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This pnpcr prc~ents .tn annlysis of recent devel.opments relating to 
prices of nor~nil commodities and pays particular attent-ion to develop- 

mPntS in t?Ph. The pnncr prcjvides both an overview of developments with 
respect co non-fuel primary commodities i.n general and detai.Icd fnftjrma- 
tion on individual c0nmodi.tie.s. 

In 1986 dnllar p+ices for non’iurl.. commodities, as.measureii by the 

lntcrr.ntinnal ?lanetar-y fund’s world i.ndex of, commodities, Rave -f&.Le:c.n to ‘. ; ,. 

thrfr lowest. level. si.ncp 1’97h. 1.n real.’ t,e.rmS, that is,’ comnbdi ty prices 
adjusted by the prices of manulact~~,re?~good,~, the ,pr.iccs gre lower ,.tihe.n ,- 
those ex.)ericnced at any time si,q:ce &for& .the Sei?&d’Wq+.ld W,a;. .g+ ” :: ‘:’ : : 
wrnkness in commodity prices, which w,as. al:re.adv .fn eviiicncc. 1.n the fi &t 
hn,lf of the 194os, al,fhough to a lesser degr-ee; i.s C.n marked contrakt. .__, 
vith rhe upward moyement’ o,f’-prices In-Ithe,’ 1?7-OS; ., ..-I,:..- . ,? ” .::,.:, ..;.I .,::” ‘. ~:~~-r::-’ :, 

., 
Roth demand and .suppiv ,factors. have. contri.buttid to title weakn&s o’f .:. 

i:nf1ucncing- the :dq”mand for..&ztals -b.nd’~;:.~,to ,a les$& : -.:, 
..,. ..,‘;- ; 

conmodi ty prices. ‘.::- .:-‘:Ji:. -, 
,, .,. 

extent, the :Icmand for agjricr~.ltural r&‘matetiAl.s ,$n 19% h&r. .been-.,the ’ .. 
f~l.1 in the rate of growth in ‘inous’tri’al prcjduc,tion,:in. Ja’@nand -the- 
!;ni-ted S.tntes, toge thcr w,Lth t.he’.qdnt:ihuat ion of only sl.ug~i.sh~~f$r.o~<h in 

.:, 
y.: 

most E11r0p&?n CorrnCri es. The ,shqrp &c’line .in pc~~oleu~. .p$ices in j,~,$O~~ .. 1.. ?‘- .’ 
has had an impact on commddi tv pr.ices ,.thiough its- tif ie<ts oti ‘,p~odu:6~~$r!. 

,. .,: 
,. 

nnd Kransport costs a,nd gn,;%he pi-i’ces’.of. pet.ypleum-hased--su-hstituteS’1: ,’ ;;;j.:-- ;.:;,:‘:;: ,_ 
Inflation in !:enerat contjnued. to deck tna i;n,&st countr.is in”,;~9$&~. ‘.::f 
Prodlrct i.on of most agriculturdl commdf,ties continded: to i,,n,cye+se -in..‘.!98.5 :- 

wi Kh new supp.L.ies addin’g to al-ready 1,Rrge s.to~k&: .q:~notab’le’pxceatl:d:ri- .,.‘V;y 
‘y,.: 

‘. ,;.‘,.,. ,’ 
was coffee: the nt-ice’ of. coffee rose sh@rply. :l’ite i-n .iSSS .tn a~r-i;c!‘F;;;;.lon.“,-“.. ..’ :a.i; ‘1’ 

nf :I substanti:al deadline in ptoductinn;- rea’llzed Yn 19Rh--tin’Accoun.t..:of ., .’ .._ ‘. 
drollgIlt in Brazil.. The. .ag;r’.i cui,tuI.a’l.‘-commo.di’ties ,.fur. wHich~$r~ce$: h$e ‘. .: :,~-~~~. :’ .:‘-;i ‘. : -+!if,~. -,.y 
dc-clined the most since the,ir rece,nt’,peak. inthe fitit’ h&If. of ..1-98$:Sr.e -‘?“” .I. .‘..:i, :” 
the ones for yhIch t-he suc;fily i.ncretises have been.‘the larg’est. Gov&rnm$nt,s : 

in a number of i~ndust~ri.al ::c,ountt-i.e$ have: introduced’ bl,icies dqsiqned- to .)l:..,; 
‘.~, 

redllc,? carrvc’ver stocks a,nd to improve -the compct-ltivc nos.ition: of; the-i-r ,:,;‘. 
,_ . . .’ .:‘.::,I’.. 

’ -’ .’ : 
corrntrics in export markets for qricul tural. .p,bo8ucts. ..,,zhese. pqlici:es ~: 



Introduction 

Thi.s study pro-/ides an analysis of r.ecent developments rela-ti.ng to 
!.hc major non-fuel primary commoditeies (hereafter referred, to as commod.i- 
I ie~~) entering International trade. Particlilsr attention is given to 
ma:-ket price movements (which a-t-e express.e$ in U.:S. dollars, unless 
c::hetwisc indicated) in 1986 and to the factors ,underly,iqg :hese ,m,ovements-. 
iii 19% commodity vr-ices continued,.to fall .in U..S dollar terms ‘and, to .a 
c*reatt!r dcgr.ee, in real terms. Supply factors as well as changes in 
vl,rld economic activity. infiat+on-, and exchange r%tes are discutiaed in.- I.’ 
tht: context of the&r contrfbut,ton -to the .movement,s ,in cot@dd.ity .prices.. <.I 

: 

Section I provides an over.vlew of devel-opments -in cornmodify ,milr.ket.s 
i;i t i! LIW discussion ,centerefl around- .price’j,aevements~ aa mcas.ur-ed;%y t-he , .:, ‘: 
i3F commnd.i.-ry price indices ., Seo.t ions I,Z: through .V provide ass&s~&cnt~,.~.- -, ‘- I. ,-: ,’ ‘lizi: 

r, 
1 

c,i dcvel.opments relating CO individual commoditi-es.,. Secfi+ IL :covers 
:‘_ .I 

il~ati commodit$cs. Section- III beverages ,,:Sect’fon IV qgri$turai -rat:’ .:. 
rrzt,t?,r ials (Ancluding- tropical timbe’r,.), and’ Secripn V -met:a~s.,(‘and,.p~osph,~~e ‘T,:.,:‘,: : ,‘::.;’ ’ 
tot k) ,. Tlriz study is .hased.-on in.~oimati~“n’-.]$~a~~l~?.b~le- t.hreugti ~Oct~,ber i986,: -;,.. .:I, Y 

: , -,.:. : ‘. 
: 

Commodity-Mar.ket’Devel.~~~~n~s &d .JPros.pects.: ‘... ‘. 
.L .. .’ ‘,;:: A-.,,. 

1. 
,~, L. ;.-! -’ ---: 

.:’ ., ,_ /’ 
.;;i. : .: ‘. 

Commodi Lv price movements 
, : ! . u-1- --y :. : 

‘. ‘, ” ,; ;, ,. ‘, :. 

~~iWIZtWii,tV pi ices in: .real terms, chat Ls, -comrned.i,t,y. pric’es def la&$ ..by ., ,I 
..:,: 1’ ‘Y 

: ,’ 
prices of m.a,nufsctures , h.av.e ,f aike.!:- to the’&r .,l$tiel.st Jeve.1; .since.ca,t’ -,t’.il’ 

., 
,‘.;,;‘, 

l~nst the 19jOs;’ :;t, .:.. ,, 
,,,:.I. ... 

-. I :,,,_,. s .;’ :;I.: :;. 
‘... ;:. :,.:. “:.:I,. ;,!. ‘. :;-,.. ,.)Y;::.‘:- .: 

,. ‘: .!.,, ” 
: ._, 

The weakness of commodity prjces- in J9S.6, ,khgch ual;’ +lready.“:in~ ‘:.” >I :, t .(, ,, 
C” t.: i.dence , aithi>ugh ‘to a.:l.e&ser d.eg,ree.; .ins.rhe ear.ly: 198Os5 :I?: ~.n.:--~‘et’k.eb’,? ‘, ;“‘-, :. 

!.:i?lltrast LO ihe. upward buoyaricy .ef-‘,‘pi.ice+. HIT th.e;:!970s (c*l’t 1.)-:_~:;’ ‘.Y:,‘. ,“.“:- 

‘j.‘;:?.’ ,’ ‘.., 

._ ,‘..:Y: 

:i CCI- nc;~rly two decades pf rela’t~+ve stabl.lIt.y, ih the tvo-year :p$& ‘. , 

:‘!7Q-;S comxnodi,ty pr.:ceS 4n. real terms rose hy‘40 ,$crc-ent.;..: Sevti?.al,l .:..:‘.. :: .- ’ L. /‘. 
: ,?(‘t()r.s c:oi.ncid@d to br.ing’~~~&ut. .ihis ‘sbacp. risk. j-’ Impoft.$nt.: &&gg the’!. ‘.’ .: ‘, “. .:“..“T:‘-:. .‘, .: 
‘&.i’ ;. k’ <) high rate of .econok$ti growth. in .industrla.!, .countr&:e&; ra.p[<ly’... .’ 
rising petroleum prices and a loti- growth of. agr.$cultural $rodu’ct.ion, ’ :- 

.- .,,: .’ 
:’ 

3 !:e sharp inccense in reai.commodity price’s was :revcrsed:--during the ‘./. .y’. i c:,,;- :. ;-. 
5 i’il) r t , but: severe. .I+7’5 rfiqeissfonl however, the .tesumpt’ion of -eec+omiri;~ .:,:- 
!:-troi;rh in 1976 and a sharp supply-re:iated increase’ in -be.v’era#e prices 
i’ro;,lded conditions which .‘elJab;ed real commodity. Prices, to, increab+ by ‘- 
;li;otlr, 4 percent in L-976-77. Subse.quent ly,, ,real .commodi,ty :.prices ,decl,i’ned ; : I,-.’ 
SO :!~ar by 198U they had nea,rly returned to the 1.971-72 leve1.s. 

‘:‘hla years 198N36 have been charactcrizcd by rclat,ively low r.ates 
I :- ,v,ro~t!l i n many indust r ia, count r i-es, espec.‘ialLy those ‘in Europe, wi.de 

:I%;t:t-t!;atinrtr: in the value of the ti.5. dol.lar in terms of other currenci,a.:s. 
.:i.,.~~~p;j~in,: rates of inflation in most countries, and rol.atlv~ely high real. 



rates of interest. In addi tion, petroleum prices have tended to decl,inc 
s 1 n c, t? i981 and fell very sharply in the first half of i9,86. fJJer L’hI’S 
period both U.S. dollar conmodi,ty pri-ces and r,eal commodiry p’rices have 
iluctuated around a decli;n.tng t.rend. WhiXe the price decrfl?sek, -tit t,hc 
t imc of the 1,981-82 recessi.on .were largeliy. o’f,fs,ei by: increases .in,-,l:9’83 : 

1I.S. doll-ar. 

-. ...I .. 

Inflation .Ln t.he 

i !lc rf2ilSC. toget her WI Ch low Capacity’ ut’i.i,~;zqt:i:~n-‘,i.:i ‘pi;odtiti.t;!+n 0.f :.rne-t:$.l s , ‘. : -:” :; 
~2% A major factr>r in dcpressi.ng pr,ice“S. &cti’r~~t chAi>ges‘- iti.;;(r.i ik~;lt~ura~~ 

, . . ‘.. : 
;~-~licitis tc, redr!ce the extent of priCc s!lpport --fn(:l;u$in!: the disp~isal- Ofi : . . ; 
covcrnmcnt-held stocks--have h;iti a y,cn’cr;l! 1~ dcpr~ss i:rlg kt’fd.Ct c;‘r~ wor’ld 
;iri~:t’s ,jf ;l):ricl;I tural c.onmi,ii,i I its, .‘i.l:Ctlc)ul!tr 1 aggI’:d 

._ 
i- i :f i: I,: L s C t L i i3 iJ ii i I 
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liable 1.3. Indices of Prices for Groups of Commodities, 19b0-86 

(In U.S. dollars; lndlces: 1980 = 1UO) 

Year OWI-al1 

Agricultural 
Food Beverages Kaw Materials 21 Metals ?/ 

19hC’-69 33.3 3.5.3 27.2 28.7 37.5 
1970-79 63.3 68.2 6.8. 3 52.9 62.2 
1980-86 84.L 8L7 90.. 4 84.8. j:7 .i g 

1970 37.1 
197 1 36.2 
1972 38.9, 
1973 63. . 1, 
1974 74.4 
1975 64.0 
1976 69.4 
1977 76..7 
1978 77.h 
1979 94.1 

1980 100 , 0 
1981 89.4 
1982 80.0 
1983 85.2 
I984 86.6 
198.5 75.9 
198b I-/ 73.0 

I984 I 
11 
ILL 
I.v 

1985 I 
II 
IIL 
LV 

198h I 
I I. 
III 

89.8 
91.5 
84.2 
8U.8 

38.4 
39.6 
42.R 
77.2, 
95.4 

76.5 
7.1 .7 

69.7 
78.9 
912 . 1 

100.0 
96.8 
'82.1 

89.3 
88.6 

7'4 . 9 
65.2 
92.4. 

