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Summary

This paper presents in analysis of recent developments relating to
prices of non-oil commodities and pays particular attention to develop-
ments in 198k, The paper provides both an overview of developmentq with
respect to non-fuel primary commodities In géneral and detailed informa-
tion on individual commodities.

Tn 1986 dollar prices for non+fuel commodities, as. meaqured by the
Interrational Monetafy Fund's werld index o £ commoditie ‘have -fallen to
their lowest level gince 1976. 1In real”terms,. that is, commod.tv prices
ad justed by the prices of manu‘actured' oods, . the piices ‘are 1ower"
those exnerienced at any. time since. before the %ego d?WOrld Wa '
weakness in commodity prices, which: waq:alreadv in evidence An
half of the 1980s, although. to a less
with rhe upward movemenc 0 ]

‘all
United qtates,
most Furopean: countrieq.
has had an impact o1 comm
and transport roqtq and
Ioflation in general’ continued'to ‘decking 4
Production of most agrjcultural cnmmod'tie

was cnffec.
of a qubsrantial deadline'
drnught in Bra71}. The a

the ones fur which the

in a mimber of 1ndustria'
reduce carrvover stocks
countries in export ‘markets for agrxculCuralf"”
have served cnllecrxvplv ‘to- reduce internatic
time, at least iﬁltxallv. thov have lefr. 1ncent1ve
intact. . )

The short-term nuLloox for non-fuel’ pr\marv anmod Bia
continued weakness., \npplies nf agricultural Commndltl?s shﬁw
tendency to contract in response to low’ prlccbﬁ angd: - any.te
prices of metals to increase witl contfnie to be limited. by

ency for the
large excess

capacitv. Demand for primary commodities s expected to grow dt only a
~dest rate. Thus, no significant inerease in commodity prices is expectod
in the near future unless there are unforeseen supply shocks or major

changes in the policies of producing countries,




Introduction

This study provides an analysis of recent developments relating to
rhe major non-fuel primary commodities (hereafter referred to as commodi-
ties) entering internatiohal trade. Parficular attention-is given to
market price movements (which are expressed in U. S. dollars. unless
*herwiso indicacad) in 1986 and to the factors underlying hesefmovements.

sreater dogree, fn rgal terms. Supply Eactors as well a,:- £, -
world economic activity, inflation; and exchange r?tes -are- dlscussed 1n'
the context of their contribution €0 the

with Lhe disnusqion centere'
x)k Lommndle price Lndices

food. (ommod1ties _
materials (1nclvdin; trop
rock). The study: is baeod_

ontrast Lo'the upward buovancy of prices in ‘th
ax[vr nnarlv twey dccadgs=of relative stabilitv-

short, hut seere ‘rec
prowth in 1976 and a sharp: supplv-
provided conditions which. enab;ed Teal commodlty prices to.f"'”““"
about, Y percent in 1976~77. bubsequanLly, real . commodit P :
sa that by 1984 they had nearly returried. to the 1971 72, levels..

The vears 1980-86 have been chardcterizgd by relativelv low rates-
»7 prowth in many industrial countries, especially those in }urope wide
tisetuatinns in the value of the U.S. doliar in terms of other currencins,
ceereasing rates of inflation in mest countries, and relatively high real




rates of interest. In addition, petroleum prices have tended to decline
since 1981 and fell very sharply in the first half of 1986. Over this
period both U.S. dollar commodity prices and real commodity. priges have
fluctuated around a declining trend. While the ptice decrease -8
time of the 1981-82 recesston wetre largé] :
and ecarly 1984, persistent declinés bega
through the third quarter-of 1986 (Table -
i.$. dollar in 1985 -86. haq ‘meant ‘that 2y

huen nuch greater than phos
In 1985-86 the deciline of"
than 1h U.S. dollar térms'b
values of manufactured “exj
U.S. dolkar. R

The weakness.in
The group dn5f"
movedarqggb

both produg}n
GChanges ingor
can also have
heen the c;
1nf1uence
not been: shown.

The. overall dnf
hoth-nomfhai-and_”
Fconofidc ace Y
producrion has: chelc
demand for indgs_
Inflation iIn the Industria
bx a sharp drop dn ‘the: p
of several svnthetié sub
inno»ation in tbe ptOdutf

was A ndjor f1ctnr in dopresslng prices.
policics to reduce the éxvent of price supbort--h
povernment-held stocks——have had a penerally depro
prices of apricultural cemmodities, althouph lragyed
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CHART 1

COMMODITY PRICES AND UNIT VALUES OF
PETROLEUM AND MANUFACTURES, 1980

(0 US. dollan, indicws: 198021000 N
140) dotlers, indice: 1960100

]
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Unit. valﬂes of: expoas
of minufactures E




CHART 2
COMMODITY PRICES, 1980-86
{indices: 19@::-1(!_))




Tatte Tolo wemnedily Frices in Belatf{on to Expotl Unit Values of Fetroleum and Hanufactures, l9b0-8b
(Indices: 138U=i00)
. Nominal Prices in U.S5. Dollars
________ _ Lommaditics 1/ - Export unft valuges keal Commodity Prices a/
Tndustrial Developing Petroleum 2/ Manufactures 3}/ Industrial  Ueveloping
World  countries countries Warld countries countrles
YOk =i R T 3.5 5.4 310 7.3 109.6 95,0 .
(97574 ni,d R Y h1.6 28.3 58.0 109, ? 112,03 15,1
ICETTRE T B4 4 85.5 83,2 90,% 93.9 90.2 9i.3 85,8
197 7.1 17,4 33.5 $.4 34,8 06,7 1075
e T, 7.7 1.9 b4 BT 9.9 1030
i 8.9 A1 Ih, T 7.8 19,4 9.1 13,9
7 w31 By, R 85 1.5 T 135.9 '
94 h. 4 B4 7.t 34,0 S0 b4
Pl a% 0 nilB 39,2 35.9 60,48 ¥.4
i $9.4 29,9 Ak, g g2 ' IGENE
1wl Th, o hy .8 Ra,8 alu7 '
i7H 77.h 75,4 B2 41.9
1979 941 ¥i.9 94 flab
Pk WL L 10U
jani 49 4 2.2 9.8
e Hid, 1l Bl
193 N Bi.Z
PR He,t, Ki,1
Thod in,2
G 3.0 Fi.h
Jerh #a.n Yt 91,3
it 916 9z.5 91.3
it T B4, Y 95,8
i Hi) L B 51,1 90;1
Ry 79,4 79.4 78S BY.7
il 77k 17,9 77k 8.7
T 728 i TR B5.4
74,7 74 4.1 85.6
HEE R LT 71,4 79,5 905 -'i_l-n
| I, 1 T4,k Th h 42,3
11: 6Y.3 h7.Y 714 38.3

Souress:  Commodities Division and Current Studles Divigion, IMF-Reseacch: béparimen

1. IMF price {ndex, remprisiog 39 price series for 36 non-fuel primary compoditles: Spbnﬂfpcﬁﬂi}"lc3_

vt iNF, Primary Commodities Market Developaents and Udtlook 1986, for a description of Chls indes,
St ewports nf sajor tuel exporting countries.

i vedr valae of manutactured exporie of Tdeveloped market sconeaiés " Hilred Navfons, Monthly
batlerie ot Hratdistios {New York), warfous fssues.
v eomaeiity priges derlated by vott values of maonufactures.

frcimbe mrojections tor the tinal gquarcter of the year.,




Table 1.2, Commodity Prices in Selected Currencies, 1Y00-86

SR/
U.5. Pound Deutsche French Japanese U.S. bollar
Year Dollar Sterling Mark Frang Yen SBHR Exchanpe Rate

———————— (Indices: 1980 = JQ0)~ = ~ = = = - = (Rate)

1960-69 33.3 28.6 73.5 39.1 52.8 43,3 1000
1970-79 63.3 69.9 87.5 70.% 76,9 70,6 0.871
L98L~86 84,4 126.7 112,2 136.5 84.2 98.0. 0,896

19715 37.1 36,0 74,8 48,0 590, - 8.3 1000
1971 36,2 Jaer 47,4 ' ' e 0.997,

1972 34,9 36,2 hh 4 LeT0,921
1977 A3l 59,9 LR CL0iB39
1974 76,4 759 Bl 0,832
1975 4., 01 £7.2 CuhG9T o 83, L0824

1976 CBY.b 189, 8. BSOS 9D, G L BB S
1977 6.7 1021 CH9. w857

197 # 7.6 Yo, 1) BLLY r

1979 94.1 SNE NS 94

19K UL tou.u: 00U 0L T 100,00 Loy
FURT 89.4 103,60 11z s HI0L L 98
1982 RO, 1064 . 1i3h .8 12404 ' -
19K7 65,2 SRR '

L 9Ka B, i 91,3
IVE) 5.9 0 14705
198 |/ 73,0 11406

Luga ] 89.8 WSS AFTS. 17655
b 9.6 152.% 136i6 TRULB
111 Ra 2 150.8 135.2 178.5

v BOLE  154.5 135.7 179007

TR 9.0 t4l.h  186.3

164.,9
1l 77.6 143.4 130,70 BRI
ini . 1231 114.2 te9ur :
I 7,2 1200t 105%.6 14,6 0,927

LYEO n 12s.0 99.9 1329 hh. ] 59, 0,889
i Thll Li4.2? 91.5 125.4 55. % H3.1 (.80l
111 .3 lag.5 79.8 H1.s 47.7 75,2 0,831

s . . )
Sovree:  Commodfties Bicision, [MF Pesecarch Departoment,  Commodity prices

are measured hy the IMF price iandex which comprises 32 price neries faor

B4 onor=fuel primary conandities, see Appendiz T oof IMF Primary Conpoditics
Market Developments and Untlnuk 196, tor o deseription of this index, Diita

to a “world” index, that i, to o =ingle basket of primary commoditics

retate
and do oput reviect Jditterenees o the composttion of the basket of primary

comnndtUiea feperted by ditferent countroics,

I includes projectiors for the tical guarter ot Ul vear,




{In U.S. dollars; indices: 1980 = 100)

Agricultural
Year Overall Food Beverages Raw Materials 2/ Metals 3/
1960-69 33.3 35.3 27.2 28.7
1970-79 63.3 68.2 68.3 52.9
1980-86 B4 .4 85.7 90.4 84.8.
1970 37.1 38.4 29.8
1971 36.2 39.6 29:5.
1972 38.9 42.8 33.6:
1973 63.1 77.2. 53T
1974 76.4 95.4" 55.9.
1975 64 .0 76.5 Y Y A
1976 69.4 A T3 O S
1977 76.7 69.7 IS B ARTERE
1978 77,6 78.9° S 85.6. L
1979 94.1 92,1, '? .
1480 100, 0 100,0 - 100,0
1981 89 4 . .96.8 79.3 .0
1982 80,0 82,1 79.6 -
1943 85.2 89.3 86.1 .
1984 86.6 '88.6 -100.0:
1985 75.9 74.9 . 8823
1986 1/ 73.0 65.2 L0337
1984 1 89.8 92.4 103.8 . .
1 91.5 95.2. 103.5 : _
1Ll 84.2 86.2 ‘96.8-. - . ...B6.2: -
v 80.8 80.8 Q00 83,270
1985 1 79.0 80.3 92.6 " 7756050
11 77.6 77.4 85.7 783
98¢ 72.8 70.8 81.0 75.9
v 74,2 71.2 94.0 77.8 .
1986 I 77.4 71.7 116.0 79.1 66.0
1L 74,1 68.7 101.1 78,6 65.4
Ir 69.5 60.8 98,1 75.4 64.9

Sourci: Commodities Division, IMF Research Department.

1/ 1Includes projections for the {inal quarter of the year.
2/ Includes forestry products.
K]

/  Includes phosphate rock,




reduced production may result in higher prices in the future. Finally,

the substantial depreciation of the U.S. dollar since the first quarter

of 1985, which has been a positive influence on commodity prices expressed
in U.S. dollars, has only served to keep dollar commodity prices from fal-
ling even further, as indicated by the wuch sharper declines of prices

in terms of other currencies.

a. Economic activity in major markets

Demand for primary commodities in the aggregate has historically been:
closely related to economic activity in the industrial countries. The
influence of the business cycle on derand for primary commodities, and
hence on prices, has been most ‘m -r:ant for agricultural raw materials
and metals, while demand for f . ... peverages tends to be relatively
more stable, Economic activite 'n industrial countzies,'as represented
by 1nduatrial production has . wcelerated significantl, since 19' ;

the seven major ndustrial countries declined to 3.1 perce
1986 is estimated at onlv 1 percent (Table I 4) Most

production in the United States and Japan which were very_'}gh- L
and decelerated sharply in 1985 ~864 - Growth-rates: for indu rial'produc— L
tion in Europe, which 1s more. dependenr on imported raw. materials than
is the United States, have remained sluggish throughou *the peri"d,

Although much lower than’ growth in either industrial productior or'
in real GNP in industrial _countries, consumption of primary commodities
grew by an estimated 3.3 percent in. 1984, the largest {nsrease - since
1978. Consumption growth leveled off at V.5 percent in 1985 and is.
provisionally estimated to increase by - somewhat Wore than 2 percent in
1986, Stagnant consumption” of food .and beverages in 1985 exacerba ed.-
the supplv imbalance for these commodities._but in 1986° the sharp:
tion in prices of many agricultural commodities appears t6 have®
consumption i at least some of thése commodities, TIn” ‘1985, a-
cent decline in consumption of metals. (see: Table Viol) resulted’
level of consumption of metals falling back: £o. approximately ies” 1980
level, although industrial prodiuction in . the major_industrial countries
in 1985 was 12 percent higher than its ‘1980° level.' Little change s
expected in overall consumption of metals in 1986 Thus, the " historic :
relationship bétween economic activity, as measured by dndustrial produc—: -
tion, and consumption of metals has been weakened in the 1980s. This
weakening appears to have resulted from widespread substitution_for,
and conservation of metals in tradftional uses. The reduction :in the
intensity of metals use has been influenced by advances in materials
science and by trends toward downsizing, which have been accelerated in
response to the high prices of cenergy and metals in the late 1970s.

b. Inflation

inflation has a positive relationghip with at least nominal commodity
prices--both an the supply side and the demand side. On the supply side,
intlation influences the costs of production in producing countries, while




Table D.oa. Workd Economic Activity, Commodity (onsumption and Supp'y, and Commodity Yrices, 1970-86

{(Annual percentage changes)

Economic Activity in

Seven Industrial Countries Consumpt fon Supply of Commodities 1/ Commodity Prices
Domestic of Index Index Index Nom{nal Keal
Real Industrial fixed Commodities of of of closing (in 1.5,
GNP production fnvestment Index 1/ production supply 2/ stocks 3/ dollars)
P97 1.2 L0 1.4 2.5 2.3 1.0 ~10.2 5.3 ~0.6
1971 3.3 2.0 5.8 LT 5.2 T2.3 0.9 -2.6 -7.3
1972 5.1 7.1 8.2 G 1.2 T 0.9 ~7.4 7.4 -0.8
1973 5.9 8.9 7:7 6.0 5.0 393 -6.3 62.9 38.5
1974 .2 ~1.9 -5.5 -3.2 2,2 v.5 9.5 20.9 0.4
1975 -0.5 -8.3 -7.2 0.0 -0.8 0.8 12.2 -16.2 -26.1 '
1976 5.0 8.9 5.8 5T 2.3 L3000 =3.2 8.5 8.2 -
1977 3.9 5.3 7.5 2.0 3.7 C 240 4.9 10.4 1.5 '
1978 4.6 4.8 6:9 G 46" 456 =0.9 1.2 -12.2
1979 3.4 4.9 4.7 Jol 2.9 C2.5 =5.0 21.3 6.9
1 980 Lot -0.2 2.2 6.2 -3.7
t 981 t.6 0.6 =0,2 - -10.6 -6,
t 982 -0.6 -4.0 4.9 -10.6 ~8.4
L 943 2.8 3.8 S 36 6.5 9.9
LY8A 5.0 8,5 9.4 - 1.6 5.1
1985 3.0 3,1 5.5 -12.4 -13.2
L9864/ 2.7 1.1 3.0 -3.8 -18.1

1/ Overall {ndicés constiucte
the overall price  in S R B ST T
3/ Production plus-beginning of year stocks
-3/ End-of-vear-stocks. L
4/ Provisional estimate




on the demand side inflation influences the prices of substitutes for
primary commodities. Inflation, represented by the GNP deflator in
industrial countries, decelerated substantially, from 9.3 percent in
1980 to 3.6 percent in 1985, and is estimated to decelerate further in
1986 to 3.1 percent {Table 1.5).

~The sharp dec!!ne in petroleum prices in 1986 has had a m:rked
influence on {rnflation, In addition, the decline has affected comnodity-
prices more directly through its effects on production and transport
cests and on the prices of petroleum~basad synthetic substitutes for
primary commodities (e.g., tubber, cotcon. and jute). Other factors
bave also served to reduce production costs for primary commoditiesy
Low commodity prices have forced adjustmentb aimed at cutting costs
an effort to reduce losses, Some htgh cost producers have hadlto cease
nperations altogether in the case of metals many producerq -

aHLL to ac?iev: significant reduct10n= An- the operating costs of

remaining operations. In addition. in: TECEnt years. there has oeen a
shift in the location of produgtion ‘to lower cost producers '
zases to the developing Lountries.

Furthermore, the low ihf”aﬁion'fnvironment and -the bleak 0uc1
for commodity priccs,.gombineﬂ-with ‘historically hign real. rates. of
interest, have served to weaken 'the SpeCulatlve demand for primarv o
rommodities. This is in marked contrast.to the 1970s. when high
inflation, negative real rates: of interest, and generally increasing
commadity prices resulted in a sharp rise 1o speculative demand’ not:
anly four precfous metals-~the t aditional hedge agalnst 1nflat10n--but
aiso far a number of other commodxties. :

¢.  Supply of commodtties

in attempting to explain the . influence of 5upply on commodity
pr;keb it is useful to dis nguish bétweer the. factors. influenc1ng:the
prices of agricultural commodi€ies and the prices of metals.= Sup vy
has a dominant influence on agricultural- prices since 1o the ishért run’: - .
apricultural production can be controlled less easLly_than_;he_prqductLQH:
of metals, and demand, especially in the case of food and bévéragksh'iS'
relatively stable. : ,

in 1943, overall food prices advanced by nearly 9 percent when

adverse weathev, with drought in many parts of the world and excessive
raing cisewhere, was a major factor leading to a reduction in the
production of most food commodities. A group index of production of
food commodities, constructed by using the same welights for lndices
of oredyction of individual food commodities as in the IMF group price
indﬁa, shows o decline in production of food commodities of nearly

percent in that year {(see Tahle 11.1). In 1984 the situvaticn was
rv;urqmd and the proup index of productian of fuod commadities shows
i igorease of nearly ¥ percent. As similar increases were recarded in

e rroduection of mest beverapes and agricultural raw materials in 1984




Table 1.5, World Inflation and Commodity Prices, 1970-86

(Aanual percentage changes)

o Uomestic Prices in Seven lndustrial Countries Nominal Prices in U,$5. Yosiars Real
“Counsumer prlLL index GNP deflator Export unit values Commodity
Year Unadjusted In U.S. dotlars Unadjusted In U.S. dollars Commoditics Petroleum Manufactures Prices 1/

1974

fon

5.7 b. 6.4 5.3 3.0 6.0 -0.b
1971 4.9 6.1 1.2 ~2.6 20,0 5.1 -7.3
1972 4.3 8.4 9.5 7.4 16.4 8.2 ~0.8
1973 7.5 12.3 12.5 625 40.0 17.3 38.5
1974 3.3 1L.0 9.3 20,9 225.8 20.5 0.4
1975 0.8 11.9 12.0 ~-16.2 5.1 13.3 -26.1
1976 7.8 4.1 4,0 8.5 6.3 0.3 8.2
1977 7.9 9.4 9.1 0.4 9.4 8.8 1.3
1978 6.9 15.0 15.4 L2 0.4 15.3 -12.2
1979 9.3 1.0 5.9 2.3 45.9 13.5 6.9
1950 2.1 12.2 9.3 9.4 63.6 10.4 -3.7
1981 9.9 2.7 8.7 1.6 9.8 -4,7 -6.2
1982 6.9 -0..1 6.8 ~0.2 ~4.3 ~2.3 -84
1943 4.4 1.6 4,5 .7 -11.4 -3.1 9.9
1984 A 0.4 3i8. =01 ~=2.4 -3.3 5.1
19385 3.8 2.5 36 223 =403 1.0 -13.2
1986 2/ 2u 16,8 “3.1 1852 ©65,7 17.5 -18.1

Sources:  Commodities Division andeﬁtrgﬁt SthLeSvDLVisién,.IMF R¢séarCh:Uroartmgntu

1/ Commodity prices deflated by unit values of: manufa'
)/ Provisional estimates. g
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an index of agricultural commodities (food, beverages, and raw materials)
shows an increase in excess of 8 percent in 1984, by far the largest
increase in the 25 years for which calculations have been made. This
increase triggered the price decline for agricultural commodities, in
most cases beginning in the third quarter of 1984,

Supplies of agricultural commodities {production plus opening stocks)
increased by a cumulative 8 percent in 1984-85, the largest two-year
increase since at least 1960. The agricultural commodities for which
prices declined the most in 1985 were the commodities for which supplies
increased by the largest amounts in 1984-85. For example, the prices
of vegetable oils and protein meals fell by 25 percent in 1985 as supplies
rose by 11 percent in 1984-85, cotton prices declined by 22 percent as
supplies rose by 29 percent, and tea prices fell by 43. percenc as supplies,
increased by 1! percent.

Apart from the short-term. 1nf1uences of favorab'e growing conditions,f
the large increases in agricultural supplies in recent ‘'years are due:to. .-
several factors. Some industrial countries,. which are major produc
of tempers.e products; notably food, continued to subsidize agricul
production in spite of declining prices, with. the result. that .agric
surpluses have increased. further. Production increases ‘have also r
resulted from other long-term factors such as’gains in- productivity
the lagged response in production tapacity to the high real prices P
vailing in the mid and ‘late 1970s.  1In addition, adjustmenr policies
pursued by many developing countries. in ‘many: cases” in_the wake of -
serious food shortages, have had the effect of: increasing production of
agricultural commodities. : : )

Production of metals -can-adjust more quickly than production off
agricultural commodities to decreases 1n dema”d and;, provided there. 1s R
sufficient excess capacity, also to increases in: demand;% In3the 19805.
production has tended to stagnate in line with: consumpt:on of metal ‘
However, mining capacity. adjusts more slowly ‘than* produccion of met
As a resvlt, the markets. for metals in the. 1980s have been affected by
the large unutilized capacity that has developed ‘since the mid= 19705‘35 _
production moved to adjust at first to . .a7slowing of growth iu. consumption
and then to stagnation in consumption. Thls large “unutilized - ‘capacity -
prevented prices from rising even when consumption of metals tncreased inﬁ-
1983~84, and added to the downward pressure on-prices when' consumption of
metals decllned in 1985,

d. Policies of producing countries

Over half of world agricultural expocts (excluding beverages) is
accounted for by the industrial countries, and for some commodities
(e.e¢., wheat and maize) the share of industrial countries is much higher.
Most of these exports originate from farmers who are protected in varying
deprrees from adverse developments in world markets. 1/ Policies put in

17 See “Agricultural Trade Policies,” Chapter IV in Trade Policy
Issues and Development, Occasional Paper No. 38, TMF, July 1985,
pp. 36-71.




place in the 1970s and in the early 1980s that strongly encouraged
increased production are only recently being re—examined in light of
the excess supply situation that has characterized world agricultural
markets since 1984. Part of this excess supply undoubtedly was a
result of the very policies that insulated farmers from the sharp price
declines that ve occurred since 1984,

In developing countries, on the other hand, domestic -agricultural
prices have historically often been below world market prices for varicus
reasons (e.g., to provide government revenues, to keep domestic food _
prices low). In recent years, however, many developing countries have .
implemented policies to allow doméstic prices to approximate more closely
world prices in order to encourage tincreased production. These dévélop~
ments, in combination with continued. adoption of- improved inputs and
higher-yielding variéties, ‘have encouraged higher production.

In the past, policies to %upport producer prices and incomeq in
the United States and -the EC have resulted in- increased productio'
a number commodities: cereals, cotton,; oilseeds, sugar, meat. a
dairy products. The movement of large quantities of cereals, co

modities at relatively high levels.'jl - €
comparatively high prices 1in ‘the EC and :U.S% market -
effect of reducing the price. for . sugar ‘traded on the. Eree
High sugar prices in .the Europtan Community and the Unite
led to increases in domestic sugar’ production while :at the  sane td e
depressing consumption. As a consequence, net 1mports of .sugar have
declined. 1In the case of:‘the United States. this decline. is. reflected
in progressively lower import quotas andin t} _ -
Community by a maintenance of imports increasi gly offset by exports.

Policy changes- resulting from the 1mp1em'" etion of the 1985 u. S
farm bill (officially called the Food Security Act of 1985),, which sets
U.S. farm policy until- September 1990 - ware expected £0 exert. ‘downward |
pressure in 1986-87 on world market prices of- commodities in: which the
United States has a major share of world trade and t6. have an indirect:
effect on some commodities which are rlose substitutes. ~The 1985 farm’
bill attempts to make U. farm policy more market- orient and. thereby
reverse some of the effects of previous policies which, primarily through
high price supports, had tended to make U.S. agricultural -products less’
competitive in world markets. Perhaps the single most impgrtant featute
of the new farm bill concerns the price support “loan rates”, the prices
used by the Commodity Credit Corporation to determine the value of stocks
of crops held as collateral against loans to farmers. An attempt has
been made to link loan rates more directly to market conditions through
a formula tying them to past market prices. In addition, the U.S.
Secretary of Agriculture has the discretionary power to reduce loan
rates further if world prices or market competitiveness warrant such
reductions. The bill protects farm incomes by treezing “taryet prices”




at 1985 levels, for two years in the case of wheat and feed grains and
for one year in the case of cotton and rice. Farmers participating in
the program receive deficiency payments calculated on thé basis of the
difference between target prices and market prices. Nominal target
prices can decline by only 10 percent over the 1ife of the bill but

loan rates can decline much more sharply. Though the bi}l makes acreage
reduction programs mandatory and provides for an acreage consérvation
reserve of 40-45 million acres, the impact of the bill on reducing
supplies, at least in the short term, is. expected to be quite. 1imited
because the income ptétection prov1ded by relatively high target: prices
are expected to provide strong incentives to maximize yields on;permitted
acreage. )

cereals, soybeans, and cotton. Supplies available for export f
bnited States are likelv’ _ ncrease becausezthe lower loan ra

considerations portend-f'
and cotton. -

(kpected to become 1ebS stable than they 14!
yvears., : o

3.

1987 or serious trost damage in 1957 1n:
to fall throughout 1987

prices in 1987 are still expected ta remain 1 5 percentﬁbeL
level. :

The recovery in the prices of agricultural raw materials and métals
in 1987 1s projected to be stronger than that of food whose prices are
expected to be restrained by the effects of large supplies. Moreover,
the prices of agricultural raw materials and meétals should be~more
influenced than the prices of food commodities by the projected recovery
in world economic activity from the notably decelerated growth in 1986.
As a result, the real prices of these two groups of commodities which
are used as inputs into industrial production should remain steady in
1967, while real food prices are projected to continue to decline and




real beverage prices to fall after their rise in 1986. Other ftactors
Iimiting commodity price increases in 1987 are the expected continuation
of low rates of world inflation and the expected continuation of petroleum
prices at much lower than in the early 1980s.

4, Export Earnings

Earnings from exports of non—fuel primary commodities in the period
1981-83 have fallen far below the level of 1980 and are expected to
fall further in 1986 and 1987. Total earaings, in terms of U.S. dollars,
of 18 leading cormodities fell by 5 percent in 1986 (Table 1.6). An
aggregate index of volumes of exports for the 18 commodities shows little
variation over the period 1980 to 1986 with volumes ranging between a
low of 9Y.4 in 1981 and a high of 10U3.2 in 1985 (Table 1.7). Consequently,
the general decrease and the year-to-year variabflity in aggregate export
earnings from commodities was attributed almost entirely to prices. This
conclusion is supported by the movement in an aggregate index of unit
values. The movement of this index in 1980-86 closely mirrors that of
the index of earnings.

Although the aggregate index of volumes of exports of commodities
has been stable :n the 198Us, there has been a large shift in the origin
2f these exports. Aggregate volumes of exports for industrial countries
nave fallen by about & percent while those for developing countries
have increased by about 11 percent (Table 1.8). Thus the decline in
earnings from exports of commodities by industrial countries has been
preater than that of developing countries on account of the change
in market shares.

In 1985, total earnings from exports of the 18 primary commodities
declined by 11 percent from the level of 1984; all of this decline
was accounted for by the decline in unit values. The decline affected
the earnings of 14 of the 18 commodities, all excent coffee, cocoa, iron
ore, and tin, for which only modest increases were recorded. Estimates
for 1986 indicate a further 4 1/2 percent decline in total earnings,
almost all attributable to price falls. Exceptionally large decreases in
earnings~—in excess of 20 percent-—are projected for maize, soybean oil,
palm o0il, cotton and tin. Small increases are projected for soybeans,
hardwood and natural rubber, while larger increases are projected for
soybean meal and aluminum. An exceptionally large increase is projected
in earnings from exports of coffee~—nearly 30 percent. For developing
countries, coffee is by far the leading source of export ecarnings from
non-fuel commodities (Table 1,9) and the increase in coffee earnings
served to mitigate the etffects of downward price movements on the carnings
of ma-y individual developing countries. As a tesult, total ecarnings
from the 18 leading commodities by developing countries are estimated in
1986 to fall by only 2 percent compared with a decline of 8 percent in
the earnings of industrial countries from the export of these commoditics.
The continuing decline in market prices for commodities during 1986 and
Tack of any eign of a major reversal in 1987, sugpest that owpart earnings
from commodities are likely to decrease further in 1987,




Table 1.6. Export Earnings from Major Commodities, 1980-86

(In billions of U.S. dollars)

Calendar Years

1980 1981 1982 1983 1984 1985 1986

Tatal 18 coomodities 128,92 120.53 105.25 108.80 112.86 100.56 95.95
Industrial countries 1/ 59.10 58.67 49.62 50,15 50.68 42,90 39.39
Developing countries 60.62 53.42 46.95 49,92 54,12 494,85 49,02
Non-Fund members 9,20 8.44 8.68 8.73 8.06 7.81 7.5
Cereals

Wheat 18.67 20,04 1B.15 17.92 18,17 15.92 13.74

Maize 12.01 12.23 8.94 9,84 10.20 9.24 6.60

Rice 5.05 5.78 4,15 3.61 3.79 2.98 2.68
Supdr 14.71 14.75 11.43 10.82 10.12 9.26 9.25
Vepgetable oils and

protein meals

Soyheans 7.10 7.39 7.03 6.80 7.21 5.64 5.75

Sovbean meal 4,22 5.05 4.43 5.19 4,38 3.67 4,29

Sovbean oil 1.99 1.88 1.64 1.81 2.86 2.05 1.04

Palm ofl 1.93 1.6G 1.60 1.69 2,78 2.51 1 .44
Beverages

Coffee 11.67 8.07 8.99 9.24 10.63 10.85 14.05

Tea 1.66 1.58 1.39 1.67 2.50 1.59 1,41

Cocoa 2/ 31.83 2.95 2.51 2.45 3.36 3.37 3.23
Agricultural raw

materials

Hardwood 7.48 5.33 5.26 5.49 5,20 4,52 4,36

Cotton 7.82 7.38 6.36 6.47 6.86 5.60 4,36

Natural rubber 4,30 3,32 2.45 3.29 3.49 2.61 2.77
Metals

Caopper 3/ 8,45 6.32 5.69 Y 5.23 5.15 5.7

Aluminium 7.98 6.96 h.34 7.92 7.64 6.91 8,28

II'UTI T 7.13 7.37 6.9() b-23 6-()7 6-73 ")-6{)

Tin 2,92 2.53 1.99 1.84 1.77 1.96 .83

source:  See tables on individual commodities in Sections LI to V.

Covers Z1 countries as defined in the IMF, International Financial
statistics.

2 Exports of countries producing cocoa beans.

KN taparts aof capper bllister and refined copper.




Table 1.7, Indlces ot Earnings, Yalumes and Untt Values
for warld Exportes of Malar ‘uasodities, 198u-Bb

(Indices: 1980=100)

farning Share
in Total tor
18 Commod{ties
in 1980 Calendar Years
(1n percent) 980 1981 (982  198) 1984 1985 1986

Earnings ({n terns

ot U.S. dollare) 10U.U  100.0  93.3 Bi.b 844 BLS 1800 74,3
Wheat 18,9 100.0 197,3  97.2  9.0  97.) d5.) 7).
Matze 9.1 1.0 Vil.g 74,4 81.9% Bs.9 ih,9 5.0
Rice 1.9 1000 114,58 u2,2 71.5 1%.0 9.0 3.4
Sugar il.6 1), 0 10D} 7 s 58.8 61.0 62.9
Sovbeans 5.5 10,0 10401 99,1 95.8 1ul,S 79,4 ¥1.0
sjoybean meal 33 Wh,0 o 19,7 tov.w 1238 103,80 B7.0 10L&
Soybean otl 1.9 0L 94LYy 8204 9L 1a3,2 D8 52.%
Pala oll i.5 tu0.0  B2.9 0.9 B7.6 lu&.tr 1302 V4L
Cottee 9.1 100.0 69.2 2.0 19,2 3.1 93.0 130.4
Tea 1.3 1.0 .2 83,7 1v0.% l50.6 5.8 B4.9
Cocos 3.0 100.90 P10 85,5 ea. B2,7 EB.D 84,)
Hardwood 5.8 wo,0 0 1LY Y 1L E 69,8 B0Le 810
Cotton L 100,90 94,4 8L,y 4.7 4.7 1.6 5%.8
Katural rubber 3. 199.0  71.2 0 31,0 7H.S BI.Y2 80,7 bA.%
Copper bt IN0.0 W B ALY T 4109 w09 80,0
Aluatnus LI 140,02 87,2 b Y 99.2 98.7 86.6 103.8
fron ore 5.5 100.0 1034 95,8 87,4 9. a4 92
Tin 2.3 100.0  Bb.6 64,2 3.0 s0.6  b7.1  28.4

Volumes 1/ 100.0  99.4 100.1 101.9 102.4 103.2 103.1
Wheat 100,90 (06,1 105.8 t1Y.6 116.9 [12.B 117.)
Malze 194,60 98,1 372 A5.9 85.) BY.S 74,7
Pice 0.0 109.9 9.1 89,2 9.2 91,9 931.8
JuRAT 1G0T 19,2 I 198,07 10).6 e93,) 99.3
Soybeana 1044 97.% Jul,a 93.9 5.9 Ya, s 103G
Soybean ~rgl 100.9 112.9 112,48 128,07 118.3 129.8 132.9
Soybean o1l 10U.9 09,4 06,3 112.% 1235.0 LIl 96.9
Pala oll JEVAND) 49,1 10%.7 L.y 121,31 te0ct 18b.b
Coffee St I VIR YR I S T TR S S0 T B . P T B 4
Tea i Gooton? LRI A r 0 R N Y S R . LB DS Y}
ncns t 0. IRR.e 1ubLe 112,05 12101 12s.)
Hatdwood FI0 L4 B, ? a1,y HI.s 79.1 1.9 .0y
Cntton o, 0 98.6 91.9 ¥9.4 B?.9 43,2 B9.s
Natural rubbar inv.o 9.5 93.3 103.6 108.8 109.1 140.0
Copper 0.0 91,1 95,3 102,37 94,2 %%.0  90.9
Aluminua g0 98,0 1DB.2 122.4 114} 120y i
[ton otwe 150.0 5.6 85,7 40,8 95.¢ 98.6 93.9
Tin 100,09 16a.s  Ab,S A6 Ha. B 99,4 1.0

Uniz values {{n terms

ot U5, dollarsl 2/ 190.0 0 9.1 41.% Rl1.8  85.4 5.6 11.2
wheat 1No.n 1010 31,9  #%.)} 412 6 2.7
Mafze g ed.e 85,30 99,1 99.% %K .9 Ti.n
Rice 100,09 11,6 84.} w2 L ke hL I
Sugar 10 Pl he,2 58,1 L1 43,3 3.3
Soyheans 100,09 10,9 92,7 9.9 1uS.R B 8.4
Soybean neal thn.n 106,50 94 95.4  89.3 s°.0  T1.4
Soybean oll 1 L 1.5 40,9 115.9 9.4 Y4,
Pale ofl LG 91N 1.4 8.6 118.7 A81.) 19.9
Toffee AR BTN b ) .7 9.4 8.y T8
Tea 10,0 9%.h 85,7 a5 1239.4 Az.2 a7
Cocoa LG B P $9.4 &t} ‘8.0 1.y wle
Hardwood LGN Am, 4 LS 34.9 47.9 L] 5.9
Cattan Puh, e 8.9 2.3 KR LIRLIE P
Natural rubber 51,7 hi,n IR Tak 33.% bLIS )
Lapper LY AN 9.5 by LS LI
Alumtnun R9.0 i “1.9 wi.? HhY.n 8.2
itan ore tum, 2 FiV,) (DBLL 4.1 95,17 91,4
T{n 2.9 %R LR} LR T Y 6,9
Srurce: See tables on {ndividual commoditics In Sectlons Il ta V.

1. Azgregate index of valumsen ~onatruycted by weighting valume (adiceq for

vidual ruoomndities by thedr respecti v ¥ expnlogy shares,

2. Aggrezate tadex of unit values -onstrurted by Alviding agRtegate inden
ot earaings by aggregate {ndex of valumes,
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Table I.8. 1Indices of Aggregate Earnings, Volumes and Unit Values for
Major Commodity Exports for Industrial Countries and for
Developing Countries, 1980-86

(Indices: 1980 = 100)

Cale r va
wale r ye
1980 1981 1982 1983 1984 1985 1986

Earnings ({n terms of
U.3. dollars)

World 1/ 100.0 93,5 81.6 84,4 87.5 78,0 74.5
Industrial countries 100.0 99.3 84.0 84.9 85.8 72,6 66.7
Developing countries 106.0 88.2 77.5 82.4 89.3 82.3 80.9

Volumes

World 1/ 100.0 99.4 100.1 101.9 102.4 103.,2 103.1
Indugtrial countries 100.0 98.2 96.9 97.4 97.0 94,3 96.3
Developing couatries 100.0 100.7 101.7 106.4 108.3 113.1 111.3

Unit Values (in terms ¢f
U.S. dollars)

World 1/ 100.0 94,1 81.5 82.8 B5.4 75,6 72.2
Industrial countries 100.0 101.1 86.7 87.2 88,5 77.0 69.3
Developing countries lo06,0 87.6 76,2 77,4 82,5 72.8 72.7

Source: See table on individual commodities in Sections II to V. Aggregate
of individual commodities in accordance with earnings share in total for 18
commodities in 1980 for world, industrial countries and developing countries.

