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I. Bachgroun’

1. It will be recalled that, at its HAth meeting hel? at Rabat, the WCA Conference
of Ministers decidesd to include stulies an® relate” activities concerning the
establishment of agricultural commo’ity exchange for Fastern an” Southern African
States .in the work prégramme of the Lugaka WILPOC for 10%90-1981, Thereafter,

the Lusaka MULPOC Council of Ministers, at ite 3r? meeting hels at Gaborone,
Botswana, formally incorvorated that nroject in its work programme for 1990,

2, It will alse be recalles that at the 4th meeting of the lusaka MNP
Committee of Officials hel”? in iMaseru, Lesotho from 12 to 15 January 10%1, a
progress report on the feasibility stu'y on the establishment of apricultural
commodity exchange for Eastern an” Southern African States was nresente’ for

the consideration of the meeting of the Officials. Tt was reporte’ at that
meeting that the feasibility study concerning this nroject will be ma-'e available
to member States of the Lusaka WILPOC by end of 1081,

3. In accordance with the above resdlution, an? in line with vhat was agree-
in Maseru, this revort presents the stu'y on the establishment of an agricultural
commo'ity exchange for the Eastern an” Southern African States.

L. As the subject of establishing a subregional agricultural commoctity exchanre

iz a wifle ranging one an? with various implications, attention haz been rawn

to the economic an” technical feasibility of establishing the nronosed exchange

an? to some of the major problems rclate? to the marteting of apricultural commolities
at the subregional level. At the same time, an attemmt has been made to 17entify
some of the major functions which can be nerforme? by the exchange, namely orice
Aetermination, financing, grading an” information collection an? “issemination

of information.

5. Since it is impossible to cmantitatively measure a vriori the nerformance
of the marketing functions, some ju-'gement needs to be ma“e as regar's vhat
could be =xpected in wractice.

6. In assessing the practical nee” for such an exchange, interviews and
discussione were held with some potential users of the exchange in the subregion,
Similarly, inte®views an” Aiscussions were also hel? with some government officials
of member countries of the subregion to assess their views.an” attitules towar's
using the srgposed: exchange. ¥ithin this context, extensive “iscussions were

also hell with execttives of existing auction markete which are overating at
present in the subrdgion. These include the Coffee Boar” of Kenya, the Taat
African Tea Exnorters Ltﬂ Afrlca Tea Brokers Ltd an” Tea Brokers of Tast

Africa Lt7,
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7. A clear notion of the functions of marketing and the nature of commoZlity
exchange is essential to any judgement of the nee” for feasibility of a commodity
exchange, A brief review of the economic situation of Tastern and Southern
African States is also essential for suggesting the appropriate objectives ans
functione of the proposed commodity exchange. Thus, the first two narts of
this report provide a review of production an? trade in agricultural commo’ities
in the subregion. This is followed by a synovosis of the immortant elements an
advantages of a commodity exchange at the same time Adeveloping the theoretical
basis and the justifications for the establishment of the pronosed commo’ity
exchange? WYhat are the objectives and functions of the proposed exchange? %hat
are the prerequisites and problems that are likely to be encountered while
establishing commodity exchange at a subrepional level? The remaining parts

of the report outline the organizational manapement aspects an® the financial
viability of the proposed exchange. The final part of the report nresents the
broad conclusions and recormendations for the establishment of a commo-lity
exchange for the Eastern and Southern African States.

TI. Fconomic Situation of Eastern and Séuthern African States

Ao General Fconomic Features

8. The economies of the eighteen independent African countries of the Fastern
and Southern African subregion are predominantly apgricultural. The subregion
accupies an area of about 8.2 mn. sa. kilometres with a total vopulation of

about 125 mn people. The population grows at a rather fagt rate of about 2,7 ver
cent per annun. The main source of livelihood ig deriver from subﬂistence
agriculture, animal raising and fishing.

9. In these economies, agriculture contributes nearly 40 per cent of the

GOP of each country an? provides livelihoo?! for over 90 per cent of the ponulation.
In addition, most of the agricultural exports of these countries are destine” for
overseas markets an? only a very small orovoration is trade within the PTA
countries,

10. The agriculture sector in almost all the countries of the subregion has

two subsectors: the subsistence subsector an? the commercial subsector. The
subsistence subsector on which the majority of the population Aevent produces

staple foo? crons such as maize, cassava, millet, sorghum, meat an? fish oro-ucts.
The productivity of this subsector is very low ~ue mainly to tra“itional pro-uction
techniques, widespread droughts, lack of fertilizers, wests an? low levels of
investment. The growth rate achiever in this subsector since political indeven-ence
lags behind the rates of population growth. Hence a large proportion of foreign
exchange earmings is spent on imports of food and foodstuffs,

1l. The cormercialized subsector is mainly for export crops. !ost countries of
the subregion have paid greater attention to this sector in terms of providing
investments, inputs an? research. This was also the case durinpg the colonial
era, The subrector produces cash crops such as coffee, cotton, tobacco, sisal,
grounrinuts, sugar, bananas, woof and wood pulp etc. This concentration of
afforts on cash crops has meant that large areas of fertile land as well as
nodern techniques have been rdevote? to export crops. This ha? ha? the effect

of distorting the pattern of production. A 1arge Droport1on of resources are

-~ s *am ® 2 mzx
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12, This distortion in the pattern of agricultural production of the countries
of the subregion can be seen by examining the size of their agricultural exports
and the relative significance of exports in intra=area trade in agricultural
products among the countries concerned, It is clear that intra-area trade is
still a very minor portion of the total. According to the main features of

the commodity composition of trade in agricultural commolities, in'icated in
Table 1 and 2 of the .nnex only a few cormedity grounings account for almost

75 per cent of the exports and 66 per cent of the immorts concerned., With the
exception of a few commodities like oilseeds, sugar and to a lesser extent
tobacco and live animals, the leading commodities produced for export are
generally not immortant import itemc. Similarly, of the most important items,
maize is the only one in which a substantial fraction is provided from within the
area. At present, there is still little effort to exploit commlementarity in the
area. ‘

13. Tt should also be noted that intra—area trafe in apricultural commo?ities
is extremely small. This ig partly Jue to the fact that colonial nowers hardly
paid any attention to the possibilities. of inter—country specialization and
exchange anc. were generally concerned with the production for the metropolitan
centres. For instance, there is hardly any trade of significance between 7ambia
and Angola, despite the fact that for Hacaﬁes Zambia'’s outlet to the coast has
been the railway traversing Angola.

1L, 'In most of the countries of the subregion, the commercialized subsector

of agriculture concentrates on one or two commodities that play a preponderant
role in the subregion economies. The magnitude of the dependance of exports on
one or two cash crops is very high in all the countries of the subregion.

15. Another feature of the eountr1es of the subregion is that the variability
of natural conditions affecting agriculture is perhaps. as great within as
between the countries. 3ome of the countriesc are relatively well en-dowes for
the production of temperate agricultural commodities such as wheat which forns
the Iargest single import iten in the subreglon.

16. If specialization were to take nlace accorﬂing to natural advantapes, one
country would normally be in surplus an? another in deficit in a marticular croo.
Surpluses and rdeficits which are seasonal and erratic could also be sunerimmosed
on the normal pattern of production of agricultural commodities in the subregion.
Thus, difference in the seasonal nattern of prouuction in a particular cron could
provide a basis for beneficial inter—state trade. ' Yor example, in the case

of maige, a éomparison of Kenya an? Tanzania Aelivery curves shows that the -
curves are steepest around January and February in Xenya and Sentember and
QOctober in Tanzania. This means that the peak harvesting “emands for labour,
storage, transport, finance and such facilities, occur a clear three months
after they have occured in Tanzania,

17. The above situation can be considered as one of notential economic cormmle-—
mentarity in which two countries can exnloit their production to their mutual
advantage provided there are institutional arrangements to nromote trade in
agricultural comnodities.
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B. Production of Agricultural Commodities

18. Though agriculture .is the main stay of the economies of the countries of
the subregion, the productivity of this sector as a whole iz very low. The
depressing state of agricultural production, especially food nroduction, and
excessive dependence on a limited number of export cropes for for¢im exchange
earnings present a serious challenge to the countries of the subregion.

19, The subregion has the potential to achieve self-sufficienty in cereals
production because of the very rliverse weather conditions. Although one cannot
be precise as to what each country might nroduce, available data suggests that,
for instance, Zambia, Zimbabwe, Kenya, !falawi, %thiopia, Angola, an< Mozambique
can become rajor maize producers and exporters within the subregion. Similarly,
[falawi an? Swaziland anpear best situated for rice production an? perhans
Ifozambigque, Angola an”’ Kenya can become nore important suppliers of rice within
the subregion.

20, The subregion has also a great notential for livestock profuction. Similarly
oilseer's and their by-products have good nrospects in Mozambicue, Anpola,
Tanzania, Ethiopia and !Malawi. These are but a few exammles to highlisht the
agricultural potential of the Tastern an? Southern African Stages.

2. 1In spite cf the above huge potential of the subregion, at oresent ina'ecuate
agricultural oprogress wholds back the whole process of economic transformation

of the countries of the subregion. Therefore, it annears that in the early

stages of the -evelopment of some of the countries, their over-all rate of

growth will “emens primarily on what hamnens to agriculture an” on how agricultural
policies are co—ordinated with respect to the marketing of agricultural commodities.
The co—ordination of agricultural marketing policies between countries of the
subregion is faced with a number of chronic problems associated with their
geographical location and their colonial historical background., Yith a few
exceptions, most of the member countries trade in apricultural cormodities is

still mainly geared to export tracde and yet the “egree of subregional self-
sufficenty in agricultural commodities and in particular in food supply seems

to be unsatisfactory.

22. Therefore, the object of agricultural development and trade in apricultural
commodities at the subregional level should not only be to incree output for
intra=area trade but also to achieve self-sufficiency in food products accordins
to the Lagos Plan of Action and toexpan? the existing market for apricltural =~
commodities., Otheowmrise the stasmation of apricultural Aevelopment in the
subregion could become a serious hindrance to the cdevelonment of other sectors.
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ITY. The Need for an Apricultural Commodity Fxchange
A, Introduction
23, The foregoing analysis of the general econonic features and trase in

agricultural products revealed that there is an obvious nee? for co-ordinating
agricultural production and for Aeveloping organizer! commodity markets among the
Eagtern and Southern African Stat=ze. It is also clear that the economies of the
countries of the subregion face a number of constraints arising, inter alia from
the low level of agricultural protuctivity, meagre foreign exchange reserves,
strong orientation towards external markets for both imports an? exports of
agricultural commodities. The alleviation of these marketing constraints requires
the formulation of aporopriate marketing nolicy measures including the ~evelomment
of organized commodity markets in the subrerion. It is in this context that the
Treaty for the establishment of a PTA for Fastern and Southern African States
calls for the establishment of appropriate instruments and institutions for
nromoting co—operation in varicus fields of economic activity. It is envisapged
that the institutions proposed will be instruments for facilitating joint action
in the identification and implementation of subregional programmes an? orojects.