93.2 
86.2 
80.8 

79.0 
77.h 
72.8 
74.2 

77.4 
74.1 
69.5 

8() . 3 92.6 77.4:' 7.1.0 
77.4 85.7 78.3 72~8 
70.8 81.0 75.9 69.2 
71.2 94.0 77.8 65.9 

7L.i 116.0 79.1 6b.U 
68.7 1.01 . 1 78.6 65.4 

60.8 98.1 75.4 b4.9 

--- --_- 

sot1 r-Cl3 : Ci~mmwifties Oivis!on, IMF Kvsearch Dcpartncnt. 



reduced production may result in higher prices in the future. Finally, 
the substantial depreciation of the U.S. dollar since the first quarter 
of 1Y85, which has been a positive influence on commodity prices expressed 
tn U.S. dollars, has only served to keep dollar commqdity prices from fal- 
ling even further. as indicated by the much 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 induetrfal countries. The 
influence of the business cycle on der.and for primary commodtties, and 
hence on prices, has been most ?CP - ‘tan: for agr,icultural raw -m.a$*rials 
and metals, while demand for f ai.a beverages tends to be rel&ti.vely 
more stable. Economic act ;vftl *n iirdtistrfal countries, ati reyreg&ted 
by industrial production, has . =celirated significantly. sftice 1984, .whtin 
it increased by 8.S percent; in 1985 growth in ipdlistrial -praducCi.qn in _ . . 
the seven major ?ndus:rial countries deciine-d .to 3.1 peicen,! and in 

._ 

1986 is estimated at only 1.’ pe7cen.t (Tablk! 1.4). rio,+t ;o’f.. yhe year-to’ 
year variation is -attributable to changes i,n growth rates ‘for ind-ti&fr,$al ,.: .’ : ‘. 
production lr. the United Stat,es and Japan, which werk -6erj:‘tj:igh. Fp..i984 
and decelerated sharply in 198-5-86,: Growth ratk?,‘fqr lndu$tr$al .prdduc- _ I _ 
tion in Europe, which iS q or.& dependent” on -Imported raw ma.t,&ials than ” ,. ..’ ;’ .: 
is the United States, have remained sluggish-thrdughout: the period,, ,I’ : 

,- .‘,. ., ‘_ 
Although much lower than growth in either i>dusti.ial produc:tioc .or ‘:’ ‘.’ 

i 
‘j 

in real GNP in industrial countritis, consumption qf prignary commqditfek “_ . . . . : 
grew by an estimated 3..3 percent In 1984, the largest’ -in:Fease s&e. :.- :’ 
1978. Consumption g.towth 1eYeled off at 0.5 perd.ent in: 1385 and 1s. 
provisionally estimated ‘to iqcrea’sq by somewhat, Dare than-2 per‘c’ent in. ,.:. : ,:- 

Stagnant consuinption of food- and bevetiage.s :in 198s +cer@ed, 
-;:: ‘;I 

1486. 
the supply irqbalance for these coiirmoditles, but- in 1986. the share-r++ : 
tion in prices of many agr.icu.ltuyi& commtiditfes .appeark, to have -+cre&sed i j .C”_. ._ 
consumpt fan .:; %t least some of these comtio.diti,e$. In ‘1‘985, a l:i$ per- 
cent decline In consumptidn of metals (see, Table V.1) :,re&ul,red .tn the; 

:> .i I. 

level of consumption of ‘metals fa,Pling back to adproxlmateiy Its 1980 
: 

Level, although industrial pioduction 1~ the major industrfel coun,rri&s -.- . . 
in 1985 wao 12 percent higher than.i,ts ‘1981) .leve,l.;. Li’rtle change- is- “’ 

,. 

expected in overall consumption of metals irk 1,986. Thus, the historic 
relationship between ecqnomic activity, as measured by indus t.r ia’l produc- 
tion, and consumption of metals has been weakened in the 1980s. This ..’ 
wcakcnf.ng appears to have resulted from widespread subs.titution for, 
and conservation of metals in tradf-tionr.1 uses. The reduction in the 
i:~t~nsity of metals tJSe has been influenced. by advances in .materials 
science and by trends toward downsizing, which have been accclereted in 
rcsp9nse LO thf! high prices of energy and metals in the late iY7Cls. 

h. Inflat ion 

inflation has n positive relationship with i\t least r:ominal commodity 
1” i ccs --both on the supply side and the demand stde. On the supply side , 
inf Iat,ion i~~fl.ueaccs the costs of product ion in prcjd\lr:Ing countr [es, while 
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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 
i5M to 3.6 percent I.n 1985, and is estimated to dexleratc further in 
19Yn t0 3.1 percent cr-hie 1.5). 

The sharp dcc! !.ne in petroleum prices in 1986 has had a m;rked 
influence on ir,flAtion. In addition, the decline has affected commo.dPty 
prices more directly through its effects on production and transport ., ., 
costs and on the prices of petroleum-xbnsed synthetic substitute.s for 
primary commodities (e.g., rllbber, cotton, and jute), .Other factors ‘,! : 
have aiso served to reduce production cbsts for primary commodl.ties. I’, 
Low commodity prices have fo.rce’d adjmxtments aime’d at cutting cost’s in, 
R:I effort to reduce Losses. 

‘. .‘-,:, .. _ 
Some .hi*h’cost prqduc.ers have hed,to cessc :, ; . . ; 

operations al together. 1.n the, case of metals, mairy producefs, ,i.n 
.: I,‘., 

addt tier, to closing down t,nei.r lerisc. profi.ta’ble operations; have been 
I, .’ : 

able to act.ieve significant rsduct’jons in the operating costs of tm’b$!ir 
-:,:.,;-.,.’ ‘, 
,., ‘: ,- 

remaining operations. Lri’ add!.tfori? inrecent years there has beon a,. 
shift in the Location of pr.oduCtion.to lower-cost producers, in, m&y 

:2:“:‘.‘:, : 
./ I’:_.’ 

.:.ases to the developing Yotintries. 

,. 
furthermori, the low fnf.lation ,env.ironment and.che bleak outl,ook ,. 

ir>r c<>mmodit;f prices, combined with- tiiscorically hfgh real ,rates. of’ .,’ .. 
i n f i‘ r e s L , h&ve served to weaken the specuJ.ative demand for :pr.imary, 
r xxnod i t ies . ‘This is in mark& contrast to the .L970s when high I’ 

i:-li Intiorz. ncp;lrivc real rates- of interest, and genertilly incteasing 
,,t?mmndftv prices resulted in a sharp rise in specuLati.vc demand’ not: .‘. 
n1; I \’ 

I 
f:)r precious metals-- the fr,bditiohal hedge against inf.‘lation--.but ‘-’ 

;IIscl !Qtr ii ilumber of other cotgod’ities. : 

r Supp.1~ of commodities , .< ..I ,..,,: I,- 
.j ,,‘, ,, .., .i .;,. 

in aKItt?rUpKffIg to expLein. the fnfl-uence of Supply on commddi.ty 
21:; ,I .,.. I- -, 

‘... .; . . . .: ;.: ‘., 
pt' i CTS , it 1;; useful LO dL,s;i-bgqish, between the factors. ihfldencind ,&=:-~,I:~“‘~.~ ‘: .,.‘: -’ .I 
;>rircs of :lgrir:ulturnl commi-,dfUes and the prices of metaLsi. S’uppPy ‘--“:~~:‘~:‘~~~.: ‘. :,.- : 
has J .riominar;t influence on agr,lcultuyzil prices s’ince id -the sh,ort run ] ..,‘,-::,~, -3‘: 
a;;r~cultur;~L production can. be controlfed less easfly than- ,thc. pr@ducri’on .‘(.. ,,.. 

i’. ., 
1 

r., I= r!wtals, and demand, especially in the case of food and beverages, Is ‘.,-.‘,’ 
ri:i:+ti*;eLy st.nbl~. : 

, 
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an index of agricultural cwfioditles (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 111 the third quartet of 1984. 

Supplies of agricultural commodities iprod>ctlon plus opening s.tocks) 
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 !n 1985 were the commodities for tihich supplies 
increased by the largest amounts in 1984-85. For example, ttie prices 
of vegetable oils and protein meals fell by 2-S percent In 1985 as supplieg 
rose by 11 percent in 1984-85, cotton pric es declined by 22 percent as 
supplies rose by 29 percent, and tea prices fell by 43 percent as supplies 
increased by l! percent. 

Apart from the sho-rt-term influences of favorable growing. cond@ions..,. : 
the large increases in agricultural supp,lie& in recent ye.ats are due.,t’o ’ ” .. : , 
several factors. Some industrial countries, which. are- major producers 
of temper; Le products, notably food, corit’inued,. to &ibsidize agricuI’tdra1 ::. : 
production in spite of declining prices, ’ Gtth..:t-he resu1.t ‘that$gricuiturA 
surpluses have increased further-. Production increases. have also resulted 
resulted f~oti other l’ong-term’ factors such a,;. gains in ptoductivity, and :, ’ ‘1 ,. 
the lagged response in production capacity to the high real prices p,rt$- .‘. .. .‘, 
vafling 1.n the mid and 1,ate 1970s.. Zn additloi-, adjustment pplicies. ... . 
pursued by many develop1.q countr$es, in -many cases’, In, the wa’ke of- ‘.‘. ‘: :‘. ..., 
serious food shor.cages, have had the ef’fect of‘ .increasink production .of 
agricultural commodl~ties. ;,, . . . . 

,’ (. ‘.’ ‘;‘, 

Production of metals canadJ:ust more quickly than production of 
agrlcu.ltural commodities to- .decreas.es indemand .and, prori,ded.- t’here is ’ ‘,” 
suf f i.cient excess capacity, also to increases, .in demand.’ In .the’ i#bs, “.“. 

‘,. ,, 
‘1.’ ., 

production has tended to stagnate in line tiit.h consumption of~me.tel&; 
However, mining capacity acl):usts more slowly than ‘pr.odu.c.tion of II+$S. I. ,‘::;i. -. .:‘ - 
As a result, the markets for metals in the 1980s have been if’fected ,by 
the large unutilized ca,pacity that has deve.ltiped si.nce the .mid-1970s as 
production moved to adjust at first to ,a slowing of. growth in .~oos~$~~tiop~~ 

.-, . . 

This large -unutflized capacity 
)1,- : 

and then to stagnation In consumption. 
prevented prices from rising even when consumption o:f metals increaSed in, 
1983-84, and added to the downward pressure on prices when consumpti.on of ..- 
metals declined in 1985. 

d. Policies of producing countries 

civer half of world agricultural exports (excluding beverages) fs 
accounted for by the industrial countries, and for some commodities 
ct?.o., wheat and maize) the share of industrial countries Is much higher. 
Yost of these exports originate from farmers whu ate protected in varying 
dclrrecs from adverse developments in world markets. I/ Policies put in - 
..-. - 

1.1 Src “Agricultural Trade Policies,” Chapter IV in Trade Policy 
ls~urs and Development-, Wcasional Paper No. 38. ‘I!+. .July IqHS, 
PP. Sh-7 1.. 
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place in the 19iOs and in the early 1980s that strongly encouraged 
increased production are only recently being re-examined in light of 
the excess Sripply situation that has characterLzed 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 agricultursl 
prices have historically often been belou world market prices for varicus 
reasons (e.g., to provide government revenues, to kee-p domestic ,food 
prices low). In recent years, however, many d.eve1op.Ln.g countries have 
implemented policies to allow domestic prices- to approximate more c,losely 
world prices in order to encour.age increased production. These d&Mop’ 
merits, in combination with c,ontinued adoption of. Improved. Lr,puts snd 
higher-yielding varie’ties, have en.cburaged .higher production. 

i 

In the past, policies to support producer prices’and incom&;s in 
the United States and the EC have’ resulted’ in iricreased productiqir of 
a number commodities : cereals, cotton, oilseeds, sugar, meat, A;&., 
dairy products. The movement of 1srge:quantities of,-qereils, cot.ton, 
attd soybeans into government-held. stocks’ because of ,hi.gh price su’pport : 

_ 
.‘-, 

-::, 
. 

the w,oild i s leading ‘exporter ‘of 
:, 

“loan rates” in the United States-- 
these commodities--he&ped support tiorld ,,market prices for .c,hese c&i- :. 

mod i t ies at re’lat ively hggh- levei:+ Pn’,t\ie’ c&.cG bf ~,&upar.,:~:~owev@<i -_‘.’ 

comparatively ,high prices in the EC and .U.S. markets-hive I&d the;, ’ :” 
effect of redu.cing the price for sugar traded. on th&. “free” marke,t; 
High sugar prices in the :Eurdptan :Commu.nity and the United. States have;.:. -, ‘.. I ,‘:. 
led to increases in domestic sugar production while at th&same.t,,~me , 1 ‘. ,: 
depressing consumption. As a consequence, net lmpor.ts. of sugar .have 
declined. In the case of ;,t.he l!n$ted States t,h;l& decline is .ref,lected.. Ll .I 
in progressively lower impor’t quotas and “in the, case .of the E,uro,pean 

,:. I “.: 
: 

Community by a maintenance of import-s increasi:ngiy offset by exports. 

Policy changes resulting fromthe ~mpleme,ntdtf&‘~of the 198%b.S: -.‘;:‘, ,’ 
1 

farm bill (officially called the Food Security Ac.t of l-985). whf& sets- 
‘;, 

U.S. farm policy until September .,l-990, -,are eXpected -to exert dob,ntiard -?. ;i 
pressure in 1986-87 on world market prices of commodJties..in.whlch the. j .,. 