1/ Includes non-Fund members.




Table 1,4, rage Annual Fxport Faraings of Indost beve loptoy
Countries and other Countries, [YRU-8H
Average Earnings shares
Industrial Developing  Non-Fund Industrial beveloping  Non-Fud
Total countries 1/ countries mnembers countries 1/ countries monbers
~~=-= (In btllions of U.S, dollars) —-~---  —=—-emo-—m- (Perocencapes) ====-=--
Total 14 commodities 110.42 S50.06 52.01 8.35 a2 a7 i
Cereals
Wheat 17.52 15.46 1.52 0,54 4] 9 3
Mafae 9.87 7.83 1.94 13,095 79 20 H
Rice a.Gl 1.67 2,24 .10 42 Sh .
Supar 1i.47 £.95 3.83 4,69 26 33 “
Vegetable olle and
protefn meals
Saybeans h.71 5.47 .24 - 82 18 --
Sovbhean meal [ ] 2.38 2.04 -= 53 47 -
sovhean oil 1.90 .19 u.71 - 03 37 -~
Palm oll 1.94 - 1.94 .- ~-- [§%L8 -
Beverapues
Coffes 1o, 50 -- 167, 3 a,ti - 29 i
Tea 1.69 ~- 1.6Y -— - Lind -
Coeon 3,140 - 3.0 -- -~ 100 -
Agricrultural raw
materials
Hardwoad 9.40 0,85 4,43 a2 L LN -
Cottun b 410 2.22 3.00 1.18 15 47 1H
Natural Rubber 3,148 - J. iR - - fun —--
Metals
Lopper h,Ub l.BS 406 ot 3 tl 2
Aluminum 7.43 i RY 1.71 PN} 4] 2 IR
Iran ore 6,81 2.498 3015 .68 /A 4t jit
Tin 1.97 G.22 .75 - 11 4y -

Source:  See tables on individual commodfities {n Sections 1] and V.,

1/ Covers 21 countries as Aefined {n vthe IMF, L’LL‘"'.'_'_".H_!_';L‘":?_LE “"'”.’31':'.&_“.1_, =
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II. Food Commodities

The index of dollar prices for food commodities in the first three
quarters of 1986 averaged 29 percent below the average for the first
half of 1984 and 33 percent below the average for 1980 (Chart 3). 1In
1983, a variety of factors, many weather—-related, which are described
in the discussions on individual food commodities in this section, led
to a reduction in supplles of food commodities and to a temporary
reversal of the downward price trend which had begun in the first quarter
of 1981, However, production of food commodities in the 1984/85 crop
vear increased by a particularly large amount and stocks accumulated
with the result that from mid-1984, the downward trend in prices resumed.
A further increase in production of food commodities was recorded in
the 1985/86 crop year and the stock build-up was even greater than in
the previous vear (Table II.1). The downward trend in the prices of
fonod commodities was reinforced in the first half of 1986 by changed
policies concerning agricultural price supports, particularly in the
United States. The changes in agricultural price support policies have
resulted from an increasing unwillingness in industrial countries to
maintain large, and increasing, carryover stocks of food commodities and
have led to greatly increased competition for export markets. These
events have caincided with a growing self-sufficiency of food supplies
in many developing countries and a number of years of generally favorable
wecather conditions for food crop production in most major producing
regions.

i Cereals

Prices of the three main cereals in world trade--wheat, maize, and
rice--remained at relatively low levels throughout 1985 and during the
first half of 1986 on account of abundant supplies (Table 11.2), Further-
more, during the first half of 1986, cash prices and futures prices in
contracts for the nld crop (1985/86) remained well above futures prices
in contracts for the new crop (1986/87), mainly because of a sharp reduc-
tion in the U.S. price support loan rates for grain Iin the 1986/87 market-
ing year. The tight "free supplies,” resulting from record amounts of
arain tied up in government-held stocks in the United States, also
contributed to the unusually high premiums recorded by cash and old crop
futures contracts over new crop futures contracts. The ample supply
situation, including the large level of world cereal stocks and the
prospect of another large world cereal harveet in 1986787, has led to an
intensification of competition amongst the major grain exporters which is
expected to exert further downward pressure on cereal prices in 1986/87,

A oincrease in yields has been the main source of the growth in
world grain output in recent vears. While yprain yields have increased by
over St opercent trom the 1960s to the 19BUs, the total area harvested
increased by only 9 percent (Table [1.3). These productivity gains were
arhivved by the use of high-vielding varieties aund the greater use of
complementary inputs such as fertilizers, irrigation, and pesticides.

tovernment policies have played a major role in the {ncrease in world




CHART 3

FOOD COMMODITY PRICES, 1980-86

{in U.S. dollars, indices: 1980= 100}
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Fable 1oL, Food Commodity Prices and Selected Underlving Factors, 19/0-8b

(Annual percentaye changes)

Food Commodity Prices Real GNP GNP Deflator in Seven Supply ot Food Commodities 1/ Index of
CNomiual T in Seven Industrial Countries Index of Consumpt fon
(e LS., rdusteial (In U.S. Index of Index of closing ot Food
Year dolbars)  Keal 2y Countries Unad justed dollars) production supply 3/ stocks 4/ Commodities Ly
1974 p - .8 1.2 6.0 6.3 2.6 u.7 -23.3 4.4
19/ 1 3.3 -1.7 3.6 5.7 6.9 7.1 2.7 4.6 2.5
1972 Bt 0.2 5.9 5.1 9.2 -0.1 0.4 -17.4 3.1
P97 B4 hi.8 5.9 7.8 12,6 9.4 6.4 14,1 7.0
1974 2s.n 209 0.1 1.7 9.4 3.4 -1.9 -0.9 4,1
1975 -19.8 =29.2 ~U.b 1.0 12.0 6.3 5.6 Ib.4 4,7
196 -6,z -h.H 5.1 7.8 4.0 4.5 5.3 14.0 5.4
1977 2.8 -0, 7 3.9 7.6 9.. 2.7 4.0 3.3 4.6
1974 3. 1.7 4.6 7.3 15.5 7.7 6.9 12.9 7.U
19749 Ib.6 2.7 3.3 8.2 9. 2.9 3.9 1.0 4.7
198 H.h ~l.b 1.1 9.3 9.4 -1.0 .8 L.g -2.2
1981 ~-3.2 L.b 1.6 8.7 1.5 4.1 3.8 9.5 3.4
1982 =150 -13.2 ~}. 6 6.9 0.1 4.9 5.5 14.8 4,4
198} B.7 12.2 2.8 4.5 1.7 -3.8 -1.2 -t7.0 0.8
1944 -0, 7 2L 4.9 4,0 - 7.9 4.5 21.1 2,2
1R 15,5 ~1t,3 2.7 3.6 2.3 1.6 3.7 23.7 0.6
19KRn 9 -9, =223 2.6 3.1 16.3 1.7 4.3 9.3 3.8

Sourcers:  Commodities Division and Current Studies Division, IMF Research Department.

1/ Group indices constructed using same weights for indices of individual food commodities as in group price
index.

J{ Berlated by unit values of manufactured exports.

3/ Production plus beginning of year stoLkb.

&/ Eaad oot {crop) vear stocks.

Y/obrovisional estimates.

ol
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Table 11.2. VPrices of Cercals, 19600-86

(In U.S. dollars a ton)

Year Wheat 1/ Maize 2/ Rice 3/
1960-69 62 52 161
i970-71 118 95 285
1980-86 153 119 310
1970 55 58 143
1871 62 58 130
1972 70 56 150
1973 140 97 297
1974 180 132 542
1975 149 120 363
1974 133 112 253
1977 103 95 272
1978 128 101 369
1979 160 116 334
1980 173 126 A2
1981 175 131 483
1982 164) 108 293
1953 157 136 277
1984 152 136 252
1985 136 112 217
1986 4/ 115 85 213
1984 1 152 142 254
Ll 154 La7 255
111 152 137 266
v 152 117 234
1985 1 147 120 222
[1 138 118 223
11 126 108 210
1V 132 104 215
198n ] 132 104 229
1 19 95 202
1] 1403 75 210

Source:  Comaodities Division, IMF Kescarch Department,

i oSy Noo b, hard winter wheat, avdinary protein, Fooob, Gulf of

Medico ports,
P0S. Noo O, vellow corn, foouh. Gult of Mexico ports.

“

T Thai white milled rice, percent broken, t.o.b. Bangkok,
4

ineludes projections tor the final gquarter of the vear,
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fable I1.3. Cereals: World Supply and Utilization, 196U/61-1986/87

Stocks/
Utili-
Area Ending zation
Harvested Yield Production Utilization 1/ Stocks 2/ Ratio 2
(In millions (In tons
of hectares) per hectare) —-—-- (In million tonsg)-~———==w-- (In percent)
1¥nii b~
1909/ 714 660 1.43 945 942 183 19.4
197371~
1979780 700 1.83 1,279 1,278 177 13.8
1Y8U/B i~
19836/47 719 2.17 1,560 1,538 255 16.6
97T 671 [ .b4 1,103 1,144 165 14,4
1971 /72 6841 1.73 1,197 1,179 183 Ia.5
1972773 674} 1.73 1,161 1,201 143 1.9
1973 /7% 698 1.82 1,273 1,266 149 1.8
1974/ Ty e .74 1,21 1,224 150 1.4
1975/70 717 1.74 1,247 1,237 148 12,0
1976/77 719 .90 1,363 1,310 201 15.3
197778 717 .80 1,337 1,337 201 15.0
1975/79 717 2,04 1,466 1,436 231 16,1
19798+ 713 2,00 1,427 1,450 207 4.3
YR/ 81 Fl4 2,00 1,447 1,452 197 13.2
198] /82 736 2,04 1,498 1,461 229 15.7
1942 /53 719 2,15 1,543 I,509 263 17.4
1YK3 /8BS 708 2,16 1,484 1,554 193 12.3
1984 /85 716 2.30 AN YA 1,395 242 15.2
1989 /8B 4/ 717 2.3 1,664 1,987 319 20.1
198h (87 5/ 711 1031 1,048 1,618 350 21.a

Sonrce: U8, Department of Agriculture, Foreign Agricultural Circular:

1/ For countries for which stocks data are not available, utilizatinn
cStimares represent Tapparent” utilization, j.e., Include annual stock level
adjastments,

2/ Stocks data are based on an aggredate of differing local marketing vears
and should not be construed as representing world stock levels at a fixed point
in time. World stock levels have bheen adjusted for estimated vear-to-vear
chamies in H.S.S R araio stocks, but do not purport to include the absalute
Towe] of HUS.SUK, vrain stocks, Data do not include stoecks in China, in some
sountries in kastern Rerope and din some ather countries for which stocks data

Are not oavailabled
37 Hat o o or markeUing wear ending stocks to ntilization,

Prediminary.

R s, Department ob Ayricuiture torecast .




cereal production. Production in major importing countries, such as
India, China, and Indonesia, increased in respunse to government policies
aimed at increasing self-sufficiency in cereals, while government
policies to suppnrt farm incomes such as those in the European Community
(EC) and the United States also contributed to production increases.

The increase in world cereal production has been further enhanced by
generally favorable weather conditions in the main grain exporting and
importing countries during the last five crop years.

World cereal production has fluctuated around this rising trend and
the degree of stability of cereal prices has largely been determined by
the level of cereal stocks in relation to the level of cereal utilization,
During the perlod between 1972/73 and 1974/75, world grain utilization
excceded world cereal production and prices rose sharply as stocks were
drawn down and the ratio of stocks to utilization fell. During the
next faur crop vears production exceeded utilization and prices declined
as stocks were renlenished. World grain utilization again exceeded
world grain production in the period between 1979/B0 and 1980/81 and a
decline in the ratio of world stocks to world utilization resulted in a
substantial rise in cereal prices. Beginning in 1981/82 world cereal
production has once again exceeded world cereal utilization due to
Zenerally favorable weather and rising vields, except in 1983/84 when
production fell l.rgely due to a drought-related drop in U.S. maize
praoduccion. The ratio of stocks to utilization fell from 17.4 percent
in 1982/B3 to 12.3 percent in 1983/84. The ratio of stocks to utilization
recovered to 13.2 percent in 1984/85 and rose to 20.1 percent in 1985/86
and a further increase to 21.% percent 1s forecast for 1986/87. These
are the highest levels that the this ratio has reached since the 1960s.

Increased cereal production resulting from high support prices
designed to protect farm incomes has led to large increases in govern-
ment-held stocks, entailing sharply rising budgetary outlays. The United
States, which dominates the export market for maize, is the largest
exporter of wheat and is a major exporter of rice, currently holds about
lo pervent of the world's stocks of maize, 41 percent of the world's
stoeks of wheat and 12 percent of the world's stocks of rice. The bulk
of this prain is held in government stocks under various price support
propgrams.  The 1985 farm bill (ofticially called the Food Security Act of
i983), which covers crop vears 1986 throuqn 1990, attempts to make U.S.
arricultural policy more market-oriented., The most important feature of
the new hill is that it tievs farm price support loan rates to an average
ot past market prices. As a result, loan rates for grains in the 1986/87

~rop vear have heen reduced sharply. Farm incomes will be protected by
ireezing taryet prices at 1985 levels for two vears for wheat and feed
srains and tor one vear tor vice. ia qualify for federal price and
invome supporis tarmers have to participate in acreage reduction prourams
which are mandatory when stocks exceed certain specified ievels. The
siil provides that at ivast 5 percent, and pussibly more, of the defi-
civnoev pavments Lo tarmers could be in the torm of payment-in-kind

CEIRDY rommodities Trom sovernment-held stocks., In the past, the movement

L1 oiatye auantities ! oerain into goverament stocns due o bigh price




support loan rates, has helped to support world grain prices at relatively
high levels. The sharp reduction in loan rates will make U.S. grain avail-
able for export at much lower prices. The 1985 farm bill also contains a
number of trade and related provisions which seek to enhance further the
competitive position of U.S. grain exports mainly through government credits
and other forms of assistance. Unchanged target prices and sharply lower
loan rates are expected to result in substantial budgetary outlays in
1986-87,

The EC also 1s faced with increasing problems in the cereals sectcr
due to the production increases, stimulated by high support prices, and
the large outlays to subsidize exports. The EC recently agreed on a farm
price package for 19806/87 which attempts to address these problems, The
principal changes include a new 3 percent tax on cereal producers called
a co-responsibility levy, stricter quality standards, and fractionally
lower intervention prices for certain types of grains. The extent of
effective changes in intervention prices for grains will vary between
member states because of changes in the "green rates”, the notional
exchange rates used to calculate farm prices. Nevertheless, the reduction,
if any, in EC intervention prices is likely to be quite small in relation
to 2 projected decline in world cereal prices stemming partly fror the
sharp reduction in U.S. price support loan rates. This, and the recent
depreciation of the L.S. dollar against the European Currency Unit (ECU),
ave oxpected to sharply increase the cost of EC export subsidies.

a.  Wneat

Since the 1980/81 crop year (July/June), the growth in world wheat
pruduction has outpaced the increase in world wheat consumption. Four
successive record world harvests caused production to increase from
443 mitlion tons in 1980/81 to 315 million tons in 1984/85 (Table 11.4).
The area of wheat harvested declined slightly during this period, so that
the increase in wheat production can be attributed entirely to higher
vields., Favorable weather conditions and sustaineu increases in the
use of high vielding varieties caused vield per hectare to grow steadily
rrom .88 tons in 195G/81 teo 2,23 tons in 1984/85, In 1985/86, world
wheat production declined to 303 million tons with the vield declining
slightly to 2,19 tons per hectare. As world wheat consumption lagged
neitind world production, the ratio of world wheat stocks to world wheat
utilization increased from 17.5 percent in 1980/81 to 25.2 percent in
19ES/%h, This rapid rise in the ratio of stocks to consumption was
arssocfated with a progressive decline in wheat prices from 5175 per ton
in 1981 to 136 per ton in 1985 and $118 per ton duriny the tirst three
quarters ot 198n, 1y

The 1983784 crop vear represented an exception to the ygeneral down-
ward trend in wheat prices. A drought-related reduction in the U.S. feed
srain harvest apd a narrowing in the normal wheat/maize price ratio led to

; Prive guotations retev te the V.S, Noo 1 hard red winter wheat

crdinary protein, f.oobe tulf or Mexico ports.,




Table 11.4. Wheat: World Commodity Balance, 1980/81-1986/87

(In millions of tons, unless otherwise indicated)

June/July Years
1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1/ 1986/87 2/

Production 462 .8 448.4  479.1 490.9 515.6 503.7 505.6
China 54,2 59.6 68.4 81.4 87.8 85.8 87.5
EC 6.4 58.1 64.7 63.8 82.8 71.7 70.2
United States 64.6 75.8 75.3 65.9 70.6 66.0 57.7
U.S.S.R 98.2 80.0 86.0 79.0 73.0 83.0 76.0
Other countries 164.4 '174.9 184.7 200.8 201.4 197.2 214.,2

Utilization 445,7 441.5 467.9 4864 500.2 494.4 506.8
China 67.9 72.8 8l.4 91.0 95,2 92.4 94.5
United States 21.1 23.1 24,7 30.2 31.4 28.6 29.3
U.S.S.R. 116.7 102.0 105.7 97.0 96.1 97.7 97.0
Other countries 240,0 243.6 256.1 268.2 277.5 275.7 286.0

Closing Stocks 78.2 85.1 96.3 101.0 116 .4 123.5 122.3
United States 26,9 31.5 41,2 38.1 38.8 51.7 49.0
Others 51.3 53.6 55.1 62.9 77.6 71.8 73.3

Stocks/utilization

ratio (percent) 17.5 19.3 20,6 20.8 23.3 25.0 24,1

Source: U.S. Department of Agriculture, Foreign Agriculture Circular: Grains
{Washington), various issues.

1/ Preliminary.

2/ U.S. Department of Agriculture forecast.




a sharp increase in wheat fed to livestock which helped to sustain prices
above 35150 per ton, However the prospect of a record 1984/85 wheat crop,
and large carryover stocks caused prices to weaken in May 1984 and by
July 1984 prices had fallen to $147 per ton. Adverse weather conditions,
especially in the U.S5.5.R,, and associated heavy wheat purchases by the
U.5.5.R. early in the new marketing year, caused prices to recover to
$15% per ton in Septenmber. A reduction in the rate of U.S.5.R. and
Chinese purchases, improving prospects for the Southern Hemisphere
harvest and intensified competition for markets amongst the major
exporters led to a weakening of prices in the final quarter of 1984

and the first guarter of 1985, Prices in the second quarter of 1985
began to decline more sharply due to the prospect of another large wheat
crop in 1985/86 and limited prospects tor an increase in wheat exports.
In June 1985, as the Northern Hemisphere harvest gained momentum, prices
.ell to $134 per tron.

In the beginning of the 1985/86 crop vear prices fell further, reach-
ing to 5123 per ton in August 1985, on account of the extremely large
carrvover stock and the expectation that world wheat production, although
somewhat lower than in 1984/85, would exceed consumption for the fifth
successive vear. A small increase in prices was recorded in September
on the expectation of increased purchases by the U.$.5.R. and prices
strengthened during the fourth quarter of 1983 as large numbers of U.S.
farmers put their crops under government lcan program on account of local
rarket prices being below the loan rate. By the end of November about
300 percent of the U.S. wheat crop had been placed under the government
loan program, Concern that wet weather had affected the quality of the
wheat crop in Canada and Europe also helped to support prices whaich
recovered to $137 per ton by December 1985,

buring the first four months of 1986 wheat trading in the United
States was dominated bv short term factors. 1n spite of an underlying
chronic oversupply situation, supplies of wheat available to the market
remained extremely tight because by the end of April, wheat held under
various government support programs was virtually equivalent to the total
L.S. carrvover projected for the erd of the 1985/86 crop year. The
enactment of the 198% U.S. farm bill and the announcement of sharply
lower U.S. loan rates for wheat in 1986 coupled with good prospects for
the 1986/B7 crep, caused cash wheat and old crop futures contracts to
command unusuallv high premiums over new crop futures contracts.

Wheeat prices advanced sharply in early May because of speculation
about damage to the U.3.5.R. wheat crop in the Ukraine as a result of
the nuclear accident at Chernobvl, However, the run up in prices was
guite brief; when noe major crop damage was apparent and attention was
tocused again on market tundamentals, prices resumed their downward
course, Movement of wheat to mills from the harvest in the southern
nited States caused prices to deecline sharply starting in the third week
af Mav; in June prices declined further to $hit per ton.  In the tirst
guarter of YRR crop vear, that s Julveseptember M36, prices averaped

ST per tui, the lewest level since the besinniag of the 477008 crop vear,




World wheat production in 1985/86, estimated at 504 million tons, was
2.3 percent lower than the record 1984/85 harvest. Production in the EC,
which reached a record 82.8 million tons in 1984/85, is estimated to have
declined by 13 percent to 71,7 million tons in 1985/86 due tc lower yields
resulting from weather damage to crops in France and United Kingdom., 1/
The 1985/86 United States wheat crop, estimated at 66.0 million tons, was
4.6 million tons smaller than the 1984/85 crop because of reduced acreage
and lower ylelds of winter wheat. In Argentina, after a bumper harvest
in 1984/85, the 1985/86 wheat harvest 1s estimated to have declined by
36 percent to 8.5 million tons because of unfavorable weather. Australian
production, which was also affected by wet weather, is estimated to have
declined by 14 percent in 1985/86. GCenerally favorable growing conditions
led to a recovery in wheat production in the U.S.S.R. where the 1985/86
crop is estimated at 83 million tons or 10 million tons more than the
drought affected 1984/85 crop. Wheat production in Eastern Europe in
1985/86 is estimated to be 10 percent lower than in 1984/85 largely
because of lower yields resulting from dry hot weather. The crops in
both China and India in 1985/86 are estimated to be marginally lower than
the record levels of 1984/85,

After reaching a record level of 500 million tons in 1984/85, world
wheat utflization is estimated to have declined by 1 percent to 494 mil-
lion tons in 1985/86 because of a 4 percent decline in wheat consumption

"in China and a 6 percent decline in wheat utilization in the United
States, the latter largely due to 3 decline in the use of wheat for
animal feed.

Despite the existence of a buvers market, characterized by ample
supplies and low prices, world wheat exports are estimated to have
declined by 17 percent in the 19B5/86 _rop year. A sharp recovery in
the U.S5.S.R, wheat crop in 1985/86 enabled that country to reduce its
wheat imports from 28.1 million tons in 1984/85 to an estimated level of
16.1) million tons in 1985/86. Wheat imports by developing countries as a

proup are estimated to have declined
because of improved harvests in many
availability of foreign exchange for

Ample export availabilities in t
the face of reduced import demand in
competition for markets with increasi
other export promoting schemes or, as
price reductions. The brunt of the s
the United States because high domest
wheat made U.S, export prices uncompe
States are estimated to have declined
carrvever stocks, which increased dur
vears are estimated to have increased

by about 1U percent in 1985/86
countries as well as the limited
wheat purchases.

he main exporting countries, in
the 1980Us, has resulted in intense
ng emphasis on credit facilities and
in the case of Argentina, through
harp decline in exports was borne by
ic price support loan rates for
titive. Fxports from the United
by 32 percent in 1985786, World
ing each of the previous four crop
by a further 7.1 million tnus to a
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record 123.5 million tons in 1985/86. The ratio of ending stocks to total
world wheat utilization at the end of the 1985/86 crop vear is estimated
at 25,0 percent--the highest level since the 1976/77 crop year.

Since 1981, despite falling prices and keen competition among expor-—
ters, the Increase in the volume of world wheat trade has been quite modest
{Table 11.5). The volume of world exports, which was 105 million tons in
both 1981 and 1982, increased to 112 million tons in 1983 and to 16 mil-
lion tons in 1984 bhefore declining to an estimated level of 112 million
tons in 1985, A fall in export unit values caused export earnings to
decline from $20.0 billion in 1981 to $17.9 billion in 1983, However,
esarnings recovered to S18.2 billion in 1984 because a 4 percent increase
in export volume more than outweighed a decline in export unit value of
about 2 percent. Earnings are estimated to have declined to §16.,0 billion
in 1985 because of an estimated decline in both export volume and export
unit value. A sharp decline in wheat prices is expected to result in an
fucrease in the volune of the world wheat trade in 1986. Expart volume
1s torecast Lo recover to 1984 levels bul export earnings are expected to
decline to 13.7 billion because of a projected 14 percent decline in
vaport unic value.

The transitional forces and changes resulting from the 1985 U.§. farm
hill are likely to dominate the world wheat market situation over the next
few vears. Under the new farm bill a formula is used to link the price
support loan rates for wheat to an averape of past prices; the U.S. Secre-
tary of Agriculture has the discretion to reduce the loan rate computed by
the formula by a further 20 percent If past prices or market competitive-
ness warran’ such a reduction. The loan rate for wheat for the 1986 crop
was selt at the lowest rate permitted under the Act: $88.18 per ton {n 1986
as compared with §121.25 per ton in the previous year., The minimum lnan
rates possible under the formula (based on the formula and a maximum 20 per-
cent discretionary reduction in each year) are $83.76 per ton ton in 1987,
$79.7% per ton in 1988, $75.69 per taon in 1989, and $71.65 per per ton in
1994, The minimum tarpet price, on which {ncome support payments for
wheat are based, will remain at the 1985 level of $160.94% per ton in 1986
and 1947 after which they could decline to $157.63 per ton in 1988, and
to 5152.485 and S146.97 per ton ia 1989 and 1990, respectively. 1o order
to gqualify for price support loans and deficiency payments farmers are
required to participate in acreayge reduction programs which the Secretary
of Apciculture is authorized to lmplement if stocks of wheat are expected
to exceed 27,0220 million tons. To be eligible for price and income supports
wheat tarmers would have to reduce their wheat acreaype bv 25 percent of
their wheat acreage base in 1986 and by 27.5 percent in 19d7. Acreage
reductions tor 19858-90 would range between 20 and 3¢ percent of wheat

acreage base 15 stocks are expected to exceed 27,27 million tons. 1t
stocks are less than 27.22 million tons, acreaye reductions cannot exceed

percent of wheat acreage hase,

The etfects o the supply Himiting provisions of the [98% .S, farm

Rl oan Uosy wheat eatpnt oare likelv 1o be auite modest hecause, the

st ice tor wheat, an o which [neome support pavment s are hased, has




Table I1.5 Wheat: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1985 1/ 1986 172/

Market prices 3/ (in U,S.

dollars a Con) 173 s 10 1T 152 136 15
Exports
Volumes (in millions

of tons) 99.3 105.4 105,1 111.8 116.1 112.0 116.5

Industrial countries 38.7 95.4 95,1 94.3 101.9 97.8 103.0
Australia (15.0) (10.7) (11.0) (8.3} (10.6) (10.0) (11,0}
Canada (17.6) (16.2) ¢19.6) (22.2) (21.6) (22.0) (22.5)
France (12.0) (14,8) (12.7) (14.7) (I5.8) (16.5) (17.0)
United States (36.9)  (45.1) (41.6) (41.1) (43.6) (39.6) (42.0)
Uther (7.2) (8.6) (9.2) (8.0) 1i0.3) (9.7) (10.%5)

beveleping countries 7.9 7.1 7.5 14,6 11.8 11,2 10.4
Argentina (4.5) (3.8) {(3.8) (10.2) (7.4) (6.9) (6.0)
Other (3.4) (3.3) (3.7) (4.4) (4.4) (4.3) (4.4)

Non-Fund members 2.7 2.9 3.5 2.9 2.4 3.0 3.1

Unit values {in U.S.
dollars a ton) 188.0 190.1 172.,6 160.3 156.5 143.0 118.0
Industrial countries 187.5 188,5 171.5 161.5 158.0 143,6 117.5
Developing countries 182,7 200.0 174.9 148.6 140.2 125.0 116.3

won-Fund members 219,2  220.9  199.1 179.7  171.8 160,0 139.7
Yarnings (in billions
of U.S. dollars) 18,67 20,04 18.15 17.92 18.17 15.92 13.74
Industrial countries 16,63 17.99 16.14 15.23 16.10 14.04 12,10
Developing countries 1.45 1,41 1.32 2,17 1.65 1.40 1.21
Non-Fund members .59 .64 .69 0.52 0,42 0.48 0,43
source: Commodities Division, IMF Research Department for prices. UN Food and

Apriculture Organization, FAO Trade Yearbook (Rome), various issues, for exports.

I/ bhata on exports are estimates of Lommoditles Division, IMF Research Department.
24 Inlndes projections for the final quarter of the year.
3+ 1,8, Nu, 1 hard red winter wheat, ordinary protein, f.o.b.,, Gulf of Mexico







heen kept at tbe relatively high 1985 level of S16U.94 per ton for both
1986 and 1987, However, with the sharp 27 percent reduction in the U.S.
loan rate for wheat in 1986, the U.S. price support loan rate is no
longer likely to act as a floor price for the world wheat market and
prices can be expected to move towards sharply lower market clearing

lovels,

Responding to the increased competition from lower U.S. wheat price
support loan rates, the Canadian Wheat Board lowered its initial payment
rar the 1986787 wheat crop by 19 percent in terms of Canadian dollars.
The KC has maintained the intervention price for breadmaking wheat at
1985/86 levels in terms of ECUs but lowered intervention prices for feed
~heat by 3 parcent and introduced stricter quality standards for accep-
tance of grain into intervention. A 3 percent co-responsibility levy was
also introduced. However, because of the decline in the U.S. dollar
against the ECU, in terms of U.S. dollars, the EC intervention prices for
wheat ary substantially higher than {n 1985/86. This and the declining
world price of wheat in terms of dollars are likely to sharply increase
the cost of KO wexport subsidies for wheat, Argentina, on che other hand,
increased its support price for wheat by about 11 percent in terms of
.5, dollars

The impact of the prospect of sharply lower world wheat prices on
world wheat production in 1986/87 is likely to be quite small because
income support payments are still high in most major exporting countries
and because the bulk nf the Northern Hemisphere crop had already beéen
rianted, before prices started to weaken. World wheat production in
iY86/87, projected by the U.S. Department of Agriculture at 505 million
tons, would be marginally above that of 1985/86. U.S. wheat production
in expected to decline by about 13 percent to 58 million tons due to the
2flects of acreage reduction programs and a spring drought in the south-
ecastern tnited States., [If weather conditions remain favorable, Canadian
hieat production should recover by about 28 percent to 31 million tons.
“roductinn in the EC is expected to be marginally inwer than in 1985/86.
Adverse weather conditions are expected to reduce production in the
TLS.5.KH, by about 7 million tons., On the other hand, very favorable
srowing conditions are expected to result in a record Indian wheat
Barvest of 47 million tuns. [n the 1987/88 and subsequent crop years,
the production response in a number of wheat-producing countries to the
iow wheat prices can be expected to be much greater.

Lower prices [0 1986787 are expected to stimulate censumption and
eanlt i ogreater wheat utilization in the main wheat producing countries.
swer woil arices, the depreciation of the .S, dollar, the availability
croevedrt | oand increased competition amongst major exporters through
credit, subsidies andsor lower prices are all cxpected to result in
wheat import demand in the short run., In the longer run, wheat
strengtnen (F low world wheat prices discouraste selr-

provrams in wheat importing countries,
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h. Maize

World malze market conditions are strongly influenced by maize pro-
ductinn and policy in the linited States which accounts for about 45 per-
cent of world maize production and about three fourths of total world
maize exports. The anticipation of a 49 percent decline in the U.S.
maize harvest in 1983/84 (October/September years) (Table I11.6) was the
main cause of a sharp increase in the price of maize from $108 per ton In
January 1983 to S$153 per ton in August 1983. 1/ The decline in U.S. pro-
duction was caused by a 26 percent reduction in planted acreage due to
the attractive pavment-in-kind (PIK) provisions of the 1983 maize program
and a 28 percent decline in vields due to the effects of severe drought in
the U.S, maize belt, the worst in 50 years. As a consequence of this
drep in U.S. production, world maize production fell from 439 million tons
in 1982/83 to 346 million tons in 1983/84 Maize prices in 1983 were also
holstered by a low level of free stocks in the United States, a drought-
related failure of the South African maize crops, buovant industrial
demand for maize in the United States and s ng

from South Africa and Mexico.

[n3d
~
Q

Near the end of 1983 the price of maize declined gradually but tight
supplies kept prices firm during the first three quarters of 1984 when
thev averaged S142 per ton. However, as the Northern Hemisphere harvest
zained momentum and the supply situation eased, prices weakened to
5117 per ton during the fourth quarter of 1984, A 33 percent increase
in planted area and a 33 percent recovery in yields from the drought-
reduced levels of 1983/84, rafsed U.S. naize production from 106 million
tons in 193784 to 193 million tons in 1984/85. Despite a 111 million
tonn increase in world malze production in 1984/85, world ending stocks
increased by only 21 million tons because world consumption of malze
increased by H percent to 436 million tons. A doubling of the level of
the 1.5.S.K. maize imports in 1984/85 because of lower cnarse grain
Farvests, helped to boost 1984785 world maize imports by 10 percent to
nth.? million tons,

In the first quarter of 1985, supplies available to the market fell
as maize was placed under nonrecourse U.S. Government loans and prices
staged a small post-harvest recovery to $120 per ton., However, during
the second quarter of 1985 when attention turned to the prospects for the
195%/8n crop, market conditions turned hearish because of an increase in
pianted area and wvery favorable growing conditions indicated a record
Barvest, while stagnatiog utilization and weak export demand were expected
te: result in sharply higher carry-over stocks. Prices declined to

S1u7 per ton in the third quarter.

world maize production in 1983/86 increased by 5 percent tn 480 mil-
tion tons largely on acenunt of increases in vields and in the area
Harvested in the Unfted States, Yields in the U.S. rose by 11 percent to

Price guntations refer to UV.S. oo 2 ovellow corn, foo.be Gulr of

Memicn perts,







Table 11.6. Maize: World Commodity Balance, 1980/81-1986/87

(In millions of tons, unless otherwise indicated)

October/September Years
1980/81 1981/82 1982/83 1983/84 1984785 1985/86 1/ 1986/87 2/

Productinn 408.0 439,5 438.5 346,1 457,1 480.3 471.2
China 62.6 59,2 60.3 68.2 73.4 64.0 72.0
United States 168.6 206.2 209,12 106.0 194.9 225.2 200.9
Uther countries 176.8 174,1 169.0 171.9 188.8 191.1 198.3

Utilization 411.7 412.9 417.8 412.,7 436.2 419,.8 445.,3
China 63.4 60,2 52.8 67.9 68.3 58.8 67.4
United States 123.8 127.3 137.7 121.7 131.3 134.1 135.9
Orher countries 224.5 225.4 217.3 223,1 236.6 226.9 242.0

tlosing stocks 59.4 86.0 106,7 40.1 61.0 121.5 147.0
United States 35.4 64.4 89.5 25.6 41.9 101.9 127.6
athers 24,0 21.6 17,2 4.5 19.1 19.6 19,4

Stocks/utilization
ratio (In
percent) 14.4 20.8 25.5 9.7 1.0 28.9 33.0

Source: U.S. Department of Agriculture, Foreign Agricylture Circular: Grains
{(Washington), various issues.

!/ Preliminary.

5

!.S. Department nf Apriculture forecast.







a record b tons per acre while the planted area rose by 6 percent. Maize
production in Thailand is estimated to have risen by 18 percent due to
increased plantings, increased use of hvbrid seed and favorable weather
conditions. However, production in the second largest maize producing
cauatry, China, declined by 13 percent to 64 million tons because of adverse
weather conditions in the major maize producing areas. Similarly, maize
production in Brazil is estimated to have declined by about |4 percent

due tn a drought in the major producing states.

World maize utilization on the other hand declined by over 16 million
tons in 1985/86. A recoverv in production of other coarse grains and a
reduction {n maize imports contributed to reduction of about 10 million
tons in maize utilization in the t.S5.S.R. Utilization in China declined
hv nearly U million tons because of the smaller harvest in that country.
As a result of this projected increase in production and the projected
decline in maize utilization, world stocks of maize increased sharply to
122 miilion tons by the end of the 1985/86 crop vear; at this level
stocks were twice as high as the 61 million tons carried over from the
IMB4 85 crap. World trade in maize on a crop vear basis is estimated to
have dectired by over 10 million tons, largely because of sharply lower
imports by the U.S.S.R,

bBespite delavs in harvesting in the linited States, the ample world

v supply situntion and the prospect of a record U.S. maize crop caused
sos to weaken o S1UE per ton during the fourth quarter of 1985, The
farm price in the United States fell below the loan rate of $100 per ton
and widespread placement of grain under government loans provided some
support to the market by reducing “"free” supplies of mafze. large supplies
trom the 1983 .5, maize harvest, a sharp reduction in the U.S. loan rate
tor the 1986 U.S. maize crop, coupled with weak import demand and intense
wompetition among major ¢xporters caused prices to fall precipitously from
ait oaverape of 3104 per ton in the first half of 1986 to $75 per ton in the

third guarter,

The vatue of world trade in maize increased sharply from $58.9 billion
Pn i9EI Lo sY.s billion in 1983 and $20.2 billion in 1984 largely because
a1 . sharp increase in poices {Tatle 11.7). Despite a sharp drop in
world maize production in 1983784 maize export volume declined by only
onercent in bhoth 1943 and 1984, 1o 1985, export volume is estimated to
Have recovered to 1982 ievels but earnings are estimated to have declined

9.2 bitlion because of an estimeted 13 percent fall in export unit

Farnims are Yorecast Lo {fail further to 36,6 billion in 1986
coause of oan expocted decline in both export volume and cxport unit

The provisions relating to maize in the 1983 U.S. farm bill will have
matar impact on the world market for maize over the next few years. The
: % Pean rate for maize was reduced from 510G.39 per ton in 1985
U549 peer ton in 198k while the targel price in 1Y8h and 1987 has been

At the Y89 devel of 311929 per ten. Participants in the maize

repram o wonsd e zahiect to g mandatory reage reduction program if the
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Table I1.7. Maize: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1985 1/ 1986 1/2/

Market prices 3/ {in U.S.

dollars a ton) 126 131 108 136 136 112 85
bxports
Vorlumes {in millions
of tons) 80,3 79.4 70.0 69.0 68.5 71.1 60.0
industrial countries 69.2 60.7 55.2 54.5 56.8 55.9 41.2
Iinited States (63.2) (54.9) (48.9) (47.6) (49.1) (48.0) (32.2)
‘.ther countries (6.0) (5.8) (6.3) (6.9) (7.7) (7.9) (9.0)
Develeoping countries 10.9 18.5 14.6 14,3 1.5 15.0 18.6
Non-Fund members 0.2 0.2 0.2 0.2 0.2 0,2 0.2
iinit values (in U.S.
dollars a ton) 150 154 128 143 149 130 110
Industrial countries 146 153 127 145 150 132 112
Developing countries 170 156 130 133 142 120 105
non-Fund members 241 243 247 233 247 200 175

Yarnings (in billions
of .S, dollars) 12.01 12.23 8.94 9.84 10.20 9.24 6.60
Industrial countries 10,10 9,28 7.00 7.90 8.53 7.40 4.6l
Developing countries 1.85 2.89 1.89 1.90 1.63 1.80 1,95
Non-Fund members 0.06 0.06 0.05 0.04 0.04 0.04 0,04

Source: Commodities Division, [MF Research Department for prices. UN Food and
Avriculture Organization, FAO Trade Yearbook (Rome), various issues, for exports.

