substitutes currently avail-ila. Scetion lea’ing &0
supervision and producticon of individual synthetic substitutes will als: have
to be undertaken in the near future. 11/

27. The necessity for an intocrated and efficient slutinn to the sroblams

of production anl oxoert of f£oodstuffs has for seme time leen the subdcct of
rasearch and Aiscussion among JevelerinT eruntries. hs for the off-rts ~f African
countriaes towarls greater co-operation in mroduction, vrocessing an? marketing

»f frodstuffs, the hasis for further octivitics sheuld Le the conclusions and
recommendations of the Conference - f Government Txerts on Technical Co-operation

amony African Countries, hel? in Beirsbd in May 1800, 12/

23. The prohlems which have hirdered increase in arriculturnl producti-n and
egborts from the African countries arc still very prassin-s.  Solutions are
dependent on effective removal of Aaficicncics in soeiscoonoimic structures in
individual countries, provision ~f zlegqunte investrent resoureas, imerovenant in
educational structure «f lobcour force, imiementation ~f efficient alministrative
measures by g-vernments an? ~rovision of rur-l infrastructurss amonost others.

20, At the international level. increasaez in vroductiorn and ouxnorts of
agricultural »nr-Aucts should mainly be linked £t netivitios loadine towards
Adecraase »f agriculturnl rrotectioniowm and incroase »f self processing i
developing countrics. 13/

3

3/ Mony African chuntries have in the tasit twr decades heeome net imortors
of agricultural products. The ackn wledzement <f the danver -f aver incrsasing
Aependencs on imwres of foodstuffs le? o the adapticon of the Lares Plan »f
sotion Dy the 1002 Extrasrdinary Summit of the Ormanizatiosn »f African Unity.
The Plan envisages stoeps for v ra il dmprewrement £ the —roscnt over worsanins
situati-n in the susly of foodstuffs in afr-ica.

10/ Momte? in May 1902 in the feamework ~f BOOWRS,

11/ The Wffigulties in solving the o
known, frequently tnlked about ut ve fo row o with ne visiwle

see UNCTAD oaper TO/G/C.1/BPSC/27, Pane .

[

2/ Sec ¥Working paner DR, TCDC/ITF/V.

|

(=

3/ N crmprehensive survey of protectionism, in the field f nrimary oommo-
dities’ exchange as well os actitn nroows»is  whs mele in the framework »F
UNCTAD -~ see TH/B/C.1/T75C/27.
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IV.. THTERNAT IONAL TNVIROLMNENT AND POTSIBZLE ALTIONS
3. Undcr the oresent international econmmic system, the cconnmic recession

which also appears a5 a finnncial crisis of over-indebtedness of Aavelopin~.
countries, is an ohstacle to efficient g 1lutions £or rapid growth of processing
Facilities in develﬂﬁing_ccdntrics. It is therefore beenring incrcasingly
important to reduce trade ny-tocticnism, 2s this limits imports of nrimary
commedities ant semi-finished products Fram fevelsrnine to develoned countries.
raalyscs of and activities to yoluce its effoects now seem t~ be the most

L ffaotive way of improving x0Tt revanaes ¥ countries exporting nrimary
ccmmoMties. Lction to reduce foraion trade Drotectisnism in the field of export
sf crimary eommodities from Feveloping countries would not only serve the
latter, 't alsc the levelope? countries. 0on increase in rovenue from exports
rosultic from an inercase of the amount of eommadities (with simultaneous
stahilizatirn of prices) woul’ enable the AcvelopinT emmtries to repay their
accumulatal external debts move easily and realia®ly. Increase?t external
financial ligquidity ~f indebted develoning countries would no doubt contribute
towards stahilization of the internation=l financinsl system

31. Bocause »f the Aifficulties in necotizting better torms £~y the exchange
of Drimary commodities Detween Aavel pinc an? industrialized cruntrics, the
search for oreater ccrnomic co-"noraticon in this field among developing

countries thomselves is hecoming more and  mors important (BECDC).  Tha Caracas
Programme of Lction 2s woll ne 1ifferent subercrional proJrammes have qgiven

the basic wremiszes for ECDC in the fiell of agricultural vroducts. In this
eontext it will be neceseary to create sossibilities for introduction of
contractual ~r preferential arcrecments on fonlstuff cxchange aming develaping
enuntries while »t the same +ime sot up adequate cradit ant financial instruments
to nermit production and axchnange.

32. Suecess in co—-oneration among Agycloning countries in the aress sE
oroduction, LY oaeessing and exchanoe of primary oommeditics is wredominantly
Aepenient ~m solutions to the lack of investment an? loans and the nroblem of
~ver-indettedness. At the mement, the hest soluticns seem to be the £ollowings:

- Formulation o f guaranteo schemes for investments in an? among
Jevaloing countries;

~  Mrnetary and financial co-onoration, ospecially in Adeveloping
Aifferent »ayment and clzarins arrangenants,

- Incrrporation of Adeveloping ~ountrics in the vrocess »f introducing ex-
~ort guarantees for Aeveloping countrics in the framowork of UNCTAD.
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33 An important contri“ution towards greater profitakility in preductien,
processing and exchanoe of primary commodities could he the establishment of

an International Association of State Trading Organizaticons of Developing
Countries (ASTRO), Multinatinnal Marketing Fnterprises (MMEs) and Multinational
Production Enterprises (MPEs).

34. The formulation »f own strategy for Jdevelopment and co-operation among
Adevelnping countries is without dcoubt a precondition for an efficient

solutinn to long-torm problems which are of extreme economic importance.

Own strategy, surported by joint finanecial-monetary action to he realized throudgh
general state trading proferentials amcng 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:

Africon country exoort and impert of 1% crimary c~mm~dities in
tntal werk? quantity -~ 1921

EXPORT

0D =-53%

o€ Africa’s
export in

world total

ommodities

Dananas (7,7 %)

PRI Jute (@ %), Lovine meat (1,3 2},
Vegetahle 2ils 3

1]
(2,4°), Hatural rubher (1,3 %

5 - 17 %

~E Rfrica's
exnort in
worll total

1in - 37 %
of Africa‘s
exnport in
worldl total

30 - 57 %
~f nfrica's
export in

worl? total

cotfeec (24,2 %), Cotton anl yarn (11,4 %), Hard fitres (23,9 %),
3%

Tea (15,0 %). bauxite (27.1 %), Copper (21,
(1,1 %)

2) , Manoanese

Coca Leans (65,4 %)

-_..-—__.-.-..._—_...-—..._.-—..——u..‘..—_..-.ﬂ.———-.—‘.-.w._...,..m.-.-....a._.._.._.-_—.——-.—-._u__,._-.-._-_-...—.....-.._

TMI'ORT

"~ 5%

nf Africa's
imeort in
world total

3ananas (0,7 %), Chona heans (Z 2}, Coffoa(l,l %), Cotten
varn (2,3 ¥}, Harl fihras (2,7 %), Natural rubber (1,7 %),

Timver (2,2 %), sauxite (7 ), Copper (7 %), Iron ora {(# %),
Phosphate rock {(# =)y, Tin (7.2 %)

5 = 10 =

of nfrica'’s
imoart in
worl? total

Vagetable oils (7,4 2), Sugar (11,9 %), Bovine meat (7,3 %)

17 - 30 %
of Africa’s
import in
world total
30 - 50 %
~f Africa’s
imoort in
work total

———— o e ..-_—a_..__.,.___.-__...—__...--.._.-..._.—._..-.._.._...__...'_-.._'_.—»...—._..-,..,-._._._....__._“—..._

Source: Table 1
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