‘, , 
United States has a major share of world t,rade and tb have-,an indirect: 
effect on some commodities which are close substit’ut’es. .‘The 1985 farm. 
bill attempts to make U.S. .farm pol.icy more market-oriented; a.nd thereby. 
reverse some of the effects of previous policies which, primarily thtough 
high price supports, had t-ended to make U.S. agricultural .products less 
compctLtive In world q arket.s. Perhaps the single most imp,rtant feature 
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 fa,rmcrs. An attempt has 
been made to link loan rates more directly to market conditions through 
;I formula tying them to past market prices. In nddit-ion, the I1.S. 
Secretary of Agriculture has the discretionary paver to rcduc~~ Ioan 
rates further if world prices or market cnmpct,ttfvent:ss warrant such 
rrY!rrct ions * The bili protects farm incomes by trt-esinb! “tnr,!ct. prices” 
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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 partickpating in 
the program receive defic-iency payments calculated on the basis of the 
difference between target prices and mar.ket prices. Nomina.1 target 
prices can decline by only 10 percent aver the life of the bill but 
loan rates can decline much more sharply. Though the bill makes acreage 
reductfon programs mandatory and provides for an acreage conservation 
reserve of 40-45 million .acres, the impact of the bili on red.ucing 
supplies, at least in the, short term, is. experted to be quit’e limited 
because the .income prdtection provided by rela.tively high target prices 
are expected to prov.ide strong incentives’ ta .maximize yields on’ tiermitted 
ac reape-. 

Sharply lower U.S. price support loan ra,tes will make U.S.. ag,fgcul- > L :, ; ,’ 
tural commodities avaflable for expo’rt at much lower pri.ces andU:S; loan 
rates are 1.rs.s likely to act as floor prfcea -for wo’rld market pr.ices~ for 
cereals, soybeans, and cotton. Supplies. available ,for export. ftbm.‘:the 
United States are likely :to Increase because -the lower .loan. rtitks’.:-kill 
reduce the accumulat’Jon o’ffgovernme,nt, stocks:. 1.n the 9hbr.t r.un-:these . . . 
consideratiqns por,Cend’to lower- world markjet’. prlc,e.s for ,Cereafsi;‘.‘,so~beans ,- 

., . . . 

and cotton. Over, ,the; medium term, 8;. :pyod”,b:t&& .‘dedlineg, ifi: $&j&s& 
.; ..::l: :. :: 

.- ;, ‘-_ ; 

LO Lower prices and ‘the, .s,upply managCment”.polic~ie’s. .in tihe. U& t,kdi+$teq 
,, .,,_ ‘;.:y: : -.. 
/ .‘...:’ ::.: 

and e.l-sewhere, prices.‘ar.e lfkely to cecov~r’gradually,. ,Tf,’ stocks.,; -which 
arc’ presenfly very h.igh:‘for c&ri?ali,, ~cot~t,dn? .,anb soy,bejms ,, -&e ‘&,&.-down 

.. “? -I’, 

uver the medium term,, world isrket pric.es, f.or .the.se commodi‘cj.es rn&:lt$ 
;I’. : i.. . . 
.T.’ : ,’ 

cxpect.ed to become ‘less stable-,than they ..have, been during t,he las.t.:Lf.ew, _’ ,’ 
years. 

‘, 
3. Outlook for Commodity’ Prices through -.i987 

‘, ,‘k ,. .. 
.,, ;e .‘. ,, .;. 

’ .r:>-‘. 
Prices of most non+fuel qrimaty commodl:ti’es .are ‘projected .to;.-reach 

:he it- trough in the l~~aSt,,lhal’f- of ,1986-‘.an’~L:b~g’in t’o .recqver;.g:r~du’a~iiy:.in’ 
-‘:: .::.I. :. :‘:‘: 

: .’ -J./-‘.- .,‘y .-. 
1987. tixceptions to this general pattetn’:a.rh the. prfces df~~vtige’tabl& 
oi 1s and protein meal-s which are forecast.’ to continue -t‘o’dec.i&e .‘i’+-.; th,e 

m’,,‘:2::’ 1. -.,’ 
I, ;,. . 

first half of 198; befor.e recovering in the latter part of’ t.he:“y-oar.,- and 
/.’ 

’ 
(,offee prices which, barring serious drought dam&e in elthe’r ~19W.pr 
1987 vr serious from damage i,n 19?7 in $t&j., are-.prejected.‘to’.cbntin.ue 
to fall throughout 1987. In spite of the general upward mo~$m~nt:‘o~f 
commodity prices during 198.7 that is p’roj’ected, average pverall ‘c’ommod.ity 
prices in 1987 are sti.11 expected to ream-Lk1.5 -percent b&l+ the’1986 
level. 

.. 

,. 

::. .i .- 

The recovery I.n the prices of agricult1ura.l raw materialg and metals 
in 1987 is projected to be stronger than that of food whose price’s are 
cspected to be restrained by the effects of Large supplies. ‘MO r.eover , 
the prices of agricultural raw materials and metals shouId be more 
i ilf iuenced Lhan the primes oE food commodities by the projected recover> 
i.n world economic activity from the notably decelera.tQd l:rowth in 1986. 
AS % result, the real prices of these two groups of commodities which 
arc used :IS inputs into industria.1 producti.on should remain steady in 
i4)fii’, whi.1~ real food prices arc projected to conttnuc tr> der:l.inc and 
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real beverage prices to fail after their- rise in 1986. Other tactors 
limitin): commodity price increases in 1987 are the expected continuation 
of low rates of world inflati.on and the expected continuation of petrolcxum 
prices at much lower than in the early 1980s. 

4 . Export Earnings 

Earnings from exports of non-fuel primary commodit.ies in the prrlod 
1981-85 have fallen far below the level of 1980 and are expected to 
fall further in 1986 and 1987. Total ear;lings, in terms of U.S. dollars, 
of 18 leading commodities fell by 5 percent in 1986 (Table L.6). An 
aggregate index of volumes of exports far the 18 commodities shows little 
variation over the period 1980 to 1986 with volumes ranging bet.ween a 
lnw of 9Y .4 in lY81 and a high of 103.2 in 1985 (Table I .7). Consequently, 
the general decrease and the year-to-year variability in aggregate export 
earnings from commodicics 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 f980-tlb closely mirrors that of 
the index of earnfngs. 

Although the aggregate index of volumes of exports of commodities 
has been stable ,n the 19805, there has been a large shift in the origin 
3f these exports. Aggregate volumes of exports for industrial countries 
have 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 
Kreater than that of devel.oping 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 ciecli.ne 
was accounted for by the decline in unit vnlucs. The decline affected 
the earnings of lb of the 1B commodities, all except coffee, cocoa, iron 
ore, and tin, for which only modest increases were recorded. Estimates 
for 1986 indicate a further 4 l/2 percent decline in total. earnings, 
almost all attributable to price falls. Exceptionally 1ary.e decreases in 
earnings-- in excess of 20 percent--are projected for maize, soybean oil, 
palm oil, cotton and tin. Small increases arc projected for soybeans, 
hardwood and natural rubber , while larger increases arc projected for 
soybean meal and aluminum. An exceptionally large increase is projectrd 
irl earnfngs from exports of coffee--nearly 3Q percent. For dc\vclopirrg 
countries, coffee is by far the leading sourc.e of export earnings from 
non-fuel commodities (Table 1.9) and Lhc increase i:: coffee enrni.ngs 
scrvtd to mitigacc the effecls of downward price movemcnls O!I the earr:.irq!s 
of mam.y individual developing countrirs. As a resul L , toL31 i~;trnin);s 
iron the 18 leading commodities by developing countries arc: c’!stis;~ted i:I 
1Y8b to fnlI by only 2 percent compared vi th a ri+~~:l irlc> of X percent in 
the earnings of industrial countries from the cxpr)rt !,I thrsc commodi t its. 
the cantinuin~: dcclinc in market prices ior commodities durin}: lY81, and 
!.~~.k of imy !:i:‘i‘ nf a mnjnr rc*v!rrsaj jr7 iqXi$ <;IIC~:VS~ I ti;1r ra:<llrir! r~.~~r-~,ir,i*~ 
trrjm c-ommc)ditirJs nrr* likrly LO dccrcasca furth<*r it: lqY7. 
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Table 1.6. Export Earnings from Major Commodities, 1980-86 

(In billlor,s of U.S. dollars) 

1980 1981 
Calendar Years 

1982 1983 1984 1985 1986 

Total I H conmodi t fes 128.92 120.53 105.25 

Industrial countries I / 59.11, 
I)tive1.opinp countries - 60.62 

9.20 

58.67 49.62 
53.42 46.95 

8.44 8.68 

108.80 -- 

50.15 
49.92 

8.73 

50.68 42.90 39.39 
54.12 49.a5 49.02 
8.06 7.81 7.54 

18.67 20.04 i8.i5 17.92 18.17 15.92 13.74 
12.01 12.23 8.94 9.84 10.20 9.24 6.60 

5.(J5 5.78 4.15 3.61 3.79 2.98 2.bB 

14.71 14.75 11.43 lO.H?. 10.12 9.26 9.25 

7.10 7.39 7.03 6.80 7.21 5.64 5.75 
4.22 s.05 4.43 5.29 4.38 3.67 4.29 
1.99 1.88 1.64 1 .Hl 2.86 2.05 1.04 
I .93 1.40 1.60 1.69 2.78 2.51 1.44 

11.67 8.07 8.99 9.24 10.63 10.85 14.05 
1.66 1.58 1.39 1 .b7 2.50 1.59 1.41 
3.83 2.95 2.51 2.45 3.36 3.37 3.23 

7.413 5.33 5.26 5.49 5.20 4.52 4.55 
7.82 :.3a b.36 6.47 6.86 5.b0 4.3b 
4.30 3.32 2.45 3.29 3.49 2.61 2.77 

8.45 6.32 5.b9 h.52 5.23 5.15 5.07 
7.98 4.96 h.34 7.92 7.h4 6.91 8.28 
7.13 7.37 6.9U b.23 6.67 6.73 h .5(! 
2.92 2.53 I .99 1.84 1.77 1.9b iJ.83 

112.86 100.56 95.95 



I0U.U -- 

lb.5 
9.1 
3.9 

11.1, 
5.5 
J.1 
1.3 
i.3 
9.1 
I.3 
3.0 
5.8 
h.1 
3.1 
5.O 
h.2 
5.5 
2.1 

100.0 91.5 - at.6 - 84.4 - 87.5 -- 

100.0 1'17.1 97.2 9e.o 97.1 
lLQ.0 IJI .d lb.& RI.9 Ilk.9 
I UIJ . n lli.5 PI.2 71.5 75.0 
Ilf.0 100. I i7.7 71.h 68.8 
lOO.il I0i.l 99.:J 95.8 l'Jl.5 
iu5.u 119.7 i I; 5 .e) :23.0 103.8 
:uo.u Pk.5 a2.4 91 .'J I;).7 
i 30 . 0 82.9 92.9 87.6 ILL.0 
IOU.0 C9.L 17.0 79.: 91.1 
1c'0.0 03.2 d3.I 190.6 1513.6 
100.0 :7.!7 b3.S Ci.‘J 67.1 
iuo.0 71.1 70.1 13.4 69.5 
100.') 96.: 61.1 92.7 dl.7 
IO9.0 :1.2 51.0 76.5 81.2 
iF10.0 7h.E 37.1 77.2 51.9 
I cu .I) 87.2 :y.i 99.2 95.7 
100.') IC1.L 911.8 et.4 91.5 
IuO.0 Rb.4 bd.2 63.1, b0.b 

IOU.0 99.2 - 100.1 101.9 _- 102.4 

135.9 
37.2 
91.1 

ilZ.1 
1Ul.u 
II:.& 
:ofl. 1 
I!l5.1 
I II 7 . 3 

9:.7 

l1)Y.b 
Ml.5 
91.9 
91.3 
95.1 

108.2 
¶I.: 
lib.3 

II?.6 
R3.3 
89.: 

I’.@.” 
99.9 

lZY.7 
112.5 
I I I.5 
11lJ.3 
I!)?.') 
,UL.L 

12.3 
Y9.L 

101.6 
102.: 
122.; 

N.8 
Y2.b 

110.9 
us.1 
96.2 

IOl.5 
93.9 

116.1 
125.0 
111.1 
lli.5 
Ill.1 
II 5 :. 