17 Data on exports are estimates of Commndities Division, IMF Research
venpartment.

2/ Includes projections for the final quarter of the year.

7! .8, No, 2 yellow corn, f.o.b, Gulf of Mexico ports.
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Secretary of Agriculture decms maize supplies to be excessive., For 1986,
participants would be subject to an acreage reduction of !7.5 percent
plus a pald {in kind) land diversion of 2.5 percent. The 25 percent
reduction in the U.S5. loan rate for the 1986 maire crop is expected to
result in sharply lower market prices for the 1986/87 world maize crop.
The price effects of the acreage reduction pregrams are expected to be
more limited because of high target prices and the very high level of
world maize stocks.

Given normal weather conditions, world maize production in 1986/87 is
expected to exceed world mafze utilization for the third consecutive vear,
and already burdensome carrvover stocks are expected to increase further.
The early season outiook is for another large world maize crop of about
370 million tons in 1986/87, or about 2 percent lower than the 1985/86
harvest. Production in the United States is expected to deciine by about
1] percent in 1986/87 due to expected reduction of about 10 percent in
planted area and a return to trend vields, although growing conditions
have been near optional. On the other hand, production in China and
Brazil is expected to recover to 1984/85 levels because of an expected
increase In harvested area and vields,

World maize utilization is expected to increase by about 6 percent
in 1986/87, while world trade in maize {s expected to increase by about
il percent. Sharply lower maize prices will make maize more competitive
with feed wheat and manioc, Price-sensitive importers, such as Korea and
Japan mav shift back from feed wheat and manioc to maize, However, due
to a lag of up to two yvears between lower maize nrices and increased
demand in mafze for livestock production, the increase in maize demand
resulting from lower prices is likely to be quite modest because of the
depressed state of the livestock industry in many countries. The avail-
ability of credit may be a major determinant of {mports by potentially
large importers such as Mexico and Egypt.

d. Rice

Production shortfalls in India in 198U and {n Korea in 198! increased
inport demand and caused rice prices Lo reach an average level of $S483 per
ton in 1981, 4% percent above the 1979 average. |/ However, during the
sext four consecutive vems world rice prices declined steadily as rice
supplies have remained ample due to favorable weather conditions in the
main rice producing countries. Import demand remained weak due to increas-
ing self-sufficiency in a number of former large rice-importing countries
such as India, Indopesia, and Forea. Strong competition among major
ccporters exerted further downward pressure on warld rice prices which
derlined to 2293 per ton in 1982, S277 per ton in 1983 and $252 per ton
in 1984, Ap dncredsce in the level of world stocks and a rise in the

vatio of world rice stocks to world rvice consumption to record levels
caused price oo fall nore sharply to dn P94 te S207 per ton. Although

Price quatalions reter to Thoi miiled white rice 5 perceat broken,

..t , Bangkok.







rice prices rose to $24u0 per ton in January 1986, prices fell sharply as
major changes in the 1'.S. price support system were announced and becanme
effective. Prices of rice fluctuated between $200 and $215 per ton over
the period April throuph September 1986,

Following the increases of 8 percent in 1983/84 and 3 percent in
1984 /85, world rice production is estimated to have declined by | percent
in 1985/86 to 465 million tons (Table 11.8). The decline in production
in 1985/86 is largely due to lower output in China. After a bumper crop
of 178 million tons in 1984/85, rice production in China is estima- 1} to
have declined to 169 million in 1985/8o because of sharp reductions in
price incentives to farmers who produce above their contracted amounts.
tiereased usapge of higher-vielding varieties and fertilizer is reported
i have contributed towards record 1985/86 rice crops in Bangl!adesh, India,
4l Indonesia.

Most of the world's vice is consumed in the countries in which it
is produced, and only about 4 percent of production enters international
trade.  The rfavorable weather and large crops in the main rice~importing
coanntries caused imports to stagnate at a level of around 12 million tons
dutisg the last four vears, 1In 19¢5 landonesia, formerly the world's
farvest rice importer had an exportable surplus, while India was able tn
Teel its requirements from its large domestic c¢rop. However, imports by
brawil and the Philippines rose sharply in 1985 because of production
stnrtralls and the need to replenish stocks. The major exporting countries
were affected by a 5 percent decline in world trade in 1985 (Table 11.9);
Thailand's tice exports fell by 1l percent; Burma's exports declined by
v opercent, while U.S, exports declined by > percent.

iwing Lo larpce crops in 1985/86 in the major rice-exporting and rice-
inporting countries, a high level of world rice stocks and weak import
demand, rice supplies are expected te remain ample during 1986, Exports
Are forecast at 12,2 million tons in 1986, about .3 million tons more than
i 198% because nf likely increases in import demand from Brazil, China,
Kampuchea, Peru and Vietnar, Farnings from rice exports, which fell by
21 opescent to 83,0 bhitlion in 1985, are expected to decline by a further
opercent to $2.7 billion in 1986 because the impact of a small rise in
sxport vnlume is expected to be more than outweighed by a 12 percent
decline in export unit values.

In the past, the U.S. price support system operated so as to prevent
proces for VLS. rice trom declining below the loan rate,
“he marketingeg loan teature of the 198% U S. farm bill, which enahles U.S.
rice yrewers to repav their farm loans at a rate vqual to che world
mareel price, allows 1,8, rice prices to move up and down with the warid
sarket prices.  Consequently, the .8, loan rate tor rice no longer acts
dn i osubpert bever tor world market prices and competition between the
wited Ntates and other major exporters has intensitied,  The harvesting

actual market

crothe maln rice crops has commenced in some countries i the northers

demispiere and the carrent outlook is for an indrease 1n output in a
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Table 11.8. Rice: World Commodity Balance, 1980/81-1986/87

(In millions of tons)

Crop Years 1/
1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 2/ 1986/87 3/

Production

(unmilled basis) 398.8 412.6 419.5 452.,7 467.5 464.7 471.0
(Fina 139.9 144.0 161.2 168.9 178.3 168.5 174.0
‘ndia 8.5 80,0 0.7 50.2 88.0  91.5 90.0
indonesia 29,7 32.8 33.6 38.0 38.1 39.0 39.4
Yang ladesh 20.8 20,5 21.3 22.0 21.9 22.8 23.4
Thaitand 17.4 17.8 16.9 19.5 18.3 19.8 19.5
“ther countries 11g.3 117.5 i15.8 {14.1 122.9 123.1 124.7

Production

{milled basis) 271.0 280.9 285,7 308.0 318.3 316.3 320.6

tilization

(milled basis) 272, 281.4 289.6 308.1 313.,8 314.0 321.4

3 .
China 97.5 100,5 112.4 117.3 123.9 117.2 121.1
india 53.3 54,1 48.5 58.2 57.0 60.3 60.8
Indonesia 1.0 22.3 23.7 25,3 25.2 26,2 26.8
Bang ladesh 13.6 14,1 14,6 14.9 14.9 15.4 15.8
ther countries 86.6 9.4 90.4 92.4 92.8 94.9 96.9
dlosing stocks

{mi{lled basis) 22,1 21.3 17.3 17.2 21.7 24.0 23.3
I'ndia h.5 5.0 3.5 6.0 7.5 8.0 7.0
Indonesia 1.8 2.3 1.8 1.6 2.8 2.8 2.5
nited Stares 0.5 1.6 2.3 1.5 2.0 2.8 2.6
Nihers 13.3 12.4 9.7 8.1 9.4 10.4 11.2

Source: U.S. Department of Agriculture, Foreign Agriculture Circular: Grains
“washington, D.C.), various issues.

Rice is harvested aver a six to eight month period; thus crop year 1980/81
represents crops harvested in late 1980 and early 1981 in the Northern Hemisphere
aud in early 1981 o the Southern Hemisphere.

Lo Preliminary,
e ULS. bepartment of Apriculture forecast.
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Table 11.9. Rice: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1985 1/ 1986 1/2/

Market prices 3/ (inm U.S.
dollars a ton) 434 483 293 77 252 217 213

Exports

Volumes (in millions

of tons) 13.0 13.1 12.1 11.6 12.5 11.9 12.2
Industrial countries 5.1 5.3 4.4 4,1 3.5 3.1 3.4
United States (3.1) (3.1) (2.5) (2.4) (2.0) (1.9 (2.2)
Other countries (2.0) (2.2) (1.9) (1.7) (1.5) (1.2 (1.2)
Developing countries 7.6 7.5 7.5 7.3 8.8 8.5 8.5
Thatland (2.8) (3.0) (3.8) (3.5) (4.6) (4.0) (4.1)
Other countries (4.8) (4.5) (3.7) (3.8) (4.2) (4.5) (46.4)
Non-Fund members 0.3 0.3 0.2 0.2 0.2 0.3 0.3
tnit values (in U.S.
dollars a ton) 387 441 42 311 303 250 220
industrial countries 426 487 418 395 415 342 300
Meveloping countries 359 409 296 265 258 215 186
Son-Fund meumbers 433 443 363 348 339 300 267

Farnings (in billions
of U,S. dollars) 5.05 5,78 4,15 3.61 3.79 2.98 2.68
Industrial countries 2.18 2.56 1.83 1.60 1.43 1.06 1.02
Developing countries 2.73 3.08 2,24 1.93 2,28 1.83 1,58
eher countries 0.14 0.14 0.08 0.08 0.08 0.09 0.08

Sources: Commodities Division, IMF Research Department for prices. UN Food and
Apriculture Organization, FAQ Trade Yearbook (Rome), various issues, for exports.

17 Uata on exports are estimates of Commodities Division, IMF Research Department.
lncludes projections for the final quarter of the year.

g

3/ Thai milled white rice, f.o.b. Bangkok.







number of Asian and African countries. At this point in the season, the
overall outlook for production remains favorable., These factors suggest
a continuation of weak prices tor rice through most of 1987.
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The world market for sugar continues to be characterized by over-
supply, despite a weather-related decline in production during the crop
vear ended August 1986 (Table 1I1.10). The oversupply was in part in
response to price boom caused by a production shortfall in 1979/80 which
in turn was largely rthe result of unfavorable weather, The high prices
from late 1979 until early 1981, and a similar boom in 1974, stimulated
investment in productive capacity, and led to increased production. The
persistence of the supply situation relates more fundamentally to policies
which serve to support production in manv countries, in particular in the
EC and the United States. The price of sugar in the free market fell
precipitiously from an average of 29 U.S. cents per pound in 1980 to
8 cents in 1982, and following a small increase in 1983, fell sharply
again, to 4 cents in 1985 (Table 11.11). 1/ Despite these much lower
prices, world production exceecded world consumption {n four out of the
five vears beginning in 198i/82. World stocks of sugar increased from
24 million tons in the 1980’81 crop year, 27 percent of world consumption,
to 45 million tons at the end of 1984/85: stocks at the end of 1984/85
were 47 percent of world consumption, compared with a “normal”™ level of
stacks as a ratio to consumption of around 25 percent. A small decrease
in world stocks was recorded in 185/86,

A major reason for the lack in responsiveness of production to lower
trec market prices is the protection provided to sugar producers in
industrial countries, and to a lesser degree, in developing countties,
who have been cushioned from the full effects of the fall in free market
prices in the 198Us. The degrece of protection in two markets, the European
Community and the United States, is reflected in the movement of their
prices compared to those in the free market (Table II1.11). The price of
sugar in the EC in terms of L.S. dollars held at 22 cents in 1980, fell
to 16 cents in 1985 and increased to 19 cents by the third quarter of
1986; in terms of ECUs, the price over this six-year period increased by
29 percent, The price of sugar in the U.S. market, after falling from
3 cents in 1980 to 2U cents in 1981, remained more or less constant over
the same period. The degree of protection in markets other thaan the KEC
and 1i.S. is reflected in thte insulation of production from warld trade,
despite the availability of extremely low-priced free market supplies.
Hetween 1980 and 1985 production, excluding production in the EC and
I'.5., yrow by 26 percent, to B3.8 million tons, while net exports to the
world fell by 3 percent, to i3 million tons.,

!/ The representative price for the free market is the International
Supar Agreement price, which is the average of the New York Contract No. 11
spot price and the Londoo Daily price, stowed in bulk, f.o.b, Caribbean

poris.,
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Table 1[.10. Sugar: World Commodity Balance, 1980/81-1986/87

(In millions of tons, raw value, unless otherwise indicated)

September/August Years
1980/8]1 1981/82 l98§/83 1983?84 1984/85 1985/86 1986/87 1/
Commodity balance
Production 58.8 100.3 101.3 96.7 100.7 98.0 100.5
Australia 3.4 3.4 3.5 3.4 3.5 3.4 3.4
Braztl 8.5 8.4 9.3 9.4 2.3 8.2 8.8
China 3.0 3.4 4,1 3.8 4.6 5.2 9.7
Guba 7.5 8.2 7.2 8.3 8.1 6.7 7.0
EC 164.0 17.1 I6,u 13.3 14.4 14,4 13.8
India 6.5 9,7 9.5 7.0 7.0 7.3 .7
United States 5.5 5.9 5.4 5.3 5.3 5.4 5.6
L.S.5.K. 7.2 6.4 7.6 8.7 §.5 7.8 8.5
Other countries 33.2 38,2 34.9 37,5 39.9 39.6 8.4
Consumpt fon 88.5 90.5 93.8 95,9 96.8 98.0 99.38
nrazil 6.1 5.8 6.2 6.3 6.3 6.3 6.3
China 3.9 4.5 4.9 5.0 5.6 6.0 6.3
EC 11.8 11.9 11.7 1.5 1.7 11.5 1.6
India 6.4 6.8 7.6 8.9 9.1 9.5 9.9
United States 8.9 8.4 8.0 7.9 7.4 7.3 7.3
L.S. SR, 12,9 13.0 13.0 13.3 13.3 13.3 13.5
Other countries 38,5 40,1 42,4 43,0 43,4 44,1 44,9
Losses (+),
discrepancy = == 0.1 0.1 0.8 1.5 1.0
Closing stocks 24,2 34,0 41.4 42.1 45.2 43.7 43,4
Change from
previous year
(in percent) o= 10,2 7.4 1.7 7.6 -3.3 -0.7
Storks/
consunption ratio 27.3 38.0 ad4 . 43.9 do.7 44,6 43.5
Sources: Commodities Division, IMF Research Department for prices. Data for world
commedity balance from U.S, Department of Agriculture, Foreign Agriculture Circular:
bupac, Molasses, and Honey (Washington), various issues.

I/ L.5. Department of Agriculture forecasts for production and Commodities Division, [MF

esearch Department forecasts for consumption and stocks,
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Table I1.1l. Prices of Sugar, 1960-86

(In U.S. cents a pound)

Year Free Market 1/ European Community 2/ United States 3/
1960-69 3.5 3.6 6.4
1970-79 11.3 11.2 14.0
1980-86 11.3 18,2 22.1
1970 3.8 5.1 7.5
1971 4,95 5,2 7.9
1972 7.5 6.8 8.5
1973 9.6 6.7 10.3
1974 29.9 10.6 29.5
1975 20,6 15.4 22,5
1976 11.6 13.4 13.3
1977 8.1 14,0 11.0
197§ 7.8 15.9 14.0
1979 9.7 19.3 15.5
1980 8.7 22.1 30.0
1981 16.9 18.9 19.7
1982 5.4 18,1 19.9
1983 8.9 17.6 22,0
{9b4 5.2 16.0 21,7
1945 4.1 lo.1 20.4
1986 4/ 6.2 18.7 20.9
1984 1 .7 16.7 21.8
I 3.7 16.6 22.0
11l 4.2 15.9 21.8
v 4.2 14.9 21.4
1985 1 3.7 13.7 20.7
11 3.0 15.4 21.1
111! 4,2 17.1 20.4
v 5.3 17.8 19.2
1986 ] 5.8 17.9 20,7
Il 7.4 18.8 20,7
Ii 5.2 19,0 20.9
Sonrce: Commodities Division, IMF Rescarch Department.
i International Sugar Agreement price which is an average of the New

York contract No. 11 spot price and the London Daily Price, f.n.b,

faribbean ports.
/! ‘Unpacked sugar, ¢.i.t. Europecan ports.
et L]

1. New York Contract Ne. 12 spot price, c.i.f. Atlantic and Gult of
MeRico ports.







The relatively higher sugar prices in the EC were obtained through
4 svatem of controls involving quotas on domestic production and imports
for which there are guaranteed prices, in terms of ECUs. While the
import guntas, which are determined by agreement between the EC and the
ACP countries {Table 11.12), remained relativelv constant since 1973, the
stuypar regime transformed the EC from a net importer of sugar in the
197% |, to one of the world's leading sugar exporters.

The main contrels in the U.S. sugar market are the import gquotas and
puaranteed loans for domestic producers. In order to maintain the
price of suyar in the United Stat.s at a level many times that of the price
in the free market in the 1980s, the import quotas were progressively
reduced (Table 17,13).  In turn, the relatively high sugar price in the
tnited States cncouraged substitution of high fructnse corn syrup (HFCS)
ter supar in processed foods and consequently served to reduce the size
oin the L.S. sugar market. The degree to which the U.S5. import market for
suzar is likely to continue to contract is largely dependent on U.S.
support palicies. The Food Security Act of 1985 mandates the U.S.
Administration to operate the sugar program through 1990 at no cost to
the Government by preventing the accumulation of sugar by the Commodity
Credit fCorporation (2CC). In addition, the Act sets the "loan rate”
tor raw cane suiar at no less than 18 cents a pound, implying a market
tabifization price (MSP) of at least 21,5 cents a pound. I/ [f the U.S,.
Sovernment is net te incur added cests in providing financial assistance
fnr sugar, then the import quotas need to be set low enough to keep the
spot market prices at or pear to MSp. 2/

-~

irnlicies o!f various tyvpes serve to protect sugar producers in many
oiher countries from the low prices prevailing on the free market. For
wiample, production in Cuba, the world's leading exporter, has been sup-
porved By purchasss by the Soviet Union at very high rates of compensation.
in Japan, the third largest importer of sugar, import, stabilizetion fund,
customs and consumption taxes increased the price of imported sugar six-—
told; suar production in Japan increased by 17 percent over the period

HEE VTN

“he toan rate is the rate at which a processor would " torfeit"

~.ﬁar to the CCO. 1 instead the processor sold the sugar in the U,S.

spot market, bhe would have to incur added loan, insuvrance and transportation
charyes, toralinyg 7.5, 3.5 cents per pound. Hence, the M5P is the price
witich shoeuld be compared to the actual m-rkel price, when evaluating
whwether sujzar under yuaranteed povernment loans mipht be forfeited.

: three tecent events in the Uls. mark-t are expected to add to the
vre far A reduction in the U.S. import quotas for 1987 which are
ted to be announced in December 1986; the sale by the CCC of "forfeited”
ancar Lo Ching At near free market prices, the possibility of additional
TrerpeituresT ot supar frem the 19B37K6 Crop and the prospect of increased
the United States in 19hR 75T,

e st eue t i







Table 11.12. EC Sugar Quota Ailocations by Country, 1980/81-1985/86

(In_thousands of tons, raw value) 1/

Years Ending June

Country 1980/81 1981/82 1982/83 1983/84 1984 /85 1985/86 g/
Barbados 53.6 53.6 53.6 53.6 54.4 53.6
Belize 42.8 42.8 42.8 42.8 43.6 42.8
Congo 5.4 5.4 5.6 8.7 10,9 10.9
Cote d'lvnire -- - -~ 2,2 10.9 10.9
Fiji 177.8 177.8 177.8 177.8 179.2 177.8
Guvana 171.4 171.4 171,64 171.4 172.8 171.4
India 27.1 - - 10.9 10.9 10.9
Jamaica 128.6 128.6 128.6 128.6 128.6 128.6
Kenva .1 .1 4.3 4.3 5.4 5.4
Madapascar 10.9 10.9 10,9 19.9 11.4 10.9
Malawi 21.7 21.7 21.7 21.7 22.4 21.7
Maurtitius 529.6 529.6 529.6 529.6 532.5 529.6
st. Christopher
and Nevis 16.1 16.1 16.1 16.1 16.7 16.1
Surinan 1.8 - - - - --
Swaziland 126.5 126.5 126.5 126.5 127.7 126.5
Tanzania 10.9 10.9 10.9 16,9 10,9 10.9
Trinidad and Tobago s5.0 75.0 75.0 75.0 47.3 75.0)
Lyanda - - - - -— -
Zimbabwe -~ 6.6 27.2 27.2 32,6 32.0
Tatal 1,399 1,377 1,401 1,418 1,418 1,436

Sources: Regulation 3225/8U {(Protocol No. 7) giving the text of the Second Lome
Convention. Kegulation 1255/82 on Zimbabwe s accession to the Lome Convention.
Repulation 1243/84 partially restoring India's quota. Regulation 1764/84 giving
the Cote d'lveire an ACP quota. Regulation 1763/84 giving full ACP membership to
St. Christopher and Nevis, and Regulation 1256/82 doing the same for Belize.
Council Decision 75/456/EEC of July 15, 1975 on India's sugar quota., Notlces of
the Commission in Official Journal C112 (May 13, 1978), €97 {April 18, 1979), Cl04
Capril 29, 1982), €124 (Mav 15, 1982), and €328 (December 14, 1982). Reallocation
a1 Trinidad's shortfall by Commission Decision.

1/ Converted from white equivalent at 1 raw ton = (.92 white tons,
Fastimated.
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Tuble 11.13. U.S. Sugar fNuota Allocatlons by Cauntry, 198.2/83-1985/8b 1/
(In thousands of tous, raw value)
01782~ (19:26/831~ 19/01 /84~ L2401 /85~
U9/30/83 2/ 09/30/8a 3/ 1173085 12/31/8¢0
Country (14 months) (13 wonths)

Atgentina 199.2 118.7 99.1 66,9
Australia 210.8 229.,0 191.3 129.2
Barbados 17.8 19,3 16.1 1.3
Yelize 27.9 30.4 25.3 17.1
Rolivia 20,3 22.1 18.4 12,8
Brazi!l 368.3 Aty t 334t 225.7
anada 27.9 N4 25.3 17.1
felombia 60,9 56,2 55.3 376
Confo - 19.2 i1.3 1.3
tCasta Rica 5.1 36.6 W7.4 31.5
Dominfcan Republic aaiLt 485,7 405.5 274.0
Evuadot 27.9 30,04 25.) 17.1
Bl Salvadar bh U 80,9 670 45,4
[ ERE 17.K 19.3 16.1 1.3
Lahon - ~- 1.3 [
Guatemala 121.9 132.5 Ho.s Fu.7
Buyana 30,5 330 27.7 18,7
Haftd 15.0 15.2 11.3 1.3
honduras 2504 54,1 45,4 29,7
India 2.3 22,1 18.4 1S
cate ' lvaire 195.0 15.2 1.3 1.3
Jamaica 27.9 3.6 5.3 17.1
“adagascar 15.0 1%.2 1.3 ti.3
Malawt (7.4 0.6 32.1 5.6
Manritius 27.5 34,4 25.3 27.7
Yexire 15.0 15.2 11,13 1.3
Mizanhiaue 3300 35.9 30.0 20.2
Miraragua 93.3 5.4 5.4 --
Fanama 73.7 B3, 0 66.8 an.l
Papua New Guinea -- -- 11.3 1.3
Paraguay 15.40 i15.2 1.3 1.3
Poru 104 .1 113.1 94,9 638
Fhilippines 342.9 3rz.n EER I 216,
S, Ohristopher-lNevis 15.0 15.2 1.} 11,3
south Africa L1 0 3.9 53.0 35.4
swaziland L) h 54,2 H.9 6.9
Tafwan, Prov. of 9.3 31.1 27.7 18.7
thatland 35.6 18.46 32,2 218
Trinidad and Tebago 17,8 19.3 1.1 1.3
Lruynay - 15.2 i3 [
Timhabwe 3.5 13,1 277 LR,7

ragal 2822 2,879 2,526 Lagy

Totas provated
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In 1985 less than 30 percent of world sugar production entered
international trade (Table T1.14). 0Of that, roughly one fifth was traded
through long~term bilateral agreements, some of which were concluded imme-
diately after the 1974 and 1979-80 price shocks at prices well above the
free market prices of 1984 and 1985. The combination of sales at relatively
high prices to the preferential U.S. and EC markets and markets covered
by bilateral agreements, as well as sales on the free market resulted in a
decline {n average unit value received by developing countries~-which
accounts for nearly half of world exports—from 12.4 cents per pound in
1982 to 10.1 cents in 1985. The 19 percent decline in unit value repre-
srated a significant insulation from the 51 percent reduction in free
market price which occurred over the same period. The volume of exports by
developing countries also declined over the period, by 14 percent, from
neariv 14 million tons to 12 million tons in 1983, reflecting lower imports
by the UB.S5.8.K., Japan and the United States which became increasingly self
sufticient. As a result, the value of sugar exports by developing countries
declined by 30 percent between 1982 and 1985, and is cstimated to have
deeciined by another 10 percent in 1986, reflecting both lower unit values
and volumes,

wWorld production [n 1985/86 fell to 98.0 million tons, compared with
V.7 million tons the vear before, due principally to poor weather in
{Cuba and the U.S5.S5,.R., and a planned reduction in production by Brazil.
in Luba output of sugar from cane fell by 17 percent to 6.7 million tons
diter a three—year period of below-normal rainfall followed by a hurricane
1 November 1985, Beet production in the Soviet Union declined by 9 per-
cent, to 7.8 million touns, following a cool, wet spring and June floods
whiich may have aided the spread of disease and slowed crop development.
ine 12 percent decline in Brazilian output was the result of a pre-announced
cuttack in production of cane earmarked for sugav, as opposed to alcohol
production.  These declines were offset somewhat by significant production
increases in Chioa and India due to improved production incentives, and,
in the case of India, a return to more normal growing conditions following
a vear of drought and disease. While production in other countries remained
taitiy stable, nozable declines were registered by several significant
exporters--argentiva, Australia, the Dominican Republic, the Philippines,
and South Africa--mostly because of bad weather, but also on account of
financial diffirulties in some of their sugar industries.

Consunption in 1985/86 grew by 1.2 percent, to 98.0 million tons. A
strong growrh in demand in some developing countries due to population
angd por o capita income growth-=current per capita consumption of sugar in
deveioning countries is roughly half that in industrial countries--was
part iy offset by declines in demand in industrial countries resulting
trom the displacoment of sugar by HFCS and noncaloric sweeteaers. Because
! ._w';umpc_xt_itz\-.( pricing pulicies, c‘.o;\.snmptirm of HFCS prew by 13 per. ~C
in the United States in 19895, while consumption of sugar from beet .aud
came Fell o bv D opereent. HFCS now aceounts for AU percent of U.5. sweetner

e, baving completely displaced sugar in the soft drink industries, and
laced it in candies, baked yoods, jams and other processed

disy
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limit to substitution in soft drinks and processed foods may have been
reached., However, a granular form of fructose from corn is being tested.

If this technology proves successful, there may be further scope for substi-
tution in processed foods as well as direct sales to end-use customers.

The price of suyar on the free market in the 1985 fell to its lowest
level since 1970, The low price reflected the effects of the increased
production of 1984/35, which added over 3 million tons to the already
large carryover stocks of sugar, and the expiration of the 1977 Interna-
tional Sugar Agreement at end-December 1984, which increased sugar avail-
ability by releasing exporting countries from their quota and stocking
obligations. In the second quarter of 1985, the free market prices fell
to 3 cents per pound, and although the price subsequently increased, the
the vear was only 4 cents per pound. 1In early 1986, the
se d 1 of 1985/86 whi

d narrle 4 + * i~ ch
ich

ased partly due to the production shortfall
lowered world stocks slightly for the fivst time since 1979/80, and to
speculation regarding lower current ,roduction, brieflv fueled by the
possibility »f adverse effects on production in the H.5.5.R. of the
nuclear accident at Chernobyi. The free market price averaged above

7 cents per pound in the second quarcter of 1986 but fell to an average of
little more than 5 cents in the third quarter.

Any further short-term increases {n free market prices in the near
future are likely to be moderated by a continued excess in production
and siow growth in demand. Iu the 1986/87 crop yesar, production is
cxpected to total 100.5 miiifon tons, as output from Cuba and the U.5,S.R.
recovers, and HBrazil implements a planned increase by assigning slightly
more cane to suyar than to ethanol production. Sugar production in India
is vxpected to show the greatest increase, at 19 percent, as government
pelicies that support an expansion in cultivated area become effective.
The EC ig the only major sugar producing area which is expected to show a
decline, by 4 percent, because of a | percent reduction in acreage and
unfavnrable weather through April 1986 which led to lawe sowing. World
consumption in 1986/87 is expected to grow by .8 percent to 99.8 million
teons, with particularly slow growth in demand from industrial countries
comntered by robust growth in developing countries, especially China and
ludia. After adjusting for losses and discrepancies, world stocks are
expected to decline by less than 1 percent, leveling off at the equivalent
of 43 percent of annual consumption.

In the medium-term, {mprovements in the free market prices are
likelv to occur, centingent upon the eventual drawdown of the large over-
nam: of world stocks. Given the persistence of a very high degree of
srotection In most importing countries, the adjustment is likely tn come
mainiv rrom exporting countries as the unit values they receive move
closer in line with free market prices, reflecting a decreasing proportion
of sales to the preferential .5, and EC markets and the expiration of
lnng-term contracts, Arother severe weather—-related shortfall in world
production could also lead to a lowering of world stock levels and a
recovery dn oworld prices.  In the past, such shortfalis have occurred on

41 averadse of about once in nine vears. However, the price effects of







such a shortill might be mitigated should Cuba shift more exports from
the market {r centrally planned economies to the free market or Brazil
move cane fron ethanol to supar production.

3. Vegetable oils and protein meals

After rising by 26 percent between 1982 and 1984, the index of market
prices for vegetable oils and protein meals declined by 25 percent in
1985 alone, and fell by an additional 15 percent in the first three
quarters of 1986 to the lowest level since 1972 (Table 11.15). The
recent decline in prices, despite the depreciation of the exchange rate
of the U.S. dollar since early 1985, may be partly attributable to the
adverse etffects on demand of slower, albeit continuing, world economic

srowth and maiagr nrae
srowtay ang

, the major factor
underlying the decline is the strong recovery of production and the
accumulation ot stocks to unprecedented levels, after several coincidental
tactors reduced supply in 1983 and 1984. These variations i{n productiou
reflect supply shocks caused by weather, fluctuations in yiclds, partly
because of biological pollination in the case of palm oil, increases in
acreas harvested, and, in the case of tree crops, past and ongoinj
increases in the stock of trees,

te the decelerartion of irflatian Hoawvovunr
to the gecelerar™ion of iatlion agwever

Vestetable oils and protein meals are mainly derived from oilseeds,
which are crushed to expell their oil content for further processing and
Lo produce meal, The demand for vegetahle oils emanates mainly from the
food and soap wmanufacturing industries, while rhat for meals is dérived
from the demand for livestock products, as meals are primarily produced
as inpredients in animal feeds. The scope for substitution in demand in
hoth of these markets is considerable. Technological improvements in
processing have increased the interchangeability of the various oils and,
consequently, the impertance of relative prices in the choice of oil by
consumers., However, a relatively small share of each oil's consumption
oeueurs in a “captive” market, where it enjoys a strong technical advantage,
such as ecoconnt oil and palm kernel o0il in scap manufacture and groundnut
wil in culinary use.

On the supply side, the market is considerably more hetérogenous and
complex, OUilseeds are produced as annual crops (e.g., soybeans, ground-
nuts, rapesced, sunflowerseed) and as perennial tree crops (e.g., coconut
and oil palm), While producers of annual crops can adjust supply rapidly
to changes in market prospects, producers of tree crops, with long gesta-
tion pericds and economic life spans and relatively low variable costs
aiter the trees have been planted, are considerably less responsive.

From [98G/81 te 1985/86, world oilseed production increased steadily
and sharply in each vear, with the exception of 1983/84. As a result,
total production reached 34.8 million tons, in terms of ofl equivalent,
compared with 41.5 million tons in 1980781 (Table 11.,16). Most of the
srowth in this perfod is attributable to four olliseeds: palm oil (23 per-
cent of the growth), sovbeans (21 percent), rapesced (20 percent), and
suntlowerseed (18 percent). Sunflowerseed oil and rapeseed oil are the
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Tanle Tloin. Major Oilsceds (0f] Equivalent): World Commodity Balance, 1980/81-1980,87

Uctober/September Years
1980781  1981/82 1982/83 1983/84 1984/85 1985/8¢ 1/ 1986/87 2/

\In millions of tons, ofl equivalent) 3/

Proniuction Al.5 45,1 47.3 45.3 5107 54.8 55.0
Sovbeans Fa.5 15.1 le.7 15.0 16.8 17.3 17.86
vaim ol 5.1 H,0 5.9 b.3 7.0 8.2 8.7
Aunt lowerseed .2 5.8 .6 6.2 7.0 7.6 7.4
Hajuesand 4.3 4.5 5.3 5.2 6.2 b.9 7.3
Sroundnel e a7 9.8 5.2 5.4 5.8 5.8 5.9
S 1.9 4.1 3.9 3.8 4.9 4.5 4,2
conra .1 3.0 2.9 2.5 3.0 3.3 3.3
talm kerneis .7 U.8 U.s 0.9 1.0 1.2 1.2

Neorerash ouse bt 7.4 7.4 7.5 7.6 8.2 8.5
poo v R So R S v S e S v
1.9 2.4 2.4 2.4 2.5 2.7 2.7
PR 1.2 2.4 2.3 2.4 2.8 2.7

e, 38.3 39,7 38.6 42,8 45.7 4h .4

12.9 12.7 13.5 12.8 13.3 3.6 14,0

5.1 h.D 5.9 6.3 7.0 R.2 8.7

Fiowerseed nil 4,7 5.6 5.7 5.% 6.2 .5 h,o
Aapesesd il 4,1 4.4 5.0 4.9 5.6 6.3 b4
rovadnut ol 2.7 3.3 2.9 2.9 3.1 3.2 3.2
ol tongeed afl 3,2 1.1 1.1 1,0 3.9 3.5 3.3
Cowoanat oaf, 2.9 2.9 1.8 2.4 2.7 3.3 3.2
Valsw vernel oii ] 1,7 0.8 u.8 1.0 1.1 1.2

C nvmnt fog R 38LY 30,2 I8 .6 [ 45,0 4,3
whean ot 17w 3.7 3.4 13.1 13.7 13.3 15,9
o 5.2 9.7 6.1 6.0 €.8 8.0 5.6
Chaverweed oil a7 5.1 I.b 5.5 6.0 6.5 Hh.5

fa b 4,4 9.0 4.8 S.0 h.2 h.a

4.8 5.1 9 1.9 1.1 3.2 3.2

: 1,2 3.2 3.1 3.1 3.8 3.5 3.2
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third and fourth most important vegetable oils produced, each representing
14 percent of world production, compared with about 7 percent each for
proundnut oil and coconut oil. Another rise in total oilseed production
is projected fer |986/87. Consumption also has risen steadily since
1980/8), with the exception of 1983/84, but not as rapidly as production.
Reflecting this, che level of stocks has risen by 30 percent in 1984/85,
21 percent in 1985/86, and is projected to rise by another 7 percent in
1986/87,

The complexity of the market reflects the fact that while the demand
for oils and the demand for meals are governed Ly different market forces,
all oils are produced jointly with the in crushirg for meal, the relative
importance of each component varying considerably among nilseeds
{Tabies Il1.16 and 11.17), Soybeans, for example, are 80 percent meal and
I8 percent oil by weight and are produced mainly in response Lo meal
demand. (Consequently, soybean oil generally {s produced as a by-product,
with supply determined by the demand for meal rather than the direct
demand for soybean oil. This typically has resulted in expanding supplies
of sovbean oil, {rrespective of the oil prices, whan meal demand has been

sLTrong.

Although the leadership of . 2vbean oil in the vegetable oil market
has been narrowed in the 1980s by increased production of palm oil, the
soybean complex continues to dominate prices in the rest of the sector,
The byv-product soybean oil has strongly influenced the prices of other
vegetahle oils. Prices of vegetable oils can be highly unstable becausc
of the supply structure for soybean oil, combined with the gestation lags
in production and relatively long economic life spans of the trees from
which 2 number of the other oilseeds are obtained. The prices of protein
meals have been relatively stable, however, because of substitution with
other feeds, particularly maize.

In 1985, vegetable ouil prices declined significantly from the record
nizh levels attained by most of these prices in .984 and continued to
decline durfng the first nine months of 1986. On the other hand, meal
prices, which nad fallen significantly in 1984, reflecting weak meal
demand, hevan to recover in mid-19853 and continued to rise through the
rirst quarter of 1986, Since then, meal prices generally have remained
stroap, mainly in response to a high level of meal demand in the EC,
caconraged by the relativelv low sovbean meal/feed wheat price ratio in the
FC. As a result, the more typical structure of oilseed product prices has
ce-emerped since the latter part of 1985, With the nutable drop in the oil
tn meal price ratio in the sovbean conplex, the meal content of soybeans
arain has accounted tor over Lwo thirds of that oilseed's value, whereas by
mid-1983, it nad rallen to only about 50 percent.

The rise tn oil prices in 1983 and 1984 is attributable mainly to
tighter supplies stemming trom (i) a considerable reduction in soybean

sredwction in the Yrnited States {0 the 1983784 season as o result of the
rmpact of the government area reduction program (the pavment-in-kind or

PR programi o oand poor vields hecause of drought (i1) reduced palm oil







Table 11.17. Major Ollsceds (Meal Equivalent): World Commodity Balance, 1980/81-1986/87

October/September Years
tysu/81  1981/82 1982/83 1983/84 1984/85 1985/86 1/ 1986/87 2/

(In millions of tons, meal equivalent) 3/

Froduction 97 .9 106 .0 113.0 102.8 118.9 122.2 123.2
oyheans 64,1 68.2 74,2 64.9 73.1 70.0 77.4
Cattonseeds 1.3 12.9 12.2 12.0 16.1 14.3 13.5
Rapeseed b.b 7.6 9.0 8.7 10.4 11,6 12,4
Sunt lowerseed b.1 6.8 7.9 7.2 8.3 9.0 8.7
Grovndnut s 6.8 8.0 7.1 7.6 B.2 8.2 8.3
Copra 1.7 1.6 1.6 1.3 L6 1.7 1.8
Paim kernels .8 4.9 1.0 1.1 1.2 1.4 L4

toncrush use 15.3 19.5 19.7 29,3 2.4 21,2 QZQT'_.