24, Az noted earlier, one of the immediate constraint to the accelerated

economic transformation of the countries of the subregion is the lack of organize-
commodity markets. If an organized marlet for agricultural commodities is establisher
in the subregion, it coul? be nossible to nromote intra-area trade in basic
agricultural goods. ™ithin this context, the establishment of a subregional
agricultural commodity exchange woul< be an amnrooriate instrument for this

purpose. The pronosed commodity exchanpge would be a source of markat information

for promoting  intra-subregional trace in agricultural commodities. Tt would

also provide a ugseful institutional framework for knowing an”? risseminating
information on surpluses an? Adeficits of apricultural commodities in the subregion.

5. Thus, the justification for the establishment of a subrsgional arricultural
commodity exchange is base? on the nee’ for a subrepgional tracding center which
would assist in:

(E)* Removing the major obstacles renresente? by the inadecuacy of
information on the availability of agricultural commodities
in the area.

(E) Removing information barriers on sunnly an? demansd, and prieeé
of specific key agricultural cormofdities which can be traded within
the subregion,

(g) Assuming that member countries of the subrepion obtain the best
possible prices for their agricultural commodities.

() Providing basic marketing information for optimizing the level
of production of agricultural commocdities,

{e) Dncouraging subregional co—operation in matters relater to trate
in agricultural commo-dities,

(f} TImproving the existing system of commodity marketing in the
subregion,

() Develoning banking and foreipgn exchanpe facilities related to



ECA/MULPOC/Lusaka/V/3(ii)

Page 6
(ﬁ) Improving the communication network of the countries of the
eubregion with respect to commoslity trade,
(1) Influencing positively the price determination of agricultural
commodities located cutside the subregion.
B. Institutional Gan -
(i) Main Features of Intra-area Trade in Apricultural Commodities
26, At present intra-area trade in agricultural commodities occunies a very

minor portion of the total. Aweilrhle statisties confirm the fact that in recent
years Intra-area trade in agricultural commocdities fecline? sharply. Only a gsmall
part of each country's exports goes to its neighbours in the area ans only a small
part of imports comes from them., In this respect, at nresent, the nossibilities
for preater specialization and exchange of agricultural commolities are far from
having been fully exploited. For instance, there is minimal development of trade
between lMadagascar and lauritius; almost none betwecn Madagascar an” any of the
countries along the whole of the East African coast to give a few of the obvious
exarples., As a result trade in agricultural commodities between the countries
concerned ig relatively small an? has receivesd proportionally less attention

than trade in manufactured products. Therefore, economic co-oneration an? trarle
in agricultural commodities within the countries of the subregion is bound to
require a celiberate concerted effort by the countries concerner,

27, With resnect to some of the most irmortant agricultural commorities like
cereals, it is possible to observe the following patterns of trade:

(2) The majority of cereals imports in the subregion comes from
outside the arca. -The cereals exported by the countries of
the subregion are much smaller an” are sold within the area.

(b) At present, the subregicn iz a big net inporter of cereals
particularly of wheat and rice but also increasingly of maize.

Qg) As some of the countrics are surplus an® others Aeficit nrotucers,
at present the basic food with the greatest notential for intra-
area tra‘e is maize,

(d)  As agricultural production in the subregion is rain fed, wheather
- eonditions an? droupht have made cereals nroduction almost un—
reliable to szome of the countries of the subregion,

(g) tost of the countries of the subregion nut high oriority on national
self-sufficiency in most important stanles and ignore the nossibilities
of intra-area gpecialization,

28. As far as trade in livestock products is concernes?, by far the greater
part of the meat consumec in the:area is profuced in the consuming countries.

At present there is little trade in meat products. orts of meat oroducts are
primarily destined to the Hi‘lle Rast or Sastern Furope. The amount of intra-
area exports in meat »roducts is small commare? to intra-area exports of other
commodities,
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20. Further, the conventional tronical exports like coffee, tea, cotton

and tobacco, account for a very limited nercentapge of intra-area trade. However
importing countries do obtain most of their supnlies from the major producers
within the area. The majority of the countries in the area are coffee producers
and a few of them are sizable exporters of tea. Some of the countries like Yenya
can provicde an important market for exnort production of cotton ant tobacco from .
hmited Republic of Tanzania, Malawi, Zambia and Upanda. As indicated in Tables 1
and 2 of the Ammex it appears, therefore, that there are at the moment consider-
able opportunities for much further development of intra-area trarde in some of the
traditional export of agricultural commodities.

(ii) Problems of Intra—area Trade in Agricultural Commoc'ities

20. Hithin the Fastern and Southern Africa subregion, intra-area trade in
agricultural commodities is constrainer! in certain cases by specific barriers an~
in others by the existence of similar ecological conrlitions in the countries concerner.

31. Though there are some significant ecological differences in the area,; most
of the important agricultural commoditics are produced in oractically all the
countries, Maize, neans and neas, tobacco, coffee, tea, cotton, several oilseeds,
beef, mutton, dairy products and hides an? skinsg are proluced in almost all the
countries of the subregion. Of the export products, so far the primary markets
for coffee, tea, cotton, tohacce and meat are in other regions. Thus, apart

from “Jairy products, tobacco, cotton and to a small degree nmeat, so far there has
been little immetus to focus on the cpportunities for tracde within the area.

32. It is vossible that two countries may very well exchange to their mutual
advantage commodities which they both can nrotuce, piven cost Jifferences variations
in product kinds ani qualities an? suoply constraints., For instance, Zimbabwe may
well be able to export surplus maize to the 'mited Republic of Tanzania even though
maize is the most important stanle foof protuces in the Thites Republic of Tanzania.
Trade based on such an exchange has not develoned as far as it presumably coul”d

to the advantages of all the countries concermer, because of an almost total lack

of co—ordination of agricultural “evelopment nlanning an” lack of a marketing
institution that promotes the exchange of agricultural commor'ities among the
countries of the subregion. ‘

33. - Laclk of such co-orfindtion may be an outcome of two main factors.
Primarily, the fundamental agroweconomic knowledge of comparative advantave is

not sufficiently lnown. Concertes co-operative research will be needed before

the countries of the subregion can base their production plans of agricultural
commodities on firmly established “nowledge indicating which neighbouring countries
can be relied on for supplementary supplies or as markets for planned surnlus
production of basic agricultural commodities.

34. In the absence of such marketing information an? exchange of agricultural
commodities, almost all the countries of the subregion seek national self-
sufficinecy in most agricultural commodities. This is particularly the case

for gtaple cereals, sugar, meat an’ cdairy nroducts. Therefore, provide? that

there is a subregional institution that promotes the exchange of apgricultural
commodities and that there is the commitment to co—operate in trade in agricultural
commocities, it is very likely that joint opportunities for exchange of agricultural
commodities within the subregion can exist at all levels.




ECA/MULPOC/Lusaka,/V/3(ii)
Page 8

35 Mnother factor inhibiting the fast -levelopment of sipnificant trale in
agricultural commodities is the fast that a substantial »art of subsistence is
provided by high-bulk and low value crons which will not bear much transnort
cost. This includes products like sorghum, millet, cassava and so on.

36. In addition to the above factors, at present, the most immortant inhibiting
factor is the fact that nroductivity an? production of agricultural commo’ities are
often still mich too low. Consequently, the oroduction of intra-area trade in
agricultural commodities is apparently not viewed by planners ans! nolicy-malters as
a problem much less urgent than that of raising nroduction an? productivity.

7. It is against the backproun? of the above inhibiting factors that the
question of trade promotion in apgricultural commodities must be assesgses, At
present little specific information exists on the most promising commodities for
expanded tradle within the subregion. Recent liscussions with officials of commo ity
marketing agencies revealed very little planning orientes specifically to apri-
cultural trade with neighbours within the subregion. In actual fact, in most
countries at both the highest nolitical levels an? at the onerational levels,

trade in agricultural commodities does not scem yet to have of high mriority. It

is not surprising, then, that documentation ans rlata snecifically relevant to
intra—area trade in agricultural commodities are not easily available.

Ca The Potential use of an Agricultural Commodity "xchange

38, As can be seen from the forepgoing analysis, at nresent the potential levels
of intra-area trade in apricultural commodities cannot be incicated with absolute
certainty. However, as already mentiones, the reasons for the noor performance

of trade in agricultural commodities can to a substantial extent be attributed to
the inadequacy of the existing trainsport and communications networks, lack of
co~ordination in agricultural develontient planning an? to the total lack of
attention to the expansion of exchange of agricultural commolities through
organizecd commocdity markets.

39, A more significant increase in intra~area trade in agricultural commolities
can be expecte? only if more systematic an? concerted attempts are made to ~ectermine
what specific pains could result from the establishment of a commoiity market

which promotes intra—area trade expansion marticularly in apriculttural commodities.
In this respect, there is little reason to cdoubt that increase” economic speciali-—
zation and exchange in basic agricultural commodities in the area would lea® to
greater efficiency, productavatcy and economic growth. In a’dition, it is ohvious
that self-sufficiency in staple cereals nroduction on a subregional basis would
provide greater security of basic food summlies, '

40, If the countries of the subregion would agree, in nrincinle, not only
to the establishment of a subregional agricultural commodity exchange, but also
to seek imports of agricultural commoZities from neighbouring countries an”’ to
gear their production to meet the market -lemand in neiphbouring countries when
feasible, a much more appropriate climate for intra—area trace exnansion in
agricultural commodities would be createds
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41, At present, there is no subresional agricultural commolity exchange which
is serving all the countries of the subregion. Tithin this context, the .
establishment of a subregional commodity exchanpge constitutes an undertaking of
prime importance an<d urgency. In this respect, thérefore a first steo would be
an attempt to establish a subregional agricultural commodity exchanpe which would
explore the specific opportunities and benefits of greater inter—levendence in the
exchange of basic agricultural commodities like cereals, livestock nroducts, oil-
seeds an? their by-products. As an information center, the pronosed agricultural
comnmodity exchange could monitor systematically prospective crons developments
in the subregion and identify beforehand likely crop shortfalls in some of the
countries of the subregion. In this way, the propose exchange can be used as

a focal point of information to disseminate possible marketing opportunities
concerning surplus and deficits of neighbouring countries. Through the exchange
it would alsoc be vossible to review producers price policies for agricultural
commodities with a view to their co-or-ination.

L2, Thercfore, to a large extent, the potential use of the pronosed agricultural
commodity exchange coul? assist in filling a gap by providing a specialized marketing
center for agricultural commodities whereby important marketing information such as
production, prices, delivery and payment arrangements will be disseminatec to all

the members of the proposer! comodity exchange. Ardthe need for such an institution
should become even more obvious when the PT/ arrangements become operational.

Is. (b jectives an?d Tunctions of the Proposed Commority Exchange

L3, Commor!ity exchanges are snecializer! organized markets which orovi-e a
place where their members buy and sell commodities or contracts for future -“elivery
under established rules and repulations. Thus, the primary service of a commodiity
exchange is to vrovide a market place where the members meet at “efinite times and
transact certain types of business un-er the rules lais Jown by the organization.
In the second nlace, its function is to repulate business Aealings of its members,
In the third place, the exchange provides a method for settling trade disputes,
specifies gra‘es for the commodities Aealt in, and gathers and distributes market
information. The exchange as such has no dealings in the commodities han’led

by its members. The <istinguishing feature of a commolity exchange is that it
furnishes an open market, managed un”er standardized mractices for one or more
commodities,

L, Below based on the previocus analysis of the economic and trade nroblems
of the countries of the subregion and of the nee’ for a commodity exchange in
the subregion are the suggested objectives an< functions of the pranosed exchange:

e Objective

(i)} provide a convenient place for the members to meet for the purpose
' of trading and of exchanging views;

(ii) collect and disseminate market ‘information throughout the
subregion;

(iii) establish and enforce rules an” regulations and set un mechanisms
designer to facilitate trade in agricultural commodities in the
subregion;
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(iv) establish and maintain grades for apricuTtural commotities
originating from the subregion:

(i) provide an a‘equate machinery for arbitration of trade disputes
concerning agricultural commorlities;

(vi) ai? in crystallizing market values for commodities that will
be traded at the exchange:

(vii) establish an anpropriate mechanlsms for the settlement of
transactions.