7Y.I 
8?.9 

IOY.8 
94.2 

II:.? 
95.2 
84.11 

9r.: -- 

l 0 I . f! 
lU2.9 
Ill.6 

7L.S 
136.9 
I 04 . :I 

95.; 
?l.Tl 
59.4 
ur.. 5 
59.. 
fl3.L 

1 '2 5 , A 
61.7 
ri. I 
17.c 

lU".Z 
a:.9 

Yl.5 -- 

31.9 
91.1 
a8.J 
49.: 
92.: 
PI.> 
77.5 
79.‘ 
7,:: 
53.1 
59.8 
3b.J 
'?9.'> 
61 ., 
:'!.h 
'1.; 

ii!. 1 
is 8 ,. , 

92.8 - 

W3.J 
45.1 
)I,:.: 
574.1 
94.9 
95.6 
(10.9 
78.5 
71.7 
9P.b 
51.1 
9w.9 
72.5 
7 I.9 
:5.3 
4, :I 

109.: 
1h.I 

85.c 15.6 - - 

u1.2 
99.3 
IY.” 
hb.; 

I !I 5 . 8 
89.3 

II5.r) 
115.7 

19.h 
i!3.5 

:y.u 
*:.9 
99.8 
:i .5 
53. : 
<!.7 
79.1 
: I . 5 

75.6 
9h.P 
b4.S 

1ii.c 74.5 - - 

d5.1 73.5 
:b.9 35.0 
3V.U 53.1 
61.0 h2.9 
79.4 UL .I) 
B7.J IO1 .h 

t02.a 52.5 
IN.2 IL.3 

91.0 L2O.L 
35.8 80.9 
LIB.0 w.3 
bU.l bI.0 
71.6 55.8 
60.7 66.4 
50.9 60.0 
H6.h 105.8 
PP.0 92.6 
b7.1 28.4 

101.2 .-- 

II!.8 
nil.5 
91.5 
99.1 
‘)%.A 

129.3 
112.5 
IN.1 
111.5 
116.b 
l2J.J 

71.9 
a3.2 

109.1 
90.0 

I.‘;.3 
9Y.b 
99.4 

103.1 

Ili.1 
74.7 
93.8 
99.1 

lWl.5 
I J2 .U 

96.9 
1l3b.b 
Ill.? 
Ill.6 
1:r.j 

IW.5 
89.4 

ILU.0 
9i1.9 

112.7 
98.9 
77.0 

72.: A- 

h2.7 
71.0 
55.h 
h1.3 
78.P 
7?.*I 

14.2 
19.9 

Ir)7.8 
7L.7 
4J.W 
Wb.5 
02.s 
3R.3 
5h.l) 
in.2 
91.h 
Ill.9 
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Table 1.8. Indices of Aggregate Eatnlnge, Volumes and Unit Valuea for 
Major Commodity Exports for Industrial Countries and for 

Developing Countries, 1980-86 

(Indices: 1980 - 100) 

i?K?O 
Calendar years 

1981 1982 I983 1984 1985 I986 

Earnings (in eetms of 
U .j, dollars) 

World 11 
InduGttfal countries 
Developing cour?tties 

Volumes 
World l/ 

Lndu~tttal coLnttiee 
Developing couiltries 

Unit Values (in tetma of 
U.S. dollars) 

world l/ 
Industrial countries 
Developing countries 

100.0 93.5 81.6 84.4 87.5 78.0 74.5 -- 
100.0 99.3 84.0 84.9 85.8 72.6 66.7 
100.0 88.2 77.5 82.4 89.3 82.3 80.9 

100.0 99.4 100.1 101.9 102.4 103.2 103.1 
100.0 98.2 96.9 

---- 
97.4 97.0 94.3 96.3 

100.0 100.7 101.7 106.4 108.3 113.1 111.3 

100.0 94.1 81.5 82.8 85.4 75.6 
100.0 101.1 86.7 87.2 88.5 773 

G 
69:3 

100,o 87.6 76.2 77.4 82.5 72.8 72.7 

Source: See table on individual commodities in Sections 11 to V. Aggregate 
of individual commodities in accordance with earnings share in total for 18 
~ommodlcies in 1980 for world, lndusttlal countries and developing countries. 

l/ Includes non-Fund members. 
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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). In 
i9Y3, a variety of factors, many weather-related, which are described 
In the discussions on individual food commodities in this sectton, led 
to a reduction in eupplLes 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 
year 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 198SiS6 crop year and the stock build-up was even greater than in 
:he previous year (Table 11.1). The downward trend in the prices of 
food commodities was reinforced in the first half of 1986 by changed 
policies concerning agricultural price supports, particularly in the 
C’nited States. The changes in agricultural price support policies have 
resulted from an increasing unwillingness in Industrial countries to 
mllntain large, and increasing, carryover stocks of food commodities and 
have led to greatly Increased competition for export markets. These 
c-ents have cof.ncided with s growing self-sllfficiency of food supplies 
in many developing countries and a number of years of generally favorable 
weather conditions for food crop production in most major producing 
regions. 

i. Cereals 

Prices of the three main cereals fn 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 II.2). Further- 
more, drjrirli: the first half of 1986, cash prices and futures prices in 
contracts for the old crop (1985/86) remained well. above futures prices 
in contracts for the new crop (1986/67), mainly because of a sharp reduc- 
tion in the L’.S. price support loan rates for grain in the 1986/87 market- 
in2 year. The t ighr “free supplles,” resulting from record amounts of 
;< r a 1. n tied up in ?:overnment-held stocks in the United States, also 
contributed to the unusually high premiums recorded by cash and old crop 
il.l;ur~s contracts over new crop futures contracts. The ample supply 
s;i ttiAt ion, inrl,ldfnR the large level of world cereal stocks and the 
;?r’~~~;rt~~:t of .xnothcr largr world cerenl harvoet i.n 198hiR7, has led to an 
ir,tt:r.si,t icatfnn of cnmpcat.Itfon amongst the major grain cxportcrs which is 
e.~.pt.r~~d LO t~xt~t-c Curther downward pressurcb nn c(are;tl prices in 1986/8i. 
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CHART 3 

FOOD COMMODITY PRICES, 1980-86 
(In U.S. dollars. indicfs: 198O=lW~ 
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Table 11.2. Prices of Cereals, 1960-86 

(In U.S. dollars a ton) 

Year Wheat L/ Maize 2-f Rice 31 

IYhv-69 62 52 161 
1970-71 118 95 285 
1.9RO-86 153 119 310 

1970 55 58 
1971 62 33 
1972 70 56 
1973 1bf.J 97 
I974 i a0 132 
iY75 149 120 
I Y7f-J 133 112 
1977 103 95 
1978 128 101 
1979 1 60 116 

173 
175 
1611 
157 
152 
136 
115 85 213 

143 130 ., ., 
_..,' 

150 /' 

297 ', 

542 ;. 
363 
25: 
272 
369 
334 

254 
255 
266 
234 
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.Table 11.3. Ccrrais: World Supply and Ucilizaiion, 19bU/61--19tlbi:ti7 

Area 
Ilarvestrtd 

Stocks/ 
Utili- 

Ending zntfor1 
Yield Production Utilization l/ Stocks 2/ Ratis ‘! - 

(In nil lions ( In tons 
of hectares) per !lectare) -----(In million tons>--------- (In percent 1 

iYh!:,‘h l- 
lgnY/j!.! 6W I.43 94 s 90 2 183 19.4 

1y;:i,j]- 

1979j8il 7OU 1.83 1,279 1,27a 177 13.8 
iYYUi8 i- 

:YPtiidi 719 2.17 1,5hU i,5.38 255 16.6 

I .bS 1.103 
1.73 1,197 
1.73 1,161 
I .82 1,273 
; .7; i ,2;8 
1.74 1,247 
i .9b 1,363 
I .YO 1,337 
2 .ij4 1,466 
2 . QC’1 1,427 

1,144 165 14.4 
1,179 183 1J.S 

1,201 143 11.9 
1,266 IS9 II.8 
1 ,224 l&i; 11.: 
1,237 14ti 12 . 0 
1 , 3 1 tJ 201 15.3 
1,337 2u I 1 5 . 0 
1,435 231 16.1 
1,450 2 i/7 14.3 

i Yn!.l:YI -.) I,” I 2 .i)(J I ,547 1,452 197 13.2 
IYHI ;u2 730 2 .i14 1,498 1.461 229 15.7 
1YH2i’Y3 719 2.15 1,543 1 ,509 263 17.4 
I YH3 :x4 7OH 1. I f? I ,484 i ,554 193 12.3 
i 984 !8 3 716 I? . 3(! ’ ,644 1.5Y5 242 15.2 
J YPS.iUb 4j iii 2.1,’ I ,hh4 1,587 319 20.1 
JYXh,‘H7 5/ 713 .’ . . 31 1 .+a 1,618 3 5(! 21.b - 

-  _ - .__ -_ - - - - . - - - - - - . - .~  . - -_  -_ - .  I - - . -  

.soll:~cc~: !i $ . . . . lh~partmc~~~t cjf At;ricrrltur~, Foreign A&rirultural Circular: -- -~- --.. 
(;r;sirls (Washington), July 198h. ---- 



cereal production. Production in major importing countries, such as 
India, China, and Indonesia, Increased in rcspsjnse to government policies 
aimed at increasing self-sufficiency in cereals. while government 
policies to support 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 favoreble weather conditions in the main grain exporting and 
importing councrfes durfng the last five crop years. 

i4orld 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 period between 1972,‘73 and 1974/75, world grain utilfzation 
exceeded world cereal production and prices rose sharply as stocks were 
drawn dob7 and the ratio of stocks to utilization fell. During the 
next four crop years production exceeded utilization and prices declined 
as stocks were realcnished. World grain utilizaticn again exceeded 
world grain production in the period between 1979/W and 1980/81 and a 
decline in the ratlo of world stocks to world utilization resulted in a 
subs:ar.t:al rise in cereal prices. Beginning in 1981/82 world cereal 
prod::ctlon has once agafn. exceeded world cereal utilizatlon due to 
generally favorablc weather and rising yields, except in 1983i8b when 
production fell l,.rgely due to a drought-related drop in L;.S. maize 
DrOdUc L ion. The ratio of stocks to utilizntion fell from 17.b percent 
in 198’/83 to 12.7 percent in 1983/84. The ratio of stocks to utilization 
reco;pcred to 13.2 percent in l.Y8A!85 and rose to ZU.1 percent in i985/86 
and ;I further increase to 2i.i percent 1s forecast for 1986/87. These 
are’ thr highest levels that the this ratio has reached since the 1960s. 



support loan rates, has helped to support world grain prices at rel~cively 
hiEh levels. The sharp reduction in loan rates will make U.S. grain nvail- 
ahlc 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 mainiy 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. 

l’hc EC also is faced with increasing problems in the cereals sectcr 
due Ln the production increases, stimulated by high support prices, and 
the large outlays to subsidize exports. The EC recently agreed on a farm 
prirc package for 198Oi87 which attempts to address these problems. The 
;Jri:>cipal changes tnclude a new 3 percent tax on cereal producers called 
;I ccl-responsibility levy, stricter quality standards, and fractionally 
1owc.r intervention prices for certain types of grains. The extent of 
rfiective changes in intervention prices for grains will vary between 
member states because of changes in the “green rates”, the notional 
cxchangc rati’s used to calculate farm prices. Nevertheless, the reduction, 
:r any, in EC intervention prices is likely to be quite small in relation 
t&b .? projected decline in world cereal. prices stemming partly frorr the 
sharp reduction in K.S. price support loan rates. This, and the recent 
dcpreciatil>I: OF the L;.S. dollar against the European Currency Unit (ECU), 
:! :“’ c~xpccccd co sharply incrcasc the cost of EC export subsidtcs. 

;1 . IJ n e a t ---- 

Sincca the 1981ii’Rl crop year (.luly/.Junc~), the growth in world wheat 
;Jr~ducLion hns outpnccd the increase in world wheat consumption. Four 
suri-rssive record world harvests caused production to increase from 
4~43 million tcJns in 1980/81 to 515 million tons in 19&N/85 (Table 11.4). 
i‘h<d area oi uhcat harvested declined slightly during this period, so that 
:hi. inc:rtinsi: in wheat production can hc attributed entirely to higher 
yyiclds. Pnvorablr weather condictons and sustaineu increases in the 
/I SLY o i hi ;: h v i c Id i ng varieties caused yield per hectare to grow steadily 
:rrm I .Rd to;:s in 1Y~GiHl to 2.1’3 tons in 1984/85. In 1985586, world 

*;htr;lt prudllctiurl declined tcJ 503 million tans with the yield declinin): 
L: 1 i b:il! 1 y L~I 2.19 tons piir hectare. As world wheat consumption lagged 
tit:!: i zci wo r I d produc t ion , the ratio t>f world wheat stocks to world whc*aL 
llt ii iz;;:iic)rl incrt:ased from 17.5 percenL in lYSU/81 to 25.2 percent in 
! ‘1 ;f j : n (1 , ‘I’h~s rapid rise in the raLio ot stocks to consumption was 
i s h 0 i I ;i c t-d w i Lh ;I pt-t-j!:rcssive decline in wheat prices from Sl75 per ton 
ii: IYHl :I) Sl .lb pc’r tvn in 1985 and $1 IH per ton durin):, the first chrcr 

I1l:;lITtt'I:i IIf IYSb. 1, _.. 