Crushings/meal

product {on 84 .6 87.7 91.8 86.0 44,7 96.7
Sovbean meal 56.9 57.3 60.5 55.5 582 59.8
cottenseed meal 9.7 10,2 9.8 9.7 12.7 11.3
Rapueseed meal h.2 7.6 8.5 8.1 9.4 10,4
sunflowverseed meal 5.5 5.9 6.7 6.4 7.3 7.7
troundout meal 4.0 4,95 3.9 4,1 4 b Yed :
Copra meal 1.6 1.6 1.5 1.3 1,95 1.7
Palm kernel meal g, 7 .8 0.9 0.9 1.2 1.3 :
Meal consumptlod 83,8 88.1 91.4 85.1 95.0 95.9-
Surbhean meal 56,2 57.8 59.9 54.9 58.6 0.0 i
Cottonsced meal 3.6 10,1 10.0 9.h 12.6 1.2
Rapeseed meal h.2 704 B.4 8.1 9.4 kufé
Sunf lowerseed meal 5.5 5.9 o7 6ah 7.3, 7.7
Croundnut meal 4.0 4.5 3.9 4.1 L 4.5
Copra meal 1.6 1.6 1.5 I.1 1.5 1.8
Palin kesnel mial u,7 .8 1.0 0.9 1.2 1.3
Closing stoncks 17.7 16.2 18.:1 15.5 19.0 23.h 251
As oilseeds &4/ 4.6 13.5 15.0 1.5 15.3 19.6 2109
Sovheans (12.8)  (11.8)  (13.7) 10,5y  (13.7)  (17.9) (19.29)
Rapeseods (3.9} {0.6) (0.5) (D.4) (0.7) (7.8) (1.3
ather (U.9) (L.1) (0.8) (11.6) (0.9 (0.9) (0.7)
As meal 5/ 3.1 2.1 3.1 4.0 3.7 3.9 1,2
Seyhean meal (2.4) (1.9) (2.6} (3.1) (2.7) (2.9) (2.3)
Other (0.7 (1).8) (0.5) (u.9) (1.0} (1.0 {i.9)

Source:  U.S. Department of Apriculture, Forefpun Agriculture Survey: Oijlsceds and
Prodaocts (Washiogton), various {ssuves.

i Preliminary.
© L8, Department of Apriculture foarecast,
Nerived from afiseed Jata ausiny standard converaion factors,

Chanse it oiiseed starks eguals produrting bes aancresh nse Tess crushings,

Uhing e in meal stocks equals meal production [eas meal consunptfon,







and palm kernel oil production in Malaysia in 1983 as a res«lt of drought,
tree stress following the introduction of biological pollination and low
fertilizer useage induced by poor prices; and (iii) reduced copra produc-
tion in the Philippines, following drought and serious typhoon damage

that curtailed yields., However, in 1985, both Malaysian palm oil produc-
tion and coconut production in the Philippines recovered markedly, and
this was accompanied by increased exports of palm oil by Indonesia. In
addition, soybean supplies in the United States and Brazil increased,
reflecting fmproved yields and increases in areas harvested, and supplies
of other vilseeds rose significantly, including rapeseed and sunflowerseed,
which also have contributed to downward pressure on prices of vegetable
oils. The swings in vegetable 0il prices dominate movements in the over-
all index of prices for oils and meals. Despite the steep drop fn meal
prices throughout 1984, the index rose under the influence of rising oil
prices from an average level of 92.8 in 1983 to 100.4 {n.1984 (1950=100).
The turnaround in oil prices in 1985 and the continued decline in 1986
caused the index to fall throughout this period to.a low of 6U.4 in -
September 1986, ' '

Toral export earnings tor ollseeds and product exports are substan-
tial, but earnings fell shatply in F985 and are expected to decline
further in 1Y86. Export proceeds from the major ollseedsand their
products (soybeans, soybean oil, soybean meal, and. palm oil) rose .from
515 billion in 1980 to $17 hlllion in 1384 but declined to S14 bi¥lion in
198% (Tables 1L.18, 11.19, 11.20, and 11.21). Most of:che.decline has
been borne hy the industrial countries, whose share in total earnings has- :
fallen from 66 percent &n 1980 to 48 percent {n 1985, The decline in
tutal earnings is attributable to the decline in vegeétable :oil prices and.
the weak level of meal prices in 1985, cdused partly by ‘the sharp expansionT-
in export volumes from developing countries. '

Sunflowerseed and rapeseed and their respective oilsialso are impor- .~
tant in international trade, representing 13 percent .and 12 percent of
the wolume of world axports {(in oil equivalent), respectively, compared
with stgnificantly lower shares for the followin, oilseeds and their
Tospective nilq copra (B percent), groundauts (3 percen;) ‘palm kernels
{4 percent), and cottonseed (2 percent). Most of the world's exports of
rapesced, r1p«cpcd products, and sunflowerseed emanate from industrial
covntries, whereas most sunflowerseed oil and meal exports emanate from
deveioping cruntries, particularly Argentina,

a. Sovheans and soybean products

As a share of world oilseed production, soybeans are the single most
imporiant oflsged.  The strony recovery in soybean production in the
195, BY macrkoting vear {(October/September) contributed importantly to the
weakening of hoth nil and meal prices in 1985, Total oilseed production
i oLerms of oil equivalent (sce Table [1.18) increased by 14 percent in
that vear to Si.7 million tons, after falling by 4 percent in the previous
WUAY.( Sovhean production rose by 12 percent and aceounted for 28 percent
L1 othe faerease in total production,
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Table [1.18. Soybeansﬁ Market Prices and Exports, 1980-86

Calendar Years

ViraLiivwaa ACTAS

1980 1981 1982 1983 1984 1985 1986 172/

Market prices (in U.S.

dollars a ton) 3/ 2% 288 245 282 282 224 209
Exports
Volumes (in millions S .
of tons) 26.9 26.2 28.9 26.6 25.8. 25.4  27.8
I'ndustrial countries 22,2 22.1 25.9 22.9 19.7 17,0 214
United States (2L.8) (21,.8) (25.5) (22.7) (19, 5)~(16 9) (21.1)
Other countties (0:4)  (0.3) (0 4)  (0.2) (0. 2) (0.1) (0.3)
Developing countries 4,7 4,1 p 3.7 6l 8.4 6.4
Argentina (2.7) (2.2)-:;], (1.5) (3.1) ¢ (3.0) (2.8)
Brazil (1+6) (1.5) D (1.3 (16 €3.5) €1uh)
Other countries (0.4). (0.4). "'(O 9)'1(1 4)
Unit value (in U.S, _ _ _ ' ' : B
dollars a ton) 264 282 243 256 280 222~ 207
Industrial countries 270 284 245 261 - 218 221 206
Developing countries 235 270 228 224 - 284 224 210
Earnings (in U.S. _ . SR
dollars a tons) 7,100 7.39 7.03 6.80 .
Industrial countries 5.000 6.29 6.33 5,98 .SV
Developing countries 1,100 1.10 - 0.70: -0.82 I

Sources: Cnmmodities Division,. IHF Research Department for |
and Agriculture Organization,_FAO Trade Yearbook: (Rome);,’ variOus issues
exports; data on volume of exports' for 1985 from. Oil Norld Statistica-
(Hamburg), September 5, 1986, . -

1/ Data on exports are estimates of Commodities Division, IMF Research

UepaerLnt.
2/ T1ncludes projections for the final quarter of the year.

E! }.5. origin, c.i.f. Rotterdam.
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Table 11.19. Soybean 0ifl: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982  1983° 1984 1985 1/ 1986 1/2/

Market prices (in U.S.
dollars a ton) 3/ 598 507 447 527 725 576 340

Exports
Volumes (in millions

of tons) 3. .5 3.4 3.

Industrial countries “ 2
United States
EC
Uther countries

Developing countries
Brazil
Argentina
Other countries

o~
O OO~ O Nt

Unit value {in U.S. R )
dollars a ton) 625 542 480

Industrial countries 644 560 437
Developing countrtes 576 515 455

Earnings (in U.S.
dollars a ton) 1.99 1.88 1.64
Industrial countries 1.46 1.14  1.10
Developing countries 0.53 -0.74 0v54 0.

Sources: Commodities Division, IMF Research Department for prices. UN”?&od
and Agriculture Organization, FAO Trade Yearbook (Rome) ﬂ_:rious issues, f 19
eXPOrts. -

1/ Data on exports are estimates of Commodities Division, IMF Research o
Department. )

2/ lIncludes projections for the final quarter: of the year.

3/ Dutch, f,o.b. ex-mill Rotterdam.
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Table I1.20. Soybean Meal: Market Prices and Exports, 1980-86

__Calendar Years . ) PR
1980 1981 1982 1983 ~ 1984 1985 1/ 1986 1/27

Market prices (in U.S. _ o
dollars a ton) 3/ 259 253 218 238 197 157 .

Exports (in millions

of tons) : _ o Sl
Volumes 17.8 20,1 20,0 22,9 - 20,7 . 23

Industrial countries 10.5 1007 ' S

lnited States (7}0)

EC (3.2)

Other countries (0. 3)
Beveloping countries 73

Brazil (6.6)

Orher countries L07)

Unit value (in U.S. _— R
dollars a ton) . 237

Industrial countries 27
Developing countries 222

Larnings (in billions P
of U.S., dollars) 4,22 5.8
Industrial countries . 2.59

Neveloping countries

Source: : ; :
Agriculture Organization, FAU Trade Yearbook (Rome). yarious issues. for exporc;.’“

1/ Data on exports are estimates of: Commodities Division, IMF Research
Dtﬁartment. : RS B -
2/ lIncludes projections for the final quarter of the yea
3/ L.S. origin, c.i.f. Rotterdanm. '
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Table 11.21. Palm 0il: Market Prices and Exports, 1980-86

_ Calendat Years N
1980 1981 1982 ' 1983 1986 " 198!

1986 172/

Market prices {in U.S. _ o SR o - o
dollars a ton) 3/ 583 571 . 445 Solf{,-ngt.fQSOLy;}..QQijf I

Exports
Volumes (in millions
of tons)
Developing countries
Malaysia '
Other countries

Unit values {in U.S.. .'__j:ﬁ;f”'
dollars a ton) el

Earnings (in billions .
of U.S. doliars) .
Developing countries-_

Spurce: Commodities. Divisioh,
Agriculture Organization, FAQ. Trade: Ye ]
Export data include. only exports fraﬁlpalm oil.

1/ Data on exports. are estima:es '

Department.
2/ Includes projections for che £

3/ Sumatra/Malaysia oil,'c. o N
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Soybean production in the United States rose by 14 percent in 1984/85,

retlecting higher ylelds and some expansion in soybean. acreage as a result
of a small1t dcxeage reductinn program and accounted for most (ﬁhvpercent)

%rh‘i., LhL second largest producet
hijher yvields and an expansion in: soybean acreage. _ : 2¢
dILL[ filllﬂ? bx about 7 percent in the previous year, rosa byf

i ! () f'n-c

-p'z ey luus-
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increase in mmsumptlon ) : ]

hurgeoning supplleq of other veve_a_

palm oil. i

soll from $a57 ppr ton in Januarv to. 92?”.
frereasing slightly to $276 in Geptembet..

arices has heen reflected in lowér sbybean. prires.-
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Table 11.23. Soybean 0il: World Commodity Balance, 1980/81-1986/87

(In millions of tons)

October/September Years.
1980781 1981/82 1982/83 1983784 1984/85 1985/86 1/ 1986/87 2/

Production 12.9 12,7
Brazil 2.6 2.4
EC 2.4 2.6
United States 5.1 5.0
Other countries 2.8 2.7

Consumption 13.1 13.0
Brazil 1.9 1.5
EC 1.6 1.7
United States 4.1 4.3
Other countries 5.9 5.5

Closing stocks i.7 1.4

Source: U.S. Department of AgriCuItue. Foreigg Agriculture Circular.
Oilseeds and Products (Washington), various 1ssues. o

1/ Preliminary. e
2/ LU.S. Department of Agricultire forecast. L







Table 11.24. Soybean Meal: World Commodity Balance, 1980/81-1986/87

(In millions of tons)

Octcber/September Years
980781 1981782 1982783 '1983/84 198B4/85 1985/86 1/ 1986/87 2/

Yroduct {on %6.9 57.3 60.5 55.5 58.2 59.8 61.7
Brazil 10.6 9.9 10.6 9.7 10.2 9.6 9.9
EC 10.6 12.2 11.7 10.3 9.9 10.1 10.3
United States 22.1 22.4 24,2 20.7 22.3 22,7 23.0
Other countries 13.6 12.8 14.0 14.8 15.8 17.4 18.5

Consumption 56 .4 58.0 59.8 56.1 59.3 61.2 62.7
EC 16.7 19.7 18.1 -A7.7 7 CIBLE 18.0 18.0
United States 16.0 16.1 17.5 16.0 17.7 17,2 17.7
Cther countries 23.7 22,2 24.2 22,4 23.5 26,0 27.0

Closing stocks 2.4 1.9 2.5 3.1 2.8 2.6 2.3

Source: U.S. Department of Agricqttute,'Fbréigﬁngriéuifdte;Shtvey: 0ilseeds and
Products (Washington), various issues. T e ' o

l/ Preliminary. : -
2/ U.S. Department of Agriculture forecast. .

_09._
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The outlook for soybean supply and prices is likely to be influenced
importantly by the provisions of the recently signed 1985 farm bill in
the United States. Soybean prices are supported at the farm level through
nonrecourse loans from the Commodity Credit Corporation (CCC). The
price support loan rate set by the Government acts as a floor price for
sovbeans. In years when market prices have fallen below the soybean loan
rate, the CCC has acquired large quantities of soybeans, and these have
in turn been sold by the CCC when market prices have risen above the loan
rate. One of the objectives of the 1985 farm bill is to improve the
competitiveness of U.5. soybeans and their fiow into the market, rather
than into government storage, by lowering loan rates. While the 1985
farm bill initially maintained the loan rate for soybeans at $5.02 per
hushel for 1986 and 1987, it also authorized the Secretary of Agriculture
improve competitiveness. Effective September 12, 1986, theé loan rate for
the 1986 crop was lowered to $4.77 per bushel. Furthermore, implementdtion
of the GrammRudman law has reduced the effective loan rate for soybeans
by an additional 4.3 percent to $4.56 per bushel., For the 1987 crop, the
Secratary of Apriculture again will have the option of reducing the '
initial loan rate of §5.02 per bushel by up to 5 percent. At this tinme,
it is expected that there will not be any reduction of the announced loan
rate for the 1987 crop because of the GrammRudman law. As a result, the
ctfective loan rate is expected to be in the range of $4.77 to §5.02 per
bushel. For the 1988-90 period, the announced loan rate is to be set
at 73 of the previcus five~year average market price, excluding the
hizh and low vears, and not be reduced by more than 5 percent in any
vear., The price for each year may be reduced by an additional 5 percent
by the Secretary of Agriculture, but the announced low rate may not be
st below $6.50 per bushel. However, implementation of the Gramm-Rudman
law could reduce the effective loan rate below this level. A further
increase is in soybean production is forecast for 1986/87 contributing
4 continuation of the current oversupply situation. These developments,
cemhined with the expected reduction in support price loan rates in the
United States, are expected to continue to exert downward pressure on
sovbean prices through 1987.

b, Falm oil

Palm oil production has expanded rapldly over the past 15 years, with
'nereases averaging over 9 percent annually. 1In those years, only one
slight decline {n world production has been recorded. Most of this growth
i< attributable to Malaysia, whose share in world production has increased
trom 3 opercent in 1971 to about H0 percent in 1986. Output has been
cxpanding tapidly in Indonesia, which in 1984/85 accounted for 17 percent
i worid production, half of which was exported (Table I1.29).

Palm oil has heen the largest single contributor tn the strong rise
i oilsced production in the period 1980/81 to 1985/86, accounting for
St opercent of the averall iacreasc, in terms of oil equivalent, thereby
ratsim its share trom 12 percent to 15 percent of total output
“ukhl. DT ik, Palm eil is second only to sovbeans in production and

it







Table 11,25, PFalm 0il: World Commodity Balance, 198U/81-1986/87

{In millions of tons)

October/September Years
1980781 1981/82 1982/83 1983/84 1984/85 1985/86 1/ 1986/87 2/

Product ion 5.06 5.95 5.91 6.29 7.04 8.24 8.68
[ndonesia 0.75 0.88 0.98 1.06 1.20 1.50 1.60
Malaysia 2.69 3.35 3.18 3.32 3.82 4.75 5.00
Other 1.62 1.72 1.75 1.91 2.22 1.99 2.08

Consuampt fon 4,95 5.53 5.97 5.85 6.73 8.02 8.51
EC 0.55 0.59 0.68 0.55 0.63 0.75 0.83
Indla 0.43 0.41 0.59 0.50 0.73 0.78 0.78
Indonesia .57 0.61 0.67 0.98 0.59 0.60 0.60
Nigeria J.66 0.69 0.65 0.61 0.60 0.67 0.67
Pakistan 0.23 u.27 0.34 0.33 0.48 0.51 0.5
Other 2.51 2.96 3.04 2.88 3.70 4.71 5.11

Closing stocks 0,49 0.77 0.54 0.83 1.07 1.3C 1.42

Source: Based on statistics of U.S. Department of Agriculture, Foreign
Agriculture Survey: Oilseeds and Products (Washington), various issues.

1/ Prelliminary.
2/ Based on U.S. Department of Agriculture forecast.







Lvcounts tor an estimated 24 percent of world exports of oilseeds and

o:l, in terms of oil equivalent, compared with 35 percent for soybeans
and soybean oil.

Falm oil and soybean oil prices have broadly moved together over
price cycles, reflecting the easc of substitution in consumption betweon
these two oils., In the period 19803-84, the absolute differential in
average annual prices for palm oil and soybean oil has beeu less than
$30 per ton, ir four out of five years, with palm ofl prices at a
slight discount of no more than 5 percent in three of those vears.
Reflecting the strong recovery of production in Malavsia, palm oil
: v has traded at a considerable and widening discount to sovbean
oil. n 1987, the discount rose from 7 percent ia the first quarter to
1Y percent in the chird quarter, the seasounal peak in Malaysian produc-
tion, as palm oil prices declined from $609 per ton to 3419 per ton.

The discount narrowed slightly, reflecting the seasonal recovery in
prices, in the final months of 1985, but rose sharply in 1986, averaging
ahout 31 percent during the first nine months of the vear., The monthly
price declined from $342 per ton in January 1986 to $197 per ton in
Aupust, the lowest monthly price since February 1972, before rising to
$Mi7 per ton in September. The sharp decline in prices in 1985 reflects
the further visce in palm oil production in 1985/86 combined with record
carry-over stocks from the preceding year,

In 1985/86 the rate of growth of palm oil production accelerated to
17 percent, reaching another record level--8.2 million tons. Thig is the
targest absolute increase ever recorded and is mainly attributable to the
prowth leader, Malaysia, where production increased by 24 petcent, compared
with 1% percent in 1984785, Malaysian coil palms have recovered from the
ctiects of overpollination caused by release of the "Cameroon weevil” in
cariy 1981 and also from the effects of two droughts--in early 1982 and
carly 1983--which adversely affected yields in 1984 and early 1985,
Yields picked up markedly in the final quarter of 1985, peaking larer
thar, in the more normal productive cyecle and achieving cven higher levals
thau in thwe period tollowing introeduction of the weev{l and rainfall in
tive 25> months prior to each month of the January-September 1986 period
fas heen ahove pormal.  Indonesian production alse is estimated to have
increasee, reflecting the expansion of mature acreapge and some improvement
it vields, following treec stress caused by introduction of the weevil in
(Y984 and the coming into production of a large number of young trees,
with Jow vields, for the first time,

Stimulated by rvecord tow prices, palm oil consumption increased
vapldly by 19 percent in 1985/86 compared te 13 percent in the previous
wwdr, with the larpgest absolute increases estimated for the United States,
i FCL o and India,  Falm oil consumption i< estimated to have increased by
ftvonercent in the Jdnited States, albeit from a low level, to 293 thousaad
tars, and by 19 percent in the EC, the second larpest consumer after lodia
ind the cargest importer in the world, to 747 thousand tons. Consump-
hv 7 percent in [YKIHe tao

dted with S0 percent in P9Ra:=50 reflecting the

fa is ewtimated to have increased

Chsnesd 33200 TS o o







slowdown in the risc in palm oil ‘mports. This large increase is wainly
attributable ta the displacement of soybean otl imports by palm oil imports
in India in recent years. As a result of these movements In production

and consumption, world stocks of palm oil at end-1985/8¢ reached a record
fo3 mitlion ton-, compared with !.l million toas at end—-198~/85. About

i+ii thousand tons, or 54 percent of the total, is held in Malaysia. The
ratio of stocks to consumption thus rose to 16.2 percent, the highest ratio
in the 1980/81-1985/8b period. 1In 1986/87, palm oil production is forecast
ta rise by an additional 5 percent. Tne expanding supplies of palm oil are
cepected Lo be channeled into exports on a regular basis, since palm oil is
i+ Lree crop and storage capacity is limited. This is expected to continue
i exert downward pressure on this and other vegetable oil prices through
P9E7,

i Coconut oil

Since reaching its most recent peak of $1,431 per ton in June 1984,

he sverage monthly price of coconut oil has fallen by 85 perrent to a
fow of $211 per ton in August 1986, the lowest monthly price since January
1973, hefore increasing to $241 per ton in September. As a result,
prices have fallen from an average level of $1,155 per ton in 1984 to
2209 oer ton {a the first nine months of 1986, Coconut 0il's premium over
sevhean ofl, which had been 4 percent in 1982, rose to 70 percent in the
third quarter of i984, The premium declined sharply in the remainder »>f
cdde . and coconut oil was quoted at a widening discount to soybean oil from
the second quarter of 1985 until July 1986, when the discount reached over
i percent.  In August and September, however, the discount was reduced.
G0 average, coconut oil has continued to trade at a premium to palm kernel

{1, its closest substitute among the lauric oils, 1/ although that premium
alsn has declined significantly from an average of 1l percent, or $118 per
ron, i 1984 ta 7 percent, or $39 per ton, in 1985. In the first quarter
a1t 1486, coconut oil traded at an average premium of !l percent or $34 per
tan te palm kernel oil, but the premium declined to $1 per ton in April and
wirw converted into a discount of 3 percent, or S10 per ton, in the following
inrew months.  Since then, coconut oil again has traded at a premfum to
naim kernel oil, reaching 6 percent, or $13 per ton, in September 1986.

The steep decline in coconut oil prices in 1985 and 1986 is mainly
attriburable th tie substantial recoverv of copra production in the
Prilippines from the severe typhoon damage and drought-induced decline

1577 'Ha and the marred expansion in vegetable oil production, in
coioeral o sinee the overall decline in 1983/84, In rerms of oil equiva-
tent, world production of copra increased by 20 percent in 1984/85 to

million tons and by an additional 10 percent in 1985/86, when produc-
front reached second highest level on record, a level only slightly lower
Cies the previcus record level achieved in 1975/76.

it palnm kernel oil, and babassu ol are classffied as

Sile, which are suitable for edible as well as {nediblo usape,
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The Philippines 1s the largest producer of copra in the world,
currently accounting for about 43 percent of world production; further-
more, the Philippiner provides about 46 percent of world coconut oil
production and about 70 percent of world exports of coconut oil. 1In
1984 /85, copra production in the Philippines increased by 16 percent
after the severe drought in the period late-1982 to June 1983 and
tvphnons in 1984 damaged trees and reduced average yields in 1983/84 to
about 40 percent below normal, and a further production increase of
39 percent is estimated for 1985/86. The accelerating recovery is
artributable largely to the lagged effect of improved average rainfall
on yvields, 1In 1984/85, average rainfall was 21 percent above normal
and copra vields per bearing tree increased by about 15 percent.
Average rainfall continued above normal by about 12 percent in 1985/86
and copra yield per bearing tree is estimated to have risen by 37 per-
cuvnt in that year. Copra production also increased sharply in Indonesia,
the second largest copra producer in the world, where drought also had
reduced production in 1983/84. 1In addition to improved weather and a
recovery in ylelds, this increase reflected acreage expansion.

world exports of copra and coconut 0il are expected to expand sharply

1986, mainly reflecting developments in the Philippines. The previous
san established on copra exports in 1982, which had been introduced to
balster exports of coconut oil, was lifted on March 19, 1986, but copra
wriports are being inhibited by the small number of copra crushers outside
i the Philippines and aflotoxin concerns in Europe, one of the largest
putential markets for copra. About 130 thousand tons of copra is
cipected to be exported from the Philippines in 1986, The volume of
coconut oil exports from the Philippines is expected to rise from
n3 thousand tens in 1985 to 1,2 million tons in 1986, reflecting record
levels of preduction and stocks. The expected increases in copra and
coconut oil production combined with high levels of copra and coconut
11 stocks, continued expansion of palm kernel oil production, a joint
nproduct of palm oil production and the closest competing oil with coconut
i1, as well as the general oversupply situation in the vegetable oils,
+re expected to continue to exert downward pressure on coconut oil prices
i 1986 and 1987,

d. Groundnuts and groundnut oil

troundnuts account for about 11 percent of world oilseed production

{1 terms o7 oil equivalent. Of this production, about 47 percent is
consumed directly as nuts, In recent years, groundnut oil has accounted
»v oonlv abont 7 percent of world vegetable oil production and groundnut

gl has accounted for 7 percent of world meal production. Only a
amail share of world production of groundnuts and groundnut oil (about
peeroent s has entered international trade.
Srevindnut product prices have been particularly velatile, mainly
coriesting the market structure and the propensfty for weather-related
©ootuaticons i production, Fluctuations in the volume of exports are

cweraliv creater than changes in the volume of production. The major







<

sources of exports of groundnuts and groundnut products are Argentina,
Brazil, China, Senegal, the Sudan, and the United States. The United
States and China are the main exporters of groundnuts for confectionary
use.

Since reaching i{ts most recent peak of ${,17] per ton in May 1984,
the average market price of groundnut oil has fallen to a low of $534 per
ton in September 1986, or by 54 percent. The fall in prices was not as
pronounced as for other major vegetable oils., While average annual
prices for groundnut oil declined from $1,0l7 per ton in 1984 to $905 per
ton in 1985, its premium over soybean oil increased from an average of
40 percent to 58 percent in those years. 1In the first and second quarter
of 1986, groundnut oil traded at an average premium of 49 perrent and
b4 percent to soybean oil, respectively, and its premium rose to over
86 percent in the third quarter. This mainly has been attributable
t: the relatively slow growth of supplies of groundnuts and groundnut
oil available for export. While total groundnut production vrose by
about 7 percent in 1984/85, compared with about 4 percent in 1983/84,
exports of groundnuts for crushing and groundnut oil rose by only about
6 percent in 1984/85 after declining by 30 percent in the previous
vear.

In 1985/86, production of groundnuts and groundnut oil remained
virtvally unchanged from the 1984/85 level, with an expansion in China's
production and a recovery of production in Senegal and Argentina, and
some moderate declines in the United States, Brazil, and elsewhere.

The distribution of production, however, permitted exports of groundnuts
and groundnut oil, in terms of oil equivalent, to rise by l4 percent in
1985/86. This increase in supply, the recent production increases for
crottonseed and sunflowerseed oil, groundnut oil's closest competitors,
as well as the increase and projected further increases in the supply

of other vegetable oils, have been exerting downward pressure on ground-
nut oil prices. 1In 1986/87, a small increase--2 percent-—in groundnut
production is forecast and exports of groundnuts and groundnut oil, in
terms of oil equivalent, are expected to be 1l percent lower than in
1985/86,

The average monthly price of groundnut meal fell from its most
recent peak of $294 per ton in September 1983 to $130 per ton in June
1985, when it began to increase again with the general strengthening of
the demand for meals in the second half of 1985 and the first quarter of
1986. Prices of sgroundnut meal and other protein meals are expected to
remain relatively low through 1987 because of price competition from other,
relatively lower priced feeds, particularly grains.

o, Rageseed oil

Rapesced is an annual or biennial crop grown mainly in temporate
rlimates and in the subtropics during cool seasons. Over 80 percent of
world rapeseed production is concentrated in Canada, China, the EC, and
India. BRetween 198U/8] and 1985/86, world rapesced production, in terms
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of oil equivalent, increased by 60 percent and a further rise of 6 percent
is forecast for 1986/87. Forty-one percent of the growth during the
period 1980/81-1985/86 is attributable to increased production in China,
while the EC, 1/ Canada, and India each contributed 13 percent. However,
world exports of rapeseed and rapeseed oil are dominated by the EC and
Canada. 2/ The EC's harvested rapeseed drea Increased from an estimated
.76 mwillion hectares in 1980781 to 1.29 million hectares in 1985786,

As a result, rapeseed production in the EC increaséd by over 80 percent
during those years to 3.72 million tons (20 percent of world production).
Canada's harvested rapeseed area has fluctuated considetably between a o
low of 1.40 million hectares in 1981/82 and a. high of s 09 million hectares S

ever, production reached a - peak level of 3,51 million tons: (18
world production). Both the EC -and. Canada ‘have’ been promoting_
acid (LEAR) varieties in order to increase the suitability of rap _
meal as an animal feed. : : '

absolute decrease in soybean oiizconsumption - . _-
in 1982783 to 1.4] million ‘tons 1in 1985/86, reasing the share :
this oil from 21 percent to 18 percent of EC: oil consum tion: in 1985/86

The price of rapeseed oil, after rising sharply:in
by 2U percent and 37 percent. respectively, because of _._““

1/ Tn the EC, an oilseed regime was 1ntroduced in 1966 when
which at that time relied almost entirely on_imported seeds. e
production grants to crushers of the Commuriity :
them compecitive with cheaper imports from nonmember count'ies.

from Peru 1ncreased import demand from the U S$.5. R., poor groundnut crops
in major exporting countries, and contrels on exports of soybeanq and
sovbean products from the bnited States beginning June 27, 1973 and controls
on L.S. exports of 41 feedstuffs and fars and ofls announced on July 5,
1973-~the EC introduced a new policy destgned to encourage oilseed prOduccioh
in the Community. As a result of these “producticn aids,” the outjnit of
sunflowerseed, rapeseed, and other oilsced and protein crops has increased
sharply.

2/ In 1985/86, the members of the EC and Canada tose oer accounted for
88 percent (or 46 percent and 42 percent, respectivelyvi sf world export
exports of rapeseed {including intra-BEC trade} and 735 pereent of werld
exports of rapeseed oil (or 62 percent and 1} percent, respectively).
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.declined in 1985 and the first nine months of 1986 (see Table I1.15),
The average annual price of rapeseed oil declined from $687 per ton in
1984 to $540 per ton in 1985, reflecting the recovery of world vegetable
oil supplies in general and a record level of world rapeseed production,:
particularly in major exporting countries. Rapeseed ofl generally has
traded at a discount of about 5 percent to soybean oil, although ‘the
discount widened to an average of over 10 percent, in ‘the- firét n-ne
months of 1986. The price of rapeseed oil has been declining tt

1986. ' :

anreaqed competicion from burgeoning supplies of ochj7ﬁ )
particularky palm ofl, which has- been trading-at a’ discount of
i7 percent to rapeseed 0il in recént months. : :

f. %unflowerseedzoil

Most of the world's sunflowerseed:production“;i
with LPmptraLL climates w1th the

Z98U*81~;98)/Uo. {
for 36 percent, of the

measts have been declining as its~
support programs introduced in. The
area, has expanded frowi 0,96 mill
.78 mi[llon hectares 1in 1985/86 with]Fr

)par. _
tans in 1981/9 to an 2 million torns" 1n*
rise to 1.24% million tons in 1986/87. - Toget
0i} are estimated to account for about 29 p ce
tion in the EC in 1985786, compared with 20-percencgt

In 1983, the average annual price of sunflowerseed oil de lined Ercm'g
its most recent penk of 5767 per ton in 1986 to 3602 per tc.‘:

LLUTde in 1953,5a' and the increasxng bupplies of,
and vegetable oils. While sunflowerseed ofl has traded at a premium ‘to

soyhean oil--on averape 3 percent in 1983-85, it has traded at a discount
to praundnut oil, & majorv competicor in the French market. In £984 , the
average discount to groundnut oil was 25 percent and in 1985 and the
{irst nine months of (986 the average discount was 30 percent, Partly
reilecting the increase in production in 1985/86 ard the 16 percent
frereass in total stocks of sunflowerseed and sunflowersced ofl, in Cerms
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of oil equivalent, the price of sunflowerseed oil in 1986 fell from
$482 per ton in January to $310 per ton in September., The September
1986 price was consequently about one half the average level in 1985,
Exporters of record supplies of sunflowerseed oil are expected to face
strong competition from palm, coconut, and rapeseed oils, although the
considerable price discount to groundnut oil and cottonseed oil will
tend to promote consumption of sunflowerseed oil.

g Fish meal

The price of fish meal generally has moved in line with, and sold at
a premium to, other protein meals. Like other protein meals, the fish
meal price has declined sharply in recent years from an annual level of
$453 per ton in 1983 to $280 per ton in 1985. Since mid-1985, the average
monthly price recovered somewhat--from $254 per ton in July 1985 to $339
per ton in September 1986. 1In 1985 and in the first nine months of 1986,
fish meal has generally traded at a premium of over 70 perceut to soybean
meal,

Chile is the largest producer of fish meal in the world, followed by
Japan and Peru, In recent years, fish meal production has recovered
markedly from the low levels achieved in 1982/83, when the effects of
"E1 Nino" lowered production in Peru. World production rose by 13 percent
in 1983/84, 6 percent in 1984785, and 2 percent in 1985/86 to a record
level of over 6 million tons. Stimulated by relatively low prices, the
growth rate of fish meal consumption accelerated from about 3 percent in
1983/84 to 12 percent in 1984/85, with a further increase of 2 percent in
1985/86. Consumption in the EC is estimated to have risen by 37 percent
in 1984/85 and 9 percent in 1985/86, to 969 thousand tons, with the
Federal Republic of Germany and the United Kingdom accounting for most
of the EC's fish meal imports. Consumption also picked up by an estimated
37 percent in the United States to 577 thousand tons in 1984/85 but declined
slightly in 1985/86. Nevertheless, the level of world stocks rose by 5 per-
cent between 1983/84 and 1985/86. 1In 1986/87, fish meal production is
projected to remain virtually unchanged the previous year's level. Consump-
tion is expected to increase but by only ! percent, reflecting increased
competition from soybean and other protein meals. Fish meal prices are
expected to remain relarively low {n 1986 and 1987, also reflecting compe-
tition from soybean and other protein meals and relatively weak demand
for protein meals in general.

The volume of fish meal exports rose by 18 percent to 2.69 million
tons in 1984 and Increased by an additional 22 percent in 1985 to
3.28 million tons.

4, Other food commodities

a. Beef

Beef prices, which averaged 111 U.S. cents per pound in 1983 and
103 cents per pound in 1984, fell to 98 cents per pound in 1985







(Table 11.26) as supplies remained ample in the face of slack demand

and increased competition from poultry and pork. 1/ Prices remained
stable, at 99 U.S. cents per pound during the first quarter of 1986,

but declined to 99 cents per pound during the second quarter, largely
because of an anticipated rise In supplies of manufacturing grade beef
supplies in the United States regulting frow larger dairy cow slaughter
under the Dairy Termination Program of the 1985 U.S§. farm bill. Export
prices for beef from countries not permanently free of foot and mouth
disease were particularly weak during 1985, because of strong competition
from EC beef exports in the traditional markets for this type of beef in
the countries in the Middle East and Africa and in the U.S.S.R.

World production of bovine meat increased by about 1.5 percent in
1985. Among the major producers, production in North America increased
slightly due to greater production in both the United States and Canada.
In the EC, beef production rose sharply in 1984 because of increased
dairy cow slaughter, but in !985, beef production declined slightly in
lagged response to the previous year's reduction in the dairy cow
population. In 1985, production in the U.S.S.R. is estimated to have
increased slightly as a severe winter and temporary feed' ‘shortages resulted
in larger slaughterings. Herd rebuilding in Argentina was disruptgd by
a rise in slaughterings in response to very low returns in both the export
and domestic markets, and beef production trose by about 6 percent {in 198s.
Though herd rebuilding continued during 1985 in both Australia and New
Zealand, because of high export prices resulting from the strength of
the U.S. dollar there was some rise in slaughtering and beef production
in Australia.

Although beef consumption in most major markets:was-higher in 1985,
due to ample supplies and lower prices, demand for beef remained weéak.
Per capita beef consumption in the U.S. is estimated ‘to have declined to
79 pounds in 1985, as compared to a 1976 peak of 94 pounds. This was.
largely a reflection of a change in meat consumption patterns with :a
shift away from red meat towards poultry meat; U;S.:pét"cqptca con, ption
of poultry increased by 22 pounds during the last decade  to 70 pounds per
capita in 1985. 1In the EC beef supplies continued té exceed domestic and
external demand and intervention stocks rose from 665,000 tons at the end
of 1984 to 741,000 tons by the end of 1985. World beef stocks are esti-~
mated to have risen from l.7 million tons at the beginning of 1985 to
1.9 million tons at the beginning of 1986. In 1985, exports from Argentina
and Uruguay, which were subject to intense competition from EC exports,
remained at virtually the same level as in the previous year. On the
other hand, aided in part by the appreciation of the U,S, dollar, exports
from Australia increased sharply from 607,000 tons in 1984 to 670,000
tons in 1985, while New Zealand's exports Increased from 313,000 tons to
374,000 tons over the same period.

l/ Price quotations refer to {mported frozen boneless beef, separate,
BS percent lean, from Australfa and New Zealand, f.o.b. U.S. ports.
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Table 11.26. Prices of "Other” Food Commodities, 1960-85

Beef 1/ Lamb 2/ Bananas 3/
(in U.S. cents (in U.S. cents (In U.S. dollars
Year a pound) a pound) a 40-pound box)
1960-69 40 31 3.12
1970-79 78 68 4,00
1980-8b 107 103 6.95
1970 59 34 3.01
1971 6l 37 2.55
1972 67 49 2.93
1973 91 63 2.99
1974 72 65 3.34
1975 60 68 - 4.46:
1976 72 72 4.69
1977 68 78. 4,95
1978 97 101 5.20
1979 131 109 5.91
1980 125 131 6.80
1981 112 125 7:28
1982 108 109 - 6,80
19383 111 88 7.79
1984 103 88 6.70
1985 98 84 . 6.90
1986 &4/ 95 94 6,40
19846 1 106 86 . 17.09
IL 109 9s. 7.86
1Ll 101 88 © 656
v 97 82 5.30
1985 1 103 78 7.70
I 96 85 8.00
III 94 88 6.68
v 98 83 5.22
1986 1 99 85 6.43
i1 93 95 7.15
1Ll 91 97 6.02

Source: Commodities Division, IMF Research Department.