B. Munctions

L5, Broac’ly speaking, to achieve the above objectives, the nroposed exchange
is expected to perform inter alia, the following general ant specific functions:

(a) General Functions:

(i)

(ii)

(iii)

Act as a marketing and information centre for the exchange
of agricultural commo-iities;

Act as a.policy “development with regard to marketing
institutions for agricultural commo’ities;

Serve as a mechanism for forwarding information on whether

or not and, to what extent, local producers of agricultural
commodities in the subregion shouls expans the production
of particular commodities at any given time to meet exnort
possibilities within the subregion.

{(b) Specific Functions:

(1)

(i1)

(i1i) -

In accordance with the current supply and -emand of
agricultural commoities, to heln to determine the wrices of
the commodities that are likely to be traded in the
exchange;

To serve as a c¢learing house by providins financial
transactions facilitating mechanisms, wvhich aim in
particular at pguaranteeing contract nerformance in
accordance with the rules of the exchange;

To supervise tracding activities, adont an? enforce such
rules an regulations as will prevent trade malpractice
among the members of the exchange an” facilitate the sneecy
settlement of business disputes.
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(¢} Other Funct1ons

There are other activities that logically flow from the
establishment of the pronosed exchange. These activities shoul” be
regarde” as an integral nart of the exchange activities. These
include

(i} The promotion of the establishment of various commo'ity
market associations}

(ii) The developnent of uniform prades for agficultural prdducts;

(iit) The develoument of a system for facilitating the transfcr
of funds;

(iv) A variety of other lesser services for the member countries
of the subreglon.
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V. Characteristics_and Advantages of Commodity Exchange |

A Major Characteristics of Commodity Trading

(i) Types of Transactions

45, As is well known, trading in a commodity exchange generally

relates to two classes of transactions namely spot or cash and futures. A
spot or cash transaction is purchase or sale of a commodity or some specific
grade of it by paying cash on the spot or within a short period as prescribed
by the exchange and the delivery is taken also on the day of purchase or
usually within a maximum period of eight days. Further, after a spot trans—
action is made, it cammot be cancelled for the purpose of taking away the margin
if the price rises, as in forward transactions., This means that the purchaser
has to take delivery, the seller has to deliver, and money has to be exchanged
between the parties. The other kind of transaction, called futures trading or
dealing in futures is similarly on apgreecment betwéen parties as to the purchase
or sale of a particular commodity or grade thereof, on the understanding that
the delivery may be taken on a future date agreed upon. Whereas a spot or cash
transaction may be entered into on the basis of sample, a futures transaction
must necessarily have reference to a standardized grade.

(ii) Commodity Trading Conditions

47. In this respect, certain conditions must be met before a specific commodity
can be traded on an organized market,

The main conditions needed for rendering any class of products suitable
for trading on an exchange are that:

(1) the commodity should be homogeneous.

(2) the commodity should be capable of being graded.

(3) the commodity should be durable enough to last for the period of
the contract,

(4} the trading in this commodity should be in sufficiently
large volume,
(5) the commodity should be onc whose supply is not subject to

rapid changes in the rate of productions

In the light of the above, the commodities most suitable for trading on the
proposed commodity exchange are: cereals, sugar, cotton, vegetable oils, tea,
meat and livestocks See tables 3 - 8 of the Amex.
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48. Within the above broad framework of types of transactions, and commodities
the trading of commoditi=s at the proposed exchange should have the following
distinet characteristics:

(1)

(2)

(3)

(4)

(5)

(5)

Primarily trading at the exchange should be conducted in an organized
way with a common set of rules governing all the transactions,

The most impeortant rules governing trading should specify that:

Qi) only members of the exchange will be eligible for trading
contracts at the exchange;

(b) trading must occur at one place (in the trading pit or ring)
by open outcery, within specified hours. 1In this way, all bids
ard offers should be known to all participants and all trans-—
actions should be public knowledge;

(¢) warious anti~competitive practices should also be forbidden;
for instance, members of the exchange should not fill or match
their order to buy or sell without first offering it openly in
the trading pit.

All contracts traded in the pits should be for a standard deliverable
grade and quantity with a uniform delivery location and procedures;
when actual trading takes place at the exchange, only the price of the
comuodity should be negotiated in the trading pite. This means that
nothing other than the deliverable grade and quantity under standard-
ized dates and rules of delivery and payment can be traded. In an
ordinary forward dealings any peripherr.l terms and conditions can be
negotiated,

HWhen future tradings are being handled, the exchange clearing house
should become a party to every contract that is negotiated in the pit.
This means that, in actual practice, buyer and seller should do the
negoiating but, once the deal is struck, each one should have re—
cipracal obligations with the clearing house and not with one another,

In this respect; the exchange clearing house should also act as a
common guarantor of all the contracts that will be traded at the
exchanges Therefore, all members of the clearing house must maintain
a winimam amount of working capital and they must deposit funds to
"margin" their outstanding trades, Exchange members who are not
clearing members nust affiliate with clearing members, for purposes

of having all their contract verified and puaranteed, No credit should
be extended in this process. It should also be noted that the margin
deposit should be considered as a performance bond and not as a down

payment,

When delivery occurs in satisfaction of a contract, full payment should
be required of a trading partmer as the title of ownership is auto~
matically transferred from the seller to the buyer. Prior to delivery,
no title should be expected to be transferred and no credlt should be
ertended,
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49+ It can be seen from the above description of types of transactions that, in
nost cases, future trading refers to a special type of contract bought and scld
under the rules of an organized exchange. In most cases, it is considered as

a legally binding contract to buy or to sell a stipulated amount of ‘a particular
grade of product during an agre=d future period, subject to the rules and regula-
tions of the exchange, where the contract is made and the price determined by
public auction on the floor of the exchange.s As future trading often involves
more of speculation and hedging and less of actual delivery,. it may not be as
attractive as cash trading during the initial stages of the proposed exchange.

B Advantages of the Commodity Bxclhange

50. In trying to fulfill the foregoing objectives and functions, the exchange
will render the following advantagzs to its members:

(i) One of the primary advartage of thz propo~»? zc-m~lity axchange is
that it will supply producers, distributors, financiers and consumers
of the subregion with a contirmon- =-rlet, £t present, as there is
no exchange with organiz»! 7o . iivies, it is practically impossible
to find a purchaser or seller of commodities at any time one desires.
If an organized market of this nature is established in the subregion
there would always be opportunitics to szll or buy at some price at
very short notice. This means that producers in the subregion need
not stock compmodities for a longer period than what is required.
This will substantially reduce cost of storage of agricultural products.

(ii) ' Because of the existence of such a corlinuous market. in the subregion,
the commoditizs that will be traded a the exchange will be highly
"liquid" to the extent that cormoditi:s can be converted into cash
at a moment’s notice, or vice verca,

(iii) The adventages of establisiing the ¢ -opiced commodity exchange will
not bz confined only to those who dfrectly use it. 1In fact, based
on the level of commAditv prires nr-vailing at thce comaodity exchange,
farrers of the subregion coull dec! "2 which crops they should grow -
for the next season. They can alr~ ~vercice caution in disposing of
thelr products at harvest time by kreping themselves in touch with
the information disseninated by the exchange throushout the subregion.
In this respect, the over—all advaniage of the establishment of the
exchange would be to improve the conditions of production of agris
cultural cormedities throughout the subregion.

(iv) A further advantage of a subzepional commodity will be in the dis-
covery of prices of agricultural commodities at the subregional level.
When the exchange is fully operational, news fronm avery corner of the
subregion having a direct or indirccet effect upon commodity prices
will be received by the exchange alnost deily. This news will be
received and be weighed by traders at the exchange, The traders will
also register their opinions of the news by buying aind selling con-
tracts. This process will result in the discovery of commedity prices
which best represent their weightcd opinions of what the prices should
be given the daily informntion. In this way, the proposzd exchange
will help in discovering the actual price of commodities in the subregion.



(v)

(vi)

(vii)

(viii)
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In respect of futures trading, the exchange will also be useful in
reducing uncertainties by discounting the events of tke future on
comodity pricee thereby improving the accuracy of expectations.

As news.or statistical data which aid in forming opinions are known,
prices will move correspondingly and the adjustments will also be
made qcoondinglya In this way, the exchange will serve as a guide to
future prices. The effect of supply and demand developments will
thus spread out over a period of time and both price advances and

_ price declines will be more orderly throughout the subregion, Thus,

with the use of the proposed exchanpge, producers and consumers of
agricultural commodities will have better ideas of how events will
affect agricultural commodity prices and be able to plan accordingly.

A fubtther advantage of the esfablishment of a subregional commodity
exchange is that, to the ‘extent that the prices of commoditics reflect
the price expectations of producers and consumers in the subregion,
they will act as regulators of production and consumption of agri-
cultural commodities in the subregion. This regulation of consumption
and production through price movements will tend to rationalize
allocation of resources in the subregion., Commodity prices will act
as regulators by encouraging consumption in areas where expectations
of surpluses exist and by discouraging consumptions in arcas where
shortages zre expected. Thus, the establishment of a subregional
commodity exchange will facilitate the movement of agricultural
cormodities within the subregion.

Besides giving estimates of commodity prices at any given time, the
proposed commodity exchangs will tend to level prices of commodities
among differcnt national markets over space, time and form. The
focusing th rough the exchange of all factors influencing prices,

‘with full publicity of all prices, tends to keep the prices of these

agricultural commodities in various local markets of the subregion in
close .alignment with one anotliere Assuning that barriers to commodity
trade will be minimized such action causes the prices in the different
markets to return to a differential of only the approximate cost of
transfer betwean the two merkets, In this way, the proposed commodity
exchange will maintain the price structure of agricultural commodities
throughout the subregion,

When the exchange becomes fully operational, it will provide equitable
opportunities of trading to all member States of the subregion. This
opportunity will be provided by the continuous records of prices that
will normally be available to all member States. In an organized
commodity exchange of this sorty, information about market situation
should be more easily available to all members and the differcnces

in the bargaining power of all members should be reduced, It should
cost all members the same amount to participate in the auction process
and each order of a member siiould be treated identically., This
arrangement will ensure that the pyices of the commodities that will
be traded at the exchange will be representative of supply and demand
conditions.in the sub-region.
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5l.

B2e

(ix)

(=)

(xi)

The establishment of the proposed agricultural commodity exchange
will have a further advantage of stabilizing the prices of agri-
cultural commodities in the. subregione. The operation of the

exchange wher it is fully developed will allow for more orderly price
ad justment over time., This will have the advantage of reducing
extreme price fluctuat1ons which may be caused by undertalnty of

one kind or another.