‘i‘jl(. lYi i) Ra (‘t-,.,p year rcprvsenrcd nn c-xcept ion I{> thkb ):ent.r:tI dwm- 
‘r;., :,ci i v~f!ri i 73 z%r;it ;)r i ~‘1’5. A drorlght-rcb lnt~d risduction in Lhc t’.S. Fred 
:‘rS31:: tl,lr-‘:t:!;t I IS I ‘. d il :inrro*‘iilj: in Ltitr 3urm;ll .;h4*aL,‘nnizr: pric.c r.11 ir,) led tll 

__._ __,_ ____.______l___l __I_ ____ --._----_~.~_l-~~-l-~----~---.--~---..--- 
rt3tt.r. try ttic. I’ !‘r i ,.I. iit:c~tat i:-rn+ . 5 . $ iJ . 1 hn rci r,.d xi n t t-r whca t 

sa:,ii,:;i:-i. ;~rt,!~.i:~, i.i~.ij. t;lilf f,r !4rfixiI-o pvrts. 
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Table II .4. Wheat: World Commodity Balance, 1980/81-1986187 

(In millions of tons, unless otherwise indicated) 

June/July Years 
1980/81 1981,‘82 1982/83 1983/84 1984/85 1985/86 L! 1986/87 2,’ 

Product ion 
China 
EC 
United States 
U.S.S.R 
Other countries 

Utilization 
China 
United States 
U.S.S.R. 
Other countries 

Closing Stocks 
United States 
Others 

Stocks/utilization 
ratio (percent) 

442.8 448.4 e- - 
54.2 59.6 
61.4 58.1 
64.6 75.8 
98.2 80.0 

164.4 174.9 

445.7 441.5 -- 
67.9 72.8 
21.1 23.1 

116.7 102.0 
240.0 243.6 

78.2 85.1 
26.9 3t.S 
51.3 53.6 

17.5 19.3 - - 

479.1 490.9 515.6 
68.4 81.4 87.8 
64.7 63.8 82.8 
75.3 65.9 70.6 
86.0 79.0 73.0 

184.7 200.8 201.4 

503.7 505.6 
85.8 87.5 
71.7 70.2 
66.0 57.7 
83.0 76.0 

197.2 214.2 

467.9 4(16.4 500.2 
al.4 91 .o 95.2 
24.7 30.2 31.4 

105.7 97.0 96.1 
256.1 268.2 277.5 

494.4 506.8 
92.4 94.5 
28.6 29.3 
97.7 97.0 

275.7 286.0 

96.3 
41.2 
55.1 

101 .o 116.4 123.5 122.3 
38.1 38.8 51.7 49.0 
62.9 77.6 71.8 73.3 

20.6 20.8 23.3 25.0 24.1 

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

‘1 Preliminary. 
L/ U.S. Department of Agriculture forecast. 
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a sharp increase in wheat fed to livestock which helped to sustain prices 
above sli(J per ton. However the prospect of a record 1984/115 wheat crop, 
and large carryover stocks caused prices to weaken in Nay 1984 and by 
July 1984 prices had fallen to $147 per ton. Adverse weather conditions, 
especially in the U.S.S.R., and associated heavy wheat purchases by the 
U.S.S.R. early in the new marketing year, caused prices to recover to 
$155 per ton in Septcgber. A reduction in the rate of U.S.S.R. and 
Chinese purchases, improving prospects for the Southern hemisphere 
harvest and intensified competition for markets amongst the major 
exporters Ird to a weakening of prices in the final quarter of 198r( 
and the First quarter of 1985. Prices in the second quarter of 1985 
began to decline more sharply due to the prospect of another large wheat 
crop in i985/bb and limited prospects for an increase in wheat exports. 
in .lune 1985, as the Northern hemisphere harvest gained momentum, prices 
.ell ro $134 per ton. 

In the beginning of the 1985/86 crop year prices fell. further, reach- 
ing to 5123 per ton f n August 1985, on account of the extremely large 
carryover stock and :hc expectn~ ion that world wheat production, although 
somewhat Lower than in 198r(/85, *iouLd exceed consumption for the fifth 
successive year. A small increase in prices was recorded in September 
0:: the expectation of increased purchases by the U.S.S.R. and prices 
strengthened during the fourth quarter oi 1985 as large numbers of U.S. 
farmers pur tileir crops under government loan program on account of local 
carket prices bei.ng below the loan rate. by the end of Ejovcmber about 
3!! percent or’ thu 1; .f;. wheat i:rop had been placcri under the government 
ioan program. Con;:ern that wet weather hsd affected the quality of the 
wheat crop in Canada and Europe also helped to SIJppOrt prices which 
recovered to $137 per ton by December L985. 

During the first four months of 1986 wheat trading in the United 
States was dominated by short term factors. In spite of an underlying 
chronic oversupply si tuat ion, supplies of wheat nvallable to the market 
rcmajncd extremely tight because by the end of April, wheat held under 
:‘ar ious )rovernment support programs was virtually equi,valent to the total 
1i.S. carryover prnjertod for the er.d of the 1985/&N crop yenr. The 
t:nactment of thr> 19H5 V.5. farm bil I and the announcement of sharply 
lower L .S. I.oan rates for wheat in 1985 coupled with good prospects for 
the 19Hb.‘H7 crop. caused cash wheat and old crop futures contracts CO 
command unusu.?l 1 y high premiums over new crop futures contracts. 



World wheat production in 1985/8b, estimated at 504 million tons, was 
2.3 percent lover than the record 1984185 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. .I-/ 
The 1985/86 United States wheat crop, estimated at 66.0 million tons, was 
i.6 million tons smaller than the 1984/85 crop because of reduced acreage 
and lower yields of winter wheat. In Argentina, after a bumper harvest 
in 1984/85, the 1985/86 wheat harvest is estimated to have declined by 
3b 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. Generally 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 
i985/8b is estimated to be 1U 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 tecord levels of 1984!85. 

After reaching a record level of 500 million tons in 1984185, world 
wheat utilization is estimated to have declined by 1 percent to 494 mil- 
lion tons in 1985!86 because of a h percent decline in wheat consumption 
in China and a 6 percent decline In wheat utilizatfon in the United 
States, the latter largely due to a decline in the use of wheat for 
animal feed. 

Despite the existence of a bcyers market, characterised by ample 
supplies and low prices, world vheat exports are estimated to have 
declined by 17 percent in the 1985iBC, ,rop year. A sharp recovery in 
the I;.S.S.R. wheat crop in 1985/86 enabled that country to reduce its 
wheat imports from 28.1 million tons in 198k/85 to an estimated level of 
lb.0 million tons in 1985,186. Wheat imports by developing countries as a 
r~rnup are estimated to have declfned by about 10 percent in 1985/86 
hecause of improved harvests in many countries as well as the limited 
avnilahflity of foreign exchange for wheat purchases. 

Ample export availabilities in the main exporting countries, in 
tile face of reduced import demand in the 198Us, has resulted in intense 
competition for markets with increasing emphasis on credit facilities and 
other export promotfng schemes or. as f 0 the case of Argcnt ina, through 
i:ricc rcd\;ctinns. The brunt of the sharp decline in exports was bornr hy 
:ht, L:nited States because high domestic price support loan rates for 

;'tlc';rt oade L.S. rxport prices uncompetitive. Exports from the L’nited 

S:ntcAs .~re t,stimatcd to have declined by 3.! percent in 1985:tib. War id 
r‘;lt-rye.,vcr Btrlrks, which increased during! each of the previous four crop 

:it’;*rs ark cstim;rr,thd tn h,3vcx inrreasrsti by A further 7 , 1 mi 11 ion t r1115 to ;I 
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record 123.5 million tons in 1985/86. The r.itlo of ending stocks KO total 
world wheat lltilization RK the end of the 1985/86 crop year is estimated 
at 25.f.l percent --the hi)thest lcv~l since the 1976/77 crop year. 

Since 19t?i, despite falling prices and keen competition among espor- 
rers, the increase in the volume of world whcet trade has been quite modest 
(Table 11.5). The volume of world exports, which was 105 million tons in 
both 1981 and IQP,?, increased CO 112 million tons in 1983 and to I lh mil- 
lion cons in 198i before declining to an estimated levei of 112 million 
ions in 1985. A fal. I in export tinit values caused export earnings to 
decline from S2O.i? hilli on in 1961 to St7.Y billion i,n 1983. HClWCVet . 
r:arninEs recovered to $18.2 billion In 198r( because a 4 percent increase 
iI1 export \,oiurne more than outweighed a decline in export unit value of 
;lbouL 2 percent. Earnings arc estimated to have declined to $16.0 billion 
in 1985 bcc.ause oi an estimated decline in borh export volume and exporr 
unit value. A sharp decline in wheat prices is expected to result in an 
Increase in the Vet! IH.W of the world wheat trade in 1986. Esport volume 
is Inrecast to recover to 1984 levels but export earnings arti expected co 
de c 1. i nc L 0 I 3 . 7 billion bccausc of a prnjcctcd 14 percent decline in 
t:x port un i L v:rl ue . 



Table 11.5 Wheat: Market Prices and Exports, 1980-86 

--- _ 

Calendar Years 
1980 1981 1982 1983 1984 1985 L/ 1986 l/21 -- 

.- 

Market orices 3/ (in ti.S. 
doliars a Gnj 

EsporLs 
volumes (in millions 

of tnns) 
Industrial cornlcrles 

Australia 
Canada 
France 
i.:nf ted Stares 
!)tlwr 

!)cvclnpf ng cnuntrfes 
Ar~cnt ii, 
Other 

Son-Fund members 

I::lit values (in L.S. 
dol.lars a ton) 

Industrial countries 
Developing countries 
:-on-Fund members 

b:;lrning!; (in bf 1 lions 

IJf c.5. do1 larS) 
J:~dustrlal countri.es 
:Jt--vd.lopin~ countries 
:.c)rl-Fund members 

173 175 160 157 152 136 115 

99.3 105.4 105.1 -_I- 
88.7 95.4 94.1 

(15.0) (10.7) (I 1.0) 
(17.6) (16.2) (19.6) 
(12.0) (14.8) (12.7) 
(36.9) (45.1) (41.6) 

(7.2) (8.6) (9.2) 

(I:;) (2;) ,::,‘I 
(3.4) ( 3.3 j (3.7) 

2.7 2.9 3.5 

111.8 116.1 -- 
94.3 101.9 
(8.3) (10.6) 

(22.2) (21.6) 
(14.7) (15.8) 
(41.1) (43.6) 

(8.0) tiO.3) 
14.6 I1.R 

(10.2) (7.4) 
(4.4) (4.4) 

2.9 2.4 

112.0 116.5 -- 
97.8 103.0 

(10.0) (li.0, 
(22.0) (22.5) 
(16.5) (17.0) 
(39.6) (42.0) 

(9.7) (10.5) 
11.2 10.4 
(6.9) (6.0) 
(4.3) (4.4) 

3.0 3.1 

188.0 190.1 172.6 160.3 156.5 143.0 118.0 
187.5 i-m-5 171.5 xi-3 

--- 
158.0 143.6 117.5 

182.7 200.0 174.9 148.6 140.2 125.0 lk6.3 
219.2 220.9 199.1 179.7 171.8 16[l.O 139.i 

18.67 2U.04 18.15 17.92 18.17 15.92 13.. 74 ------- 
13.b3 17.99 lb.14 15.23 16.111 14.04 12.1.0 

1.45 I.&l 1.32 2.17 1.65 1.40 1 .2.l 
0.59 0.64 iJ.69 0.52 0.42 0.48 0.43 

- -  - -  ___I-- 

Jr,:,r<‘<‘: Commc~dicics Division, IHF Research Department for prices. UN Food and 
;\,~r-~!:~iItur~ Clrg,.niz:Ition, FA0 Trade Yearbook (Rome), various issues, for exports. 
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h<.Cll kept a: Lhc rr*lntively high 1985 level of SL6u.94 per ton for both 
19;rb Alid lYS7. Howcve r , with the sharp 17 percent reduction in the U.S. 
loan rate for- wheat in 1986, the U.S. price support loan rate is no 
i,)nCcJr Likels to act as a floor price for the world wheat market and 
;:rlc.es can bk expected to move towards sharply lower market clearing 
1 ” I.3 1:. ! 5 . . 

li~spondinj: LO the increased competition from lower U.S. wheat price 
slIpport Ivan rates, the Canadian Wheat Board lowered its initial payment 
f I I : the lY86/9i wheat crop by 19 percent in terms of Canadian dollars. 
‘Ihl: i.C: 110s mEni:jtained the intervention price for breadmaking wheat at 
19hr1iYt? lnvr~ls in terms of ECUs but lowered intervention prices for feed 
;.hcnr. by 5 pcrccnt and i.ntroduced stricter quality standards for accep- 
::i:~i:i’ (if !.!rni ii into intervent ion. A 3 percent co-responsibility levy was 
,I 1 so in: ruduced. However, because of the decline in the U.S. dolle’r 
lg.3ins[. thb: i<Cl., in terms of U.S. dollars, the EC intervention prices for 

*A-!., t’ .3 1’ .>jrt’ suh.st;lntially higher than ln 19115/86. This and the declining 
world priccl ai wheat in terms of dollars are likely to sharply increase 
: il(l c-05 i III ttr: csport suhsidi.es for wheat. Argentina, on ihe other hand, 
I i~~:~~t~asr(i i ;s supp4-lrt ’ pr1cr for wheiat by about 11 percent in terms of 
j .s. tiol LnrS. 