Frozen boneless beef, Australian and New Zealand origin, f.o.b.
ports.

New Zealand lamb, grade PL, Smithfield market, London.

Central American and Ecuadoran origin, U.S. ports.

Includes projections for final quarter of the year.
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Beef supplies are expected to remain ample in the short run. In the
United States, the increased slaughter of dairy cattle under the Dairy o
Termination Program is expected to result in larger supplies of manufactur= .-
ing grade beef which is the main type of beef imported by the United o
States. Lower feed grain prices and larger supplies of poultry are .
expected to hold down any price gains that may result from a long delayed
cyclical rebuilding of herds in the United States and the ongoing herd
rebuilding in Australia and New Zealand which is expected to c¢ontinue .
until 1990. Latin American beef exporters will continue to face stiff
competition from the EC as it tries to reduce its large stocks:of" beef.-
Beef demand in the Near East is likely to be curtailed by declining oil
revenues and increased competition from poultry. o

b. Lamb

World production of sheep and goat meat is eatimated to - h;:'
increased by about 2 percent in 1985 due- to larget output in A
the EC, New Zealand, Pakistan and Turkey.
125 cents per pound in 1981, weakened to 88 cents pe'ﬁ
and 1984 due :> a buildup in stocks in: the United“ '

dation in New Zealand due to reduced prof1t bil1ty caused lamb:supplies _
and stocks to increase, and competition for markets:.caused lamb-prices- to:
weaken further to an average level of 84 cents: ‘per’ ‘pound.  Prices remained
weak during the first two months of 1986, but ‘a shortage of. supplies, ;
during the peak Easter season, resulting in a meat workers' st N
Zealand, caused prices to rise sharply during March,. April and fay of
1986,

The market for lamb 1s expected to remain depressed -over the short
term. Demand in the Near East is expected t¢ remain weak ~becaus
petroleum prices and competition from poultry. Import demand “in. ocher
major markets such as Europe, the U.S5.5.R. and Japan 1s not expecceﬁ to-
rise appreciably. Supplies on the other hand are expected to fémaln
ample because of large stocks and ar. expected increase in production in
Australia. A sharp reduction in returns to sheep producers in New Zealand
resulting from a removal of government price supports and an appreciation
of the New Zealsand dollar vis-a-vis the U.S. and Australian dollars is
expected to lead to a reduction in sheep numbers and lamb production.
However, due to record 1984/85 (October/September) lamb production and
high end-of-season lamb stocks in New Zealand, the effect of a reduction
in sheep numbers is only likely to be reflected in market prices over
the medium term.

Cc. Bananas

Bananas are grown in most tropical countries and are an important
part of the diet in many of these countries. Banana production for export
tends to be a specialized operation quite distinct from banana production

l/ Price quotations refer the New Zealand lamb, grade PL, Southfileld
Market, London.
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for local consumption and exports account for only one fifth of world
production. As bananas move from the exporting country to the consumer

in the importing country, the perishability of the product has necessitated
the development of special facilities for handling, transportation, storage,
and ripening. The need for these special facilities and the pattern of
historical trade links has led to a segmentation of the international
market., ACP countries have preferential access to the EC under a special
protocol of successive Lome conventions which provide special quota and
licensing arrangements. In addition, the overseas departments of Martinique
and Guadaloupe are ifmportant in the supply of bananas to France, as are

the Canary Islands in supplies to Spain, and Madeira in supplies to
Portugal, Japan lmports almost exclusively from the Philippines, while

the United States is supplied by Latin American countries.

Banana prices, as measured by the import price in the United States
of bananas from Central America and Ecuador, roge to record high levels
in 1983 on account of unfavorsble weather in a number of exporting
countries (Table II.26). In Ecuador, the world's leading exporter,
severe flooding in the banana.growing. region led to a reduction in exports
of 36 percent. Windstorm damage resulted in a 22 percent reduction in
exports from Honduras, while drought reduced Philippine exports by
30 percent. Although some other countries increased exports to cover
part of these shortfalls, world exports in 1983 fell by 12 percent from
the 1982 level; average import prices in the Uniteéd States increased by
15 percent. In 1984 average import prices fell by 20 percent below the
average for 1983 as supply conditions improved and, allowing for season—
ality, prices remagined at this level in 1985, The seasonal differences in
import prices for bananas are substantial; U.,S. prices in the period of
seasonal high, February through May, in the 19808 have averaged one third
higher than prices in the period of the seasonal low, October through
December.

World exports of bananas in 1985 are estimated by the FAO at 6.9 mil-
lion tons, or 3 percent higher than in 1984, A second successive large
annual increase by Ecuador enabled that country to approach the level of
exports prior to the severe 1983 floods. Imports into the United States
increased by about 6 percent fn 1985 as the world's largest market for
bananas continued to expand in contrast to markets for bananas in EC

countries and in Japan.

In the first half of 1986 normal weather conditions prevailed in the
major banana exporting countries. Prices in the United States in January
and February 1986 were below those in the same months of 1985 but rose
sharply in March 1986 largely on account of a strike of banana workers at
a large plantation in Panama. With the settlement of the strike in
April, prices again fell to a substantial discount in relation to compar-
able months in 1985 and are expected to remain lower than 1985 prices
through the rest of 1986,







In rharp contrast with the movement in the indices for other
groups of commodities, the dollar price index for beverages in the
first three quarters of 1986 averaged 19 percent above the level
for 1985. This represents a continuation of a pattern in which
beverage prices have tended to move independently of the prices of
other primary commodities. In addition, during the 1980s the prices of
coffee, tea, and cocoa——~the three commodities discussed in this section--
have also tended to move independently of each other 1/ {Chart 4). In
the late 1970s the prices of the three beverages appeared to be more
inter-dependent. Adverse weather conditiong during a period of low
production in the production/price cycles for both coffee and cocoa led
to rapidly rising prices in 1976-77, and the shortage of coffee appears
to have had some effect on the demand for tea, causing the tea price
also to peak in 1977 (Table III,1).

Compared with the late 1970s, the 1980s have been a period of
high production end generally low prices for both coffee and cocoa.
However, both of these commodities, as well as tea, for which there is
less evidence of a long-term cyclical production pattern, have experienced
during the 1980s short periods of rapidly rising prices on account of
weather-related drops in production. The first was for cocoa and
occurred on account of drought in West Africa. The increase, which was
less pronounced and less precipitous than those for the other two
commodities, was spread over 1983 and the first quarter of 1984, The
second, for tea, resulted in a near doubling of tea prices within a
four-month period at the end of 1983, This increase was triggered by
drought which affected production in Sri Lanka and southern India.
Comparatively high tea prices were waintained for more than a year
because of supply uncertainity but the eventual production response led
to a sharp fall in prices in early 1985. The rapid price increase for
coffee o~curred in the final quarter of 1985 as a result of expectations
regarding the effects of drought on Brazilian coffee production in
1986. Because of the size of coffee stocks previously accumulated and
the volume of exports in the wake of the price increase, the high
prices recorded in the first quarter of 1986 have not been sustained.

l. Coffee

Coffee prices began to rise rapidly in mic-October 1985 in a manner
not experienced since the 1970s. Following a b-ief lull in November, the
price surge resumed in December and continued tlhrough early January 1986.
Brices chea fell, but by early March grices had returied to aeai thelr
early January level. As a consequence, coffee prices in the first guarter

I/ Coceca is included in this group because of its traditional assoclation
with coffee and tea as a beverage and because it shares with them certain
characteristics with respect to supply. However, it should be noted
that the use of cocoa in chocolate confectionary is much more important
than its use as a beverage.







CHART 4

PRICES OF BEVERAGES, 1980-86

{in U.S. dollars, indices; 1980 = 100)
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Table [II.1. Prices of Beverages, 1960-36

(In U.S. dollars)

Coffee
Other milds 1/ Robusta 2/ Average Tea 3/ Cocoa Beans 4/
(a pound) (a kg) (a pound) -
1960-69 0.41 0.32 0.36 1.26 0.26
1970-79 1.06 0.96 1.01 1.56 0.83
1980-86 1.49 1.28 1.38 2.26 0.99
1970 0.52 0.41 0.47 1.09 0.31
1971 0.45 0.42 0.44 1,05 0.24
1972 0.50 0.45 0.48 1.05 0.29
1973 D.62 0.50 Q.56 1.06 0.51
1974 0.66 0.59 0.62 1.40 0.71
1975 0.65 0.61 0.63 1.38 0.57
1976 1,43 1.28 1.35 1.54 0.93
1977 2.35 2,24 2.29 2.69 1.72
1978 1.63 1.47 1.55 2.19 1.54
1979 1.74 1.65 1.70 2.16 1.49
1980 1.54 1.47 1.51 2.23 1.18
1981 1.28 1.03 1.16 2,02 0.94
1982 1.40 1.11 1.25 1.93 .79
1983 1.32 1.2, 1.28 2,32 0.96
1984 1.44 1,38 1.41 3.46 1.09
1985 1.46 1,21 1.33 1.98 1.02
1986 5/ 1.99 1.50 1.75 1,91 0.95
1984 1 1.46 1.37 1.41 3.89 1.16
Ir 1.49 1.43 1.46 3.42 1.16
111 1,43 1.40 1.42 3.07 1.02
v 1.39 1.33 1.36 3.44 1.01
1985 1 1.44 1.26 1.35 2.79 1.02
I 1.41 1.22 1.31 1.83 0.98
111 1.33 1.06 1,20 1.59 1.03
v 1.64 1.31 1.48 1.72 1.06
1986 I 2,33 1.68 2.01 1.90 1.01
Il 2.03 1.42 1.72 1.89 0.88
1§ 8¢ 1.80 L.42 1.61 1.90 0.95

Source: Commodities Division, IMF Research Department.

1/ Central American and Mexican origin, average of prices ex-dock New York and
ex—dock Bremen/Hamburg.

2/ African origin, average of prices of ex-dock lNew York and ex-dock Le Havre/
Marseilles.

J/ Any origin, average London auctisn prices.

E/ International Cocoa Council Organization daily prices, averages of three
nearest trading months on New York Cocoa Exchange and London Cococa Terminal Market.

5/ Includes projections for the final quarter of the year.
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of 1986 averaged two thirds above those in the third quarter of 1985,
that is, in the period immediately prior to the price surge. A sharp
fall in coffee prices occurred during the second quarter in 1986, but
this was partly reversed by an increase in September.

Coffee prices have riscn sharply in a similar manner on numerous

production., Ia this instance, however, the cause was drought damage to
Brazilian production. A prolonged period of dry weather in 1985 in th-
major coffee producing states of Parana, Saoc Paulo and Minas Gerais

which normally occurs in the period mid-September to early November. The
rains which occurred in early November and again in early December were
insufficient to reverse the damage caused to the 1986 crop. The 1986
crop (April 1986-March 1987) in Brazil is now estimated at about 1l mil-
lion bags of 60 kilograms (Table III.2) in comparison with the 26-28
million bags which might have been expected with normal weather on an
off~year in the two~year Brazilian production cycle.

As a result of the increases in market prices, the export quotas
established by the International Coffee Organization (ICO) in accordance
with the provisions of the 1983 International Coffee Agreement were
first increased, and then suspended. The International Coffee Council
at its meeting in September 1985 set the ICO "global quota,” which is
the total of authorized exports by exporting member countries to ilmporting
wember countries, for the 1985/86 coffee year (October 1985-September 1936)
at 58 million bags. This global quota was roughly equal to the final
quota for the preceding coffee year, 1984/85, the quota after the three
reductions from the initial global quota established in September 1984
for that coffee year, The quota reductions in 1984/85 occurred on account
of low market prices.

In early October 1985 at the beginning of the 1985/86 coffee year,
the ICO composite indicator price, which is the average of the market
prices for "other milds” and for "robusta” coffee, was 120 U.S. cents a
pound. If the indicator price had stayed at this level, a quota reduction
of one million bags would automatically have been triggered in accordance
with the Council's decision. However, on account of the price surge
which began mid-month, by the beginning of November the daily price had
passed the upper limit of the price range. On November 19, the 15-day
moving average of daily prices also exceeded 140 cents and in accordance
with the Council's decision, there was an automatic increase of 1 million
bags in the global export quota. Rising market prices led to further
increases in December in accordance with the Council’s quota decision and
the provisions of the 1983 Agreement: one wmillion bags on December 11
and three million bags on December 12. The persistence of high prices
led to the automatic suspension of export quotas, in accordance with the
provisions of the 1983 Agreement, on February 18, 1986.
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Table I11.2, Coffee: Commodity Balance for Brazil, Estimates and
Projectious by Quarter, 1986-89

(In millions of 60-kilogrem bags)

1986 3 1987
Jan.- April- July- Oct.- Jan.~ April- July- Oct.-
March June Sept. Dec. March June Sept. Dec.

Beginning stocks 17.9 16,4 13.2 13.6 12,5 7.7 3.4 8.6
Production 1/ 2.4 0.7 4.8 4.6 0.9 1.5 11.0 10.5
Domestic
consumption 0.7 18 1.8 1.7 1.7 1.8 1.8 1.7
Exports 3.2 2.1 2.6 4.0 4.0 4.0 4.0 4.5
Closing stocks 16.4 13.2 13.6 12.5 7.7 3.4 8.6 12.9
1988 1989
Jan.-  April- July- Oct.- Jan.~ April- July—- Oct.-
March  June Sept. Dec. March June Sept. Dec.
Beginning stocks 12.9 8.7 4, 3.6 14.6 10. 5.6 13.2
Production 1/ 2.0 1.6 11.9 11.3 2.2 2.0 14,5 3.9
Domestic
consumption 1.7 1.8 1.8 1.8 1.8 1.9 1.9 1.8
Exports 4.5 4.5 4,5 4,5 4.5 5.0 5.0 5.0
Closing stocks 8.7 4.0 9.6 4.6 10.5 5.6 13.2 20.3

Source: Commodities Division, IMF Research Department, on assumption of no
major damage .7 years 1987-89 due to frost or drought.

1/ The quarterly distribution of crop year ptoduction is as reported by
1CO: 6 percent April-June, 44 percent July-September, 42 percent C:tober-
December, and 8 percent January-March.
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In the latter part of March 1986 market prices began to weaken.
Although prices stabilized in April, in May and June they fell further,
despite the approach of the Brazilian frost season. In June, the ICO
indicator price averaged 130 cents per pound, that is, about 30 percent
above the level of the third quarter of 1985. The reduction from March
through June 1986 was in response to the large volume of exports of
coffee as a result of the increasing and eventual removal of quotas in
the first half of the coffee year, and to the expectation that the
Brazilian crop would recover to about 25 million bags in 1987. Prices
then stabilized until late August when an increase began in response
to a reduction in the estimate of the Brazilian 1986 crop, fears con-
cerning the effect of relatively dry weather on Brazil's 1987 crop and
reports that Brazil was {mporting robusta coffee to help supply the
domestic market. The ICO indicator p.ice averaged 187 cents per pound in
September 1986.

Compared with a share in world coffee exports of over 75 percent in
the first quarter of this century, and over 50 percent in the second
quarter, Brazil's share in che 1980s has been little more tnan 25 per-
cent. In addition, in contrast to the situation in the 1960s when Brazil's
coffee stocks equalled more than one year's world coffee consumption,
Brazil no longer holds most of the world’'s stocks of coffee. Nevertheless,
as these development during the 1985/86 coffee year indicate, Brazil
continues to occupy the pivotal position in the world coffee market.
Indeed, the fact that Brazil's stocks have been comparatively low in
the 1980s appears to have increased rather than to have reduced the
vulnerability of the world market to variations in Brazil's production.

The 1985 drought has reduced Brazil's production in 1986 to below
half its normal level and stock levels in Brazil are likely to remain
relatively low until 1989. Stocks are projected to fall to little more
than 3 million bags at end-June 1987 and to rise to only 4 million bags
at end-June 1988. These projections are made on the assumption of a
gradual Increase in exports from about 12 million bags tn 1986 to nearly
20 million bags in 1989. The analysis shows the likely delayed lmpact of
the drought damage on production, quantities exported, and stocks, and
indicates that international coffee prices will be particularly vulner~
able to any frost damage in Brazil through the 1988 frost season, unless
production in either 1986/87 or 1987/88 is considerably higher than
presently forecast.

Datu presented in Table III.3 relate developments in Brazil to the
broader context of the worid coffee demand and supply situation. The
data presented are on the basis of the October/September international
coffee vear, and as a result, the low Brazilian production for the 1986/87
Brazilian coffee vear measured on an April/March year, are spread between
the 1985/86 and 1986/87 international coffee years. While the high
prices of the late 19705 encouraged considerable expansion oir productive
capacity in a number of countries, for which the best example is Indonesia,
world production recorded for years 1983/84 through 1985/86, and that
projected for 1986/87, has fallen below that for years 1980/81 through
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fatly TNi4, Coffee: World Commodity Balance, 1980/81-1986/87

. October/September Years
1950/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87 1/

Product fon 9¢.5 9.2 9G.5 86.3 88.0 82,1 81.5
Brazil 25.9 26.6 23,4 24,7 25.9 20.5 18.0
il ambia 13,1 14.9 12,3 13.0 11.0 11.5 11.5
drher count ries £f 51.5 S04 54,8 48.6 51.1 50,1 52.0

Consumption 82,2 84 .6 86,1 85,2 85.9 85.0 84.6
Exporting countries 19.0 19.6 19.8 19.90 19.5 19.5 19.6

Brasil (7.7) {7.8) {(7.6) (7.2) (7.6) (7.0) (7.0)
tniomhia (1.5) (1.8) (1.8) (1.6) (1.8) {1.8) (1.9)
Gther countries 2/ (9.8) (190.0) (10.4) (10.2) (10.7) (10.7) «(10.7)
tmporting counrries 6£3.2 65.0 66.3 66.2 66.4 65.95 65.0
1CG members 3/ (55.4) (56.0) (56.8) (56.2) (55.9) (57.0) (56.5)
wonmembors (7.8} (9.0) (9.5) (10.0) (10.5) (8.5) (8.5)

LaNhes ”' ]_";_'),, L._‘}_ 1.4 1.4 iJh 1. 1.3

Clasing stocks 56.7 62.0 65.0 64,7 65.4 61.1 56,7
Fiporting countries 41,6 49,4 54,2 51.3 50.8 45.8 41,7

Hrazil (15.1) (172.1) (15.4) (12.8) (13.4) (13.6) (8.6)
talombia (6.3) (10.0) (11.3) Q12.7) (12.3) (l0.8) (9.4)
fther countries (20,2 (22.3) (27.5) (25.8) (25.1) (2L.4) (23.7)
SLheT stocks 15,1 12.6 10.8 13.4 14.6 15.3 153.0

foventories in

tmporting countries (6,1) (5.0) (4.4) (5.0)  (5.4) (7.2) (6.4)
stucks ja free ports 12,2 (2.0) (1.9) (2.6) (2.8) (3.2) (2.8)
Arlnat, cte. b/ (6.8)  (5.6) (4.5) (5.8) (6.4) (4.9) (5.8)

“ontoent Based o ostatistics of the International Coffee Organization (ICO).

i Frejecti. it Commodities Division, IMF Research Department. !
vedes cstimates for producing countries which are not members of ICO, as
cdurtien, 0,2 million bags a year; consumption 0,1 million bags a year;

"Hurla. it ittion bags a year,
: rts adijusted for changes {n visible inventories.
fmatesn Pased an data on exports o nonmembers and data on consumption by

! i opercent of supply, that is, beginning stocks plus production.
ese s o Sestember oexports and partly residual.,
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98283, Contributing to the reduction in world production in the recoent
vears, in addition to the 1985 Brazilian drought, were the 1981 frost in
Brazil which reduced the 1982 Brazilian crop (in this case distributed
between the 1981782 and 1982/83 international crop years), and the severe
droughts in Cote d'lIvoire In 1982 and 1983 which greatly reduced the
1983784 crop in that country. Furthermore, the lower level of market
prices in the early 1980s as compared with the late 1970s reduced
incentives tor the maintenance of coffee farms. In the same way, the
inpetus given to coffee production by the recent higher prices may serve
to improve orop hushandry and encourage new planting and thus delay some-
whit the next upward phase of the coffee cycle. The shorter the duration
wi the period of higher prices, the less important this factor is likely
to bhe.

The much increased level of supplies of coffee in the early 1980s as
compared with the late 19795 and the related lower levels of prices, has
been assoctated with higher levels of world consumotion. The upward
adiustment 1n world consumption, however, apppears to have cccurred by
iYEL/8Y when consumption exceeded 86 million bags. a level not since
surpassed, Consumption i{ncreased particularly in importing countries
whirh were not members of the 20, In thege countries prices fell by
more than 5 pereent in the early 198us; consumption, as measured on the
hasls of exports of exporting countriss to these markets incvreased hy
cver 1T opercent per-annum in 1981782 and by about 9 percent fn the next
three vears,  Hoeweuser, in 1Y85/8n consumption in these markets {s esti-~
migted ta have tallen by more than 20 percent as prices nearly doubled at
o time when sone of these countries are facing foreign exchange difficul-
ties as a result of the sharp fall in prices of petroleum and other

cryy commadities,  For ICO importing member countrics an increase in
consumption 1s shown in 1985/86 and a decrease in 198h/87, but these
chinges largely resulr from the use of net imports adjusted for changes
1v wisible inventories as a basis for the measure of consumption. The
changes retlect to a considerable degree a bulld-up of stocks by roasters,
whedewsalnrs, retailurs and consumers in L9BS/B6 and the expected decreas.
it these stocks in 1986/#7, There has been no apparent trend in the
consumption of coltee in cxporting countries in the {98(s as decreases in
Erazil have becn offset by increases elsewhere,
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With warld praduction exceeding world consumption through 1984 785,
Slosing world stocks increased cach year in the 19805 through L9H4/85,
dowener, stocks 0 exporting countries, around three quarters of the
St . reached therr maximum in 1982733 and have subsequently declined,
addition, there has been considerable uncertainty as to the quallty of
atocks hold in producing countries ather than Brazil and doloambia. It
S been caired that these stocks to a considerable degree represent
wereiw acoamulated statistical surpluses.  In this regard, it should be
avteed that the international coftee vear (Detoher ‘September) does aot
t
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seovanal Pow tor Brazilian stooks ocvurs at end-dunc.  In vt
the 100 uses a « .ceept of net stecks which excludes certaln work, o
stacks iy oorder (o take account of this seasonality situatian, in the
mid-1980g the iCO data on net stocks were about 18 millioun baps lTower
than the data on gross stocks. Stocks {n importing countries feil to low
fa in 1982/83.  The subseqnent increase reflects a variety of ractlors
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cover in the face of supply uncertainty., This has particularly been the
1

case during the 1985786 coffee year,

The wolume of exports increased by about 15 percent from the carly to
» mid-1980s (Tahle I11.4). 1o 1985, partly as a result of larger
stipments in the final quarvter, a 3 1/2 percent increase was recorded. A
Jeerease of nearly & percent is projected for 1986 2s a consequence of a
pulldup of stocks in importing countries and the higher prices, particu-
tariv o in nonquota markets, which have served to check consumption. Unit
values in 1986 for exports to quota markets are estimated to he one third
hivher than in 1985 and unit values for exports to nongquota markets to be
two-thirds higher, Export earnings in 1986, therefore, are estimated to
inrrease by nearly 10 percent.

A large increase in production in 1985 brought to an eund the period
ot hiyh tea prices which prevailed from the firal quarter of 1983 ta
the {irst guarter of 1985, Prices fell from au average of $3.1% per
kiloyram in January 1983 ro S1.6> fn Mav 1985 and have romained close

to that tevel through the first three quarters of 1986. 1/

Gvep tiw cen vears prior to 1983 consumption of tea tended to
jocrease at oa rate slightly in excess of production. This situatfon
meant that inventories were relatively low when fears rrose of sharply
riduced supplies on account of the 1983 drought in India and Sri Lanka,
The market reaction to these fears was accentuated by the partial export
Lan that ladia imposed on exports of CTC (crush, tear, curl) tva at the
end ol 1983 i{n order to protect the supply of tea ror the domestic
market., Wnile Sri lLanka's productior in .983 did fall by 4 percent
from the relatively low level of the previous year, productinn in India
actally increased by b perceat (Table IT1.53), Production Iowses in
sonthern india were more then offset by producti n gains in northern
india. Warid production in 1983 turned out r. be 5 percent abave that
e PMES L dowever, a relativelw low crop in Kenva and continned aneertaioty
surroundinge export supplies from India held world market prices at a
G1uh level (hrough 984 despite a further & 1/2 percent increase ia world
Grodis tien in o that ovear.  an 1985 the replenishment of stocks, favarable

attuer dnomasor prodacing arcas and incentives given to prodection by

the wich otea prices ended the tea price boom.  Froductios

raee by 0T oacreent In JY8Y and there were large increases ;
ivoommni ! oproducing countries which produce tea mafanly oo vepart,
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Table [11.4. Coifee: Market Prices and Exports, 1980-86

Calendar Years

980 1981 1982 1983 1984 1985 1986 1/
rarket prices
tir dafly composite
indfcator (in U.S.
dnliars a pound) 1,51 1.16 1.25 1.28 1.4] 1,33 1.75
Other milds 2/ 1.54 1.28 1.40 1.32 1.44 1,46 1.99
Robusta 3/ 1.47 1.03 1.11 1.24 1.38 1.21 1.50
Laparlts )
Volunes 60.0 60,7 64,7 66.3 68.7 71.1 67.0
{in millions of
oU~kg bags)
beveloping countries 59.0 59,7 63.7 65.5 68.1 70.6 66.5
To 1C0 members 4/ (53.2) (52.1) (54.6) (55.5) {58.3) (60.6) (59.0)
T nonmembers of ICO (5.8) (7.6) (9.1) {10.0) (9.8) (10.0) (7.5)
*on-Fund members 5/ 1.0 1.0 1.0 0.8 0.6 0.5 0.5
To 1CO members (0.3) (0.4) (0 6) (0.3) (0.3) $0.3) (0.3)
To nonmenbers of ICO 0.7) (0.6) (0.4) (0.%) {0.3) (0.2} (0.2)
init values (in U.S. 1.47 1.01 1.05 1.05 1.17 1.15 1.59
dollars a pound)
To 1CO countries 1.47 1.0t 1.09 1.12 1.24 .20 1.60
To nonmembers of ICO 6/  1.47 .97 0.82 0.70 0.76 0.88 1.47
“arnfngs (in billions 11.67 8.07 8.99 9.24 10.63 10.85 14.05
of U.5. dollars)
Developing countries 11.47 7.94 8.86 9.15 10,55 10.78 13,95
To 1CO memhers &4/ (10.34) (6.96) (7.87) (8.22) (9.56) (9.62) (12.49)
1o nonmember: of iCO (1.13) (0.98) (0.99) (0.93) (0.99) (1.16) (1.46)
Yun-Fund meaber 3/ 0.20 0.13 0.13 0.09 0.08 0.07 u.l10
1o 1CO memuers {0.06) (0.05) (U.09) (0.04) (0.05) (0.05) (H.00)

v nonmembers of ICO (0.14) (0.08) (0.04) (V.U5) (0.03) (0.02) (u.04)

suurces:  Commodities Division, IMF Research Department for prices. Export data are
rosed on statistics of the International Coffee Organfzation (I1CO).

Includes projections for the final quarter of the year.

tx-dock New York and Bremen/Hamburg.

Lx-dock New York and Le Havre/Marseilles.

Includes exports of an estimated 0.1 million bags a vear from nonmembers of [CO,

Amprola, Cuba, and other countrfes that are not members of the Fund.

Export quotas were in effect from October 198U to February 1986. Unit values of
1% Lu members and nonmembers are assumed equal in the absence of quotas.
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Table III.5. Tea: World Commodity Balance, 1980-86

(In thousands of tons)

Calendar Years
1980 1981 1982 1983 1984 1985 1986 1/

Produccion 1,836 1,871 1,932 2,037 2,170 2,300 2,275
Green tea 390 424 481 488 489 520 535
China (233) (269) (328) (333) (341) (365) (375)
Other countries (157)  (155) (153) (155) (148) (155) (160)
Black tea 1,646 1,447 1,451 1,549  1,68] 1,780 1,740
India (562) (554) (553) (583) (645) (657) (640)
Kenya ) (90) (91) (96) (120) (116) (147)  (135)
Sri Lanka (191) (210) (187) (179) (208) (214) (205)
Other countries (603) (592) 615) (667) (712) (762) (760)
Consumption (black
and green) 1,834 1,922 1,933 2,019 2,128 2,250 2,325
Tea~producing countries 2/ 1,072 1,163 1,197 1,260 1,321 1,450 1,525
China (196)  (251) (291) (275) (283) (310) (325)
Ind1a (346) (360) (372) (386) (400) (440) (460)
Japan (116)  (114) (108)  (113) (105) (120) (130)
U.S.S5.R. (186) (208) (200) (201) (215) (230) (240)
Other countries (228) (230) (226) (285) (318) (350) (370)
Tea-importing countries 3/ 762 759 736 759 807 800 800
Asian countries (196) (197) (188) (206) (219) (240) (230)
United Kingdom (183) (181) (174) (168) (177) (160) (170)
Other countries (383) (381) (374)  (385) (411)  (400)  (400)
Implied change in total
Stocks 2 ootz 18 s 50 =50
Closing stocks in the
United Kingdom 91 58 67 55 62 56 60

Sources: Estimates of Commodities Division, IMF Research Department, derived from
statistics of the International Tea Committee and the UN Food and Agriculture
Organization.

1/ ECstimated by Commodities Division, IMF Research Department.

2/ For India, adjustments have been made for stock changes; for other countries
domestic consumption i{s derived as production less exports plus lmporis.

3/ Net imports adjusted for stock changes where possible. Covers vnly countries
wiiich do not produce tea on a large scale.
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Because the production increase in both India and Sri Lanka was only
2 percent, however, the increase in world production was limited to
6 percent,

Tea c-nsumption has been increasingly rapidly in tea-producing
countries in Asia and in Asian tea-importing countries in response to
increases in consumer income in these countries. In the United Kingdom,
still the largest import market, the consumption trend has been downward.
In most other markets, consumption has been relatively stagnant, These
trends are illustrated clearly in provisional data for 1985 which show
a 10 percent increase in consumption both in tea-producing countries
and in the Asian tea-importing countries, but a 5 percent decrease in
non-Asian tea-importing countries. These data, however, may overstate
the decrease in the non-Asian importing countries as some of the decrease
shown in the data reflect reductions in consumer and retailer stocks
which were built to higher-than-usual levels in 1984 on account of the
price uncertainty at that time.

A decrease in world production is forecast for 1986 because of the
disappearance of the incentives to production given by the high market
prices that fueled the production expansion of 1984 and 1985 and because
of adverse weather in both northern India and Kenya. A prolonged
drought in northern India resulted in production in the first four
months being 27 percent below the 1985 level. A very low crop intake
has been reported in the eastern part of the tea-growing region of
Kenya. With reference to consumption, there is doubt as to whether
rates of growth in imports will be maintained in some of the tea-
importing countries. In the Middle East, where large increases in
consumption have been recorded in recent years, changed economic
conditions as a result of the sharp fall in petroleum prices in 1986,
together with an intensification of regional hostilities, may reduce
consumer incomes, numbers of migrant workers and foreign exchange
availability. These factors may affect other tea-importing countries
in Asia through a reduction in remittances from migrant workers. World
consumption growth is expected to slow to 3 percent in 1986 from the
4-6 percent of the previous three years. Little change is expected in
market prices for the remainder of the year.

The sharp 1983-84 price rise provided tea-exporting countries with
record earnings of $2.5 billion in 1984 (Table III.6). However, this
windfall proved to be shortlived as the price fall in 1985 resulted in
earnings in that year of less than $1.6 billion. Earnings are projected
to fall further in 1986 to around $1.4 billion.

3. Cocoa

The price of cocoa beans during the 1984/85 and 1985/86 international
cocoa years (October/September) has been relatively stable, particularly
when compared with the volatile and much higher prices which prevailed
in the late 1970s. Monthly averages of the International Cocoa Organization
(ICCO) daily price, which is an average of futures market prices on the






Table I11.6, Tea: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1985 1986 1/

Market prices (in U.S.
dollars a kilogram 2/ 2.23 2,02 1.93 2,32 3.46 1,98 1.91

Exports

: Volumes (in thousands
! of tons) 858 864 838 875 953 1,000 975

} Developing countries 858 864 838 875 953 1,000 975
India (224) (246) (190) {209) (217) (230) (220)
Kenya (85) (84) (91) (1o01) (91) (126) (115)

i Sri Lanka (185) (183)  (18L) (158) (204) (198) (190)

| Other countries (364) (351) (376) (407) (441) (446) (450)

! Unit values (in U.S.

) dollars a kilogram) 1.93 1.83 1.66 1.91 2,62 1.59 1.45

|

i Earnings (in billions

i of U.S. dollars) 1.66 1.58 1.39 1.67 2.50 1.59 1.41

Developing countries 1.66 1.58 1.39 . 2.50 9 1.41

! Sources: Commodities Division, IMF Research Department for prices. Export data are
| estimates of Commodities Division, IMF Research Department, derived from statistics of
‘ the International Tea Committee and the UN Focd and Agriculture Organization.

1/ 1ncludes projections for the final quarter of the year,.
2/ London auction price, average all teas.
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London Cocoa Terminal Market and the New York Cocoa Exchange, remained
between 95 and 106 U.S. cents per pound in 1984/85. During 1985/86 the
ICCO price rose to an average of 108 cents in December 1985 before
falling back gradually to nearly 86 cents in May-June 1986. The price
rose somewhat over the period July to September 1986 with the successful
negotiation of a new international cocoa agreement and with concern as
to the effect of dry weather on the 1986 crop in West Africa. The

price in September averaged 100 cents per pound.

Over 85 percent of the world's production of cocoa is exported by
the producing countries, about three quarters in the form of beans and
about one quarter in the form of products. 1/ World stocks at the end of
the crop year typically represent three to five months world consumption
(grindings). Stocks are held largely in the form of beans and largely in
importing countries.

Cocoa consumption has increased with rising per capita incomes,
but the income elasticities tend to be low, between 0.3 and 0.4, except
for low consumption markets and new markets, where much higher values
can be obtained, at least initially. Throughout much of this century,
consumption of cocoa has largely been confined to Europe and North
America, apart from a few cocoa producing countries, most notably
Colombia where consuumption has been high. Throughout the 1960s and in
the early 1970s the U.S.S.R. and Eastern European countries provided
rapidly growing markets and in the early 1960s Japan also provided a
growing market. As a consequence, consuaption has become geographically
less concentrated than was the case earlier in the century,

Despite the evident competition of chocolate with other confectionery
and snack foods in many countries and the observed behavior of manufacturers
in raising the chocolate content in their products when cocoa prices are
low and reducing it when prices are high, econometric studies have consis-
tently yielded very low estimates of price elasticity of world demard.

These estimates have been about -0.15 to -0.20 for the short run, when
world consumption is related to world market prices of up to one year

earlier, and about -0.30 when various longer lagged responses in world
consumption are taken into consideration.

Because of the situation of relative stablility of demand, changes in
supply are particularly important in explaining price movements for cocoa.
Three types of supply changes can be differentiated. First, there are
short-term changes {n response to weather, particularly the amount and
distribution of rainfall in the main producing regions, and in response
to various factors causing short-term changes in the use of inputs, such

1/ Cocoa products are obtained by “grinding” cocca beans. They consist
of cocoa butter, cocoa powder and cake, and cocoa paste, all of which are
derived entirely from cocoa beans (apart from small amounts of other
vegetable fats which some countries permit to be included in cocoa butter).
Roughly 80 percent of a cocoa bean 1s used to make these products, the
remaining 20 percent is waste or a low-valued by-product.

~ A—
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as insecticides, fungicides, and fertilizers, and in the thoroughness
of harvesting. The annual change in world production from 1899/1900
to 1984/85 averaged 9.0 percent, and much of this was related to these
short-term factors.

Second, there are longer-run responses to periods of relatively
high prices and to periods of relatively low prices. This type of
response is i1llustrated by the production increase in West Africa in
the late 1950s and the early 1960s following extensive planting of cocoa
trees at the time of high prices of the early and mid 1950s. These high
prices in turn were the result of a virtual suspension of new planting
at the time of the depressed prices in the 1930s and of restricted
marketing opportunities in the 1940s, This type of response is the
cause of the cyclical pattern of prices with high and low prices
alternating roughly each decade: relatively high prices in the decade
of 1950s, relatively low prices in the 1960s, relatively high prices iIn
the 1970s, and relatively low prices in the 1980s.

Third, there are longer-run shifts in production in response to
technological change, developments of infrastructure, and other factors.
This structural change is best illustrated by the widespread adoptio- of
cocoa as a major crop in West Africa in the early decades of the century.

A Jomewhat similar development has been occurring in recent years in
Malaysia and seems likely to extend to Indonesia. To a considerable degree
the production expansion in Brazil and the Cote d'Ivoire in the late 1970s
was of a structural nature, although it was facilitated by the price
movements at the time.

Underlying the developments in the cocoa market in the 1980s has
been continuing growth in productive capacity, as trees planted during
the period of high prices in the second half of the 1970s, especially
in Cote d'Ivoire, Brazil anrd Malaysia, reanh maturity. Three succes-~
sive record crops in 1979/80, 1980/81 and 1981/82, well above the level
of world consumption, brought end-September 1982 stocks to just under
50 percent of annual consumption (Table III.7), Average prices fell by
. 21 percent in 1980, 20 percent in 1981 and 16 percent in 1982, However,
in 1982-83 two successive yeargs of very low rainfall in West Africa cut
world production in both the 1982/83 and 1983/84 cocoa years by 12 per-
cent below its level in 1981/82. As a result, consumption exceeded
production by 7 percent in 1982/83 and by 12 percent in 1983/84.
End-September 1984 gtocks fell to a little more than one quarter of
world consumption. Prices in 1983 increased on average by 22 percent
and in 1984 increased a further 13 percent.