‘The establishment of a subregional commodity ex¢hange will also have

the advantage of facilitating the financing of commodity trade
throughout the subregion., As explained previously, the proposed

‘exchange is bound to be a source of commodity markeft information
throughout the subregion. By minimizing risk, market information of .

this sort will make the problems of merket financing less difficult
to resolves In this respect, commercial loans in the respective
member State of the subreg1on can be made and credit extended on
sales with greater ¢ertainty of payments Thus, the exchange will

‘facilitate;the long~term financing of commodity trade in the sub-

region, This, of course, assumes that there will be co-ordination
of commercial banking policies in all the member States of the
subregion,

Lastly, the proposed exchange will provide an ideal institution

for collective action for developing commodity grade and quality
standards for all agricultural comaodities that will be traded

within the subregion. By definition the proposed exchange will be

a neans of facilitating the price discovery process, As such an
efficient pricing of commodities will not be possible without some
means of describing and grading the commodities. Hence, the proposed
exchange will become an important institution for developing standards
and grades for many agricultural commodities that will be traded at
the exchange, Grades for commodities like maize, wheat, rice, oilsceds,
butter, meat products can be established by the functional divisions
of the proposed exchange for purposes of developing commodity trading
within the subregion. The proposed exchange will be the ideal
institution for developing such commodity grading system.

Prerequisites and Problems of Establishing Commodity Exchange

Ao

The Development of Commodity Exchanges

Although the roots of commodity trading cén be traced back to the Medieval
fair system, the modern system of organized commodity exchanges began in Japan
around the end of the 17th century. ,

Bconomic historians who have studied the development of commodity exchange
have noted that the marketing system for any commodity traded on an exchange needs
to pass through five distinct stages namely: gift—giving, barter, cash or spot
markets, forward markets, and lastly futures market. Thus, the establishment of
a futures market in a given commodity would seem to be the final stage of a
natural evolutionary process,
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53, In any evoluticnary process, changes cccur slowly, gencrally over a fairly
long period of time, Historical analysis demonstrates that most organized
markets were almost there prior tc thz ultimate establishment of the unique
mrketing arrangements that characterize organized trading, While the neceassary
marketing ingredients that characterize commodity trading may exist for sometime
ez commodity exchange cannot energe until the conditiong in the financial community
are favourable, For instance, in the Thited States, many efforts were made over
a span of nearly fifty years to establish futures trading in livestock. It was
not until the mid nineteen sixties wheén the structure of the livestock and weet |
packing industry became sufficiently competitive and the financial commanity of
comnodity brokers became sufflclently interested in developing a market that it
cmerged,

B.  Prerequisites for Istablishing the Proposed Commodity FExchange

54s The experience of the world commodity markets over the last hundred years

or 8o can provide us with a large number of useful insights into the reasons

why some markets have thrived and others either have not got off the ground at
all or ceased trading after a short period of adctivity., HMany commodity organiza—
tions huve over timz, attempted to establish a wide range of commodity markets
differing both in terms of the scope, grade of commodity and the type of contract
for which it is traded. Some of these merkets have succeeded and are very active
today. Others have not generated a response from the trade and have resulted in
considerable lossazs to the commodity organizations concerned. '

55« Therefore, in the following part of this study, it is intended to point out
thz set of conditions which are required for the successful establishment of the
proposed commodity exchange in the subregion. There are three broad categories
of essential prerequisites for the successful operation of the proposed commodity
exchangs. These prerequisites arce discussed as follows:

(i) Functional necessity

The functional necessity of establishing a commodity exchange is a
crucial element in any consideration of the setting up of commodity
exchange. By functional necessity it is meant that when the exchange
is established it must fulfill a clear set of functioms in the subregional
pattern of trade in agricultural commodities, This assumes that for the
exchange to be successful in all its operations there must be a need for
the services that the exchange will provide to its members. This need
must be felt equally by all the member countries which are seeking to
establish the exchange at a subregional level. At present, not only there
is no other institution that looks after the development of commodity
trade in the subregion, but it appears also that the need for establishing
such an exchange is large and specific enough to justify the investment
in the proposecd commodity exchange. Part of the obvious demand arises fronm
the existing PTA arrangements which aim at expanding intra-arca trade among
the member countries of the subregion. When the PTA becomes fully operational,
it is anticipated that new activities related with trade in agricultural
cormodities will be generated at the subregional level.
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55, Therefore, for the proposed commodity exchange tc be viable and successful,
there has to be an active two~-way flow of trade in the sense that buvers and
sellers of agricultural commodities in the subregion must be interested in using
the exchange on a regular and quantitatively significant basis. The exchange
must provide all members with a relatively open competitive forum for trading

in agricultural commodities without there being any monopolistic or monoposoni-
stic forces interfering in the price formation mechanisms of the proposed
exchange. All menber States of the PTA interested in trading in agricultural
comnodities mst have reasons for and be interested in using the exchange
regularly, This may include not only State Trading Corporations but also
producers and manufacturers in the respective nember States of the subregion.
Once this important functional necessity is assured, it would appcar that the
proposed exchange would have a fair change of success in its future dealings.

IA other words, for the exchange to bz successful at the subregional level, it
must enlist active trading interest within the subregion. To atteact this
interest, the exchange needs to gemerate and develop a market system which will
enlist the confidence and support of the member States of the subregion. Such
a market system must meect certain operational and administrative requirements -
before significant traders will be induced to use it as an important subregional
trading forum.

{ii) Operational and Administrative Recquiremcnts

57+ UOne of the major operational requirements for the success of the proposed
agricultural commodity exchange is the availability of an appropriate contract,.
This contract must reflcct the needs of the subregional trade and it should

act as a flexible vehicle for the promotion of the above functions of the
exchange. An optimal contract is an essential prerequisite for
establishing a successful subregional commodity exchange, Once an active two—
way trade has been egtablished, then the precise formulation of the contract
should become less important., It must be stressed here that a properly drafted
and apprupriate contract will considerably reduce the risks of the new exchange
faltering during its initial years of activity. The contract should also be
designed in such a way that the value expressed in the contract corresponds
closely to the price of the actual commodity that is being traded physically

at the exclange., This requirement of a physical basis to a new exchange con—
tract implies the provision of suitable warchousing, freight and insurance
services in a reasonablc proximity to the exchange.

56, Two of the major features of commodity contracts are lot size and margin
requirements, The lot size is intended as a balance between adninistrative
economyy which obviously tends to favour the larger lot size and the need to
attract a wide range of users. As the traders on the proposed exchanpe are
likely to be State Trading Corporations at least for the initial stages, the
lot size of the contracts should be reasonably large.

59« Margin requirements are ariived at as a rcsult of another compromise
between the need to protect the users of the exchange against any possible
default and the ever present desire to attract increasing volume of business

to the proposed exchange, This desirec to attract increasing volumes of business
carries with it the dangers of speculation and the possible consequent price
distortion. FEowever, during the initial phase of the proposed exchange, as
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quite a few of the members might be State Trading Corporations representing
member States, it might be assumed and hoped that there will perhaps not be
excess speculation on commodity prices. However, in the event that the proposed
exchange gets involved in futures trading, it may be worthwhile to'develop a
system of clearing the markzt. This system should achieve the right balance
between guaranteeing security on the market and not deterring trading members
by the extent of the margins and deposit that they have to place on each of
their tradee In this respect, therefore, a recognized clearing system, with
well defined margins and deposits and its consequent insurance cover is also

a fundamental prerequiste for the success of a new commodity market.

50. Apart from the above operational requirements involved in the contract,
there are essential administrative arrangements that need to be made for the
actual rumning of the proposed commodity exchange:

(1) In the first place, the exchange should be a self-administered,
autonomous joint stock corporation of which the operating members
should De the sole sharcholders.

(2) A management cormittee and various officers should be elected from
among the membership and some officials should be appeointed and
employed on a full timo basis.

(3) This managing body or .authority should exist from the outset of the
proposed commodity exchange.

(4) A supervisory body which may be a separate entity or part of the

' management authority should be established when the exchange is still
in its embryonic form and this body should be involved in the drafting
of the statutes, rules for ncmbership, rules for dealing etc,.

(5) A number of documents need to be drafted consisting inter alia;
of's

(a) statutes cstablishing the orgenization concerned with
the exchanges :

() rules for trading including: definitions, methods of
trading, details of the contract, trading room resulations,
delivery, enforcement of contracts, margins of contracts,
commission treatments, settlement and provision for disputes;

(5) 1t will also be necessary to draft definition of the terms that will
be used and of the institutions themselves to which membership rules
will apply.

(7) Policy decisions need to be taken on the forms of membership and the
proportion elected to cach membership sub-section i.e, full members,
associate members, non~dealing members and individual members if any.

(8) Government invelvement in monitoring the activities of the proposed
exchange should also be spelt out clearly. At times it may be possible
that the exchange may be over active in terms of price distortion.
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(9)

(10)

This often happens when futures trading is taking places In such
circumstances government involvement may be very crucial. There
may also be a nezed to exercise a certain degree of control over the
activities of the exchangs. Care should also be taken to. ensure
that the. exchange doec not become a gambling casino or a device

for transferring foreign exchange from one country to the other.

In this respect, the proposed exchange should induce sufficient
genuine trading interest among its members, At the same time too
many restrictions should not be placed on the repatriation of any
carned profits on the exehange,

It is anticipated that the proposed exchange should alsc be self-
financing after the initial learning costs. If the ezchange is made
to rely wholly on registration fees, capitation charges on members
and on special fees on deals; it would have to impose relatively
high costs for a relatively insignificant level of business with

a low turnover. . The high charges could act as a deterrent to
potential members and théreby hinder the development of trade on
the exchange to a level vhich reduces average costs to a2 minimum.
In thie respect it is possible that the proposed exchiange may earn
assets through sensible management of margins and deposit money.
Interest thus gained on this cculd assist in keeoing charges
imposed on to new members at a low level, :

There arce many other important administrative redquirenents which are
necessary for the cstablishment of the proposed exchangz. One of
the most important of these arrangements is the need for an accurate,
fast and rcliable telecommmnications system in the entire subregion.
There should be up-to—date modern teleil facilities commecting the
exchange with buycrs and sellers of ccmmedities in the subregion, At
present the situation in most of the countries of the subregion in
this respect is not satisfactory. Eorever, it is hoped that ths
quality of existing commmunication facilities in the subregion can be
improved on a comucrcial bzsis. The two most important aspects of
the communications requironcent of the proposed exchange will be:

(i) the direct neced of the uscers of the exchange and of the
exchange authority itself in terms of communicating marketing
dircetives by the trading memberss

(E) the need by the exchange and its members to disseminate marketing
information; in this respect, a relizble and rapid telecommunica-
tion by telephone and telex to clients and other exchange uscrs
iz essential for the cffectiveness of the proposed commodity
exchange as a market center. Therefore, there will definitely be

- a need for investment in up-~to—=date telecommnication infrastructurec.
While it may well scem thet the basic infrastructure of the sub-
region needs to be developed before the actual commencement of the
proposed comodity =7¢hange, an increase in the extent of the
cormmunications network could be arranged as the need for it arises
given especially the cxistence of commercial organizations which
are capablz of installing an effective system of communications at
a rcasonably short nctice.
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(11) Apart from the functional requirements of the traders for telecommunica-
tion services, the proposed systenm can also be used to disseéminate
information throughout the subregion concerning trade activities of
the cxchangzs 1If a reasonable amount of business is to be attracted
‘to the proposced exchange, potential traders in the subregion must be

‘kept fully informed of its operations. Indeed, unless these activities
are constantly reported to members. in the subregion the risk exists
that the proposed ecxchange may be ignored and lose business to other
exchanges with better information networks located outside the region.
" This subregional reporting can be arrnaged by negotiation with
existing finmancial news scrvices., TFor 1nstanc», in some exchanges
like the London Metal Zxchange, Conmodlty prices are reported
exclusively by Reuters, althouph cxchanges elsewhere in the world
normally permit any agency to report on commodity prices, In the
‘United States, for example, freedom of amccess i1s guaranteced by law
and cxchanges sec it as being in their interests to have links with
as many news agencies as possible. There is no doubt, therefore,
that much of the success of the proposed commodity cxchange will be
contingent upon accurate, fast and reliable telecommunication system
in the cntlre subrcqlon. e

(iii) Need for financial services

51. Although the provision of financial services to ensure the successful
operation of a'subrégional commodity exchange could be an extremely complex
subject, for purposes of simplicity attention will be called in this study to
only four of the prerequisites or areas of concern.