.[‘!?I. i aipzji: :. of the prospect of sharply lower world wheat prices on 
-2 /, 1 r i tl WiiCAL i>rud\~cti.<>r. in 1986i87 is likely to bc quite small because 
i :1(.'cimP si:pp'!r I [,oy?wllL s are stiL1 high in most major exporting countries 
.111d hecaust: t lie b\~Lk 17i the Northern Hemisphere crop had already been 
j‘i ;lntcd, bt.:i(.lrc+ prices started to weaken. World wheat production in 
i ‘fY6 ;‘s 7 ( p!-iJiCctt!d tly the 1i.S. Department of Agriculture at SO5 million 
:‘:PI~s. would he matginnlly above char of 1385/86. U.S. wheat production 
c I . .1 ?~x;:ecctcd to decline by about 13 percent to 58 million tons due to the 
:.iLccts of ;rc~ea,ce reduction programs and a spring drought in the south- 
t.4st cr-1; ?nited Statiis. If weather conditions remain favorable, Canadian 
y!:t:;~t prudtiL:tion should recover by about 28 percent to 31 million tons. 
i’~-~rtf~~c : i !>I? i :i rhc: K is experted to be marginally iower than in 1985/M. 
:‘\Tl’..r*l-h.-. ‘Lw.l[ ht:r c.nndStions am expected to reduce production In the 

.‘;..‘i.H. Iy ;,ihorrt 7 million tons. On the other hand, very favornble 
I! l’v’*’ i [Ii! c- rbn(l~: ions at-o expected co result 1.11 a record lndian wheat 
:‘;I I‘ y: t: .s L 0 f .‘A i ni 1 1 i on L or15 . In the 3987/88 and subsequent crop years, 
1 IIC’ yrfxiuct Ian response in n number of wheat-producing countries to the 
j i)li ~~ht1.1: rt r i i: f s ::on be expected to be much greater. 
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h. Maize 

uorld maize market conditions are strongly influenced by maize pro- 
duction and policy in the i.inited States which accounts for about 45 per- 
c~.nt. of vorld maize productton and nbout three fourths of total vorld 
maize exports. The anticipation of a 49 percent decline in the U.S. 
naizc harvest in 1983/W (OctoberiScptember years) (Table I.L.6) was the 
nair? cause ot a sharp Increase in the price of maize from $108 per ton in 
Janl~nry 1983 to S153 per ton in August 1983. L/ The decline in U.S. pro- 
duction was caused by a 26 percent reduction in planted acreage due to 
the attractive payment-in-kind (PLI) provisions of the .1983 maize program 
and a 28 percent decline in yields due to the effects of severe drought in 
the 1i.S. maize be1 t , the worst In 50 years. As a consequence of this 
drop in U.S. productlon, world maize production fell from 439 million tons 
in 19H2/83 to 346 million tons in 1983/84 Maize prices in 1983 were also 
%lstc:rcd by a low level of free stocks in the United States, a drought- 
related failure of the South African maize crops, buoyant industrial 
demand for maize In the United States and strong import demand for maize 
iron South Africa anrl ElcxfL:o. 

Ncirr t,tw end ot 1983 the price of maize decl tned gradually but tight 
s;r~pplics kept prices firm during the first three quarters of 1984 when 
L he:: avera~!ed S 142 per ton. However, as thr Northern HemIsphere harvest 
;:;3incd norn~ntum and the supply sltuat ion eased, prices weakened to 
5117 per ton drrrinl: the fourth quarter of 1984. A 33 percent increase 
In pl;lnted ;gre:i ,Ind a 33 percent recover]; in yields from the drought- 
rztrlc-cd lcvcls of 1983/B&, raised U.S. ,>aize production from 106 mill.ion 
101:s in 19P3’R4 to 195 n~llion tons in 1984/85. Despite a 111 ml.llion 
ton increase in world mnlzc production t:~ 1984/8S. wor.ld ending stocks 
i ncrt1nsc.d by on1 ): 21 million tons because world consumption of maize 
inrrcnsed by 6 perctitnt to (436 mill ion tons. A doubling of the level of 
LIW I:.S.S.M. maize imports in 1984/85 because of lower coarse grain 
hnrvcst.s, helped tn boast 1984,‘8.5 world maize imports by 10 percent to 
h ti . 7 ini IliOTl tO!lS. 

In the first quart” i)f 1985. supplies available to the market fell 
its m<iizr? w.~s placed undcxr nonrecourse U.S. Government loans and prices 
:.:.t::cd 3 small post-harvest recovery to $120 per ton. However, during 
:hc second qu;irtt:r of !985 when attention turned to the prospec:ts for the 
i Y r, ‘J j ii b 1: r 0 p , market conditions turned bearish because of an increase in 
;j; ..~!~rt:d arra ;I nd v c r y f a v v r a b 1 e grow i n fi condi tiuns indicated ;t record 
i,<i I L’L’!, L , wl!i Ic s~~~~IIs~~:I~; uti! l%alir,n and weak cxpurt demand wet-v cxpcctcd 
TV, r~si11 t in gtinrpl:. higher carry-over stocks. t’ri CPS dr*cl incd to 
5 j e.17 ;‘t-‘r trrn iii the third sqtinrtt2r. 





Table 11 .h. Maize: k’orid Commodity Balance, 1980/81-1986/97 

(in mlilions of tons, unless otherwise indicated) 

-- -- -- 

October/Septembet Years 
1980/81 1981/82 1982/83 1983/84 1984/85 i985/156 L/ 1986/e7 g/ 

--_--- -- 

Product inn 
China 
Lni ted States 
other counttics 

1:Lilization 411.7 412.9 417.8 
China h3.4 60.2 52.8 
L’ni ted States 123.8 127.3 137.7 
C)ther countries 224.5 225.4 217.3 

Str,cks/ut ilizatinn 
ratio (in 
percent) 

408.0 -- 
h2.b 

168.h 
176.8 

59.4 86.0 106.7 kU.1 61 .O 121.5 147.0 
35.s 64.4 89.5 25.6 41.9 101.9 -- 127.6 
24.0 21.6 17.2 .‘4.5 19.1 19.6 19.4 

14.4 20.8 25.5 

439.5 438.5 
59.2 60.3 

2%. 2 209.2 
174.1 169.0 

346.1 457.1 480.3 471.2 --_I_ 
68.2 73.4 64.0 72 .(! 

106.0 194.9 225.2 200.9 
171.9 188.8 191.1 198.3 

412.7 436.2 419.8 445.3 --P 
67.9 68.3 58.8 67.4 

121.7 131.3 134.1 135.9 
223. I 236.6 226.9 242 .O 

9.7 1 6 3 28.9 33.U w - - 

Source: U.S. Department of Agriculture, Foreign Agriculture Circular: Grains 

iWashington), various issues. 

I i Preliminary. -- 
2’ I:.S. Department of Agriculture forecast. - 





a! r t: t. 0 i Cl '! tcoas pt*r ,+cre while the planccd area rose by h percent. Ha i ZP 
!)rodII(-t1o;7 in Thail.lnd is estimated to have risen by I8 percent due to 

ii!rre;3s~d ]~IaR:Ill~s, increased use of hybrid seed and favorablr weather 
z:rndi ;ifins. !icJwei~er , produc-.tion in tllc second largest maize producing 
cnrlntr:;, Chir,A, declined by 13 percent to 6b million tons because of adverse 
,dc*;liher conditions in the major maiztr producing areas. Similarly, maize 
productio:1 in Brazil is estimated to have declined by about 14 percent 

tiuf, to a dr~uj:hr: in thts ma,ior producing states. 

l;orlG maize u:iliznrion on the other hand declined by over 16 million 
- / 

LIIIIS in i ‘IY.>:8h. 1: recovery in production of other coarse grains and a 
rei!ucti&:~:1 in maize imports contrihutrd to reduction of about 10 million 
LI‘IIIS in midizct ut I! ization in the 1i.S.S.K. titil,izatton in China declined 
by Ilc’al- 1 .‘ 1:) mill ion tons because of the smaller harvest in that country. 
A:, a rc:suI:. of this projected increase in production and the projected 
di>c 1 i ile in msizc ~ltilizetion, world stocks of maize increased sharply to 
iA2 aiilioii torls 1>! :he end of the 1985/8h crop year; at this level 
s:ocks vcre twice as high as the 61 million tons carried over from the 
1 ‘)S.,‘, c:r,1> . - k’orltl trade in maize on a crop year basis is estimated to 
ha:*e di?::!i led by over I!3 million tons, largely because of sharply lower 
impI0rL.L; hy the t,.S.S.K. 

l)+:lr;pitth d~:l~~;,-s in harvesting in the Ilnited States, the ample world 

r2A i :I I’ 5 ,I p ]I I 1: si Lu;I’, io:i and the prospect of a record U.S. maize crop caused 
j I : i i’ 1.5 s L <I WC~clC is3 :u SIC;4 per con during the fourth quarter of 1985. The 
?;lrm i!iiq:(: in the linited States fell below the I.oan rate of SiW per ton 
clili! wi fii*s;lrcnd p 1 a~~c.171cnL OI’ grain under government loans provided some 
s I! 1,‘;; 0 r t icr Lhtb market by reducing “free” supplies of maize. Large supplies 
tr~rn : tk 19811 2.S. maize harvcsl a sharp reduction in the U.S. loan rate 
: >,I :. tic i(jFit) :‘.S. rnaiztb crop, ccl:p led with weak import demand and intense 
I t~n;~.-;i: i;ln arni.~rij; ninjor exporters caused prices Co fall precipitously from 
.,;! ‘,‘.“.!i’nj:e 9: 51’.14 per ton in the first half of !‘I86 to S75 per ton in the 

: !:i :.ci q!,;lr-Lt'r. 
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Table II. 7. Naite : Market Prices and Exports, 1980-86 

-.-- --._ _.-___- 

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

-- _ .-.---- 

X;irkc*t prtcmes 3i (in L’.S. -. 
d<ll Iars a ton) 

i~!lumcs i in millions 
,rf runs) 

i !~dllstrlnl countries 
llnitcd States 
!.tlwr rountries 

ijcvcloping countries 
:;r>n-Fund members 

i 18i: values (in 6.S. 
tlollars a ton) 

itldusttial cnuntrlcs 
:>c*vrl aping cotmt r ies 
. .,,frq-Fund memhcrs 

<.lr:lin#s (in hi Ilions 
of K.S. dollars) 

Industrinl rountrfes 
Lw:~~‘Iopi:~g countries 
:ion-F’!~~:d ncmhers 

126 131 108 136 136 112 85 - v - 

au.3 79.4 70.0 69.0 68.5 71 .l 6U.U 
- - - - -- - 69.2 60.7 55.2 54.5 56.8 55.9 41.2 

(63.2) (54.9) (48.9) (47.6) (49.1) (48.0) (32.2) 
(6.0) (5.8) (6.3) (6.9) (7.7) (7.9) (9.0) 
10.9 18.5 14.6 14.3 11.5 15.0 18.6 

0.2 0.2 0.2 0.2 0.2 0.2 0.2 

150 154 128 143 
146 153 127 145 
170 156 130 133 142 1 20 105 
241 243 247 233 247 200 175 

12.01 12.23 8.94 9.84 10.20 9.24 6.60 -- -- 
10.10 9.28 7.00 7.90 8.53 7.40 4.61 

1.85 2.89 1.89 1.90 1.63 1.80 1.95 
0.06 0.06 0.05 0.04 0.04 0.04 0.04 

149 130 110 
150 132 112 

_ _ _ _ . _ .._ _..-_ . ___._____ - 

Si)r~ r<:t:’ : Conmodfties Division, IlYF Research Department for prices. UK Food and 
A;:r iculrl~rv ~~rganiznti.on, FAO Trade Yearbook (Rome), various issues, for exports. 

I/ Uat(j 1111 exports are estimates of Commodities Division, IMF Hesearcb -.. 
iia..71;lr: rr:rxt . 

^’ ,,’ I:I( ludch project ions for the final quarter of the year. 
-jj i:.S. $0. ? ye1 low corn, f.o.b. Gulf of Mexico ports. -. 
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See t- C’ L ar y 0 f Aj: r i cu : t ur c dc~rns maize supplies to hc excessive. For 19S6, 
p;IrticipilntS KCl\iiCl bt? SubjtxCt t-0 a11 nc:reag:c reduction of 17.5 percent 
i> 1 L1 d rl paid (in kind) la;ld diversion of 2.5 percerlt. The 25 percent 
reduccicln in Lhe L:.S. Loan rate for the 19% nai::e c.rop is expected to 
result in sharply lower market prices for the lq86/8i world maize crop. 
The prirc effects of the acrclage reduction prqrams are expected to be 
mnrc limited because of high target prices nnd the very high level of 
uorld maize stocks. 

Given :lnrmal w~nthcr conditions, world maize production in I9Hhl8i is 
expected to exceed world mnizc ucilization for the third consecutive year, 
and iiiready burdensome carryover stocks are expected to lncrcasc further, 
Tl,ix c=arly scaso;l olltiook is fox another large world maize crop of about 
,i;‘l nillian tons in 1986/S?. or about 2 percent lower than the 1985/M 
harvest. Production in the ilnited States is expected to decline by about 
I1 percent in 1986/87 due to cspected reduction of about 10 percent in 
;>lant.cd arc‘:+ and a return to trend yields, although groulng conditions 
!:;IVIJ been near opt ional . On the other hand , producti!,n i.n China and 
bra;:! 1 is expected C<J recover Lo 198Aj8S .Ic~els because of an expected 
inc:rease 1.n harvested arl‘a and yields. 