The 1984/85 cocoa crop set a new record high at 1.95 million tons,
an increase of 28 percent over the 1983/84 crop. The production of the
largest producing country, Cote d'Ivoire, was 5370 thousand tons, 29 per-
cent of world production and more than one third greater than the drought-
reduced 1983/84 crop. As world production exceeded world consumption by a
considerable margin, stocks were ceplenished. In spite of this, the price
decline in 1985 was limited to 6 percent tecause of early expectations
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Table II1.7. Cocoa: World Commodity Balance
for Cocoa Beans, 1980/81-1986/87

(In thousands of tons)
October/September Years
1980/81 1981/82 1982/831 19831/84 1984/85 1985/86 1986/87 1
Production 2/ 1,700 1,720 1,520 - 1,520 1,950 1,920 1,940
Brazil 350 310 330 300 410 380 410
Cameroon 120 120 110 110 120 120 120
Cote d'lvoire 420 460 360 420 570 560 540
Ecuador 90 90 40 40 120 100 40
CGhana 260 230 180 160 180 220 220
Malaysia 50 60 70 90 100 120 130
Nigeria . 160 180 160 120 150 1iG 120
Other countries 250 270 270 280 300 310 310
Grianding .
(consumption) 1,570 1,580 1,630 1,700 1,840 1,850 1,880
("nrna hoaan nradnicing
Cocoa bean producing
countries 520 470 490 510 590 600 610
EC 540 570 570 610 640 640 640
United States 190 200 190 210 200 200 200
U.S.S.R. 110 130 150 140 170 160 170
Gther countries 210 210 230 230 240 250 260
End of year stocks 660 780 660 460 550 600 640

_88_

l/ Projected by Commodities Division, IMF Research Department.
2/ CGross production. For comparison with grindings (consumption), deduct approximately

-
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of a lower 1985/86 crop on account of less favorable growing conditions
in Brazil, Cote d'Ivoire and Nigeria. However, production in 1985/86

in Cote d'Ivoire nearly matched the levels of the previous year, the
reduction in Brazil was less than expected and a large increase in
Ghana almost offset the large decrease in Nigeria. As a result, world
production in 1985/86 came near the record 1984/85 level. These changes
in the assessment of 1985/86 crop have contributed to the weakening of
cocoa prices early in 1986.

Also influencing cocoa prices was the conclusion in July 1986 in
Gevena of a new International Cocoa Agreement after a lengthy period
of negotiations beginning in November 1984, During the period of
negotiations market prices strengthened whenever it has appeared that
the negotiations might result {n a new Agreement; they weakened whenever
an agreement has seemed unlikely, particularly because of the threat of
liquidation of the buffer stock.

The 1986 Agreement, like the 1980 Agreemwent, provides for a buffer
stock of 250 thousand tons of cocona. Under the 1980 Agreement, 100 thous-
and tons of cocoa beans were purchased by the buffer stock manager during
the period September 1981-March 1982 (valued at $235 willion) in defense
of the minimum price specified in the Agreement. The purchases were
discontinued when the funds for the buffer stock were depleted and the
cocoa beans purchased have been held in storage, mostly in Europe,
under the control of ICCO, with rotation as necessary, since that time.
Under the new Agreement, the buffer stock manager will have from the
outsat sufficient funds to purchase an additional 100 thousand tons of
cocoa, which would raise the buffer stock to 80 percent of its capacity.
The price objectives of the new agreement are expressed in terms of
SDRs with the initial lower intervention price, the price which triggers
wandatory purchases by the buffer stock manager, set at SDR 1,600 per
ton and the initial upper intervention price, the price triggering
mandatory sales from the buffer stock, set at SDR 2,270 per ton. These
prices may be compared with the September 1986 price of SDR 1,821 per
ton (100 U.S. cents per pound). The new Agreement provides greater
flexibility than its predecessor regarding purchases and sales by the
buffer stock manager including price zones in which buying and selling
is optimal. There are also new prcevisions which should facilitate the
review and revision of trigger prices during the life of the Agreement.
Provision is also made in the Agreement for the withholding of up to
120 thousand tons of cocoa by exporting countries should such action be

deemed warranted to defend agreed prices.

The 1986 Agreement has been signed by Cote d'Ivoire, the leading
exporter of cocoa but not a member of the 1986 Agreement, and by all
other major cocoa-exporting countries, apart from Malaysia. The
United States, which has not signed any of the previous cocoa agreements,
has indicated that it also will not join this Agreement. However, all
of the countries of the EC as well as the U.S.S.R. and a number of other
European countries have already formally signed the Agreement. Because
of the short period between the conclusion of the new Agreement in July
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1986 and the expiration of the 1980 Agreement at end~September 1986,
cocoa~exporting and cocoa—-importing countries had insufficient time to
bring the new agreement into operation by the beginning of October 1986,
As a result, the International Cocoa Council, at its meetings in
September, decided to make use of the transitory provisions of the

1980 Agreement to maintain certain measures established under that
Agreement for an interim period lasting until end-January 1987. These
measures enable the continued holding of cocoa in the buffer stock

and the continuation of the collection of the levy on trade which is the
main source of finance for buffer stock operations.

Prices should remain near the September level for the remainder
of 1986, resulting in a 7 percent decline for 1986 as i1 whole from the
1985 average. Export volumes are projected to increase over the levels
of 1985 but their effects on export earnings is projected Jo be out-
welghed by lower export unit values (Table III.8). Export earnings,
therefore, are projected to decline by approximately 4 1/2 percent in
1986,

The increasing trend in world cocoa production is likely to continue
in the late 1980s. While there may be some small decrease in production
in Cote d'Ivoire in 1986/87 on account of dry weather in 1986, the trend
of production remains upward in that country. Production in Cote d'Ivol e
in the mid~1980s has been greater than earlier expected because recovery
from the 1982 and 1983 drought damage was much more rapid than expected
and the eatent of new planting in recent years in Cote d'Ivoire greater
than earlier realized. Part of the response of production is the
result of a favorable producer price for cocoa beans in Cote d'Ivoire
in comparison with that for coffee. By contrast, in Brazil, despite
the relatively young tree stock as a result of widespread replanting
undertaken in the 1970s, it appears that the lower market prices and
the decreased production incentives in the form of credit and of subsi-
dies on other inputs has served, and will continue to serve, to check
the increase in production. Production in Malaysia continues to increase
steadily and rapidly and there are slgns of a similar development in
Indonesia. New policies which contributed to a 22 percent increase in
production in 1984/85 in Ghana, are likely to continue to have an
effect on production in that country. However, because of the heavy
predominance of old trees, it 1s expected that the production increases
there will be modest. Because of the lower world prices in the 1980s
in both nominal and real terms than in the late 1970. and the relatively
old tree stock, most other producing countries will do well to maintain
current levels of production in the near future,

In the near future the continuation of the upward trend in world
cocoa production plus the existence of 100 thousand tons of cocoa in
the buffer stock of the ICCO should contain any sharp upward movement
in prices as a result of short-term weather or other supply shocks.

The ability of the buffer stock manager of the ICCO to purchase quickly
a further 100 thousand tons of cocoa plus the potential use of other
support provisions of the new Agreement, i{n particular the stock
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Table II1.8. Cocoa: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1985 lj 1986 ijgl

Market prices of cocoa
beans (in U.S, dollars a
pound) 3/ 1.18 0.94 0,79 0.96 1,09 1.02 0.95

Exports of cocoa beans
and products 4/

Volumes (in thousands

of tons)
Beans 1,030 1,1% 1,190 1,100 1,200 1,300 1,320
Products 520 530 530 560 600 630 650
Developing countries 330 320 300 320 330 350 370
Industrial countries 190 210 230 240 270 280 280

Unit values (in U.S.
dollars a pound)

Beans 1.20 0.80 0.71 0.73 0.92 0.85 0.80
Products 1,74 1.31 1.13 '.09 1.34 1.28 1,19
Developing countries 1.53 t.24  0.97 v.97 1.27 1.21 1.10
Industrial countries 2.08 1.42 1,35 1,25 1.43 1,37 1.30

Earnings (in billions of
U.S. dollars)

Beans 2.72  2.09 1.86 1.77 2.43 2,44 2.33
Developing countries 2,72 2.09 i.86 1.77 2.43 2,44 2.33
Products 2.00 1.52 1.31 1.35 1.78 1.78 1.70
Developing countries t.i11  0.86 0.65 0.68 0.93 0,93 0.90
Industrial countries 0.89 0.66 0.66 0.67 0,85 0,85 0.80

Sources: Commodities Division, IMF Research Department for prices. UN Food
and Agriculture Organization, FAO 1rade Yearbook (Rome), various issues, for
exports. For cocoa beans, export data include only exports from cocoa bean
producing countries.

l/ Data on exports are estimates of Commodities Division, IMF Research
Department.

2/ Includes projections for the final quarter of the year.

3/ Averages of ICCO daily prices.

4/ Cocoa products are obtained by grinding cocoa beans. They consist of
cucoa butter, cocoa powder and cake and cocoa paste, all of which are dervied
entirely from cocoa beans (apart from small amounts of other vegetable fats which

some countries permit to be included in cocoa butter). Roughly 80 percent of a
cocoa bean is used to make these products; the remaining 20 percent is waste or a

low-valued by-product.
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withholding scheme, combined with an apparent slowing of the rate of
increase in world production should help contain any sharp price decline
in years of large production due to unusually favorable weather.

1v, Agricultural Raw Materials

The group index of dollar prices of agricultural raw materials
remained relatively stable during 1985 and the first three quarters of
1986, at about 12 percent below the level for 1984 (Chart 5). During the
wid-1980s5 consumption demand for this rather heterogeneous group of
commodities-~non-food agricultural commodities which are used primarily
as industrial inputs--appears to have been rather bouyant in comparison
with that for other commodity groups. Although the index of consumption
of agricultural raw materials has a rather narrow coverage lnsofar as it
does not include hardwood, its movement can be taken at least as indicative
of developments for the group as a whole. Substantial increases in this
index of consumption were recorded in years 1982 through 1985 (Tabls IV.1).
Contributing to the strength of demand for agricultural raw materials have
been (1) the relatively high prices of petroleum until 1986, and hence of
petroleum—based products, which compete with agricultural raw materials,
(2) a relatively strong demand for imported timber on account of income
growth i{n Japan and the United States, and (3) abundant supplies of most
agricultural raw materials which have tended to provide downward pressure
on their prices. The downward pressure on prices on account of abundant
supplies has been most pronounced in the case of cotton (Chart 5 and
Table IV.2).

1. Hardwood

The major changes in the pattern of world production and trade
in hardwoods 1in recent years are (i) the increasing share of tropical
hardwoods in total output due to a relative shortage of temperate
hardwoods, and (ii) the increasing share of developing countries in
processed product exports, reflecting efforts by log-producing countries
to conserve their forest resources and to raise export earnings by
shifting to higher value-added products. The share of tropical hardwood
logs (which are produced entirely in developing countries) in total
hardwood log production increased from 62 percent in 1980 to an estimated
65 percent in 1985 (Table IV.3)., Over the same period the volume of
exports of hardwood logs by developing countries declined by 41 percent
while the volume of their exports of sawnwood rose by 9 percent (Table IV.4).
Partial data suggests that the recent growth of their plywood and veneer
exports may be considerably larger than the growth of sawnwood exports.

No comprehensive price data for tropical hardwoods are available
due to the many species traded, so that the price of a major species of
hardwood logs in the largest importing country, Japan, is assumed to be
representative of log export prices industry-wide. With housing demand
curtailed by high interest rates and the recession in industrial countries,
the price of Indonesian lauan logs in Japan fell by 30 percent to 5136 per
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Table IV.1. Prices of Agricultural Raw Materials and Selected Underlying Factors, 1970-86

(Annual percentage changes)

Priceg of
Agricultural GNP Deflator
Raw Materials Real GNP in Seven Index of Index of
Nominal in Seven Industrial Countries Supply of Consumption
(In U.S. Industrial Price of In U.S. Agricultural of Agricultural
Year dollars) Real 1/ Countries Petroleum Unadjusted dollars Raw Materials 2/3/ Raw Materials 3/
1970 2.2 ~3.6 2.2 3.0 6.0 6.3 1.8 1.9
1971 -1.1 ~5.9 3.6 20.0 5.7 6.9 1.3 3.8
1972 13.9 5.3 5.5 16.4 5.1 9,2 0.1 2.9
1973 60.0 36.3 5.9 40,0 7.8 12.6 2.7 2.7
1974 4.1 -13.6 0.1 225.8 11.7 9.4 1.5 -1.4
1975 -14,7 -24.7 -0.6 5.1 11.0 12.0 -2.6 1.6
1976 28.0 27.6 5.0 6.3 7.8 4.0 2.5 1.4
1977 1.1 -7.1 3.9 9.4 7.6 9.2 1 - 1.2
1978 6.4 -7.7 4,6 0.4 7.3 15.5 | 2.3
1979 37.6 21.2 3.3 45.9 8.2 9.9 1.7 3.2
1980 10.7 0.3 1.1 63.5 9.3 9.4 -1.0 0.7
1981 -14.7 -10.5 1.6 9.9 8.7 1.5 0.5 0.3
1982 -4.9 -2.6 -0.6 4.2 6.9 -0.1 0.7 2.8
1983 3.1 6.3 2.8 -11.7 4.5 1.7 3.5 2.2
1984 5.0 8.6 4.9 =2,1 4.0 0.0 5.7 4.5
1985 -12.0 -12.9 2.7 -4.7 3.6 2.3 3.3 3.8
1986 4/ 2.1 -13.1 2.6 ~41.4 3.1 16.3 1.0 2.1

Source: Commodities Division and Current Studies Division, IMF Research Department.

1/ Deflated by unit values of manufactured exports.
2/ Production plus beginning of (crop) year stocks.
3/ Croup index constructed using same welights for indices of individual agricultural raw materials as in group
price index.
4/ Provisional estimates.

—Eb.—
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Table IV.2. Prices of Agricultural Raw Matertals, 1960-86

(In U.S. dollars)

Lauan Medluo—
Logs 1/ Staple Natural Fine Jute 6/
(a cubic Cotton 2/ Rubber 3/ Tobacco &4/ wWoo!l 5/ (a long Sisal 7/ Hides 8/
Year aeter) (a pound) fa pound) (a pound) (a kilogram) ton) (a ton)”  (a pound)
1960-69 35.7 0,29 0.2 0.68 2.54 265 249 0.14
1970179 77.8 0,58 0.31 1.00 4.05 330 494 0.33
1980-86 149.8 0.75 0.45 1.72 5.47 400 600 9,49
1970 43,2 0,29 0.18 0.81 1.97 274 161 v.i3
1971 43.3 0.34 0.15 0.73 1.78 286 185 0.14
1972 40,6 .36 Q.15 0.80 2.98 299 252 0.10
1973 68.1 n.62 0.31 0.34 6.99 289 536 0.34
1974 8t.5 0.65 0.34 0.96 4,92 353 1,056 0.24
1975 67.5 0.53° 0.25 1.04 3.87 377 580 0.23
1976 92.0 Q.77 0,35 1.006 1.99 300 468 0.34
1977 89.8 0.71 0,37 l.14 4,30 324 511 0.37
1978 91.6 .72 0,45 1.24 4,43 404 475 0.48
1979 160.6 0,77 0.57 1.35 5.25 391 713 0.73
1980 1$3.0 0.94 0,65 1.43 5.97 39 765 0,46
1981 144, 4 0,84 U.51 1.61 .13 283 645 0.42
‘1982 ta3.l 0.73 0.39 1.83 5.73 288 595 0.39
1983 136.4 - U,84 0,48 1.86 5.40 303 571 0.45
1984 149.6 .81 0.43 1.86 5.59 579 584 0,59
1985 132.3 .60 0.34 1.84 4,95 710 525 0.5l
1986 2/ 150.0 0,46 0,36 1.64 4,54 319 513 0.64
1984 1 146.8 .88 Q.51 1.79 5.80 412 568 0.55
It 1p7.6 0.87 N.44 1.80 5.85 410 590 0.59
111 146.5 D76 0.41 1.87 5.36 614 597 0.63
v 137.4 v.73 0.37 1.96 5.34 880 584 0.58
1985 1 128.6 0,69 0,34 1.86 S5.13 947 541 0.44
It 130.4 0,65 0.36 1.88 5.14 950 537 0.49
TItL 129.1 a.57 0.34 1.83 4.91 537 519 0.51
v 14,1 0.48 0.34 1.81 4,63 4ud 501 0.60
19860 1 148.5 0.53 0.35 1.69 4,72 374 503 0,58
Il 146.5 0,45 n,3s 1.68 4,82 400 5t 0.67
1t lal.4 10/ 0.39 .38 .6l - 4,33 290 11/ 524 11/ 0.67

Sourca: Commoditfes Divislon, 1MF Research Department,

Philippine lops, average wholesale price, Japan.

Liverpool Index A, c.l.f. Liverponl.

Malaysian RSS1, f.n.b, Malaysia.

t'niced States, average, estlmated prices recelved by producers.
UK. Dominion, bit's.

Bangladesh BWD, f.o.b. Chittagong/Chalna.

Fast African orfgin, c.t.tf. Eurapean ports.

U.s. wholesale price, Chicagou, f.on.b. shippling point.

including projec.ions for the final quarter of the year.

July price. s
Average of July and August prices.
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Table IV.3. Hardwood Logs and Sawnwood: World Pruduction, 1980-86

(in millions of cubic meters)

1980 1981 1982 1983 1984 1985 1986
Production
Logs ) 258.6 244 .9 233.6 242.8 242.1 241.5 241.0
Industrial countries 72.6 68.3 55.5 59.4 58.3 58.1 57.4
Developing countries 160.6  151.0 153.1 158.2 158.7 158.0 157.48
Brazil (14.3) (14.3) (14.3) (14.3) (14.3) (14.2) (14.4)
China (13.7) (l4.4) (15.0) (15.8) (15.8) (16.5) (16.7)
Indonesia (27.6) (23.3) (22.4) (25.5) (26.0) (18.0) (18.0)
Malaysia (28.5) (26.6) (30.3) (33.0) (31.6) (31.0) (31.7) \
Other (76.5) (72.4) (71.1) (69.6) (71.0) (78.3) (77.2) ©
Non—-Fund members 25.4 25.6 25.0 25,2 25.1 25.4 .5.3 i
|
Sawnwood 113.5 111.1 106.9 108.8 111.7 110.5 112.9
Industrial countries 37.9 35.0 29.2 29.9 31.8 32,0 32.2
Devaloping countries 61.6 61.9 63.6 64.9 66.0 65.1 66.5
Brazil (7.7) (8.4) (8.4) (8.4) (8.4) (8.4) (8.5}
China (7.8) (8.2) (8.6) (9.v) (9.0) (8.1) (8.2)
Indonesia (4.8) (5.2) (6.8) (6.2) (6.3) (7.0) (7.3)
Malaysia (5.9) (6.2) (6.4) (7.1) (7.1) (6.6) (6.8)
Other (35.4) (33.9) (33.4) (34.2) (35.2) (35.0) (35.7)
Non-Fund members 14.0 14.2 14.1 14.0 13.9 13.4 13.3

Sources: UN Food and Agriculture Organization, Yearbook ot Forest Produc:is for 1981-84,
Commodities Division, IMF Research Department for estimates for 1985-86.
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Table IV.4., Hardwood Logs and Sawnwood: Market Prices and Exports, 1980-86

1980 1981 1982 1983 1984 1985 1986 1/
Market prices (in U,S5, dollars
a cubic meter)
Logs g/ 193.0 144..4 43,1 136.4 149.6 132.3 150.0
Sawnwood 3/ 365.1  314.1 302.0 304.3 306.8 276.3 265.0
Exports
Logs
Volume (in millions of
cubic meters) 42.0 33.1 33.4 32.5 30.0 26,1 25.7
Industrial countries 2.7 2.7 2.2 2.5 2.7 2.8 2.5
Developing countries 38.9 30.1 30.9 29.7 27.¢ 23.1 23.0
Non~Fund members 0.4 g.3 0.3 0.3 0.3 G.2 0.2
Unit value (in U.S.
dollars a cubic meter) 105.3 87.5 87.9 86.6 87.8 84.8 92.1
Industrial countries 151.6 113.4 115.9 108.8 105.2 103.6 107.9
Developing countries 102.4 85.2 86.0 84.8 86.1 82.4 89.9
Non~Fund members 68.0 84,1 84.8 85.9 82.6 80.8 80.4
value (in billions of
U.S. dollars) 4,42 2.89 2.93 2.81 2.63 2.21 2.37
Industrial countries 0.41 0.30 0.26 0.27 0.29 0.29 0.28
Developing countries 3.99 2.57 2.65 2.52 2.32 1.90 2.07
Non-Fund members 0.02 0.02 0.02 0.02 Q.02 0.02 0.02
Sawnwood
Volume (in millions of
cubic meters) 12.5 10.9 11.0 12.5 13.1 13.1 12.7
Indystrial countries 2.8 2.7 2.5 2.8 3.0 2.5 2.0
Developing countries 9.7 8.2 8.5 9.7 .1 10.6 10,7

Unit value (in U.S.
dollars a cubic meter) 245,1 222.4 211.4 214.7 195.9 177.0 173.0

Industrial countries 298.8 270.9 261.1 254 .6 234,11 211.8 207.0
Developing countries 230.2 207.0 197.3 2103.2 184.5 168.1 166.0
Value (in billions of
U.S. dollars) 3.06 2.44 2.33 2.68 2.57 2.31 2.19
Industrial countries 0.84 0.73 0.65 0.72 .71 .93 .41
LDeveloping countries 2.22 1.71 1.68 1.96 1.86 1.78 1.78

Sources: Commodities Division, IMF Research Department for prices. For exports, UN Food
and Agriculture Organization, Yearbook of Forest Products, fur 1981-84 and estimates of
Commodities Division, IMF Research Department, for 1985-86.

1/ lnacluding projections for the final quarter of the vear.
2/ Indonesian lauan logs, average wholesale price in Japan.

3/ Malavsian meranti, select and better quality, c.i.f. French ports.
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cubic meter {cum) between 1980 and 1983 but then recovered to an average
of $157 per cum in the first half of 1984. This reflected an upsurge

in housing starts in the United States and Japan, but in the second

half of 1984, housing starts in the United States declined and prices
weakened to $142 per cum. The fall in prices was also due in part to

the appreciation of the U.S. dollar, since contract prices for lauan are
generally expressed in Japanese yen. Prices fell further to $129 per cum
in the first quarter of 1985, but despite the reversal of exchange rate
movements in the second and third quarters and a sharp pick up in housing
starts in both the United States and Japan, prices remained stable. The
lack of response was attributable both to the ready availability of logs
from Malaysia and a fairly stable demand for logs in Japan as the construc-
tion industry turned to lower cost Indonesian plywood and panels. 1/

In the final quarter of 1985, log prices rose gignificantly to
$141 per cum and increased further to average $147.5 per cum in the first
half of 1986, This reflected the inability of supply to respond to the
surge in demand for housing in both the United States and Japan; housing
starts in the United States in the first half of 1986 averaged nearly
2 million (at an annual rate), which was the highest level recorded since
1978, The limitation on supply was intensified in the first quarter of
1986 by a ban on logging in & major producing area of the Philippines.
Also influencing the upswing in prices was the sharp depreciation of the
U.S. dollar from October 1985 onward. By contrast, the price of sawnwood
(as represented by the price of Malaysian meranti in Europe, expresgsed in
U.S. dollars) was 10 percent lower, on average, in 1985 compared with
1984, and declined by a further 6 percent during the first four months of
1986. This mainly reflected the increasing availability of processed
products from Indonesia and Malaysia.

Although prices of hardwood logs increased in 1984, the volume of
log exports from the developing countries, which account for about 90 per—
cent of world hardwood log exports, declined by 9 percent due to the shift
into processed products. As a result, their earnings from log exports
fell by about 8 percent to $2.3 billion (Table IV.4). Further reductions
in both price and volume lowered earnings to an estimated $1.9 billion in
1985, but a small increase in earnings is expected to result from price
movements in 1986, Reflecting lower unit values, developing country earn-
ings from sawnwood exports are estimated to have declined by &4 percent
in 1985 to below $1.8 billion and are expected to be slightly lower in
1986. Offsetting increases in earnings from the higher-priced products
were achieved, but comprehensive data are not available for these exports
to allow quantification with a reasonable degree of certainty.

Log prices in 1986-87 are projectud to rise moderately by the
second half of 1987 on the assumption that low interest rates in the
United States and easier financial policies in Japan will maintain

1/ Indonesian plywood shipments to Japan doubled in 1985, and
Indonesia now supplies 40 percent of the Japanese market for flooring
plywood.
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housing demand at a high level., Moreover, the policies restricting the
export of logs from the major producing countries are expected to
remain in force. The price of sawnwood and other processed product
exports is projected to decline further as the trend of increasing
supply of these products continues,

2. Cotton

The price of medium-staple cotton declined steadily throughout 1985
as a result of large crops that greatly exceeded consumption, and, as a
consequence, stocks rose to an all time high. 1/ The price in 1985 on
average was 26 percent below the average for 1984 and in the final
quarter of the year fell below 50 U,S. cents per pound. After a two-
month recovery at the beginning of 1986, prices continued to decline at
a rapid rate to below 40 cents in July-August due mainly to the implemen-
tation of measures in the U.S. 1985 Food Security Act which aim at making
U.S. cotton more competitive in world markets. The Act reduced price
supports and established a program of export subsidies in order to
reduce government held stocks and to recapture market share lost to
other producers.

World cotton wroduction has exceeded world cotton consumption for a
number of years due to three main reasons., First, ylelds have increased;
the average yield rose from 411 kilos per hectare (k/ha) during 1973/74-
1975/76 to 510 k/ha during during 1983/84-1985/86. The higher yields in
the 19803 reflect not only better cultivation practices, the use of
higher-yielding cotton varieties and better pest control, but also the
effects of uninterrupted favorable weather conditions in most major
cotton-producing areas for a number of years, an important exception
being the weather in the United States for the 1983/84 crop. Acreage
has remained practically unchanged at 32-33 million hectares. Second,
cotton prices were comparatively renumerative from the early 1970s
until 1985, After averaging 29 U.S. cents per pound in the 1960s, prices
more than doubled in the early 1970s to reach 65 cents per pound in
1974. Following a brief decline during the 1975 recession, cotton
prices recovered in 1976 and, except for a brief period in 1977-78,
remained above 70 cents per pound until 1985. The reason that prices
remained high in the presence of ample supply was partly related to the
willingness of the United States to hold a high volume of cotton stocks
as a consequence of government price-support operations. Third, cotton
consumption has increased at a rather sluggish pace with world demand

l] Unless specified otherwise, "cotton prices” refer to medium—staple
cotton. Price quotations for mediumstaple cotton refer to the Liverpool
Index “A”, 1 3/32 inch staple, average of the cheapest five of ten styles,
c.i.f., Liverpool. The decline in medium—staple cotton in 1985 was not
matched by a similar decline in the price of long-staple cotton because
of a succession of poor crops in Egypt, the principal supplier of long-
staple cotton. As a result, the price differential between these two
types of cotton hae widened from around 60 cents a pound in 1980-83 to
over 100 cents a pound in 1985-86.
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rising by lictle more than the rate of increase in population. Demand
elasticity for cotton with respect to income is much lower in industrial
countries, where it approaches zero, than in developing countries.

Within the group of developing countries, some middle income countries
have a very low, or even negative, demand elasticity with respect to
income because as incomes rise a substitution of synthetics for cotton
takes place, while demand is more elastic for the lowest income countries.

In the 1984/85 crop year (August/July) world cotton production
increased by over 29 percent to a record level, 24 percent above world
consumption (Table IV.5). A large part of the increase was a result of a
35 percent increase in the crop in China. In 1985/86 world production
fell by 10 percent, although it remained 6 percent above world consump-
tion. The largest reduction in output is estimated to have taken place
in China, where production declined by one third. Following the very
large 1984/85 crop in China, in 1985/86 limits were placed on procure—
ment and policies were revised to give more emphasis to quality in order
to meet international trade requirements. Production also declined in
India due to poor weather conditions, and in Brazil due to both reduced
acreage and prolonged dry weather. Despite the acreage reduction program
in the United States, output in that country increased by 4 percent due
to higher yields and less than full participation by farmers in the
program. Production also increased in Pakistan and in some African
countries.

Consumption is estimated to have increased by 4.7 percent in
1985/86, a large increase by historical standards, due mostly to higher
consumption in the two major producing countries. In China, the govern—
ment subsidized sales of low quality cotton for use as padding in
quilts. In the United States, favorable factors included growing
consumer preference for natural fibers. Consumption elsewhetre appears
largely unchanged.

World stocks have increased steadily in recent years because of
persistent surplus production. With the record 1984/85 crop, stocks
increased by more than two thirds to the equivalent of over 60 percent
of annual consumption., The estimated 1l percent increase during the
1985/86 year was largely due to a more than doubling of stocks in the
United States, where high support prices had been encouraging crops
well in excess of domestic consumption requirements, while high domestic
prices discouraged exports. Stocks held in China are estimated to have
declined marginally due to the Government's policies to dispose of low
quality cotton in order to ensure that storage space is available for the
higher grades. Stocks in the rest of the world remained at relatively
high levels.

The single most important influence on cotton prices in 1986 was
the U.S. Food Security Act. The provisions relating to cotton in this
Act are expected to bring support prices closer to world market levels,
reduce the cost of federal farm programs, enable the United States to
regain world market shares lost to lower cost producers, and reduce the







Table 1V.5. Cotton: World Commodity Balance, 1980/81-1986/87

(In millions of tons)

August/July Years

1980/81 1981/82  1982/83  1983/84  1984/85 1985/86 1/ 1986/87 2/

Production 3/ 14.05 15.36 14.75 14,71 19,02 17.08 15.83
China - 2.71 2.97 3.60 4 .64 6.26 4.15 4,25
United States 2.42 3.40 2.60 1.69 2.83 2.95 2,29
U.S.S.R. 2.%7 2.83 2.65 2.67 2.41 2.58 2,57
Other countries 6.05 6.16 5.90 5.71 7.52 7.40 6.72

Consumption 3/ 14,39 14.33 14,77 15.06 15.33 16.05 16.44
China 3.27 3.50 3.57 3,55 3.5 3.88 3.92
United States 1.28 1.15 1.20 1.29 1.21 1.37 1.48
U.S.S.R. 1.94 1.95 1.97 1.98 1.99 2.03 2.09
Other countries 7.90 7.73 8.03 8.24 8.60 8.77 8.95

Closing stocks 3/4/ 4,72 5.70 5.76 5.65 9.43 10.46 9.82
China -7 0.66 0.60 0.69 1.61 4.10 3.91 3.83
United States 0.58 1.44 1.73 0.60 0.89 2.06 1.45
Other countries 3.48 3.66 3.34 3.44 4. 44 4.49 4,54

Sources: International Cotton Advisory Committee, Cotton: World Statistics (Washington),
varfous issues.

1/
2/
3/
4/

Estimate.

International Cotton Advisory Committee forecast.

All staples.

May not agree with production and consumption data because of difference in coverage.
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vernment warehouses. In addition,

[o]
he hgaie of world orices would be granted
HE VaoaAS wuUrau pralcs wouil ve wxiar nLed

large amount of cotton held in g
.

expert subsidies calculated on

in order to dispose of government held stocks over the next five years
The combined effect of these measures is to lower the price of cotton
on world markets because of increased supplies of U.S. cotton. Tha
annour-ement of the farm bill had the effect of reversing the recovery
in cottun prices that had started in December 1985 and had continued
through most of January and February 1986 when poor weather in India,
China, and in the Southern Hemisphere led the trade to anticipate the
cotton shortages that might have materialized in the absence of the
U.S. farm bill. Another depressing influence on cotton prices has been
the sharp fall in petroleum prices in 1986 and its congsequences for

prices of synthetic substitutes for cotton.

The volume of world cotton exports in 1985 was close to that in
1984, but the pattern of trade was quite different. United State.
exports were much lower than in 1984 due to the lack of competitiveness
of U.,S. cotton. In 1986, lower prices are expected to lead to an
increase in exports, particularly by the United States, because
of increased price competitiveness and export subsidies established
under the U.S. farm bill, China could become a major cotton exporter
in the next few years as the quality of its cotton improves. World
export earning from cotton declined by 18 percent in 1985, reflecting
the drop in prices (Table IV.6). Earnings of industrial countries fell
by 37 perccnit because of the reduction in U.S. exports in that year,
while export earnings of developing countries fell by only 5 percent
as these countries increased their market share at the expense of the
United States.

Production in 1986/87 is expected to be about 15.8 million tomns, a
7 percent reduction with respect to 1985/86, mainly due to =2n anticipated
reduction in U.S. output. Consumption is projected to i‘ucrease by 2.4 pe
cent to 16.4 wmillion tons due to the growing popularity of natural fiber
which has been strengthened by low prices, and the measures taken by Chi
to draw down inventories. Therefore, cotton inventories are projected: to:
decline slightly after two years of being at record levels. Prices are
expected to remain under pressure as the United States continues disposin
of its large stocks and subsidizing exports. In 1987, however, prices '
could firm somewhat as cotton producers adjust to the new U.S. policy.

3. Natural Rubber

A sharp upward movement of rubber prices in 1983 associated with
the international economic upswing was reversed completely in 1984 due to
the emergence of an excess supply on the world warket caused by the rapid
growth of output. Market conditions remained weak in 1985, and further
price declines were limited by substantial purchases by the buffer stock
of the International Natural Rubber Organization. Weather—related supply
_imitations enabled prices to rise again in the first nine months of [986,
but with an underlying excess supply situation still prevailing, this
recovery is expected to be temporary.
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Table IV.6, Cotton: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1985 1/ 1986 1/2/

Market prices (in U.S.
cents a pound)
Medium-staple 3/ 93.7 84.0 72.5 84.1 80.9 59.9 45.5
Long-staple 4/ 153.5 152.0 124.,9 140.0 163.8 164.0 157.6
Exports 5/
Volumes (in millions
of tons) 4.81 4,31 4,42 4,30 4,23 4.10 4,30
Industrial countries 1.91 1.37 1.53 1.38 1.61 1.20 1.60
United States (1.82) (1.27) (1.39) (l1.20) (1.50) (1.10) (1.50)
Others (0.09) (0.10) (0.14) (0.18) (0.11) (0.10) (0.10)
Developing countries 2.04 2.01 1.92 2.10 1.97 2.25 2.05
China - --  (0.02) (0.13) (0.20) (0.40) (0.35)
Egypt (0.16) (0.18) (0.20) (0.21) (0.17) (0.18) (0.18)
Others (1.88) (1.83) (1.70) (1.76) (1.60) (l1.67) (1.52)
Non-Fund members 6/ 0.86 0.93 0.97 0.82 0.65 0.65 0.65
Unit Values 7/ (in U.S.
cents a pound) 73.6 77.7 65,3 68.2 73.5 62.0 46,0
Industrial countries 71.5 80.8 64.4 68.4 74,2 63.0 45.0
Developing countries 75.8 78,1 64.1 66.9 73.8 61,0 47.0
Non-Fund members 6/ 73.4 72.4 69.1 71.2  70.7 63.0 48.0
Earnings (in billions
of U.S. dollars) 7.82 7.38 6.36 6.47 6.86 5.60 4.36
Industrial countries 3.00 2,45 2,17 2,08 2.64 1.67 1.55
Developing countries 3.42 3.45 2.71 3.10 3.20 3.03 2.12
Non-Fund members 6/ 1.40 1.48 1.48 1.29 1.02 0.90 0.69

Source: Commodities Divisfion, IMF Research Department for prices. UN Food
Agriculture Organization, FAO Trade Yearbook (Rome), various issues, for exports.

1/ Data on exports are estimates of Commodities Division, IMF Research Department.
/ Includes projections for the final quarter of the year,

/ Liverpool Index A, c.i.f. Liverpool,

/ Egyptian, c.i.f. Liverpool.

/ All staples.

/ Mainly U.S.S.R.

/ Derived and therefore an average of medium- and long-staple unit values.
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After reaching a three-year peak in the first quarter of 1984, the
price of natural rubber fell sharply during the last three quarters of
1984, The price of first quality ribbed smoked sheets (RSS1), f.o.b.
Malaysia, fell from 51 U.S. cents per pound in the first quarter to
37 cents per pound in the final quarter., This fall in 1984 in response
to a slowdown in the pace of economic growth in industrial countries, a
mild "wintering” resulting in a smaller—than-normal reduction in supply 1in
the second quarter of the year, a marked increase in output in Thailand
and Indonesia in the last quarter, and falling prices of synthetic rubber
substitutes resulting from declining oil prices. Prices fell further in
the first quarter of 1985, averaging 34 cents per pound due to the
continuing appreciation of the U,S. dollar. However, with a reversal of
exchange rate movements from the second quarter onward, and influenced
also by a normal seasonal reduction in supply, prices firmed a little in
the second quarter to 36 cents per pound. As the effect of wintering
on world market conditions waned midway through the second quarter and a
situation of excess supply was re-established, prices agaln weakened.
Despite substantial purchases by the buffer stock of tre International
Natural Rubber Agreement (INRA) discussed below, prices declined through
the remainder of the year, averaging 34 cents per pound in the final
quarter. This was the lowest nominal price recorded since early 1976 in
the recovery phase of the 1975 recession.

Similar movements occurred in the market indicator price (MIP) of
the INRA in 1984-85., This price declined from above the upper interven-
tion price (where the buffer stock manager “may sell” rubber) in the
first quarter of 1984 to below the lower intervention price into the
"may buy” region in November 1984 where it remained until mid-January
1985 when limited support purchases by the buffer stock manager raised
the price temporarily, In mid-March, the MIP moved above the lower
intervention price in response to the onset of wintering, but fell back
into the “may buy"” region of the price range in mid-May when supply
returned to normal. Buffer stock purchases were resumed at the end of
May and continued through the remainder of 1985. Cumulative purchases
increased from 278 thousand tons at end-January to 375 thousand tons at
end-December. In June, when purchases reached 300 thousand tons the
price range of the INRA was automatically lowered by 3 percent. This
adjustment was made effective in August, and it enabled the MIP, which
trended downward through December 1985, to remain in the "may buy” regilon
of the price range except for two days in November when uncertainty
stemming from the tin crisis pushed the MIP into the "must buy” region.