62. First creédit facilitics for operations on thu proposed exchange will be
needed by the users both to cover margin money advances and to make seitlement
payments at short notice. In normal cases this: sort of credit should be pro-
vided by the commercial banking sector. Uhether or not such credit fac111t1es
will be made available to traders at the proposad exchange will dopend to a
large extent on existing commercial banking policies of the member States of

the subregion. In this respcet it will be absolutely necessary to include some
form of flexibility inte the statutory provisions of the banks for the extension
of credit for the special requiremcnts of tle new exchange, Commercial banks
in the subregion should bc able to provide short-term credit on a rcasonably
flexible basis. ‘Once the exchange Eas bsen established and confidence has been
secured throughout the subregion, private:iraders in the subregion may involve’
their own assets in the cxchange thereby naturally increasing levels of activity
and improving the viability of the proposed exchange. Thus, cormercial banks in
the subregion should be given the appropriate guidelince for the provision of
credit facilities to the eichange and the traders as a special case.

53s The sccond paramount concern to users of the proposed cormodity exchange

is likely to be of adequate and flexible foreign exchange facilitics. One of

the main requirement of traders is that they should be able to get their profits
out quickly and without resort to citensive bureaucratic constraints. Subregional
traders at the exchangc may wish to convert any of their trades spacified in a
local currency into an intermationally recognized currcncy. To fulfill this
essential requirement the exchange should have at its disposal a sufficient supply
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of the major foreign currencies and the exchange should develop some kind of
forward foreign exchange market, The Central Bank of the country where the
exchange is to be located should support any existing foreign exchange market

or it should promote the development of an appropriate foreign exchange market.
It should alsc ensure that cxchange control and other restrictions on users of
the proposed exchange are at the minimum level required to promote active trading
and at the same time retain some element of control, The cxistence of such

a forward foreign exchange market will be of interest to all traders of
commodities at the exchange.

54e A third important arcas is that of taxation and customs matters arising
‘out of settlements of physical trade. In this respect, special dispensation
should be given to dealings at the exchange so that the transactions will be
free from customs tariffs, taxes and exchange control. If, as will be the
case, the cxchange is to be sited in a country with foreign exchange control,
it should be accorded a form of free port status by the government of the
country, | '

65« The fourth area of concern would be the financial viability of the proposed
exchange as a separate institution. The functional details of the appropriate
type of the exchange would depend on the actual needs of the member States.
Whatever the model adopted, the initial capital costs of establishing the

nroposed exchange should be met by the members. As in other cases of establish-—
ing a subregional institution, the active members of the exchange should be

asked to buy shares in the exchange corporations The sizs of this couity contribu-—
tion can be decided by the members themselves after taking into consideration

the estimates of the amount of capital required for the successful launching

of the exchange. The recurrent costs of administering the proposed exchange
should be considereZ as having two distinct clements. Firstly, the costs

relating to the commodities that will be dealt in theosce incurred by the exchange cor-
porationin providing the basic services to the exchange. DMost terminal market
associations prefer to cover their share of the exchange's costs by means of a
subscription fee raisad from the different classes of membershin of their
associations These fees vary in quantity from one exchange to the other, Some
market associations raiss part of their revenue by means of a small levy on

each contract passing through the exchange. Charges can also occasionally be
levied for the provision of specific services by the proposed exchange such as

the dissemination of price information, Although it is impossible at this stage
to assess the exact sum of money that the exchange would be able to collsct from
such arrangements, thore should be little difficulty in ensuring that the proposed
exchange will be a vizblc financial enftity,.
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Ce Potential Problems of Establighing the Proposed Commodity Exchagge:

85, As the proposed cohmodity exchange will be the first of its kind in the
subreglon, it is possible to perceive the following potential problems that
may be askociated with its technical opuratlons.

‘Banking Facilitics and Foreign Exchange

67. After the first few years of its establishment, the proposed commodity
exchange will be 2 financial institution in many respects, Thus, it will be
expected to attract a considerable amount of liquid canital. Consequently
it will require a close operating liaison with the banking community of the
subregions * The banking facilities will become particularly 1mportant in the
follouwing tcchnlcal areas of operations:

(3) facilitating the holding, invesiment and transfer of the fund&
collected by the clearing house of the exchange;

(E) moking available to members of the clearing house short tcrm
credit facilitiess

(¢) making available and facilitating foreign excliange transactions
to the users of the exchange.

(i) The Bankins Community and the Clearing Eousec Funds

58, If the exchange clearing house is one which weuld legally become the
puarantor of each contract, then it will be necessary that each contract be
"bonded" with a certain amount of margin money. Margin money as it isg
commonly known in most commodity exchanges, is not a down payment. It is
sinply a security deposit posted by each party to a contract assuring the
other party that it intends to fulfill the contractual obligations. Such
margin money is normally collected from the partizs to each transaction and
is used by the clearing house for meeting settlements among members,

69, These clearing housc monies, when cash, can be held and can be invested
by the clearing house. They can be invested in govermment investments such as
Treasury Bills, When the proposed exchange becomes active, the size of this
pool of clearing hougse funds can be quite largec.

70. 1In this respect, therefore, the banking community of the subregion will
thus become an important factor in facilitating the investment of the funds
and the settlements between members of the clearing house, Whenever settle=-
ments of accounts are done, accounts at various banks need to be debited or
credited on a regular basis. Within this context, it would be quite difficult
to say a_priori whether or not the existing banking system of the countries of
the subregion would be capsble of providing the above nzcessary services to
assure the proper fdanctioning of an exchange clearing house. The problem of
transferring of funds within banks in the subregion nesd to be tackidd by
banking experts in the member countrics of the subregion.
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71, Within this context, there is a need to review the present state of the bank-
ing systen in the subrcsion to assecs whother or not the existing banking
practices in the membor cowntrics of the subrepion would be capable

of handling all: the types of business transactions which the establishment of

the proposed exchange would entail particularly in areas of remittances,

credit guarantees and foreign exchange. VWith regard to remittance and

telegraphic transfers, the cerucial question is to wbat extent will it be

possible to remit funds from one bank to the other in settlement of transactions
made at the exchange.

- (ii) Availability of credit

72s In a commodity exchange where prices of commodities change very often
and settlements are made periodically, credit facilities are needed for
operations on the exchange. To the extent that funds may not be available

so easily, short tem borrowings must be used by members to settle their
payments. This credit should be provided by the commercial banking sector.
Therefore, bankers in the subregion should be ready to extend the nscessary
credit for financing trade concerning agricultural commodities. But since
different commercial banks are operating at present in the countries of the
subregion, their credit policies may not be co-ordinated. Some commercial
banks in some member countries may like to extend say overdraft facilities
for opcrations at the exchange and others may curtail these facilities due to
policy consideration of one sort or another. In this respect, therefore, the
banking community in the different member countries of the subregion need
also to work out a common line of policy with respect to extending credit
facilities to traders =t the exchange. This means that officials of banks in
the subregion should be able to do whatever would be possible and consistent
with their national cconomic policies to facilitate the availability of credit
to assure the smooth functioning of the proposed commodity exchange.,

(1ii) The problem of Foreign Ixchanse Control

73e At present scveral of the countries in . the subregion are faced with serious
balance of payment problems. As such exchange control measures arc used to
support other policies designed to achieve equilibrium and stability in the
external sectors of their economy. Ond of the most paramount concerns of

likely traders at the proposed exchange would be.the need for having an
adequate and flexible foreign exchange fac ilities at the exchange itself.

4. In the light of existing foreipgn exchange constraints in the area, and
to avoid unnecessary outflow of foreipn cichange, it may be necessary to set
a maximum ceiling for transferring foreign exchange out of the country where
the exchange will be located.
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75+ In other words, for a successful operation of the exchange, exchange
control practlces would need to be minimized to the extent. possible so that
commodity traders would have less problems with respect to the transfer of funds
within the subregion. If a subregional commodity exchange is to be successful

in promoting trade in agricultural commodities, there is a strong nced to develop
a more cxtensive and liberalized foreipgn exchange market .so that low cost foreign
exchange cover can be obtaineds In this respect, there is a nced to remove
trade barriers and exchange controls tooc as much as possible,

(iv) The Problems of Transport and Communications

75. As stated earlier, a reliable and rapid transport and communication \\\
network is an essential prerequisite for the effectiveness of a commodity T,
exchange as a marketing forum. As far as transport facilities are concerned,
some of the countries in the subregion are islands which are largely dependent
on foreign shipping lines and to a certain extent on air transport for trade
with the other countriess Others are land locked and depend on transportation
facilities of neighbouring countries for access to the sea, Only some countries
in the subregion have direct access to the sea., But not all these countries
have adequate transport and communication facilities to provide for the traffic
of the neighbouring landlocked countrics.

77+ In addition, at present several hottlenecks exist in the transport system
‘of the countries in the subregion. Thesz bottleneccks constitute major

' 1mped1ments to the expansion of commodity trade among the Eastern and Southern
African States., Somc of thesc bottlenccks arise mainly as a result of gaps in
the existing infrastructure of the countries in the subregion. The inefficiency
of the rail transport system in the subregion and the lack of adequate port
facilities as well as the inadequacy of the existing road networks could be
serious deterrent to the expansion of trade in the subregion., In most of the
countries of the subregion, the load that the new exchange would place on
existing transport and communications facilities could be quite substantial.
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VII. Organization and Management of the prcoposed technical and operational
Camadity Exchange

78. The organization of the exchence is the most important element in assuring
its success. If the proposed exchange is properly organized, it will attract a
great deal of interest fram various kusiness groups and this diversity will make

it possible for the exchange to e a market. Proper organization is also important
in developing the credibility of the institution.