World nnizl! utilization is cxpoct<d to increase by about 6 percent 
in i 986!bi, while uorid trade in maize Fs expected to increase by about 
: i percent. Shnrpl) 1owt.r maize prices ~;ill make mai,zc more competitive 
iii th t.eed til\eilL and maniot,. t’r i cc-sensi t i :‘I: importers, such as Korea and 
.Iap(ln may shift back from fcrld wheat and maniac to maize. tlowevcr , due 
L 0 a 1.3,: 0i LIP t 0 two years between lower maize ytices and increased 
dtimand in mai zt.’ tr.)r 1 ivestoa:k producT. ion, the Increase In maize demand 
resaltiq: from lower prices ls likriy to be quite modest because of the 
depressed statC of tt:e li.crTstock industry in many countries. The avail- 
nhtlir:: of crcrtit. cay bc ;t major dtbtcrmtnnnt of imports by potentially 
1;rr~e importers such as Mexico and Egypt. 

d . iiice -- 
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Following the increases of 8 percent in 1983it14 and ? percent in 
19H4.183, world rice production is rastimac?d to have declined by 1 perce:lt 
in 1985!86 to 4h5 million tons (Table 11.8). The decline in production 
ii: 19H5i86 is iargely due to lower output in China. After a bumwr crop 
nt 178 million tons In 1984/85, rice production in China is estfno’. f to 
IL+~:P declined t,, 169 aillinn in 1985!80 because of sharp reductions in 
,:1-i “i’ I inc~~ntives to iarmcrs who prnduco dbovc their contracted amounts. 
ISIL-reascri usage of higher-yielding varieties and fertilizer is reporttad 
:t, !r;~vc CCIT~C ributtld Lowards record 19ti5/86 rice crops in Rang!adesh, tndin, 
,lll.l I :ldonl~s i n . 

!.lr.st trf ihc world’s rice is consumed in the countries in which it 
i .a ;>:uducvd , and only about L percent ot productton enters international 
L:‘;1(!4.. The i;t\*or;lble weather and large crops in the main rice-importing 
“o~itltl ins c;Ittsed inports to Stagnate At a level nf around I? million ton:; 
t11.:1 i :,:: Lltc l,?sr f0i.r years. In 1905 lndoncsia, formerly the world’s 
1.1:.vt*.sc ri(-is importer had an exportable surplus, while India was able LO 
iRC’I. i 1:s rcq\~irtbmcnt~ from Its large domestic crop. However, Imports by 
trl~;c;: i 1 and ttr<* Philippines rusti sharply in 1985 because of production 
+i~~~:-11‘;111~ :lr:d rhc need to replenish stocks. The ma.jor export inp, rountrics 
L’V ,-I’ ., I‘ f cr.: cd ‘31,’ ;I i pc!rcent decline in world trndc in 19t5 (‘Iablc 11 .Y ); 
Iil,ri i.inii’r; I ii 1’ c~si>c~rL~ iv11 by 11 percent; Burma’s exports dcc li.ccd by 
ri ;I fl I kL_ I ’ I1 1 , k’hilc I’.S. exports declined by 5 percent. 

b:iiir;bF tn lnr):~ ;:rOpS in !985,‘86 i:l the major ric.c-cxpx,rtin+; and ricC-- 
i n:jwr: i nr: c:jun L r i c”i . . it high level of world rice srocks and weak import 
dmilr:d , r i r(’ ~upplirs nrr c>xpected to remain amp1.e during 1986. Exports 
.jrl’ iorcc;lst :it 12.2 million tons in 1986, about ii.3 milifon tons more thnn 
iI\ !9t;5 bc:~~aus~ I)! likrxly increases in import demand from Brazil, Chin*?, 
i,.l;.:;.:l:ct!t!;I , 1’crll ;Ind L’ivLnar. Earnings from rice exports, which fell by 
‘i p~r;~t~nt ~CI sB.lj billion in 1985, arc expected to decline by n further 
;. ;>+’ T:‘f’li i cts $2. T billion in 1986 because the impact of a small rfsc jn 
~5 po r L i’n 1 \tmc is t-xpcctcd to be more than outweighed by a 12 percent 
,II:c I i::ra in caxport urii t values. 
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Table 11.8. Rice: World Commodity Balance, 19&U/81-1986/87 

(In millions of tons) 

i980/81 
Crop Years 1/ 

1981/82 1982/83 1983184 1984/85 1985186 11 1986/87 A/ 

!‘rrd w t ion 
t:~:nni 1 led basis) 398.8 

139.9 
HI!. 5 
29.7 
20.8 
17.4 

11i.f. 5 

412.6 
144.0 
Mr . il 
32.8 
',!I 5 L .._ 
17.8 

117.5 

419.5 452.7 
161 .I! 168.9 

70.7 a.2 
33.b 38.0 
21.3 22.0 
16.9 19.5 

115.8 Ii4.1 

467.5 -- 
178.3 
88.0 
38.1 
21.9 
18.3 

122.9 

91.5 90.0 
39.0 39.4 
22.8 23.4 
19.8 19.5 

123.1 124.7 

271.0 280.3 285.7 308 .o 318.3 316.3 32U.b 

272.3 281.4 28Y.6 308.1 313.8 
Y7.5 100.5 112.4 117.3 123.9 
53.3 54.1 4tr.5 58.' 57.0 
2 1 . ? 22.3 23.7 25.3 25.2 
13.h 14.1 14.h 14.9 14.9 
Hh.b 90.4 90.4 92.4 92.8 

314.0 321.4 
117.2 121.1 

60.3 60.8 
26.2 26.8 
15.4 15-Y 
94.9 96.9 

22.1 11.3 17.3 17.2 
6.5 5. 0 3.5 6.0 
1.8 2. 3 1.8 1.6 
0. 5 I .h 2.3 1.5 

13.3 12.4 9.7 8.1 

21.7 
7.5 
2.8 
2.u 
9.4 

24.0 
8.0 

23.3 
7.0 

2.8 2.5 
2.8 2.b 

10.4 11.2 

464.7 -- 
168.5 

471.0 
174.0 

s,,iJrI’t.: L.S. lkpartncnt of Agriculture, Foreign Agriculture Circular: Grains -. 
:‘L.~shjng:t,~n, U.C. ) ) r v-jr iouq issues . . . 

i Hi i‘t: is tlarvcstrd f>vfr;’ .I six to eight month period; thus crop year lYW/81 -. 
:t’jr!-,:~t~::~~ I:r~>p~ harvested in late 1980 and early 1981 in the Korthcrn Hemisphcare 
.1r:c! ii; c :* r 1 > IYHi in ; he Socrt hem Hemi sphere. 
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Table 11.9. Rice : Elarkct Prices and Exports, 1980-86 

--- ---____----___ 

Calendar Years 
1980 i981 1982 1983 1984 1985 J/ 1986 l/2/ -- 

..I_-.---I_ 

HarkpI prices 3i (in U.S. 
do1 iars a-ton) 

VoILines (in millions 
0i tons) 

Ir1dustrial countries 
L’nf ted States 
rather countries 

IJevt.lopi.ng countries 
Thailand 
Other countries 

Xon-Fund membtrrs 

::rli t vnlws (in C.S. 
dotlars A ton) 

irdustrfnl countries 
:+veloping countries 
:.on-Fund members 

I..zrning!s (in billions 
of L.S. dollars) 

Intlustrial countries 
iit,vci~zplng (-ountries 
f)t. tier countries 

434 483 293 277 252 217 213 

13.0 

Z:f, 
(2.0) 

7.6 
(2.8) 
(4.8) 

0.3 

12.1 
4.4 

(2.5) 
(1.9) 

7.5 
(3.8) 
(3.7) 

0.2 

11.6 
4.1 

(2.4) 
(1.7) 

7.3 
(3.5) 
(3.8) 

0.2 

12.5 

(E, 

(1.5) 

2, 
(4.2) 

0.2 

387 441 ?42 311 303 250 220 
426 487 418 395 415 342 300 
359 409 296 265 258 215 186 
433 443 363 348 339 300 267 

5.05 
2.18 
2.73 
0.14 

5.78 
2.56 
3.08 
0.14 

4.15 
1.83 
2.24 
0.08 

3.61 
1.60 
1.93 
0.08 

3.79 2.98 
1.43 1.06 
2.28 1.83 
0.08 0.09 

2.68 
1 .i)2 
I.58 
0.W 

_--_ - _-._ -- 

SrllJ I L‘CS : Commodities Division, IMF Research Department for prices. UE3 Food and 
:i,~ri~.~llture Organization, FA0 Trade Yearbook (Rome), various issues, for exports. 

.‘. i,.!ta I.J~ exports are estimates of Commodities Division, IMF Research Departnenc. 
2 : irl(~ludt~s projections for the final quarter of the year. 
‘-/ l‘tlni silled white rice, f.o.b. Bangkok. 
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number of Asian and African countries. At this point in the season, the 
~veral 1 nut 1 .KJ~ for production remains favorable. These factors suggest 
2 continuation of weak prices for rice through most of 1987. 

‘. Sugar 

The world market for sugar continues to be characterized by over- 
supply, despite a weather-related decline in production during the crop 
year ended August 1986 (I’ahle 11.1.0). The oversupply was in part in 
response to price boon caused by a production shortfall in 1979180 which 
in turn was largely the result of unfavoreble weather, The high prices 
irom late 1979 until ear!y 1981. and n similar boom in 1974, stimulated 
investment in productive capati.ity, and led to increased production. The 
pcrsistpnce of the supply situation relates more fundamentally to policies 
vhirh serve to support prodltcti.on in aany countries, in particular in the 
EC and the linited States. The price of sugar in the free market fell 
precipitiorlsly from iIIl average of 29 L;.S. cents per pound in 1980 to 
8 cents in 1982. and following a small Increase in 1983, fell sharply 
again, to A cents in 1985 (Table II .ll). I/ Despite these much lower 
prir<!s, world production exceeded world consumption in four out of the 
fiw years beginning fn 19@1/42. World stocks of sugar increased from 
2L million tons in the 1980.‘81 crop year, 27 percent of world consumption, 
to !A? million tons at the end of 1984/85: stocks at the end of 1984/85 
were SY percent oi world con.sumptfon, compared with a “normal” level of 
stncks as a ratin to consumption of around 25 percent. A small decrease 
in world stocks was recorded in 185186. 

A major reason ior the lack in responsiveness of ptoduction to lower 
tree marker prices is the protection provided to sugar producers in 
industrial countries, nnd to a lesser degree, in developing count t ies, 
who ha*:e beer: cushioned from the full. efrects of the fall fn free market 
prices in the 198Us. The dcgrce of protection in two markets, the European 
Cl~mm~lnity and the Ilnited States, fs reflected in the movement of their 
prices compared to those in the free market (Table 11.11). The price of 
supnr in thr: F.C In terms of U.S. dollars held at 22 cents in 1980, fell 
to lb cents in 1985 and increased to 19 cents by the third quarter of 
19Xb; in terms of ECC;s, the price over this six-year period increased by 
;!Y prrritnt. The price of sugar in the Li.S. market, after falling from 
3G cents in 19HU to ?li cents in 1981, remained more ot less constant over 
1 tic> s;;~ne per iod . ‘rhr~ degree of protection in markets other th;r:1 the EC: 

and 1; .s. is reflected in tt.e insulation of production from world trade, 
~,-sP~:c t.ile ;tvni iabili.ty of extremely low-priced fret, market supplies. 
3t!:VC:Cr. !9W and 1985 production, excludlnR production in the EC and 
I’. 5. , ,‘T,.‘V hg 26 pf:rcvnt , to H?.ic million tons. whf le net exports to the 
i’ib r 1 C; ft.91 1 by 1 pcrccri, !f) 15 millinn tons. 

-- ___-- ll-_.----- --- 
i /’ The? rcpresent:ati VC’ price tar the frt’E* market is the Intprnationni ._. 
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(In millions of tons, raw value, unless otherwise indicated) 

September/August Years 
19ao/a1 1981/82 1982183 1983/84 1984/85 igas/ 198hia7 i-/ 

Commodity balance 

Production 

Australia 

Brazt 1 

China 
(;IIba 

EC 

India 

United States 
L.S.S.K. 

Other countries 

f.:onstrmpt ion 88.5 90.5 93.a 95.9 96.8 98.0 
nl-ilzi 1 5.1 5.8 6.2 6.3 6.3 6.3 
Chi :In 3.9 4.5 4.9 5 . 0 5.6 6.0 
EC II .8 11.9 11.7 11.5 11.7 11.5 
India 6.4 6.8 7.5 a.9 9.1 9.5 
i.Ini ted States 8.9 8.4 8.0 7.9 7.4 7.3 
Ii.S.S.lt. 12.9 13.0 13.0 13.3 13.3 13.3 
liciwr countr its 38.5 40. I 42.4 43.0 4 3 . 4 44.1 

Chanjrt: i rom 

prc 3.’ i o us y c a r 

(in percent j 

88.8 
-3. 

ti.3 
3.u 
7.5 

I L, .(j 
6.5 
5.5 
7.2 

33.2 

-- 
- 

‘4.2 

-- 
- 

2i.3 

100.3 101.3 96.7 100.7 98 .o 
3.4 3.5 3.4 3.5 3.4 
a.4 9.3 9.4 7.3 8.2 
3.4 4.1 3.8 4.6 5.2 
8.2 7.2 a.3 x.1 b.7 

17.1 1h.U 13.3 14.4 14.4 
9.7 9.5 7.0 7.0 7.3 
5.5 5.4 5.3 5.3 5.4 
6.4 7.4 a.7 6.b i.8 

38.2 38.9 37.5 39.9 3Y.6 

-- 
- 

34.0 

10.2 -- 

38.U 

0.1 -- 

41.4 

0.1 -- 

42.1 

0.8 

45.2 

1.5 

43.7 

7.4 _- 

b4.i 

1.7 -- 

43.9 

7.6 

4b.7 -- 

-3.3 

44 .b 

100.5 _--_ 
3.4 
X.8 
5.7 
7.h 

13.8 
x.7 
5 . b 
H . 5 

IX.4 

99.8 
6.3 
b.3 

I1 .h 

Y . 9 

7.3 
13.5 
4 4’4 . y 

1 .iJ 

43.4 -- 

-0.7 ~- 

13.3 -_l 

_.___ _.. --._-_.-_ -~--~---.__ .--- --I_-- _-,_ ---.- ._-. -. 

s9t:rrt.s : Commodities Division, IMP Research Department for prices. IJatn for ,<orl<l 

:~~c:nI.I-!ity Snlnnce from U.S. IJeparLmcnt ot’ Agriculture, Foreign Agriculture Circular: -.-- 
:‘L!j:a t- F-!~~lassc~s .-.-L-L _.__. ---’ and honey (Siastrington), various issues. 