After increasing by nearly & percent in 1984, world production of
natural rubber rose by less than 2 percent in 1985 to 4.34 million tons
as production from new planting and replanting programs in Thailand and
Indonesia coming-on-stream slightly exceeded a decline in Malaysian output
reflecting, in part, the substitution of oil-palm for rubber production
(Table IV.7). The growth of world consumption of natural rubber slowed
from over 6 percent in 1984 to under 3 percent in 1985, mainly in response
to a significant decline in imports of natural rubber by Eastern European
countries and efforts by tire manufacturers in the market economies to






Table 1V,7. Natural Rubber: World Commodity Balance, 1980-86

(In thousands of tons)

Calendar Years

1940 1981 1982 1983 1984 1985 1986 1/
Commodity balance
Production 3,850 3,705 3,750 4,025 4,260 4,340 4,350
Indonesia 1,020 868 880 997 1,115 1,130 1,100
Malaysia 1,530 1,510 1,494 1,564 1,529 1,458 1,470
Thailand 501 504 552 587 610 715 750
Other countries 799 823 824 877 1,006 1,037 1,030
Consumption 3,760 3,700 3,680 3,985 4,240 4,355 4,425
EC 800 755 727 728 756 788 799
Japan 427 436 439 504 525 540 535
United States 585 635 585 665 751 764 740
Other countries 1,948 1,874 1,929 2,088 2,208 2,263 2,351
Closing stocks 1,635 1,640 1,710 1,750 1,770 1,755 1,680
Commercial stocks 1,635 1,640 1,479 1,481 1,501 1,399 1,320
INRO buffer stock 2/ -= - 231 269 269 356 360

Source: International Rubber Study Group, Rubber Statistical Bulletin (London), various
issuces.

1/ Estimates of Commodities Division, IMF Research Department.
2/ Stocks in store are lower than cumulative net buffer stock purchases due to
defaults, cancellations, rejections, losses and damage.
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reduce excess jinventories. Although for 1985 as a whole world consump—
tion exceeded world production by 15 thousand tons, the deficit occurred
in the wintering months, and the market was in substantial surplus in the
second half of the year, Under conditions of high real interest rates,
falling prices, and the ready avallability of supplies for immediate
needs, consumers coatinued to run down their inventories through most of
this period. Taking into account an increase of 87 thousand tons in the
size of the buffer stock during the year, commercial stocks of 1.4 million
tons at end-1985 were about 100 thousand tons less than at end-1984.

This level is believed to be the lowest ever recorded just before the
onset of a wintering period.

Natural rubber is produced and exported entirely by developing
countries. The volume of world exports in 1985 was about the same as in
1984, but export earnings expressed in U.S, dollars dzclined by 25 percent
after increasing by 6 percent in 1984 (Table 1IV.B8)., The fall in average
unit values exceeded the 20 percent decline in the average price of RSSI]
between 1984 and 1985 because the premium of RSSl over lower grades of
rubber widened in 1985, The distribution of export earnings among major
producers reflected changes in their levels of production; the export
receipts of Thailand and Indonesia increased, while those of Malaysia
declined.

Both the MIP and the price of RSS1 in Malaysia recovered somewhat in
January 1986 and then rose sharply in February as consumers seeking to
rebuild inventories were faced with a lower supply availability due to
heavy rainfall in producing areas. The increase in the MIP was somewhat
greater than the rise in the price of RSSl due to a more severe shortage
of lower grades of rubber. Despite the absence of a surplus in the
market and the onset of wintering, prices started to decline in mid-March
and the MIP fell below the lower intervention price for a few days in
April. This turnaround was due to the collapse in oil prices leading to
lower feedstock prices for competing synthetic rubber, sluggish demand in
industrial countries with consumers requesting deferral of deliveries,
uncertainty engendered by large exchange rate changes, and financial
problems in the Singapore rubber market. However, the effects of winter-
ing then moved the MIP well above the lower intervention price in May
and deficient rainfall in the third quarter of the year limited supply
and helped support prices. Nevertheless, constrained by low prices for
synthetic rubber, and a re-emerging surplus of natural rubber, the MIP {is
expected to decline again toward the end of 1986. For 1986 as a whole,
the price of RSSl is expected to be 5 percent higher than in 1985. World
production of natural rubber in 1986 is projected to be about the same as
in 1985, while world consumption, which will be boosted by strong demand
from China and the U.5.S.R. and higher automabile sales in the United
States, is expected to rise by about 2 percent. Reflecting the slow
growth of consumption, the volume of world exports is projected to rise
by | percent and export earnings are expected to increase by 6 percent
(Table IV.8).







Table IV.8. Natural Rubber: Market Prices and Exports, 1980-86

Calendar Years

1980 1981 1982 1983 1984 1985 1/ 1986 1/2/
Market prices (in U.S. '
cents a pound) 3/ 64.6 50.9 38.9 48.3 43.4 34,4 36.1
Exports (in thousands
of tons)
Volumes 3,290 3,110 3,070 3,410 3,580 3,590 3,620
Developing countries 3,290 3,110 3,070 3,410 3,580 3,59 3,620
Indonesia (980) (810) (800) (940) (1,010) (1,070) (1,100)
Malaysia (1,530) (1,490) (1,380) (1,560) (1,590) (1,425) (1,400)
Thailand (460) (470) (550) (560) (590) (685) (725)
Other countries (320) - (340) (340) (350) (390) (410) (395)
Unit values (in U.S.
cents a pound) 59.3 48.4 36.3 43,7 44,2 33.0 34.7
Earnings (in billions
of U.S. dollars) 4.30 3.32 2,45 3.29 3.49 2.61 2.77
Developing countrics 4.30 3.32 2.45 3.29 3.49 2.61 2.717

Source: Commodities Division, IMF Research Department for prices. Data on exports from
UN Food and Agricultural Organization, FAO Trade Yearbook (Rome), various issues, and
include only exports of rubber-producing countries.

1/ Data on exports are estimates of Commodities Division, IMF Research Department.
2/ Includes projections for the final quarter of the year.
3/ Malaysian RSS1l, f.o.b. Malaysia.
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Downward pressure on prices is anticipated in 1987 due to an excess
of world production over consumption. The market may also be expezted
to be influenced by the outcome of negotiations for a new INRA to replace
the present Agreement upon its expiration in October 1987,

4, Other agricultural raw materials

a. Tobacco

World production of unmanufactured tobacco in 1986 1is forecast by
the the U.S. Department of Agriculture at 4 percent below that of 1985
and roughly equal to production in 1984, Reduced production in Brazil,
India, and the United States is expected to outweigh increases in
Argentina, Pakistan, aud Zimbabwe. However, the ilmportance of these
production changes is over—shadowed by the existence of large stocks
of unmanufactured tobacco, particularly in the Uniced States. World
stocks are estimated to equal 15-16 months of world usage.

Tobacco usage in cigarettes production continues to increase
because increases in usage in developing countries outweighs decreases
in industrial countries. In 1985, world production of cigarettes
increased by 4 percent, with a 10 percent increase occurring in China.

Because of the partial segmentation of the international tobacco
market both on a geographical basis and on the basis of different types
of leaf and wmethods of curing, developments in some countries can be
partly isolated from developments elsewhere. However, the changes in
the production and marketing policies of the leading exporting countries,
in particular the United States, can h.ve widespread repercussions on
tobacco markets throughout the world. Despite the increasing shift in
production and consumption of tobacco to developing countrles, the
United States remains the second largest producer of tobacco (after
China), is the leading exporter of ummanufactured tobacco with a share
of around 18 percent of world exports (in comparison with a share of
around 13 percent for Brazil, the second exporter) and holds about
40 percent of the world tobacco stocks. Currently, U.5. policy is to
reduce publicly-held stocks of old tobacco and to reduce support prices.
The Flue~Cured Stabilization Cooperative, the Burley Stabilization
Cooperative and the Commodity Credit Cooperation have sold 1976~84 crop
tobacco from their stocks to manufaciurers at discounts ranging from
10 percent to 90 percent depending on the age of the tobacco. Under
the Budget Reconciliation Act of 1985, the price support level for the
1986 flue-cured crop was reduced by 13 percent while that for burley
tobacco was left unchanged. As a consequence of this policy, the price
of tobacco leaf in the United States fell by 10 percent in the first
three quarters of 1986 from the 1985 level after four years of relative
stability (Table 1V,2).
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b. Wool

The price of fine wool, expregsed in terms of U.S. dollars, fell
by 11 percent in 1985 and, after a brief recovery in the first half of
1986, fell by 10 percent in the third quarter, 1/ However, these declines
reflected changes in the exchange rate of the currency of the dominant
exporter——Australia. In 1985 the Australian dollar depreciated vis-a-vis
the U.S. dollar by 20 percent, and in the third quarter of 1986 a further
13 percent depreciation occurred. In terms of Australian dollars, the
market price of fine wool actually increased by 11 percent in 1985 and
the price was higher in the third quarter of 1986 than earlier in the
year. 2/

World production of wool in 1984/85 is estimated to have increased
by 2 percent with respect to the previous season and is estimated to
have declined by 0.6 percent in the 1985/86 season. The recovery in
world sheep numbers, following a period of reductions because of extensive
drought in a number of the major producing countries, has been halted,
somewhat short of their previous peak in 1981/82, but still nearly 10 per-
cent more than the average in the mid~1970s. The profitability of cearing
sheep for wool 1is still considered relatively high in comparison with that
of other agricultural activities and the numbers of sheep are expected to
remain stable in the near future.

Wool consumption data are rather fragmentary, with only nine countries
reporting regularly. These data indicate that wool consumption increased
by about 6 percent in 1984 because of buoyant wool textile manufacturing
activity and the success of a campaign by the Australian Wool Corporation
to promote wool use. In 1985, wool consumption is estimated to have
increased by a further 1 1/2 percent. In early 1986, there was strong
demand from Eastern Europe, China, and Japan, and the Australian Wool
Corporation supplemented market offerings from {its own stocks for the
first time during the 1985/86 season. However, demand appeared to weaken
as the year progregssed due to the sluggish pace of economic activity in
the developed countries that are the major wool buyers and low petroleum
prices that caused a scarcity of convertible currency in the Soviet Union
and China. Wool stocks remain at historically high levels.

1/ Price quotations for fine wool refer to U.K. Dominion, 64's clean,
dry combed basis.

2/ A similar situation occurred in the market for coarse wool which is
dominated by exports from New Zealand. The price for coarse wool in
terms of New Zealand dollars increased in both 1984 and 1985, but these
increases, because of exchange rate changes, are not reflected in prices
measured in terms of U.S, dollars.
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Ce. Jute

The price of jute has experienced extreme fluctuations in recent
years. 1/ Low prices resulting from an excess of world production over
world consumption in the early 1980s were followed in 1983/84 and 1984/85
by two vears of poor crops and high prices, In 1985/86 increased plantings
and a bumper crop caused prices to fail sharply once again. The immediate
cause triggering these fluctuatiors was the exceptionally low 1983/84
crop in Bangladesh which was caused by drought in the planting season
and severe flooding in the harvest seagson. The 1984/85 crop, although
8 percent higher than that of the previous crop year, was still 10 per-
cent below the average for the period 1978/79-1980/81. Thus, following
an increase of over 90 percent in 1984, in 1985 prices rose by a further
23 percent to an all time high. High prices encouraged larger plantings,
and the 1985/86 crop is est.mated to be 21 percent above the 1984/85
crop. By August 1986, prices had declined to around the level prevailing
in the early 1980s, 60 percent below the average for 1985.

World jute cousumption hus remained fairly stable since the late
19708, but the distribution of consumption between developing and
industrial countries has changed markedly. Whereas developing countries
accounted for 70 percent of total consumption in the 1978-80 period,
they accounted for 77 percent in 1984, the last year for which complete
data are available; consumption by industrial countries has declined
steadily over time because of competition from syunthetic fibers. The
fluctuations in price, in addition to perlods of scarcity when contracts
cannot be fulfilled, are lLelieved to be an important factor causing the
world market share of jute to shrink in favor of synthetic fibers, whose
regular availability and less volatile prices are valued by buyers. The
sharp fall in the price of petroleum in 1986 may lead to lower prices
of synthetic fibers which may result in a further rednrtion in demand

for jute.

Prices are expected to remain weak in 1986 as a result of the large
1985/86 crop but to recover in 1987 as the current low prices discourage
plantings and the production/price cycle is repeated. Proposals for the
creation of a buffer stock for raw jute to smooth out price fluctuations
have been discussed, but concerted international action in the near
future is unlikely. In view of this, Rangladesh has constituted its own
buffer stock on the basis of the carry-over from the 1984/85 crop.

d. Sisal

The price of sisal declined by 10 percent 1in 1985 due to a fall
off in demand that resulted in coasiderable accumulation of stocks
early in the year in Tanzania and Kenya. 2/ Import demand for raw sisal
fell because of a drop in the demand for baler and binder twine in
Northern Europe due to wet and cold weather which reduced hay production.

1/ Raw Bangladesh jute, BWD, f.o.b. Chittagong-Chalna.
2/ The price refers to East African sisal, upgraded, c.i.f. European ports.
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In order to dispose of unwanted stocks, both Tanzania and Kenya, which
produce high-quality sisal, offered discounts that reduced the price
differential with respect to the lower quality Brazilian sisal. By year-
end, most of the stocks had been sold to European baler twine manufac-
turers which traditionally purchase Brazilian sisal. These sales,
together with lower production in East Africa (although not in Brazil)

in 1985, led to a reduction in the pressure of supply on the sisal market
in 1986. Prices increased by 4 percent during January-July, 1986, as
reports of insufficient rainfall in Tanzania, Kenya, and Madagascar
caused concern regarding availability of good quality sisal. In the
short-run, sisal prices are expected to continue their recovery because
of relatively low supplies,

e. Hides

The price of hides, which declined sharply from 73 cents per pound
in 1979 to 39 cents per pound in 1982 due to the worldwide recession,
recovered rapidly to 45 cents per pound in 1983 and 59 cents per pound
in 1984 as the economic recovery gained momentum. 1/ Prices, however,
fell to 44 cents per pound during the first quarter of 1985 and remained
low during the two following quarters. However, during the fourth
quarter of 1985, a reduction in cattle slaughterings in the U.S. and an
increase in import demand resulting from a weakening U.S. dollar caused
prices to recover sharply to 60 cents per pound. Strong import demand,
especially from Japan, Korea and Taiwan, and the prospect of marginally
lower supplies, kept prices firm during the first three quarters of
1986 when they averaged 64 cents per pound.

In 1985 world supplies of cattle hides and calf skins are estimated
to have been about the same as in 1984, Reductions in the United States
and the EC were balanced by increases in Argentina and the U.S5.S.R. Low
beef prices and a fall in cattle numbers caused U.S. cattle slaughterings
to decline by 3 percent in 1985, Similarly, excess supplies of beef
and low prices since 1984 have caused cattle numbers and slaughterings
in the EC to decline. On the other hand, reduced profitability reversed
the herd rebuilding which was taking place in Argentina and slaughterings
there are estimated to have increased by 12 percent in 1985, while a
severe winter and feed shortages caused cattle slaughterings in the
U.S5.5.R. to increase.

The outlook is for a reduction in hide supplies in 1986. An expected
increase in Australia is likely to be more than offset by reductions in
Argentina, the EC and the United States. Slightly lower supplies and
an increase in demand resulting from the prospect of a continuation of
economic growth in the main leather consuming countries suggest that
hide prices are likely to remain firm during the rest of 1986.

1/ Price quotations refer to the U.S. wholesale price for hides of
packer's heavy native steers, over 53 pounds hides, Chicago, f.o.b.
shipping point.







-~ 111 -

V. Metals

Metal prices continued to decline in 1985 as consumption fell by
more than 1 percent in spite of an average growth in industrial production
in the seven major industrial countries of over 3 percent (Table V.l).

The annual rate of growth in consumption of metals has declined from an
average of over 5 percent during the period 1966-73 to an average of

0.6 percent during 1974-85, while the rate of growth in industrial
production declined from an average of 6.0 percent to an average of

2.0 percent. Technological innovation in the use of "nes” materials
such as plastics and alloys, has led to substitution for most of the
metals discussed individually in this section. The trend toward down-
sizing and miniaturization has also depressed the demand for met:uls.

For example, the change in the size distribution of automobiles in the
United States from la:sger to smaller cars and the downsizing of all size
categories, as well as the substitution of lightweight materials, resulted
in a 25 percent decline in average vehicle weight over the period 1975-85,
While the amount of aluminum is up from 86 to 140 pounds per car, the
amount of steel used is down from 2,075 pounds to 1,470 pounds. Copper
use declined from 32 pounds per car to 26 pounds. On a worldwide basis,
the trend toward lighter cars alone is responsible for 10 percent of

the decline in world steel consumption over the same period. 1In the
face of these developments in the use of metals, part of the capacity
which was buillt up to service growth in consumption demand for metals

in the 1960s and early 1970s has become redundant as consumption growth
slowed and subsequently, consumption has declined. Excess capacity
continued to overhand the market in 1985,

In 1986, prices of metals have continued to decline (Chart 6 and
Table V.2) as consumption generally languishes in a situation in which
growth in industrial production in the major industrial countries is
expected to fall to 1.1 percent compared with 3.1 percent in 1985 and
8.5 percent in 1984. The existence of substantial excess capacity in
the industry should prevent any significant and sustained increase in
real metal prices in the short term. The weak price outlook has forced
many producers to reduce costs by closing unprofitable operations and
further minimize costs at existing operations, Cost minimization may
actually entail a buildup of production at some properties as producers
attempt to minimize unit costs by increasing their scale of operation.

l. Copper

Despite reduction of the large stock overhang to the lowest level
since 1980, after two and a half years of overall market deficits, and
the steady depreciation of the exchange rate of the U.S. dollar since
early 1985, the average level of copper prices in 1985 and the first
three quarters of 1980 remained only slightly above the low level
recorded in 1984. At 64 U.S. cents per pound, nominal prices in 1985
were still 35 percent lower than the average level in 1980, when average
monthly prices peaked at 132 cents per pound in February. The continued
depressed level of prices, as discussed below, {s attributable to a







Table V.1. Prices of Metals and Selected Underlying Factors, 1970-86

(Annual percentage changes)

Industrial GNP Deflator

Prices of Metals Production in Seven Supply of Metals 1/

Nominal in Seven Industrial Countries Index of Index of

(In U.S. Industrial In U.S. Index of Index of closing Consumption
Year dollars) Real 2/ Countries Unadjusted dollars production  supply 3/ stocks 4/ of Metals 1/
1970 6.6 0.6 1.0 6.1 6.4 6.3 4.7 12.6 1.9
1971 -10.9 -15.2 . 2.0 6.0 7.2 1.4 2.2 2.7 2.5
1972 0.4 -7.3 7.1 5.4 9.5 4.8 4.3 2.4 8.3
1973 42.8 21.8 8.9 7.8 12.5 6.1 5.6 -18.1 10.8
1974 30.6 8.4 ~1.0 11.7 9.3 6.1 2.3 14,5 ~1.64
1975 -12.2 -22.5 -8.3 10.9 f2.0 4.7 -2.9 44,5 -13.2
1976 -1.5 -1.8 8.9 7.7 4.0 2.9 8.2 -4.4 15.9
1977 4.3 ~-4,1 5.3 1.6 9.1 2.5 0.5 1.7 3.2
1978 2.8 -10.8 4.8 1.3 15.4 0.9 0.5 -14.8 4.6
1979 29.9 14.5 4.9 8.2 5.9 3.9 0.8 -23.4 2.9
1980 9.5 -0.8 -0.2 9.3 9.4 1.5 -1.6 5.0 -3.6
1981 -15.2 -11.0 0.4 8.7 1.6 -0.9 ~0.2 16.4 ~1.9
1982 -11.8 -9.7 -4.0 6.8 -0.2 ~6.5 -3.5 20.0 ~-3.6
1983 4.9 8.2 3.8 4.5 1.7 0.8 4.7 ~1.4 3.4
1984 -5.5 -2.3 8.5 1.8 -0.1 5.2 4.6 -12.4 5.5
1985 -6.0 -6.9 3.1 3.6 2.3 ~0.2 ~1.4 -5.4 ~1.6
1986 5/ -5.8 -19.8 L.l 3.1 18.2 ~-1.1 -1.4 4.7 0.3

Sources: Commodities Division and Current Studies Division, IMF Research Department.

1/ Croup indices constructed using same weights for indices of individual wetals as in the group price index.
2/ Deflated by unit values of manuractured exports.
3/ Production plus begianning of year stocks.

4/ End of year stocks.
5/ Provisional estimates.
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Table V.2: Prices of Metals and Phosphate Rock, 1960-86

(In U.S. cents a pound, unless otherwise indicated)

Phosphate
Iron Ore Rock
(in U,S, (in U.S.
dollars dollars
Year Copper 1/ Aluminum 2/ s ton) 3/ Tin 4/ Nickel 5/ Zinc 6/ Lead 7/ a ton) 8/
1960~69 46.3 241.0 14.8 138 83 11.8 10.6 12.3
1970-79 66,6 41.0 18.7 352 188 29,3 23.7 29.7
1980-86 72.4 57.9 24,2 563 231 35.4 24.8 40,3
1970 64.0 27.9 15.0 167 128 13.4 13.8 1.0
1971 49,0 28.5 13.5 159 133 14.1 1L.5 11.3
1972 48.6 26.8 12.8 170 140 17.1 13.7 1.5
1973 80.6 27.2 17.2 218 153 38.2 19.4 13.8
1974 93.2 34.7 19.0 3N 174 56.1 26.8 52.8
1975 56.1 39.4 22,7 312 207 33.8 18.9 68.0
1976 63.6 40.4 22.2 344 225 32. 20.2 35.8
1977 59.4 51.9 21.6 490 236 26.7 28.0 30.7
1979 61.9 60.1 19.6 584 209 25.9 30.0 29.0
1979 89.5 72.7 23.4 701 271 33.6 54.6 33.0
1980 99.1 80.5 27.2 761 296 34.5 1.1 46.7
1981 79.0 57.3 24,6 643 270 38.4 32.9 49.5
1982 67.2 45.0 26.2 582 219 33.8 24,8 42,4
1983 72.2 65.2 24,0 589 212 34.7 19.3 36.9
1984 62.5 56.8 23.1 555 216 40.6  20.0 38.3
1985 64.3 §7.2 22.7 523 222 34,2 17.7 33,9
1986 9/ 62.7 53.1 21.9 285 180 31.7 17.6 34,4
1986 I 65,1 68.0 2. 557 213 45,3 19.0 37.5
11 65.3 59.5 23.3 570 219 44,5 21.4 38.5
111 $9.9 s0.1 23.1 557 213 37.1 20.6 38.5
1v 59.5 49.6 22.9 536 217 35.4 19,2 38,5
1985 1 62.5 49.4 23.0 502 230 39.1 17.2 35.2
11 67.5 49.1 22.8 546 252 37.4 17.4 33.5%
111 64.4 45.6 22.1 570 220 32.6 18.4 33.5
iv 62.7 44,7 22.7 474 187 27.8 17.8 33.5
1986 1 : 64.5 51.5 22.0 374 184 27.0 16.6 33.5
I1 64,5 53.1 22.0 261 185 29.7 17.6 34,4
1984 59.8 52.3 21.9 256 173 35.5 17.8 34,8

Source: Coumodities Division, IMF Research Department.

1/ London Metal Exchange (LME) price, c.i.f. U.K. ports.
2/ LME price, c.i.f. European ports.

3/ Brazilian ore, c.i.f. German ports.

z/ LME price, c.i.f. European ports.

S/ LME price, c.i.f. Northwest European ports.
6/ LME price, c.i.f. U.K. ports.

7] LME price, c.i.f. U.K. ports.

8/ Moroccan rock, f.a.s. Casablanca.

9/ Includes projections for the final quarter of the year.
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considerable deceleration in the growth of copper consumption and the
resultant excess productive capacity in the world copper industry, with
new capacity still coming on stream and some previously idled capacity
expected to be reactivated in the near future.

International copper transactions gererally take place at London
Metal Exchange (LME) prices, or at prices based on LME prices. Copper's
major end-uses are in cyclically sensitive industries, such as con-
struction, electronics, and transportation. Consequently, copper
prices are particularly sensitive to the business cycle and therefore
can fluctuate significantly. Historically, this has been reflected in
four to five year price cycles, with periods of high prices tending to
last two years and periods of low prices persisting for up to about four
years, depending upon changes in the underlying supply-demand situation.
In addition to short-term cyclical changes in overall economic activity,
however, the world copper market has been affected by long-term structural
changes in copper consumption and production. Some of these changes
also have contributed to maintaining prices in recent years at the most
depressed levels in real terms in over three decades.

Whereas refined copper consumption Iincreased rapidly over the period
1964-73, on average by 4.2 percent each year, the average annual rate of
growth was only 1.2 percent in the period 1974~84. 1In 1985, consumption
of refined copper declined by 4.3 percent and no increase is expected
in the current year. The marked structural slowing down of copper
consumption is attributable to the deceleration in the rate of growth
in world industrial production (in an annual rate of 6 percent during
1964-73 to 1.8 percent annually in 1974-84) and the decline in the
intensity of copper use. !/ The latter partly reflects substitution of
competing materials, such as aluminum (in power cables, automobile
radiators, refrigerators, freezers, and air conditioning), fiber optics
(in the telecommunications market), and plastics (in domestic plumbing),
and reductions in the quantity of copper per manufactured unit, for
example, in the downslizing of automobiles for greater fuel efficiency.
Slower copper consumption also seems to reflect the changing composition
of industry, as recent investments in “high technology™ industries have
increased demand for “new” materials, such as silicon, rather than for
traditional metals, such as copper.

To accommodate the strong demand for copper during the 1960s and
early 1970s, world mine capacity expanded significantly and production
was close to capacity levels in nearly all years (95 percent of capacity
on average). In contrast, during the period 1974-84 mine capacity
expansion was modest (13 percent, compared with 46 percent from 1964 to
1973) and the average rate capacity utilization was lower (87 percent,
on average), yet supply exceeded consumption in 7 out of 1l years. More
recently, in 1985, supply fell short of consumption, but this is expected
to be reversed in 1986. The rise in world stocks of refined copper

1/ The "intensity of use” s a ratio of the volume of consumption of
copper to a unit of GNP, expressed in tons or kilos per unit of GNP.
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during the 1981-82 recession was large, reaching 12.6 weeks of current
consumption at end-1982, compared with a "normal” level of about eight
weeks, In the years 1982-84, this significant stock overhang, the exis-
tence of unutilized productive capacity, changes in inflation expecta-
tions, and the emergence of high real rates of interest contributed

to the persistent low level of copper prices. In former periods of
high rates of inflation, apparent spillovers of speculative funds from
precious metals' wmarkeis, seeking hedges against inflation, contributed
to the sharp escalation of copper prices. However, in recent years,
lower price expectations and positive real rates of interent have
increased the attractiveness of financial assets over metals and other
tangible assets. The depressing effect of these factors on copper
prices was accentuated by the appreciation of the U.S. dollar in those
years, which further depressed copper prices in U.S, dollars terms.

In 1985, the average annual price of copper remained low, increasing
by only about 3 percent over the previous year's level to 64 cents per
pound, and, in contrast to its traditional reputation for volatility,
recorded relatively minor fluctuations in U.S, dollar terms, The
variation in the average monthly price on the LME was only 13 percent
between a low of about 61 cents per pound in January and a high of
69 cents per pound in May. The persistence of relatively low prices in
1985 was largely due to the decline in copper consuaption, particularly
in the United States and Japan, reflecting slower rates of growth and
the perception of a ready availability of copper to meet consumer require-
ments, given the level of world stocks and the existence of unutilized
productive capacity. '

Although world copper consumption declined in 1985, world stocks
of refined copper continued to fall, albeit modestly compared with 1984
(Table v.3), 1In 1984, a strong world economic recovery boosted copper
consumption by about 1l percent; however, in 1985, the slowing but
nevertheless continuing rise in economic growth was accompanied by a
4 percent decline in copper consumption. This decline amounted to over
300 thousand tons, of which Japan accounted for 43 percent and the
United States 34 percent. This was associated with the decline in the
rate of growth of industrial production (from 1l percent to 2 percent
in the United States and from ll percent to 5 percent in Japan) in
these countries and also may have reflected further substitution of
competing materials for copper, such as aluminum in radiators in the
United States and fiber optics in the telecommunications market in
Japan. World refined copper production continued to be restrained in
1985 as production rose by less than 1 percent and mine and smelter
production increased by 1 percent each. As a result, the level of
reported stocks of refined copper declined modestly from 8.2 weeks of
current consumption at end-1984 to 7.8 weeks of current consumption at
end-1985. This is about the level reported at end-1979 and end-1980,
in terms of weeks of current consumption, when the average annual level
of copper prices reached 90 cents per pound and 99 cents per pound,
respectively. The stock level at end-1985 represents a substantial
reduction of the stock overhang prevailing at end-1982 and end-1983,
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Table V.3, Copper: World Commodity Balance, 1980-86

(In_thousands of tons)

Calendar Years

1980 1981 1982 1983 1984 1985 1986 1/
Mine production 2/ 6,062 6,484 6,235 6,280 6,391 6,475 6,540
Canada 716 691 613 653 722 724 740
Chile 1,068 1,081 1,242 1,258 1,291 1,356 1,387
United States 1,181 1,538 1,140 1,038 1,091 1,092 1,090
Zaire 4560 505 503 502 S0l 513 506
Zambia 596 587 530 591 576 520 488
Other countries 2,021 2,082 2,207 2,238 2,210 2,270 2,329
Smelter production 2/ 6,147 6,561 6,447 6,533 6,717 6,815 6,891
Chile 953 954 1,067 71,059 1,098 1,089 1,111
Japan 929 980 1,046 1,062 929 933 932
United States 1,053 1,378 1,021 987 1,138 1,168 1,166
Zaire 426 468 1.1 466 464 477 473
Zambla 601 572 581 563 532 514 485
Other countries 2,185 2,209 2,286 2,396 2,556 2,634 2,724
Refined supply 7,013 7,411 7,207 7,125 7,189 7,181 7,25
Refined production £/ 7,036 7,350 7,155 7,323 7,207 7,247 7,320
Chile (811) (776) (853) (834) (880) (884) (902)
Japan (1,014) (i,050) (1,075) (1,092) (935) (936) (929)
United States (1,686) (1,996) (1,6B3) (1,581) (1,509) (1,402) (1,400)
Zaire (164) (151) (175) (227) (225) (227) (225)
Zambia (607) (564) (587) (574) (522) (477) (452)
Other countries (2,774) (2,813) (2,782) (3,015) (3,136) (3,319) (3,s12)
Net trade with China
and CMEA countries 4}l 58 47 -198 -18 =656 -66
Strategic stockpile sales 36 3 S - - - -
Refined consuaption 3/ 7,101 7,252 6,771 6,821 7,551 7,229 7,230
Germany, Fed. Rep. of 748 748 731 737 792 755 751
Japan 1,158 1,254 1,243 1,217 1,368 1,231 1,104
United States 1,868 2,030 1,664 1,775 2,036 1,918 1,915
Other countries 3,327 3,220 3,133 3,092 3,355 3,325 3,460
Refined balance (supply
minus consumption) 2/ 12 159 436 304 =362 ~48 24
Closing stocks of
refined copper 2/1/ l|035 1,133 1,640 1,667 1,191 1,043 1,067
United States 317 497 738 711 593 367 N
COMEX (163) (170) (249) {371) (251) (109) (94)4/
Other U.S. stocks (154) (327) (489) (340) (342) (258) -
Other countries 718 636 902 956 598 676 Ve
London Metal Exchange (123) (127) (253) (436) (126) (188) (l44)4/
Other country stocks (595) (509) (649) (520) (472) (488) (...)

Sources: World Metal Statistics (London: World Bureau of Metal Statistics), various {ssues.

1/ Estimated by Commodities Division, IMF Research Department,

/ Excludes China and Council for Mutual Economic Assistance (CMEA) countries.
May not agree with production and consumption data because of differences {5 toverage.
4/ End-June level of stocks,
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when, as roted above, the level of stocks reached about 12.6 weeks

of current consumption in both years. In view of the level of stocks
and persistent excess capacity in the industry (world mine capacity
utilization reportedly is estimated at about 80 percent), actual and
potential supply was considered as ample to cover copper required to
meet the weak level of demand. With a slightly lower volume offset by

a 3 percent rise in the average export price, the value of refined
coppetr exports in 1985 is estimated to have remained virtually unchanged
at the previous year's level (Table V.4),

During the first half of 1986, copper prices remained stable at an
average monthly level of about 65 cents per pound, with a variation of
less than 2 percent between the low and high average monthly prices.
However, from late June through August prices fell, resulting in an
average price in August of 59 cents per pound. The price decline is
attributable to the stagnation of consumption, reflecting the slowdown
in industrial production in major industrial countries; the failure of
possible strike-related disruptions to production to materialize when
the three-year labor contracts involving most of the U,S. copper industry
expired in mid-year; and the seasonal downturn in copper consumption
during the third quarter of the year. The new labor contracts, agreed
with the U.S. copper industry in July, provide for significant cuts in
nominal wages ($3-~4 per hour, or 20-25 percent, depending upon the
company) and losses of other associated benefits, such as cost of
living adjustments. However, most of the copper companies have agreed
to partially restore wage reductions over the life of the contract or
to grant wage increases, 1f copper prices improve. These wage and
benefit concessions affect the supply side of the copper industry by
helping to permit U.S. mining companies to continue operating in the
face of persistent low prices and facilitating the possible resumption
of production at previously idled facilities,

World copper consumption remained sluggish during the first half
of 1986, falling slightly below the level achieved during the comparable
pericd of the preceding year. However, the level of production in the
first half of 1986 also fell slightly below that recorded in the first
half of 1985. As a result, the level of inventories at end-June was
lower than that at the end of 1985. Consumption fell sharply in Japan,
and declines are estimated for the United States and some European
countries, including the United Kingdom and Italy, although these are
estimated to have been partly offset by increases in consumption elsewhere.
The weak level of consumption in the first half of the year appears to be
attributable to the slowdown the growth rate of industrial production in
the major industrialized countries, During the remainder of the year,
copper consumption is not expected to increase, but mined and refined
copper production is expected to rise as a result of the start up of
several projects, including the expansion of concentrate output from
Mexico's Mineria de Cananea mine and the country’s new La Caridad smelter.
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Table V.4. Copper: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1/ 1983 1/ 1986 172/

Market prices (in U.S. cents

a pound) 3/ 391 79.0 67.2 72.2 62.5 64.3 62.7
Exports
Copper ore
Volumes 4/ (in thousands
of tons) 1,278 1,460 1,609 1,450 1,309 1,229 1,241
Industrial countries 469 513 $48 463 J135 458 460
Developing countries 809 947 1,061 987 874 mn 781

Unit values (in U.S.
cents a pound) 82.9 65.4 5i.8 54,8 47.8 49,2 47,9
Industrial countries 17.9 %2.8% %r7.8 33.0 . . B
Developing countries 85.8 66.9 53,8 $7.4 50,0 51.9 3045

Earnings (in bill{ons
of U.S5. dollars) 2.34 2.11 1.84 1.75 1.28 1.33 1.31
industrial countries 0.81 0.71 0.58 0.50 0,42 0.45 0.44
Developing countries 1.53 1.40 1.26 1.25 0,96 0.88 0.87

Copper blister
Volumes (in thousands

of tons) 131 26 82 182 760 650 657
Industrial countries 76 103 90 115 95 96 5
Developing countriec 655 662 737 667 665 554 562

Unit values (in U.S.
cents & pound) 74,6 53.0 57.1 61.0 53.0 54,7 53.3
Industrial countries 122.6 107.0 91.8 98.2
Developing ccuntries 69.0 56.0 33.1 54,6 48,4 49,0 47.8

Earnd{ngs (in bilifons
of U.S5. dollars) 1.20 1.06 | 0 .
Industrisl countries .21 0.2 ©O.18 0.25 0.18 0.18 O.18
Developing countries 0.99 0.82 0.86 0.80 0

Refined copper
Volumes (in thousands
of tons) 3,338 2,963 3,052 3,376 3,075 3,040
Industrial countries 1,208 966 509 1,155 375 884 LY
Developing countries 1,971 1,88) 2,034 2,094 2,047 2,087 2,130
Nnon-Fund members 159 {4 109 94 53 40 39

Unit value (in U.S.
cents a pound) 98.5 81.1 69.. 73.6 64.0 65.8 64,2
Industrial countries 101.2 81.0 €8.7 71,6 63.4 65.1 63.5
Developing countries 96.6 69.3 14.1 64.3 66.1 64.5
Non- Fund menbers 100.3 .3 64,6 66.4 64,8
Earnings (in billions
of U.S. dollars) 7.2% 5.26 4,65 .47 4,34 4,37 4,30
Industrial countries  2.70 1.73 1,38 T.96 1,36 T1.27 T.21
Developing countries 4.20 1.1 . 3.42 2,90 3.04 3.0)
Non-Fund members 0.35 0.20 0.16 0.15 0.08 0.06 0.06

Source: Commodities Division, IMF Research Department for prices. UNCTAD, Yearbook
ot International Commodity Statistics, 1985, for exports.

Data on exports are estimates of Commodities Divisicn, IMF Research Departaent.
Includes projections for the final quarter of the year.

London Metal Exchange, spot delivery, higher grade ~athodes, c¢.1.f., U.X. ports.
Copper content.

-
~ .







- 119 -

In 1987, the projected strengthening of industrial production
growth 1s expected to boost copper consumption. This is expected to be
accompanied by increased production. Furthermore, with major producers
continuing to reduce costs, previously idled capacity being reactivated,
and the continued coming on stream of recently completed mining and
smelting projects, excess capacity 1s expected to continue to overhang
the industry. As a result, coppet prices are not expected to rise signi-
ficantly above the low levels recorded in recent years.

2. Aluminum

The price of aluminum in 1985 averaged 47 cents per pound, which,
although marginally higher than at the end of the recession period in
1982, was 28 percent below the 1983 level and 41 percent below the 1980
level. 1/ In 1985, excess production capacity continued to overhang
the mariet. The recycling of scrap remained at the high level of 1984
and served as an important source of aluminum and as a factor contributing
to the weakening of the aluminum price. Preliminary indications are
that the underlying market fundamentals for aluminum in 1986 are much
stronger than in 1985, with modest growth in consumption and a decline
in production. Prices are expected, however, to remain well below the
high levels recorded in 1979-80.

Total world bauxite production in 1985 was near 90 million tons
(Table V.5), of which about 85 million tons were used to refine alumina
and the remainder was used for nounrefining purposes (refractories,
abrasives, etc.). 3/ Australia, Brazil, Guinea, Jamaica and the U.S.S.R.
are the world's largest producers of bauxite. The location of higher
grade deposits in Australia, Brazil and Guinea has enabled these countries
to expand their share of world production. Output in France, Jamaica
and the United States has declined. The growth of production in newer
areas has served to reduce the market share of the major transnarlonal
producers. However, bauxite production remains relatively cconcentrated
since about two thirds of bauxite in recent years has moved within
integrated company systems. Most of the remainder has traded under
long-term contracts.

Production of alumina totaled 25.4 million tons in 1985 of which
2.3 million tons was for nonsmelter uses (refractories, chemicals, etc.).
As in recent years, the bulk (about two thirds) of alumina output was
traded between refineries and smelters within integrated company systems
amid a continued shift in the geographical sources of alumina supply
from North America and the Caribbean to Australia, Brazil, and Venezuela.