7% There are undoubtedly 2 variecty of ways in which an exchange could be
organized. The usual procedure is to form a Corporation and sell the shares to
interested parties. The pool of fuids generated will be the seed money for
developing, staffing, operating and prcmoting the exchange. However, it is assumed
that the proposed exchange will be a subregional exchange whereby different member
States of the subregion will be trading agricultural commodities among themselves.
It is also assumed that like most commodity exchanges, the proposed cammodity
exchange will also be a pox -ooll:  merbership association. Within the frame-
work of the above assumption, tho r2in features of the exchange should be as
follows:

A. The Exchange Corporation

Primarily, it is suggerted thot the affairs of the proposed exchange
should be directed by its cwn Board of Directors the members of which
should be elected from amcng zepresentatives of the member States of the
subregion. The main recoensibilitles of the Board should be in matters of
general policy develcpmont of the eymcnga , approval of membership
applications and enforcing discipline. The Board should also be responsible
for establishing and =mending exchomge rules. At times, the Board may act
in a judicial capacity in ccoxducting hearings involving members misconduct.
In general, it chould bz the duty of the E—Da‘:d to enforce the rules and
requlations of the exchange and to recpirc ohedience thereto from all
members of the cxchenge. In B.C«“}_\._..C“', i Boord of Directors will be

expected to:

(a) decide on any chonge in the hreds po'icies and tasks of the exchange;

(b} approve work PoognIie e Toreoosniz:

(¢) appraise the varirus zvizuintinn ecidvities of the exchange and evolve
improvenents of its o oraticas;

(d) consider and adcpt Civ2 report of _JJc Managing Director on the

expenditures end the achiewrments of the exchange.

It is also suggested that, until such Uime that camodity market associations
are well establiched in th? subregion o arroint their own directors, the
proposed interim Bozrd of Directors chould be responsible for implementing
policy guidelines and activities thet will be assigned to the exchange. In
almost all its dealings, the proposed interim Board of Directors should act
in close consultation with the contributing menbers of the exchange.

80, Initially, therefore, the infcrim Bozrd of Directors should consist of
representatives of founder mamber States. But as the exchange develops and more
and more commedity associations a2 formed in the subregicn, the permanent Board of
Directors should include all tiie chai:mzn of comodity associations so that the
permanent Board of Directors may hecowe an executive one charged with the day-to—day
administration of the proposed counciity exchange, In this way, it is anticipated
that gradually the compositicn of the Board of Directors will represent propor-
tionally the interests of commodity associations at the exchange. However, during
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the early stages of the establislment of the proposed exchange, as it is assumed
that there will not be comodity associations operating at subregional level, it
is strongly suggested that the interim Board of Directors should be composed of
mamber States of the subregion.

o1, Within the above framework, the daily administration of the proposed

exchange should be in the hands of an appointed and salaried Managing Director,
anployed with the approval of the exchange Board. The Managing Director, as the
chief executive officer of the exchange, shotld be assisted by such other officers
and staff as he deems necessary. The main duty of the Managing Director should be
to implement the policy directives of the Board of Directors. It is suggested that
there should be seven substantive departments under the Managing Director. Each
Department will be headed by a manager as indicated in the crganizaticnal chart

of the proposed exchange. Each of the above managers should have support staff
under his supervision. These managers should be appointed by the Managing Director
after obtaining approval of the Board of Directors. Thus, during the first few
years of the establishment of .the exchange, the day to day running of the proposed
exchange should be delegated to a Mznagement Cormittee under the chairmanship of

the Managing Director. The Management Committéc '¢an in turn appoint other committees
to perform various functions including separate market committees to supervise the
conduct of each commodity market.. In the long run the permanent members of the
Market Committee should be elected from the manbers of Canmodity Market Associations.

82. The organizational structure suggested above is camon to most exchanges

that are constituted as self-governing institutions. It is democratic, simple

and economical as- it allows the exchange and its markets to be onerated with the
minirmm of expense on staff salaries and office accammodations. As the exchange
will be a non-profit membership assocxation in the long-run, it should be a corporation
limited by guarantee havmg no provision for the distribution of profits or surpluses
amongst its members. It is not appropriate that the proposed exchange be profit-
making because its income will be derived solely from dues paid by its own members.
If therefore, the proceeds fram centract levies, mewbership subscription and
interest ea.rm'.ngs on capital are in ercess of the outgoings, the exchange should
make reductions in the charges on merbers so as to lower the cost of trading. Thus,
the exchange should be run in such a wey that i does not make profzt nor makes
heavy losses.

B. Ivzm-*bershig
(i)  Full members

83. In the early stages of the establishment of the exchange, it is _
assumed that the exchange will start out with few comrodities. In most cases,
when only one ccrmodlty is being traded at the excharge, the principle with respect
to membership is to start with smzll manbers and keep it exclusive, The nucleus
of this first commodity market should consist of a small band of dedicated
supporters of the establishment of commodity exchange in the subregion. The main
reason for this suggestion is that large trading volumes cannot be expected
during the early stages of the life of any new commodity exchange. The number

of traders participating in the exchange can also be very small. Another reason
for keeping initially the marbership small is that the necessary amount of
dedication or effort required to create a new cxchange may not be forthocoming
uniess the rewards for such efforts are comensurate. In the early stages of the
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estabiistment, it is an obvious fact that members must be prepared to face the«* '
risk of loosing in the carmon cause of getting a new exchange on its feet.

(ii) Associate irembers

8L. The other category of mambership, sametimes known as “"associate membership”
should be available to those who are interested in cammodity trading but are not in
a position to comit themselves to full membership. In most ccmmdlty exchanges,
this type of membership is designed primarily for those involved in trade in a
particular type of comodity. Associate menbersth, since it carries the right to
trade through full members at reduced camissions, is often considered reascmably
-cheap. , _

kiii) mltl-cormodlty exchange

85 " If however, it is deslred to establish a nultl—camndlty exchange in the X
Easterm and Southern African subregion, it would be necessary to take the followings
.mto account in des:Lgnmq the ba51c structure of the exchange,_ |

-‘_-“;;._(*_3)' In establishing a nmltx-comndlty exchange, as the volure of tradmg
, involving the various commodities could be substantial it is:necessary
to develop a strohg clearmg and guaranteemg house w1th1n the exchanqe
1tS€1f ’ i,

, (b) .In addltlon to the clearing house, it is also necessary to establ:.sh
commodi ty marketmg assoclata.cms within the exchange 1tsel‘f

{c) 1In the case of a subregional mltl—camndlty exchange, the meess:i.ty
for the above organizational structure arises from the very marked
differences that inevitably exist between the trading terms and rules
and regulations applicable to such differing oconmodities as grains,
tea, sugar, cotton, livestock, etc.

8¢. It would be unnecessarily and undesirably restrictive and complicated to try
to include rules and regulations for all of them under the aegis of one exchange.
It will be useful to have some exchange of ideas between those concerned with one
commodity and another.” That is why it was suggested earlier that the chairmen of
indjvidual commodity asséciations should be- the merrbers of the Board of Directors
of the proposed commodity exchange.

87, However, when setting up a multi-commodity exchange, in most cases differing
requiraments make it desirable that only those closely involved with each individual
camodity should finally determine the temms and conditions for trading in that
particular cammodity.

88. In addition, it is also suggested that each ccxmodity market association in
conjunction with the Clearing House, should be responsible for the orderly conduct
and disciplining of the market in that camodity. Encouraging self-redulation in
each camodity market will result in a more satisfactory operation of the commodity
market.



ECA/MULPOC/Lusaka/V/3(ii)
Page 29

59 It can be seen fraom the fc*rego*ng analysis that, if it is desired to
establish a multi-comodity exchinge in the subregion, the proposed exchange

should be divided into self-centnined units providing facilities for trading in
each of the commodities. - Fach vmit chould be administered by the. appropriate >
commodity association which shcorld be responsible for payment to the exchange corpo—
ratian ©of all costs directly attributable to Its market area and for the

administration of trading within itz om market,

90, in a mlti-comodity excnange, the main responsibilities of the various
camedity assocmtlons hculd incl'.:ie scire of the following basic: functions:

‘(g_) To prov1de txadi_ac anZ. contiract and arbitration rules;

(b) Supervision of training procedures for newly recruited floor members;

() Supervision of trading practices with respect to each cammodity traded
at the exchange;

(d) Provision of Boards of arbitration to deal vuth dlsputes, in accordance
- with the arb:.tratlm niles of the associations;

(9_)- _Gontrol of ara_lu, 4 proeactres in connexion with rules for tem:lermg,
(f) Control of discipline in the respective 'nrarketsv

B (g) Day-to—day admiristreiion end resolving of emergency situations;
(h) Control of the respective asscolations invesiments. '

These broad responsibiliﬁt__, of comrodity market associations can be
summarized by saying that thelr priiccry fimciion should be a close management of
tradmg and 1onger texm plann:e_r\g°

ol, Within the above structural framex\.aﬂ’ t z cxgyanization chart of the proposed
exchange is shown in able 3 ¢f the Away, e the proposed organizational
structure is desigred o fulfil the neads cf a o _.Jreglonal camedity exchange at

its full scale of operation:, tre rotaal mlazaeont of the envisaged Department
Managers should be resorted to aliter careful assescrent of the need to £ill each post
and keeping in view of the kuild up of actual v 3;{ load, success and acceptance of
the work of the Exchange. Tnis cseznzs that tle exchange can start out in the
beginning with a very 1im-ijt.ed rroixr of profecslional end support staff.

VIII. Exchange viability, Resources and Budget

G2 It is assumed that tlie fliiioncial v.LabJ.hty of the proposed cammodity excharge
should initially depend on the willingness of the menber States of the subregion to
contribute their share at least for the first Zow yezrs.

93. It is also assumed that the exchangs should be funded in the beginning from
merbership contributions. It is also acsumed that the exchange should adequately
charge its members for its seivices with a view Lowords obtaining complete self-
sufficiency after three to four years of operation. As the exchange will be a
non-profit organization, it is also assumed that in the course of its operations
surpluses derived from its activities will ke fully re-invested into up-grading

and expanding its activities.
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A. Costs/Benefits of the Proposed Agricultural Commodity Exchange

Oliy A cost/benefit analysis is usually made in terms of input and output data as
related to productive projects. However, the establishment of an agricultural
commodity exchange does not involve direct productive activities. Within this :
context, it may be understood that the nature of this project is quite different fram
that of other investment projects where a cost/benefit analysis can be made in

terms of the conventional input-output analysis. The proposed exchange would
merely act as a central place where actual trading in agricultural commodities _
would take place among the members of the exchange. In this regard, therefore, it
will not be possible to quantify in concrete terms the benefits of establishing

the proposed cammodity exchange. However, it may be possible to identify some fare-
seeable benefits mostly of a qualitative nature, of the exchange itself.

(é) costs

Be The estimated costs of rumning the proposed exchange during the first three
years of its establishment are provided in Table 13. The cost of operating the
exchange during the first year will be U3$695,800. This includes costs of personnel,
capital and operational expenses required during the first year. However, during
the second and third years of its cperations, as more and more professional staffs
would be required to carry cut the normal functions of the exchange, the personnel
costs and the operational costs are expected to rise to US$861,000 in 1984 and
US$1,020,150 in 1985, The total costs of establishing the proposed exchange during
the first three years is anticipated to reach US$2.5 million.

(b) Benefits

96. Though the above costs are expected to rise during the first three years of
its operations, it is worthy of note that the lcng-term henefits of the proposed
exchange could be far reaching. Though these long-term benefits cannot be quantified
in concrete terms at this early stage, it is anticipated that the establishment of
the proposed exchange would have the following major benefits:

Increascd Agricultural Producticon

97. The establislment of the prcposed camodity exchange originates from a concern
that at present the expension of trade in agricultural cammcdities among the
countries of the subregion is hampered by the inadequacy of marketing information

and other conditions such as prices cancerning trade in agricultural cammodities
among the member countries of the subregion. In this respect, the primary benefit
to be derived from the proposed exchange would be an increase in the production of |
agricultural commodities throughout the subregion. As a result of stepped up demand
for the relevant products production of agricultural comnmodities would be aimed at
satisfying not only national market but alsc the enlarged PTA subregional market.

The increase in the size of the subregicnal PTA market would eventually lead to large
scale production of agricultural camodities in the subregion.
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08. Related to the increase in prcduction tiie establishment of the exchange

would result in an additional benefit, that is, the standardization of camadities,
the grading thereof and the fixiny of contracts for the conmmodities related thereto.
Trading at the excl:ange would also encourace prompt payments at the time of
delivery. The prices of cunmcdities would be determined by open cutcry of bids :

and offers. This is expected & enszure free ccmpetl rive pricing of agncultural
commodities at thz exchange ad at the same time knild up confidence in intra-African
price detemination mechanisms,

Foreign Exchange Savincs

9. When trade in ag:*'.culturm carradities is well develeped among the countries
of the subreglm, it is expezted “hat imports of agricuitural coamodities that
orlgmated previously cutside the subregicn, would be : zeplaced by imports originating
in the ocountries of the sibregica. The bensfit derived, in this respect, would be
to encourage appropriate import ewhstitution and censequently enable countries in
the subregion effect savircs in th: use of scarcs foreion exchanigz. Though this
benefit cannot be quantifizd in ooicrote teims, iis ef fect could generally be said
to be substantial.

Develop_nan of Comaodily Maket Informaticon

100.  a¢ precent the inndequacy of up~to-dete mavket informaticn on agricultural
camodities constitutes a cericus constraint on the dovelopment of intra-African
trade in such carmodities. Thercfore, cne of the prime-y benefits o be derived

fram the proposed exchange would be the develomment and strengthening of trade
information on agriml‘:uraJ carmedities. This is becouse the exchange would be

an advertising ¢ehtre for the avaliability, pricing, supply and demand of agricultural
commodities in the subregica. I this respect, the proposed axchange would be a

focal point in p*ovidinq crmrcditv maket inforrticn.  In course of pursuing its
daily act1v1t1e=., L.ne ezchargs would collect arl disserinate informgtion as well as
other relevaent bacigrouwd Lufoymaticn cn, inter alia, trading policies and practices

which would faCJ.lltd..(-" trada betwesn countrien f tae oulwegicn.

Improvesosat in Corzeizotiy = Todlivizs
1I0l.  The prexstion of trads in eyriculivvul ~oricdities thvough the use of the |
exchargte facilities v *‘1 ~ve a furitor benz’it of develoning ecnmunications
facilities. the is borinze aconcee ond fart telecomunications systems are an
important feature cf 'cho Cperetions of the proposed cxchange, In fact, there. should
be an efficient telex facility which would comiect thz exchorge with co'mnod‘lty
buyers and sellers in all the courtries of ‘&2 subray’in. This basic requlrena‘xt
of an exchange would have the vltimate benefit of inproving the existing communica-
tions facilities in the subregicu. Telegraphic trarsfer of funds for clearing
and payments arrangerents weuld, therefcore, alzo have the benefit of developing
subregional banking cn~operation.

102, In the lichz of the <, 2t cousd be clearly seon that the proposed exchange
would confer substantial 1.)f.=r.ef1.’t:wv airthcugn the latter éould rot be quantified
preclsely due to the nature of L_h_ project involwved, In relation to these benefits,
costs seem to be relatively amll
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B. Sources of funds for establishing the exchange

103. It is assumed that, unlike other commodity exchanges, established elsewhere
in the world, the proposed exchange will not be financed initially by a private
group of prawters. A subregioral institution like this is likely to experience
its acutest financial problems curing its formative stages. Accordingly, in order .
to ensure that the proposed excliznge gets off to a good start, that member States
of the subregion should be prepared to provide a launching contribution.

104. It will also be necessarv to sulmit a project request for African Trust Funds
for the establishment of the exchange and for its first three years of operation. .
It is suggested that finance should be made available to the exchange during the
first few years of operation.

105. After the initial establishment of the exchange, since it is assumed that
the exchange will became operational, sufficient money can be raised from the
following sources:

(i) Mambership fees
(ii) Annual subscriptions ard sale of publications
(iii) Ievies on contracts and taxes on the users of the exchange for
services offered,

106 The question of the cost of mambership and the possibilities of charging
subscriptions to cover operating costs cannot be resolved at this stage either.

One does not know what the market will bear. Therefore, the member States of the
subregion should be the first contributors of funds through their subscriptions and
grants, to get the exchange started. The total cost envisaged for the first three.
years of the establishment of the exchange is about US$2.5 million. :

107 Other various sources of firnancing can include:
(i) Grants from othor develcped comtbries;
(i1) Gremts from African financial institutions;
(iii) Contributiors from other United Nations agencies.
108. In addition to the nbove sources, oil-rich African countries can also be
approached to extend a hziping hand during the early stages of the exchange. It

should, however, be streseed that the member States of the subregion should play a
leading role in finencing the establishment of the proposed exchange in the subregion.

C. Staff Requirements and Annual Budget

109. Under the above assurptiors, the following estimates of annual budget are
presented for considerations. The number of managers and supporting staff has been
deduced fram the organizaticnal chart presented in Table 3. The actual number of
required professicnal and supporting staff for the period 1983 to 1985 is also shown
in Table 10. Estimates of staff costs and other operational costs are also indicated
in Table 11 and 12 respectively. A summary of estimates of total budget required
for the first few years of cperations is shown in Table 13. According to the above
estimates, the annual budget of the proposed exchange will run fram US$695,800 in
1983 to US$1.02 million in 1985.
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IxX. conclu31ms and Reccmnem‘iatlons
A. Ccnclusions

110 The ptreoedj.ng chapters of th:l.s study have dealt with the general econamic
features of the Eastern and Southern African States with particular reference to
the praduction and marketing of agricultural commodities and, conseqlmtly, the
need for a subregional agricultural camodlty exchange

1il, In the above analysis, it was pointed out that cne major obstacle to the
expansion of trade in agricultural caommodities among Eastern and Southern African
States is the lack of lLiwGcwaciovn on the avaiiability, pricing and other conditions
concerning specific agricultural commodities including foodstuffs, to be traded
between menmber States of the subregion. It was also pointed cut that at times
particular agricultural commodities uld be in surplus in some countries of the
subregicn while cther countries are short of them. The latter countries often

buy a good proportion of their requirements of agricultural commodities from ocutside
the subregion. In most cases it has been found cut that these countries buy their
requirements even fram outside the region at great ¢ost to themselves.

112, The main purpose of this study is to consider the feasibility of establishing
a subregional commodity exchange which would assist in overcoming the above problems
and would, at the same time, strencthen trade relations in agricultural comodities
within the subregicn.

113. while assessing the nced for the establishment of an agricultural commodity
exchange it is indicated that such a subregional exchange would in many ways solve
the existing marketing information prcblem within the subregion. Tt is also pointed
out that the establishment of a comodity exchange would eventually supplement the
current marketing arrangement within the PTA.

114. The study has demonsirotod that the eccnordic and marketing advantages of
establishing such an institution are numerous. The proposed exchange will initially
constitute a focal point for the dicsemination of trade information within the
subregion. It would also provide prociacers and consumers of agricultural commodities
with continuous mariketing facility. When the exchange is fully developed merber
States of the subregion would b2 in a position to trade among themselves s0 easily
that dependence of these countries to external market will be lessened. It is also
expected to provide equitable coportunities of trading to all mamber States of the

B. Recomerdations

115, In the light of the above, the following recamendations are made:

1, that a formal agreement specifying the temms of the establishment of
a subregional agricultural commodity exchange should be formulated
and agreed by the merber States;

2. that consideration should be given to specific agricultural commodities
namely, maize, wheat, rice, meat and livestock, tea, sugar, cotton and
vegetable seeds and oils;
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that in this respect, articles of agreament for commodity associations
and rules and regulations on trade in the specific agricultural

camedities, contract specifications and temms of trade should be :
fou:m:latedandagreedupmbyt}emnbersofthe proposed agrmltural

ocmrod:.ty assoca.atlons,

that the proposed agricultural commodity exchange 'should cammence
operations as an information centre which would disseminate cmnodzty

maxket mformatlon to the member States of the subregion;

that the @cchange should by 1984 start trading in physical goods on.

-the basis of delivery either immediately, that is, "spot” or at

specified future dates, pmv1ded that trading in futures market be -
developed gradually;

thatamrluxgpartyhesetupoonﬂstamofexperts fraom member
States of the subregion to draw up an agreament for the exchange on
the basis of a suitable set of terms of reference and a timetable
for implementing this project.
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Eastern and Socuthern Africas l_lgicul{:ural Trade

Annex I

Table 1t
Total and within the Area
Agricultural Exports Agricultural Imports
Country
to From the

Total other 13 % Total other 13 %
Angola 220 4 2 50 L5 3
Botewana 25 1 1 15 0.1 1
Ethiopia_ 235 3 18 0.8 4
Kenya 290 38 13 80 16,0 20
Madagascar 185 A 2 38 1,0 3
Malawi 7 106 8 8 24 12,0 50
Mauritiug 28 8 3 o8 1.6 2
. Mozambique 200 16 g 50 5.0 10
Somalia 65 1 - 30 9,2 -
Swaziland 100 4 4 12 0.5 4
U_g'anda. . 280 13 5 20 13,0 65
United Republic

of Tanzania 290 16 6 159 o ]_.7.0 1

Zambia 23 19 8o 70 9.0 13

Sources:
A

National Trade Statistics
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Table 2: Eastern and Southern Africat Ieadigg_égg}cultural Trade
Commodity Groups (in $ US mn.) 1974 _

i P e e
Coffee. .. . .. . e - 2z 0.3
Sugar " R - B 33 Bk
sisal 192 | ) o
Cotton | o 127 e - BT T390
Tea " 118 L 3
Vegetable Oil 101 37 3647
Tobacco 97 16 16,4
Live Cattle, Sheep & Goats 70 18 26,0
Pulses . 60 8 13,3
Meat i 21 -l a2
Total of above : .1 847 132 rA g
Total Agricultural 2 312 690 29,8

Leading Import Commodity Groupings

1iti Imports of the Exports of the rts
Co 1#1es 14 countries 14 countries rta

Rice . -
Wheat and Flour - 777 Lo 17

Mze . . R nhai .- . ,54

8
0
. 21
Dairy Products 40 10
Malt 25 0
Total of above 385 39

sI' 5% 1
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Table 32 Eastern and Southern Africa: Production and Trade in Cereals
19741978 in 000 MT
Production Imports Exports
Countries
1974 1975 1978 1974 1976 1978 1974 1976 1978

Botswana 55 124 106 22 21 25 1
Burundi 699 301 293 7 11 15
Comoros 16 19 21 19 14 18
Ethiopia L,h2h 4,665 4,266 5 92 12 9
Kenya 1,979 3,230 2,928 15 12 93 80 119 181
lesotho 211 251 211 52 70 69 2
liadagascar 1,988 2,179 2,081 102 75 2£1 7 7 2
Malawi 1,402 1,248 1,554 17 43 12 42 B 11
Mauritus 2 2 2 160 137 143
Mozambique 801 756 645 62 177 191 260
Rwanda 192 234 242 3 9 3
Somalia 303 227 237 L2 123 124
Swaziland 125 104 98 15 17 17 2 2 2
Tanzania 951 1,518 1,737 431 97 184 1
Uganda 1,774 1,598 1,700 3% 17 17
Zambia 811 1,220 989 95 86 110 111 9
Zimbzbwe 2,061 1,785 1,790 79 25 24, 53 5 65

Total 17,794 19,461 18,900 1,160 1,029 1,323 307 208 521
Source:  FAQ Production and Trade year book Vol, 29, 30, 32.