_-A/ Price quotations refer to aluminum sold in the LME, cash for
del ‘very on the following business day, 99.5 percent minimum aluminum
content, in the form of T-bars or ingots, c.i.f., European ports.

2/ Bauxite is wmined and refined into alumina, which then is smelted
into aluminum ingots. It requires five tons of bauxite to produce two
tons of alumina, and about two tons of alumina to produce a ton of

aluminum.
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In 1985, there was a significant closure of alumina refining capacity

in Japan and the United States. However, this reduced industry capacity
only marginally as the clogsure was largely matched by openings of new
refineries in Australia, Brazil, Ireland, and Venezuela.

Total world primary aluminum production in 1985 declined by
3 percent to 15.4 million tons partly as a result of cutbacks in smelter
operations in the traditional producing countries. Aluminum production
in the U.S. fell by 17 percent. Thug, the trend of a shift in the
geographical pattern of production from the traditional producers
(North America, Europe, and Japan) to new areas where cheaper power is
available (Latin America, Middle East, and Oceania) continued in 1985,
The share of the traditional producers in world aluminum production was
68 percent in 1985 compared with 83 percent in 1979. With this shift
in production, the United States and Japan became net importers of the
metal from Australia and Latin America. Secondary production also fell
slightly.

Aluminum {8 valued for its considerable conductive and structural
properties relative to its weight, and is used ma nly for vehicle
panels, electric cables, residential siding, and packaging. Aluminum
has more applications in consumer products than other metals, and
consequently aluminum consumption and prices tend to be sensitive to
changes in consumer spending. In 1985, world consumption of primary
aluminum, at 16.1 million tons, was only marginally higher than in 1984,
The combination of the decline in production with a marginal increase
in the level of consumption resulted in a fall in totel aluminum inven-—
tories of 0.4 million tons to 2.4 million tons by the year-end, equivalent
to abnut nine weeks of consumption.

In 1986, the price of aluminum moved upwards to average 52 cents per
pound In the first three quarters of the year, ll percent above the average
for 1985. A number of factors contributed to this increase. The decline
in the value of the U.S. dollar appears to have produced upward pressure
on dollar-denominated prices. In the early months of 1986, a sizable
deficit of production of aluminum below consumption developed, and as a
result, primary stocks fell by nearly one-half million tons to about
1.8 million tons by the end of June, the lowest level since mid-1980 and
equivalent to less than eight weeks of consumption. LME stocks fell by
85 thousand touns from the end-1985 level of 223 thousand tons. An
increase in demand in the Uniced States, in response to the anticipated
labor strikes toward the end of May, when labor contracts were to
expire, also helped strengthen prices. About 15 thousand workers at
Alcoa, the largest aluminum producer in the United States, went on
strike in May and workers at Alcan, the largest producer in Canada,
also went on strike in early June; the strikes were settled in early
July. During January-July, aluminum production was about 1 1/2 percent
lower than in the same perjod of 1985; U.S. production of aluminum was
about 13 percent lower than in the same period a year earlier.
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Table V.5. Aluminum: World Commodity Balance, 1980-86

(In millions of tons)

Calendar Years
1980 1981 1982 1983 1984 1985 1986 1/

Mine production of bauxite 93.1 88.6 78.9 18.3 92.5 88.1 88.0
Australia 27.2 25.4 23.6 24,4 32.2 31.2 31.2
Brazil 4,2 4.7 4,2 5.2 6.3 5.8 5.8
Guines 13.9 12.8 11.8 13.0 14.7 14,3 14.3
Jamaica 12,1 11.6 8.2 7.7 8.7 6.2 6.2
Suriname 4.9 4.1 3.1 2.8 3.4 3.7 3.7
U.S.S.R. 6.4 6.4 6.4 6.3 6.2 6.4 6.4
Yugoslavia 3.1 3.3 3.7 3.5 3.3 3.3 3.3
Other countries 21.3 20.3 17.9 15.4 17.7 17.2 17.1

Production of alumina 28,1 26,6 22.2 23.4 27.1 25.4 25.2

Aluminum
Primary production 16.0 15,7 14,0 14.3 15.9 15.4 15.1

Australia 0.3 0.4 0.4 0.5 0.8 0.9 1.0
Canada 1.1 1.1 1.1 1.1 1.2 1.3 1.3
Germany 0.7 0.7 0.7 0.7 0.8 0.7 .8
Japan 1.1 0.8 0.4 0.3 0.3 0.2 0.1
U.S.S.R. 2.4 2,4 2.4 2.4 2.3 2.3 2.4
United States 4,7 4.5 3.3 3.4 4,1 3.4 3.1
Other countries 5.7 5.8 5.7 5.9 6.4 6.6 6.4
Primary consumption 15.3 14.5 14,1 15.4 15.9 ‘6.1 16.4
France 0.6 ] 0.6 0.6 0.6 0.6 0.6
Germany 1.0 1.0 1.0 1.1 1.2 1.2 1.3
Japan 1.6 1.6 1.6 1.8 1.7 1.8 1.8
U.S.S.R. 1.9 1.9 1.9 1.9 1.8 1.9 1.9
United States 4.5 4.1 3.6 4,2 4.6 4.4 4.6
Other countries 5.7 5.4 S.4 5.8 6.0 6.2 6.2
Ending stocks 2/ 2.1 3.3 3.2 2.2 2.8 2.4 1.8
Metal exchanges - 0.2 0.2 0.2 0.2 0.2 0.2
Producers 2.1 3.1 3.0 2.9 2.6 2.2 1.6
Secondary (scrap)
production 3.5 3.7 3.7 4.0 4.0 3.9 3.8

Source: World Bureau of Metal Statistics, World Metal Statistics, various issues.

1/ Estimated by Commoditles Division, IMF Research Department,
2/ May not agree with production and consumption data because of differences in

coverage.
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World consumption of aluminum in 1986 is expected to rise by about
2 vercent above the level of 1985. World production of aluminum, in
contrast, is expected to fall slightly from the level of 1985 due partly
to the action of major producers to lower their smelter utilization
rates, With some improvement in demand-supply balance, stocks are
forecast to decline further in the second half of the year, and market
prices for the year as a whole are expected to strengthen considerably
over the level of 1985,

The trend toward greater local processing is seen in reductions in
bauxite exports during the same period in which aluminum exports are
rising. With the shift in aluminum production from the main centers of
consumption to countries in which newer plants and lower-cost sources
of energy and raw materials are located, the volume of exports increased
in 1985 and is expected to increase again in 1986 (Table V.6). However,
in 1985 the total earnings from exports of unwrought aluminum fell by
about 10 percent from the 1984 level as the effects of the increase in
volume were outweighed by the effects of the fall in unit values received.
In 1986, with an increase in both volumes and unit values, export earnings
are expected to increase by nearly 20 percent.

In 1987, the underlying growth of aluminum consumption is expected
to continue, at a rate of about 2 percent. Production may also rise
s.ightly, with an expansion in production in low cost areas more than
.offsetting a decline in production resulting from plant closures in
high cost areas, particularly in the United States and Japan. Reflecting
these developments, aluminum prices are forecast to post a modest rise
during the year.

3. Iron Ore

The average import price of Brazilian iron ore at German ports in
1985 was $22.70 per ton, a decline of about 2 percent from the level of
1984, Iron ore prices remained virtually unchanged during the year,
averaging $23.00 per ton in the first four months and then falling to
$22.00 per ton during July-August before making some recovery in the last
four months. In the first three quarters of 1986, iron ore prices
declined to an average of $21.80 per ton. Ample supply of iron ore,
relative to demand, has been the major factor underlying the weakening
of iron ore prices during 1985-86.

Iron ore i1s used almost exclusively for the production of primary
tron~-pig iron and sponge iron--which is the basic input for crude steel
production. Demand for iron ore, therefore, is a derived demand, depending
on the demand for steel. In 1985, world output of pig iron totaled
494 million tons, an increase of less than 1 perceri over the level of
1984 (Table V.7). World raw steel output rose by about | percent to
nearly 720 million tons, still considerably below the level of 747 million
tons reached in 1979. In 1985, significant increases in steel output
were recorded in developing countries, particularly in Brazil and China.
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Table V.6. Aluainum: Marker Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1/ 1985 1/ 1986 L/g/

Marlk

(

[ 4 -
in U.S. cents a pound) 80.5 37.3 45.0 65.2 56.8 47,2 53.1

Exports
Bauxite &/
Volumea (in millions
of tons) 38.6 34.3 30.2 28.9 28.0 27.0 26.0
Industrial countries 7.4 5.7 5.6 4.5 4.0 3.8 3.0
Developing countries 31.2 28.6 4.6 24.4 24,0 23.2 23.0

Unit values (in U.3,
cents a pound) 1.31 1,42 1.34 1.31 1.30 1.30 1.30
Industrial countries 0.87 0.90 0.86 0.89 0.95 9.5% 0.98
Developing countries 1.42 l.
Earnings (in billfons
of U.S. dollars) 1.12 1.07 0.89 0.83 0.80 0.77 0.75
Industrial countries 0.14 G.11 0.10 0.09 0.08 0.08 0.07
Developing countries 0.98 0.96 0.79 0.74 0.

Alumina 4/
Volumes {in millions
of tons) 7.9 1.4 6.3 6.8 6.6 6.4 6.
Industrial countries 4.8 4,4 4.0 3.3 5.2 3.0 4.0
Developing countries 3.1 3.0 2.3 2.5 2.4 2.4 2.3
Unit values 5/ (in U.S.
cents a pound) 18.0 19,8 19, 17.4 15.1 12,6 14.4
Industrial countries 17.3 19.3 19.1 17,2 15.1 12,7 14,2
Developing cnuntries 19.2 20.7 19.8 17.7 15.5 12.5 14.8

Earnings (in billions
of U.S. dollars) 3.15, | 2
Industrial countries 1.83 1.86 1.67 1.64 1.40 1.12 1.25
0

Developing countries 1.32 1.39 1.02 0.97

Unwrought aluminun
Volumes (in millions

of tons) 4,9 4.8 3.3 6.0 5.6 6.1 6.5
industrial countries 33 3.2 3.4 3.8 3.5 o0 4,2
Developing countries 1.0 1.1 1.3 1.5 [.4 L.5 1.7
Non-Fund members 0.6 0.5 0.6 0.7 0.7 0.6 0.6

Unic values {(in U.S.
cents a pound) 74.2 65.3 53.8 59,4 61.9 51.4 57.8
Industrial countries 76.2 66.4 53.9 60.0 63.2 52.2 58.7
Developing countries 69.0 64.0 54.0 59.5 63.5 45.0 51.8

Non-Fund aeabers 71.5 62.1 53.2 36.4 5i.8 62.0 68.0
Earnings (in billions
of U,S. dollars) 7.98 6.96 6.34 7.92 7,64 65.91 8.28

Industrial countries 5.61 4.63 4,05 5.02 4.88 4,60 5.44
Developing countries 1.45 1.56 1.54 2.02 1.96 1.49 1.94
Noen-Fund members 0.92 0.77 0.75 0.88 0.80 0.82 0.90

Source: Commodities Division, IMF Research Department for prices. UNCTAD, Year-
book of International Commcdity Statistics, 1985, for exports.

1/ Data on exports are estimates of Commoditles Division, IMF Research Department.

2/ Includes projections for the final quarter of the year.

3/ London Metal Exchanye, spot delivery, 99.5 percent alainimum, in the form of
T-bars or ingots, c.i.f. Europeaa portas.

4/ Actual weight.







Table V.7. 1Iron Ore: World Commodity Balance Together with Production
of Pig Iron and Steel, 1980-86

(In millions of tons)

Calendar Years
1980 1981 1982 1983 1984 1985 lj 1986 1/

Commodity balance

Production of iron ore 891.7 851.4 7176 .0 735.0 813.0 829.0 835.0

Australia 97.0 84.17 87.7 71.0 90.0 96.0 94.5
Brazil 97.2 97.9 93.1 92.1 97.0 104.0 110.0
China 72.0 70.0 71.0 72.0 77.0 82.1 84,0
United States 77.8 75.5 37.1 38.6 52.1 48.0 46.0
U.S.S.R. 249.0  242,0 244.0 245.0 247.0 248.6 250.0
Other countries 298.7 281.3 243.1 216.3 249.9 250.3 250.5

Apparent consumption

of iron ore 2/ 900.6 853.2 780.5 737.6 812,1 B36.8 84).0
Brazil 18.3 12,1 B.7 17.9 6.7 25.0 26.0
Germany 51.7 45,9 40.2 36.5 43,5 45.5 46.0
Japan 134.2  123.8 122.2 109.5 125.7 130.0 129.0
United States 97.5 98.7 48.8 48.3 64.4 59.3 59.0
U.S.S.R. 210.9 207.1 210.8 211.8 21l.1 214.0 215.0
Other countries 388.0 365.6 349.8 313.6 360.7 363.1 366.0

Production of pig
iron 507.0 534.0 476.8 461.3 491.1 493.8 502.0

Production of crude
steel 714.7 711.0 646.2 663.3 709.5 719.9 725.0

Sources: Data for world commodity balance from U.S. Department of the Interior,
Mineral Commodity Summaries, 1985 and APEF, Iron Ore Statistics, March 1985,

L/ Estimated by Commodities Division, IMF Research Department.
2/ Production minus exports plus imports.
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In major industrial countries, steel output remained virtually unchanged,
except in the United States where output fell by 4.3 percent. In the
U.S.S.R., the increase was only 0.6 percent.

In 1985, world iron ore output rose by 2 percent, to 829 million
tons, which was slightly higher than the rate of increase in crude steel
output for the year. Australia, China and Brazil each raised their
iron ore output by about 7 percent——to 96 million tons, 82 million tons
and 104 million tons, respectively--while output in the U.S.S.R., the
world's leading producer, rose only marginally to 249 million tons.
U.S. iron ore output fell by 8 percent to 48 million tons. During the
year, the iron ore industry remained plagued with excess capacity,
although wmany new mine projects scheduled to come on stream during the
year were either abandoned or scaled down. Brazil's Carajas mine was a
notable exception with the commencement of its operation at an initial
production capacity of 15 million tons per year brought forward to
February 1985. World iron ore consumption rose by 3 percent in 1985,
due almost entirely to a sharp growth in Brazil; without Brazil's
growth, world consumption would have risen only marginally.

Exports of iron ore in 1985 rose by 3 percent to 372 million tons,
about 45 percent of world iron ore production (Table V.8), While
Australia, Brazil, India and Sweden all exported more last year, exports
from Norway South Africa, and the U.S.S5.R. declined. The rising trend
in the share of iron ore exports in total production was sustained in
1985 as steel producers in Europe and North America continued to replace
low grade domestic ore with higher grade imports. Brazil increased its
iron ore exports by 4 percent in 1985, to 94 million tons, and thus
consolidated its position as the world's leading exporter of the commodity.
Australian exports reached 88 million tons, marginally higher than in
1984, The U.S.S.R. shipped 35 million tons.

In 1986, world's steel output is not expected to exceed 725 million
tons, which would represent an increase of 1 percent over the level of
1985. While output in Japan is expected to fall and that in Europe and
the United States to stagnate, continued growth in output is likely in
the developing countries, particularly in South America. During January-
May 1986, raw steel output in the thirty countries reporting to the
International Iron and Steel Institute was down 1.3 percent from the
same period a year earlier; output in Japan was down 6 percent, and
that in the EC by 5 percent. In contrast, output in the United States
rose by | percent. The lower steel output in Japan is due to declining
purchases of steel by the shipbuilding and construction sectors, the two
major users of steel in that country. Based on the expected slow growth
in steel output, iron ore demand is estimated to rise by less than

1 percent in 1986.

Iron ore production is also expected to increase only warginally in
1986. Any growth in world iron ore production is expected to be attribut-
able to Brazil, where the initial production capacity of |5 million tons
per year at the Carajas mine was increased to 25 million tons by July
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Table V.8, 1Iron Ore: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1985 1/ 1986 172/

Market prices 3/ (in U.S.

dollars a ton) 27.2 24,6 26,2 24,0 23,1 22.6 21.9
Exports
Volumes (in millions
of tons) 377.2 360.6 323.3 304.6 359.6 372.0 373.0
Industrial countries 163.2 150.1 128.1 129.0 1I51.1 155.0 147.7
Australia (80.4) (71.2) (72.7) (74,1) (85.5) (85.9) (84.1)
Canada (39.0) (al.4) (27.2) (24.8) (30.7) (32.8) (33.4)
Other (43.8) (37.5) (28.2) (30.1) (34.9) (36.3) (30.2)
Developing countries 175.9 175.4 162,0 142,3 172.6 182.4 190.0
Brazil (79.0) (85.8) (84.4) (74.2) (90.3) (94.1) (99.5)
Other (96.9) (89.6) (77.6) (68.1) (82.3) (88.3) (90.5)
Non-Fund members 38.1 35.0  33.2 33.3 35.9 34,6 35.3
U.S.S.R. (38.1) (34.9) (33.2) (33.2) (35.9) (34.6) (35.3)
Other (-=) (0.1) (--) (0.1) (-=) (== (—)
Unit values {(in U.S.
dollars a ton) 18.9 20.4 21,3 20,5 18.5 18.l 17.7
Industrial countries 19.5 21.8 22,1 21,5 19.8 19.3 19,2
Developing countries 18.8 19.6 21.0 19.5 17.5 16.7 16,1
Non-Fund members 17.9 18.8 20.0 20,4 18.5 20.2 20.4
Earnings (in billions
of U.S. dollars) 7.13 7,37 6,90 6.23 6.67 6,73 6..60
Industrial countries 3.18 3.28 2.83 2.77 2.99 2.99 2,83
Developing countries 3,30 3.43 3,41 2,78 3.02 3.04 3.05
Non-Fund members 0.65 0.66 0.66 0.68 0.66 0.70 0.72

Source: Commodities Division, IMF Regearch Department for prices. UNCTAD,
Fourth Preparatory Meeting on Iron Ore, "Statistical Issues, Statistics on Iron
Ore,"” TD/B/IPC/lron Ore/21, for exports.

1/ Data on exports are estimates of Commodities Division, IMF Research
Department.

2/ Includes projections for the final quarter of the year.

E/ Brazilian ore prices, c.i.f, German ports.







- 127 -

1986 and 1s expected to increase further to 35 miilion toms by wmid-1987.
Reflecting these market fundamentals, in the annual contract between
Brazilian ore producers and European steel producers, a ! percent drop in
iron ore prices for 1986 was agreed. The iron ore prices, at the agreed
levels, are about 25 percent below the prices that prevailed in the early
1980s. With little change in the volume of world exports and lower
market prices, earnings from the export of iron ore in 1986 are estimated
to fall by 2 percent below the 1985 level.

It {8 unlikely that prices will change very much in 1987. 1Iron ore
demand 1s expected to grow by about [-2 percent at most. In contrast,
the production of {ron ore may increase considerably, with the additional
capacity coming on stream in Brazil.

The course of events in the world tin market in 1985-86 was
dominated by the effects of the collapse of price support operations by
the International Tin Council (ITC) in October 1985, This marked the
end of stabilization measures under six successive tin agreements which
had commenced in July 1956.

The price of tin on the Kuala Lumpur Tin Market (KLTM), which is
the indicator price for the Sixth International Tin Agreement, was
maintained at or slightly above the floor price of the Agreement
(M$29.15 per kg) from the beginning of 1984 until October 1985, except
for a few days in April-May 1985. While this price was quite stable,
the appreciation of the U.S. dollar against both the Malaysian ringgit
and pound sterling led to a fall in the price of tin measured in U.S.
dollars on the KLTM and the LME through February 1985. Thereafter, the
depreciation of the U.S. dollar led to rising prices in terms of dollars
in both markets, although sterling prices on the LME fell. A return to
a situation of excess supplies of tin coming onto the world market also
accentuated the decline of sterling prices on the LME price. As inter-
vention by the Buffer Stock Manager of the ITC relied heavily on forward
purchases made at prices prevailing on the LME and sales made at the
price ruling at the time of delivery, generally three months later, the
declining trend of sterling prices meant that losses were incurred
through most of 1985. The financial pesition of the buffer stock
deteriorated to the point where virtually all its tin was used as
collateral for bank loans and some brokers on the LME had reached thelr
limits of exposure to the Council, Unable to borrow further, the
Buffer Stock Manager ceased operations on October 24, with gross indebt-
edness to banks and brokers of over £900 million. Trading in tin on
the LME and KLTM was suspended on the same day.

In the absence of an organized market in tin, transactions in subse-
quent months were made largely through metals dealers in Rotterdam and
New York, or directly between smelters and consumers. Quotations by New
York dealers indicate that prices fell gharply at the onget of the crisis,
from an average of US$5.38 per pound in October 1985 to 54.49 per pound in
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November. Prices declined further to $3.69 in January 1986 as banks and
other holders shipped tin from southeast Agia to European warehouses to be
readily available for delivery should the LME reopen., The KLTM was
reopened at the beginning of February but as trading was limited to newly
refined Malaysian tin and producers withheld supplies whenever prices
weakened, its price quotations were not representative of world market
conditions.

In the second half of February, prices in both New York and Kuala
Lumpur rose strongly in anticipation that a negotiated settlement to the
crisis would be reached. After prolonged negotiations a final proposal
was presented to member governments of the ITC. Banks were to provide
bridging finance to a new company which would complete the Council's
contracts with LME brokers. The tin purchased from brokers and the tin
held by banks would be sold off over a number of years to enable bank
loans to be repaid. Member governments were to make a nonequity contribu-
tion to the company, and their liability for the Council's debts would be
l{mited to this contribution. If the tin could not be sold off at an
assumed average price of £6,000 per ton (equivalent to $4.00 per pound),
the banks would bear the additional losses., Tin prices in New York
increased from an average of $3.75 per pound in the first half of
February to $4.95 per pound in c<he second half.

In the first week of March, however, two major producing members
rejected the proposal. In their view, {t was too expenrive and did not
protect their long-term interest by ensuring that they could compete
free of export restrictions with low cost nonmember producing countries.
Following the failure of the negotiations, some banks sold off their
tin and prices fell sharply, with the New York price averaging $2.45 per
pound in the second half of March. Malaysian producers refused to seill
on the KLTM wvhen the price fell to the equivalent of $2.80 per pound on
March 20, and there was no trading for the remainder of the month, In
mid-March, the ITC decided that export controls on producing members
would be terminated at the end of the month, and tne potential release
of stocks held in producing countries added to the downward pressure on
prices. A small recovery of prices occurred in April and May as banks
held onto most of their stocks, and as prospective cuts in production
made it more likely that the large overhang of stocks on the world
market would be reduced significantly during the remainder of the year.
New York prices in April-September averaged $2.59 per pound.

World production of tin wetal exceeded world consumption each year
from 1978 to 1983 as high prices, supported by ITC intervention, led to
high production and induced the substitution of other materials for tin
in the packaging industry. This situation was reversed in 1984 by a
7 percent increase In world consumption associated with the economic
recovery in industrial countries (Table V.9). In 1985, both world
production and consumption declined by 5 thousand tons to 156 thousand
and 160 thousand tons, respectively. Production fell sharply in the
final quarter following the tin market collapse, while the decline in
consumption partly reflected the slowing of economic growth in the







Table V.9. Tin: World Commodity Balance, 198U-86

(In thousands of tons)

Calendaxr Years

1980 1981 1982 1983 1984 1985 1986 1/
Production 199 197 181 159 161 156 131
Bolivia T18 20 19 14 16 12 10
Brazil 9 8 9 13 19 25 24
Indonesia ' 30 33 30 28 22 21 27
Malaysia 11 70 63 53 47 46 28
Thailand _ 35 33 25 18 20 18 16
Qther countries 36 Kk - 35 33 37 34 26
: 1
Consumption 175 163 154 154 165 160 162 -
EC 45 42 40 39 41 38 39 3
Japan 31 30 29 3o 33 32 k| '
United States 44 40 33 34 38 37 38
Other countries 55 51 52 51 53 53 54
Closing stocks 2/ 33 43 70 - 71 63 87 56

Of which: ITC buffer stock =) (2) (53) 55 (62) (o9 3/ (&

Sources: International Tin Counc@l.

1/ Estimates of Commodities Division, IMF Research Department,

2/ Includes stocks known to be in London Metal Exchange, other European and Asian warehouses, and
at smelters. Excludes other atocks with consumers and producers and holdings in the U.S. strategic
stockpile. May not agree with production and consumption data because of differences in coverage.

3/ When intervention was suspended on October 24, 1985, the ITC buffer stock held 52,540 tons.
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industrial countries in the second half of the year. Reported gtocka

at end-1985 were about 87 thousand tons, and in addition, there were
estimated to be about 15 thousand tons in the hands of producers and
congumers, bringing total stocks to over 100 thousand tone or the
equivalent of more than 60 percent of annual consumption. A4lso, largely
reflecting the transfer of stocks from Southeast Asian countries to LME
warehouses in November and December 1985, the volume of world tin metal
exports i{s eastimated to have increased by 17 percent in 1985 (Table V.1U).
Due to lower prices, however, export earnings from tin metal rose by
only 1} percent. The combined export earnings from tin-in-concentrates
and tin metal of all countries in 1985 is estimated to have increased

by 6 percent to $2.2 billion. This increase was in sharp contrast to
the trend in export earnings from tin in previous years; the combined
vaiue of world exports of tin-in-concentrates and tin metal is estimated
to have declined by ll1 percent per year on average between 1980 and

1984, The impact of the fall in export earnings between 1980 and 1984,
and of the recovery in 1985, was felt mainly in the developing countries,
where tin production is concentrated.

The main determinant of export earnings in 1986 will be the low
prices now prevailing. They will affect earnings both directly and
indirectly as the closure of uneconomic mines in some countries will be
reflected in lower export volumes. Production of tin metal in Bolivia,
Malaysia, and Thailand will be cut significantly and despite an increase
in Indonesian output, world output is projected to fall by 25 thousand
tons, or 16 percent of 1985 output. World congumption of tin uetal is
expected to increase slightly in response to lower prices; consequently,
stocks are forecast to decline by about 30 thousand tons during 1986.

As stocks in Southeast Asian countriés were reduced sharply toward the
end of 1985, any decline in the production of these countries: in 1986
will largely be reflected in lower export volume. The volume of world
exports of tin-in-concentrates and tin metal is projected to fall by
23 percent in 1986, and assuming the New York dealer price averages
$2.85 per pound (export unit values will be somewhat lower), combined
export earnings are projected to decline by 60 perceat to about

$0.9 billion (Table V.10).

The New York dealer price is expected to remain in the range of
$2.40-2.80 per pound in the final quarter of 1986. Above this range,
it is likely that stocks held by banks would be sold off more rapidly,
and below it, consumers may be willing to enter into long-term supply
contracts. Only a slight increase in prices is likely in 1987 as the
overhang of stocks will still be extremely large.

As a result of the failure of a negotiated solution of the ITC's
indebtedness, the Council and member states are faced with a number of
lawsuits from banks and brokers claiming restitution of losses. The
settlement of these actions is likely to be prolonged well beyond the
expiratios of the Sixth International Tin Agreement on June 30, 1987.
This Agreement will not be replaced by a new agreement; however,
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Table V.10. Tin: Market Prices and Exports, 1980-86

Calendar Years
1980 1981 1982 1983 1984 1/ 1985 1/ 1986 i[g/

Market prices 3/ (in
U.5. cents a pound) 761 643 582 589 555 523 285

Exports
Tin-in-concentrates
Volumes {(tin content)

(in thousands of tons) 34 28 25 30 31 27 20
Industrial countries 9 9 8 =7 6 ) 3
Developing countries 25 19 17 23 25 22 17

Unit values (in U.S.

cents a pound) 609 483 475 498 462 435 236
Industrial countries 676 578 549 657 618 580 315
Developing countries 585 435 438 446 419 394 215

Earnings (in billions

of U.S. dollars) 0.46 0.30 0.26 0.33 0,32 0.26 0.10
Industrial countries 0.14 0.12 0,10 0.11 0.09 0.06 0.02
Developing countries 0.32 0.18 0.16 0.22 0.23 0.20 0.08

Tin metal
Volumes (in thousands of

tons) 178 186 154 147 151 177 137
Industrial countries 20 22 21 17 20 22 14
Developing countries 158 164 133 130 131 155 123

Unit valuer (in U.S.

cents a pound) 144 617 386 567 532 502 275
Industrial countries 712 589 581 497 475 447 244
Developing countries 748 621 587 576 541 510 278

Earnings (in billions

of U.S. dollars) 2,92 2.53 1.99 1.84 1.77 1.96 0.83
Industrial countries 0.32 0.28 0.26 0,19 0.21 0.22 0.08
Developing countriea 2.60 2.25 1.73 1.65 1.56 b.74 0.75

Source: Commodities Division, IMF Research Department for prices. UNCTAD,
Yearbook of International Commodity Statistics, 1985, for exports.

1/ Estimates of Commodities Division, IMF Research Department.

2/ Includes projections for the final quarter of the year.

3/ LME standard grade, spot delivery, c.i.f. European ports through October 1983;
Metals Week New York dealer price thereafter.







producer-consumer cooperation is expected to be continued beyond this
date by a tin study group to be formed separately from the ITC under
United Nations auspices.

5. Other metals and phosphate rock

a. Nickel

After posting a modest recovery and a gradual consolidation in
1984, the price of nickel on the LME rose sharply in the first half
of 1985 to average 252 cents per pound in the second quarter, compared
with 217 cents in the final quarter of 1984, This increase reflected
a concern over the adequacy of supply at a time when a seasonal upturn
in demand coincided with low stocks and an absence of any indication
that producers were about to increase production. The strong price
recovery, however, induced the U.S.S.R. tc piace large amouncts of its
nickel on the LME and encouraged stainless steel producers to use scrap
in increasing amounts, leading to the fall in prices in the second half
of the year. Scrap was readily available in the United utates and its
stainless scrap exports to Europe, in particular to Germany, rose
markedly. The price fell to 187 cents per pound in the final quarter
of 1985 and, following a period of relative stability, fell further to
173 cents in the third quarter of 1986.

Nickel is used as alloying element for plating on other metals
and in chemical proceses. Typical uses include stainless steel, super
alloys made of chrominum, cobalt, molybdenum, and other alloys. In
1985, nickel congumption fell by about 6 percent, mostly as a result of
a fall in the output of the stainless steel sector, which accounts for
about 60 percent of total nickel consumption. Stainless steel output in
Japan rose slightly, but fell by about 4 percent in the United States
and Europe. Nickel output, in contrast, rose by slightly over 1 percent
in 1985, with growth occurring mostly in the second half of the year in L
response to the high prices of the metal prevailing in the earlier months. - .
End of calendar year stocks of nickel rose by about 12 thousand tons to -
142 thousand tons, equivalent to about 14 weeks of consumption. SooE

In 1986, nickel consumption is expected to decrease further on account -
of a decline in stainless steel production during the year. Therefore, :
any price increase over the present level would depend largely upon the
willingness of producers to maintain their output below the level of 1985.
Present indications are that nickel producers would find it difficult
to do so, particularly the producers of lateritic ores. The processing
of latertic ores is energy-intensive and production costs are favorably
affected by the lower prices of petroleum.
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b. Zinc

The price of zinc remained at a relatively high level in the first
half of 1985, averaging 38 cents per pound, but then collapsed in the
second half to an average of 30 cents. 1/ While the price of zinc
remained depressed in the first half of 1986, averaging only 28 cents,
in the third quarter it increased considerably, to an average of almost
36 cents. This increase was largely on account of concern over supplies
as a result of labor disputes in Australia and Canada.

The main producers of slab zinc are located in Europe, Japan, and
North America, whicn are also the major markets. While the main use of
zinc i8 for galvanizing iron and steel to prevent corrosion, zinc 1s
also used in diecasting, brass products, paints, and in photocopying.
In 1985, world consumption of zinc fell, although by less than one
percent, to 6.4 million tons, in spite of a large purchase by China of
about 270 thousand tons which helped maintain prices in the first half
of the year. Zinc consumption fell in France, Germany and in the
United States, particularly in the brass and diecasting sectors. Pro-
duction of refined primary zinc stagnated in 1985 at around the level
in 1984 of 6.6 million tons, with output growth from new smelters in
Thailand and Italy being offset by output declines in Japan, the United
States and France; secondary refined output, however, fell by 9 percent.
Reflecting these developments in consumption and production, commercial
inventories or refined zinc fell by 42 thousand tons in 1985 to about
584 thousand tons, equivalent to about five weeks of consumption.

In the first quarter of 1986, consumption is estimated to have
risen by 5 percent over the same period of 1985 due largely to a resump-
tion of Chinese purchases, while refined zinc output registered only a
nominal increase aided in part by voluntary cutbacks and some production
losses from labor disputes. In the first five months of 1986, zinc stocks
were estimated to have increased by 9 thousand tons to 593 thousand tons.

Zinc prices could weaken in the aftermath of the settlement of the
labor disputes in Australia and Canada that led to the price increase in
the third quarter of 1986. However, the continued strengthening of the
European currencies in relation to the U.S., dollar hae raised the U,S.
dollar costs of producing slab zinc in the major supply areas of Europe,
and this factor could continue to exert upward pressure on the price of
zinc, This pressure may be offset by an increase in refined zinc output as
a result of the 1 -w capacities coming on stream in Peru and Mexico. Never-
theless, if there is strong growth in the automobile and construction
sectors in developed countries and if the recent level of prima:ry smelter
cutbacks by existing refineries are maintained, the level of prices in
1987 could at least equal those recorded in the third quarter of 1986 and
should supply tightness develop, the price of zinc could stage a further
modest recovery.

1/ Price quotations refer to LME, cash for delivery on the following
business day, zinc produced by distillation or electrolysis, minimum
purity 98 percent (standard), c.i.f. U.K. ports.
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Ce. Lead

: fter posting a relatively strong growth in 1984, the price of lead
on the LME weakened substantially in 1985 due primarily to the emergence of
a situation of excess supplies. The price in 1985 averaged below 18 cents
per pound compared with 20 cents per pound in 1984, Lead prices fell below
17 cents in the first quarter of 1986, but recovered to around 18 cents in
the following two quarters.

Following a growth in 1984 of almost 3 percent, world consumption
of lead is estimated to have fallen by approximately | percent in 1985 to
5.4 million tons. Consumption in the United States, which accounts for
20 percent of the world total, fell by 2 percent, Lead metal is used
mostly for storage batteries, which account for 60-70 percent of total :
consumption of lead in wost developed countries. A relatively mild winter = -
in much of the United States caused a drop in sales of replacement batteries, )
although lead demand for new batteries, remained steady. As a component -of -
gasoline anttknock additive, lead is still important but its use has been’’ o
declining. Demand for lead in Japan rose modestly until the latter part oF "
the year, when growth slowed with lagging automobile exports to the United
States. L

In contrast to the faltering demand, world refined lead production
rose by about | percent in 1985, to 5.4 million tons. Refined output in
the United States rose by 8 percent, with most of the growth in production .. -
coming from those smelters that suffered from strikes in 1984. Other L
countries experiencing rapid growth {n output included Mexico (17 percent);}
Peru (16 percent), and France (9 percent). Output, in contrast, déclined
in Canada (6 percent), and in Australia (3 percent). Secondary production;
which accounts for about one-~half of total refined lead :supply, fell by
4 percent as secondary smelters made necessary cutbacks in the face of '
weak demand. The combination of a fall in demand and an jncrease in
lead output resulted in a 14 percent rise in commercial lead inventories
to 484 thousand tons, equivalent to about five weeks of consumption.

LME stocks alone rose by 21 thousand tons to 51 thousand tons.

During the period January-March 1986, world consumption of lead is
estimated to have fallen by about 2 percent compared with the same
period of 1985, while refined output is estimated to have declined by
about | percent, mostly in the United States and Australia. Excess
supply provided the reason for a rise of about 29 thousand tons in
world stocks during the period. Little change is expected in lead
consumption ovar 1985, So far, there have been few signs of significant
production restraint other than some mine shutdowns and cutbacks in
smelter operations. Output in Australia is expected to increase on the
strength of recent additions to capacity. U.S. output is forecast to
run at high levels. Consequently, world refined output is likely to
show a small increase in 1986. Although the anticipated buildups of
stocks would suggest a further decline in lead prices, this is not
expected to happen; the impact of low prices on the availability of
supplies for both primary and secondary smelting is now being felt
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by the industry, and any price fall for an extended period below the
present range could trigger a round of major secondary plant closures,
contributing to a tightening in lead supplies and to an eventual improve-
ment in prices.

d. Phosphate rock

The world market for phosphate rock continues to be characterized
by abundant supplies and weak demand mainly on account of sluggish
growth in the farm sector, and consequently a weak demand for fertilizer,
the main use of phosphate rock. Because of the depressed outlook for
food prices in 1986-87, demand for phosphate rock 1s not expected to
recover in the immediate future.

World production of rock increased by 9 percent over the period
1980 to 1985, from 139 million tons to 152 million tons, despite decreas-
ing prices of phosphate rock and food commodities. Output in the
United States=-the largest producer and consumer of phosphate rock as
well as the largest exporter of fertilizers--was 51 million tons in 1985,
compared with 54 million tons in 1980. Output in 1985 was, nevertheless,
much higher than in 1982, The recession in 1981-82 reduced demand,
leading to a large bulld~up of stocks in 1981 and to a cut in output by
30 percent in 1982, U.S, production increassed in 1983, in response to¢
increased domestic demand. Production increased again in 1984, as a
result of a surge in export demand for fertilizers; domestic use of rock
to produce fertilizers for export rcse by nearly 60 percent to 23 million
tons. Nevertheless, in 1985 the U.S. market again was characterized by
oversupply oversupply which was reflected in a 13 percent decline in
use of rock for domestic and exported fertilizers and a 32 percent
increase in stocks. Output in Morocco in the 1980s has remained fairly
stable at about 20 million tons. Although Morocco remains the world's
largest exporter of phosphate rock, its rock exports were increasingly
replaced by exports of fertilizers and in 1985 Morocco's exports of
both rock and fertilizer fell duve to poor external demand. From 1980
to 1985, total output from countries other than the United States and
Morocco increased by 25 percent, to 81 million tons, as new mine capacity
in Brazil, Israel, Jordan, Senegal, Togo and Tunlsia came on stream.

Phosphate rock prices are expected to remain depressed through 1987,
The U.S. farm bill could directly reduce U.S. fertilizer consumption by
an estimated 5-10 percent in 1986/87, as a result of a reduction in
acreage devoted to food production. In addition, low food prices are
expected, more indirectly to reduce fertilizer demand worldwide. During
the rest of the decade some major adjustments in the phosphate rock
industry are expected to occur, as high cost mines close down, and
world trade shifts to more processing of rock in producing countries.
Barring any shortfall in world food production which would lead to
higher food prices and stimulate fertilizer demand, the world market
for phosphate rock is expected to return to balance only gradually.