Eastern and Southern Africa:

Table 41

Production and Trade in Sugar
1975~1977 in 000 Tons

Production
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Imports Exports
Countries
1975 197 1977 195 1976 1977 1975 1976 1977

Angola L0 50 60 7 45 51 - - -
Ethiopia 136 U6 135 - 7 26 4
Kenya 174 182 15 20 B2 20 1 - -
Madagascar 124 114 110 -~ 41 32 32
Malawi 68 86 98 0.1 N 45 57
Mauritus 468 731 715 - 498 551 524
Mozarbique 228 248 250 - 52 6 37
Somalia 36 29 32 13 23 5/
Swaziland 224, 209 26 201 194 214
Tanzania 110 106 114 12 21 18 24 11
Uganda 40 21 23 0.2 18 2
Zambia 85 8L 95 0.3

Total 1,733 2,006 2,033 40.4 132,2 183 849 821 879
Source: FACQ Production and Trade year book, Vol, 30, 31 and uwnofficial information,
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Table 5. Eastern and Southern Africa:

Production and Trade in cotton fibre, 1975-1977 (in tons)

D
. Countries

Production

Imports

-
D

p o r t s

1975 1976 1977 1975 1975 1976 1977
Angola 13,000 13,000 12,000 11,724 - 6,037 9,800
Botswana 1,000 1,000 1,000 838 1,772 73
Ethiopia 18,000 24,000 24,000 401 4,538 2,404 486
Kenya 5,000 5,000 7,000 2,010 3,830 2,073 322
Madagascar 10,000 13,000 14,000 - 1,742 2,177
Malawi 6,000 6,000 8,000 60 2,133 2,028 2,000
Mozambigue 28,000 28,000 30,000 17,788 16,347 6,200
Samalia 1,000 1,000 1,000 212
Swaziland 6,000 6,000 6,000 3,905 980 1,100
Tanzonia 42,000 69,000 59,000 47 39,674 57,581 40,700
Uganda 35,000 41,000 41,000 25,377 19,301 10,400
Zambia 1,000 1,000 1,000 3,900 - -
Total 166,000 208,000 204,000 2,730 113,677 94,081 73,253

Source:

FAO Production and Trade Yearbook, wvol. 30, 31 and some unofficial information.
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Table 6. Eastamn and Southorn Africa: Total quantity of imports of oils and fats]-'-/
1976-1978 {in thousand MT) ‘

Countries 1976 1977 - 1978
Angola 8 &6 47

Botswana 2 - -

Burundi 1 1

Ethiopia 3 4 3

Kenya ' 55 58 59
Lesotho | 1 1 1
Madagascar 22 13 13

Malawi 4 4 3

Mauritius , 21 20 20

Mozambique 7 4 5

Rwanda 4 X

Seychelles 1

Samalia 6 12 16

Swaziland 1 1 1

Tanzania . 27 28 25

Uganda ' 2 1

Zambia o 24 20 19 :
Total 189 215 221

Source: FAQ: African Cormodity Intelligence Service, No, 04, 1980.

1/ Including the oil equivalent of oilseeds.
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Table 7. Eastern and Southern Africa: Production and Trade in Meat, 1977-1979 Production = '000 MI
Imports = US$ 000
Pxports = USS 000
Froduction 1/ Trports 2/ Bports 3/

| Countries 1977 1978 1979 1977 1978 1979 1977 1978 1979

BAngola 63 64 66 1,400 7,500 2,100

Botswana a8 49 51 497 672 650 48,574 32,330 76,300
Burundi 22 22 22 146 129 151 - - -

Comoros 2 2 2 1,400 2,000 2,533

Ethiopia 341 344 350 18 3 - 523 300 180

Kenya . 226 2 236 7,127 3,286 4,585
Lesotho 13 14 15

Madagascar 139 144 147 4,758 6,841 7,664

Malawi .20 22 21 77 60 90

Mauritius 2 2 2 8,798 9,760 9,750

Mozarhique a5 46 46 - 4,500 - 350

Rwanda 18 18 18 87 93

Somalia 127 139 142 1,974

Swaziland 16 17 18 1,504 2,010 2,400 3,861 6,051 5,000
Tanzania 156 159 159 | 55

Uganda : 108 113 11 235

zarbia 39 38 39 1 | S

gimbakwe 189 171 147 1,200 1,500 2,000 9,000 5,500 4,500

Total 1,574 1,575 1,612 27,768 28,258 19,674 75,952 . 54,372 98,579

Source: FAD Production and Trade Yearbook, vol. 30, 33.
1/ Beef and Buffalo meat. 2/ STIC - 011 fresh, chilled or frozen meat.
3/ SITC - 011 fresh, chilled or frozen meat.
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Table Q Eastern and Southern Africa - Production and Trade in Tea

1977 - 1670 (I"L tons)

Countries- Production Tmorts Wxnorts

1977 1978 1979 1977 1978 197 1977 1078 1979
Burundi 1000 1000 1000 - 1 390 1 2u8 1 B4R
Kenya 86 000 93 000 99 OO0 5 747 7 763 B 622 75 GRR 02 282 oL o7=
Malawi 3 700 32 000 33 000 2 = - 29 9A1 36 7T 71 004
Yauritius R000 5000 & 00O 7 - - 2 319 L 420 2 99
Mozambique 17 900 15 90 16 000 - - - 12 200 10 000 11 0on
Rwanda 5000 5000 7000 - - - 5 267 = 115 L LoD
Seychelles - - - 29 L, 0 2 2 -
Tanzaniza 17 000 17 000 18 000 7 18 - 11 977 1L oR7 1R 92}
Uganda 17 000 18 000 6 000 - - - 1% 029 ] A/ 1012
Zimbabwe 3000 3000 2A000 1000 1'0007F X - - -
Total 183 000 199 020 198 000 6 238 % 827 9 £02 185 012 159 Rr1f 1652 L0

Source: FAOQ Production and Trade Yearbook Vol, 273,



£CA/MULPOC /Lusaka/V/3(1i)

Annex I

Page 9

Table §: Organizational Chart of the Pronosed Commodity Fxchange

The Boar” of Mirectors I

Managing Trector I

Public Commor'ity Aa'it  an” Clearine Rtatistical Nk ot ion Qegeare
Relation Association Investigation Tousc

N e i Nenartment Pamartmant Pomardr
an” Training Penartmoent Tenartnent Tanaper ‘
Nesartment Manarer Manaror Mana ~oy
e - ifanager anager
Hanapger

¥ Job dlescrintions of the functional Jemartments are attached to above crpmnizational chart.
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Functions of Nenartment of the Fxchange

Relations Penartnent

To supervise an® acminister all matters concerning the public relations
function of the exchange. Tts primary function is.to promote public awareness
of the vital economic¢ role fulfille! by the proposed commodity exchange and its
place in the Eastern an” Southern African States as a financial institution of
integrity and responsibility. In adition to the above function this “emartment
will be charged with the responsibility.of provicing educationa! paterials an?
services to wvarious segments of the public concerned with or intereste? in the
function an” oneration of the markets. The groups the -epartment attemnts to
reach inclyde cormercial tra’ers, bankers, commodity brolers an” the economnic
community in the subregion.

Autits an?! Investipations

(a) Monitoring the financial status of members of the exchange anr
uncovering financial weakness early enough to enable corrective
action to be taken. :

{(b) IMarket surveillance, inclu”ing the review of all iscretionary
and omnibus accounts which must be registeres with the exchange.

(¢) 4icing the Clearing House by providing information gleane” from its
review of all applications for clearing house nrivilepes.

(3) Screening applicants for membershin an® reviewing annlications
fron members.

Statistical Departnent

Maintained by all mgjor commolity exchanges. It renorts an? fdisseminates caily
market price data an? such information as any become available from governmental
anl other sources about sunnly and “emand factors.

Quotations Nepartment

Rexponsible for sunervising the instantaneous release of market nwrice
quotations over national and international wire services as well as supervision
of all price data posted on the exchange floor.

T
Research Denartment ‘

Conducts or assists in making Feasibility stuties with resnect to new
contracts that might be tra”ed and also in the analysis an? implementation of
changes to be made in existing contracts.,
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Commodity Department .

Responsible for the formation of various multi-commodity associations
and standardization of marketing practices including preparation of memorancum
and articles of associations,

Clearing House Deoarfment

Responsible for settling transactions executed on the floor of the
exchange. Charged also with the responsibility of assuring the proper
conduct of delivery procedures and the a’equate financing of commodity
trading. Responsible for acting as guarantor of contract nerformance
according to the rules and regulations of the exchange.
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Table 10, Staff establishment and budget estimates of the
Proposed Commodity Exchange 1983 to 1985
A.
Staff Establishment Grade 1983 1984 1985
Level m/m m/m m/m
Managing Director D-1 12 12 12
Department Managers P-5 36 72 84
Secretary Managing
Director P 12 12 12
Secretaries GS-8 35 72 84
Clerks GS~7 36 72 81
General Labour GS—2 36 35 50
Table 11, Estimates of Staff Costs
B. Budget Estimates
Crade Persomel 1983 1984 1985
level
m/m uss m/m usg n/m usg
D-1 Managing Director 12 72 000 12 72 X0 12 72 000
P=5 Department Managers 36 180 000 72 360 000 84 420 000
P, Secretary to Managing
Director 12 48 000 12 48 000 12 48 000
GS-8 Secretarics 36 54 000 72 108 000 84 125 000
G5~7 Clerks 36 L3 200 72 86 400 84 100 40O
GS~2 General Labour 36 21 600 35 21 500 60 36 000
Total 168 418 800 276 6596 000 336 802 400
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Table 12, Other Capital and Operational Costa
(in US &)
Itens Total 1983 1984 1985
(g_) Estimated capital
cost for office space 350 000 100 000 100 Q00 131 250
(_I_J_) Datz Processing
Equipnent 20 000 60 000 - -
(2) Stationery L5 000 15 000 15 000 13 125
(d) Office Machinery and
Equipment 85 000 20 000 20 000 39 375
(g) Telex 15 D00 4 000 5 000 6 000
(£) Transport 50 000 50 000 - -
(g) Operations and Maintcnance 30 000 8 000 10 000 10 500
(h) Travelling Costs L5 000 10 000 15 000 17 500
Total 530 000 277 000 1565 000 317 750
Table 13. Summary of Estimates
Personnel and Total 1983 1984 1985
Operational Costs
n/n uss m/m uss n/m Jss m/m Use
(a) Persomnel 780 1 917 200 1568 418 800 275 595 000 333 802 400
(b) Capital and
Operational 653 750 277 000 155 000 217 750
Grand Total 780 2 575 950 1686 595 800 276 251 000 335 1 020 150