I ‘..S. IJeparLmenL of Agriculture forecasts for productilln and Commodi tics Dil:isitsil, [?!I, - 
?..-;t-.,;~ ii iic.partment frirecasts fl,r consumption and stoc-ks. 
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Table 11.11. Prices of Sugar, 1960-86 

(Ln U.S. cents a pound) 

Y’rar Free Market L/ European Community 21 United States 31 

19bO-69 3.5 5.6 6.4 
197(1-i9 11.3 11.2 14.0 
I YH+Yh 11. ,3 18.2 22.1 

19711 3.8 5.1 
19: 1 G.5 5.2 
1Yi: 7.5 6.8 
1973 9.6 6.7 
197; 29.9 10.6 
1975 20.6 15.4 
1976 Il.6 13.4 
1977 8.1, 14.0 
1578 i.8 15.9 
1Yi9 9.7 19.3 

28.7 22.1 30.0 
lb.9 18.9 19.7 

ti.4 18.1 19.9 
8.5 17.6 22.u 
5.2 ih.U 21.7 
4.1 lb.1 20.4 
6.2 18.7 20.9 

0.7 lb.7 21.8 
5.7 16.6 22.0 
4.2 15.9 21.8 
4.2 14.9 21.4 

7.5 
7.9 
a.5 

10.3 
29.5 
22.5 
13.3 
11.0 
14.0 
15.5 

:9a5 I 3.7 13.7 20.7 
II 3.0 15.4 21.1 
III 4.2 17.1 20.4 
IV 5.3 17.8 19.2 
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The rciatively higher sugar prices in the EC were obtained through 
,! . . ]’ s i c c. <I :: <*ontrols involving quotas on domestic production and imports 
f. 1: wt-!i ch t hcrt? iire guaranteed prices, in terms of ECUs. While the 
: mp” I’:. Q II n t. ‘15 , which are determined by agreement between the EC and the 
k:I’ ~:;~\2:ltries (Pahlc II.12). remained relatively constant since 1973. the 
siiv:1r ..1 rc?:ime transformed the EC from a net importer of sugar in the 
I 9 ;!I> . ; t, .rrle tri the world’s leading sugar exporters. 

‘The nain controls in the U.S. sugar market are the import quotas and 
i i:I, ~!.i~3rilil~Cl2c! lt)ans for domestic producers. In order to maintain the 
pr icl: r~i su(:ar in the llnitcd Stat..s at a level many times that of the price 
ix T~III irct.3 marktAt- in the 198c)s, the import quotas were progressively 
rt!dIr(~r*d ITabIt* ; I ,I 3). In tutn, the relatively high sugar price in the 
~‘ni : ;,[I i>t.atcs t:r:couraged substitution of high fructr,ze corn syrup (HITS) 
: !‘;’ ~112nr in prvcosscd foods and consequently served to reduce the size 
,.; I : i:i: i.. . S . suk:ar market. The degree to which the U.S. import market for 
~,i;i;:,- is tikelv !a,: continue LO contract is largely dependent on U.S. 
-; ~.*~‘;“‘I’1 ;wl i(:i;,<. T!I~ Food Security Act of 1985 mandates the U.S. 
:\ixiii:i~t rai.i~n t0 [-aperate the sugar program through 199U at no cost to 
I !r~ !7,~verrmcr~r h:: prcvcn~ing the accumulation of sugar by the Commodity 
1:rt.d it rYOrpf:tirati(~n <XC). Ln addition, the Act sets the “loan rate” 
b)r rzw r.a~ii’ .suj:;lr at no less than I.8 cents a pound, implying a market 
.;: .I!, i j i 22: i ,111 ;Tri (‘6.L (:.!SP) of’ at least. 21.5 cents a pound. l/ Lf the U.S. 
~:G:.I;!-::T::cII~. is :K;L ccl incur added cos:~ in providing financTa1 assistance 
I’S): r.ii!:ilr , then the import quotas need to be set low enough to keep the 
Gjl<St. ,7!i!rkc!; pr i cei at or near to NSP. 2/ 

.% 
I I-, j i (:‘ 1 <: 5; ,.I : various types serve to protect sugar producers in many 

c;i.i)!.; 
*::,;,iTl > I: 

iurn t I’ i :_: 5 : rom the low prices prcrvnilfng on the free market. For 
[ I.*, prdlti:tic>n in Cuba, the world’s leading exporter, has been sup- 

;>*,:-; C&i ?J:*’ ~>III-c~~~s>!s by the Soviet Union at very high rates of compensation. 
i II ..I :, i;;i:; , t/14; t.hi rti largest importer of sugar, import, stabi 1izPtion fund, 
I r:‘,t~~ms :t::r! ~:~x:s~~rnpti~~n taxes increased the price of imported sugar six- 
: ( I 0-i ; !r : i !I ;I r !I :6>du~:ti~n in .lapan fncreased by 17 percent over the period 
! ‘j;-,i,-i-) 5. 

..- ..-.____.-_- _---l-l__- -- 
i. ;’ ht* 1 cj;tn r;itv is the rate at which a processor would “forfeit” _. 

“, I : c A I : ‘i I i t1e cc1.:. Ii instead the processor sold the sugar in the U.S. 
5p.t n;\I-~.l~c , tic srould have to incur added loan, insurance and transportation 
\’ iI2 r ,:t’> , ?rit:!i ii>,: ‘..S. j. 5 cents per pound. Hence , the HSP is the price 
cjt~.t.h +il<‘liid i)t: compared to the actual m,:rkeL price, ~;hcn evaluating 
il,‘~,llc.: srlr:;ir rlrltjt:r ,:uarnnteed gov6*rnment loans mib;ht be forfci ted. 

. i r: ?-, .) s :c,c‘~-:lt ~.~~~t~n15 in the L.S. mark+t are expected to add to the 
i : I’!;.:;:,. i s!i‘ .-I r‘t,r!r!c.tion in the l-.!i. impart quolns for 1987 which arc 
,.:‘,; ..,,,, 1 ! a%<! ;$I be .Innl)ll;tc+:d i:l December 198h; the sale by the CCC of “forfr:ited” 
,.;:;.j: (:a l:!,j:i,i .li :lt.-i~ r t rf’e mrkct pricc5, the p~~ssihi.lity of :ldditicinal 

!c.T~,.::I:~I c ,s; Gr,,::,i : ram t tw l()hi:hb k.rop and LIIP prc’,spc’<‘I lrt’ incr(~asl:d 
,‘:I: :n: .\(1,,1 * i ‘I: i:: 1 i:,, i.r:iricd I;taC.r-s jr; IYhh.‘9mY. 
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Table II .i2. EC Sugar f)uota Allocations by Country, 1980/81-1985/86 

(In thousands of tons, raw value) i/ 

._I..---- 

Years Ending June 
lY80/81 1981/82 1982/83 1983/84 1984/8S 1985/8b 2J 

53.6 53.6 
42.8 42.8 

5.4 5.4 
-- -- 

177.8 !77.8 
171.4 171.4 

27.1 -- 

128.4 128.h 
.1 .1 

10.9 10.9 
21.7 21.7 

529.6 529.b 

lb.1 
1.8 

12h.5 
1 !I . 9 
Y >.!I 

-- 

16.1 16.1 
-- -- 

12h.S 126.5 
10.9 10.9 
75.0 75.0 

6.6 

53.6 53.6 54.4 53.6 
42.8 42.8 43.h 42.H 

5.4 8.7 10.9 10.9 
-- 2.2 10.9 10.9 

177.8 177.8 179.2 177.8 
!71.4 171.4 172.8 171.4 

-- 10.9 10.9 10.9 
128.4 128.6 128.6 128.h 

4.3 4.3 5.4 5.4 
10.9 10.9 11.4 10.9 
21.7 21.7 22.4 21.7 

529.6 529.6 532.5 529.6 

-- 

27.2 

16.1 lb.7 
-- -- 

126.5 127.7 
10.9 10.9 
75.0 47.3 

-- -- 

27.2 32.6 

16.1 
-- 

126.5 
10.9 
75.0 

-- 

32.b 

Tntnl 1,399 1,377 ,401 1 1,418 1,418 1,436 

_-_-_--- -.---- -___ 

scllll’ccs : Kegulntion 3ZL5/W (Protocol ha. 7) giving the text of the Second Lome 
i:orlvcll t 1 CII1. Kegulation 1255/82 on Zimbabwe s accession to the Lome Convention. 
bte)!ulat irln 1:1:5!84 partially restoring India’s quota. Kegulation 1764/84 giving 
th(? (;otr. d’lvotre ai1 ACP quota. Regulation 1763/W giving full ACP menbership to 
Sr . Chr i stophcr and Nevis, and Regulatfon 12Cb/H2 doing the same for Beltze. 
CounciI Ikcision 75!456/WC of July 15, 1975 on India’s sugar quota. tiotices ot 
the Conunission in trfftcial Journal Cl12 (May 13. 1978). C97 iApril 18, 1979). CloH 
‘.:\pri I .!Y, 19H:!), Cl?4 (ya]r 15, 1982). and C32R (December 14, lYH2). Kcallocattnn 
,)i Trinidad’s shortfall by Commission Decision. 

1 ,’ c:onv(ortcd from white ctqufvnlrnt at 1 raw ton = 0.92 white tons. 
7; 
_’ Vst im.a:cd. 





lU9.2 
2lU.8 

17.8 
27.9 
.?!).S 

368.3 
2i.9 
ho. 9 

-- 

38.1 
A47.1 

27.9 
hh.!, 
17.h 

-- 

121.9 
30. 5 
15.1) 
? 5, :. 
23.3 
15.3 
?i.Y 
15.(! 
Ii.8 
27.9 
IS.‘] 
! ? . !J 

53.3 
73.7 

-- 

:s.r:, 
104. I 
3Li.Y 

15.0 
in.:* 
4 f.1 . 5 
Jf1.i 
35.6 
17.H 

-- 

3fJ.S 

“.s22 .-- 

.: , 0 ; 2 

C--J 

118.7 
229.0 

19.3 
30.4 
22.1 

bon. I 
3 0 . L 
bb.? 
15.2 
5b.h 

485.7 
30.4 
8ij. Y 
19.3 

-- 

132.5 
33.1 
is.2 
5S.!J 
22.1 
15.2 
3f.1. 6 
15.2 
Zn. h 
-$a.; 
15.2 
35.9 

5.4 
tl:.i . 0 

-- 

15.2 
11J.l 
172.5 

15.2 
53.5 
40 .z 
33.1 
38.6 
19.3 
15.2 
13.1 

99.1 
191.3 

16.1 
25.3 
18.4 

3.34. I 
25.3 
55.3 
11.3 
47.4 

405.5 
“5.3 
o:.a 
lb.1 
11.) 

1lil.h 
27.7 
11.3 
4i.4 
18.4 
11.3 
25 3 . 
11.3 
32.1 
25.1 
11.3 
3tj.0 

s.4 
hb.H 
11.3 
11.3 
94.5 

311.1 
II.1 
5?.:1 
ui.9 
27.7 
3 .’ h.2 
lb.1 
il.3 
:i.i 

6h.9 
129.: 

11.3 
17.1 
12.5 

225.7 
17.1 
37.4 
II.3 
31.5 

274.0 
17.1 
45.4 
11.3 
1 I ..J 
74 .7 

7 1n.t 
11.3 
29.7 
11.5 
11.3 
17.1 
II.3 
15.5 
27.7 
11.3 
20.2 

-- 

63.1 
I 1. ‘3 
I I .‘i 
h3.8 

2ICJ.l 
II .3 
35.8 
2b.9 
18.7 
21.8 
1l.i 
II * { 
1H.i 

_ _ _ . _.--_ ---.-. --_ _-d-_-w -------- -_-- - .___-- -.---. 





!n 1985 less than 30 percent of world sugar production entered 
inter:l:ttinnaf trade (Table 11.1s). Of that, r~uphly one fifth was traded 
1 hrough Inng-term bilateral agreements, some of which were concluded imme- 
ciiarely after the 1974 and 1979-W price shocks at prices well above the 

free market prices of 198?r and 1985. The combination of sales at relatively 
high prices to the preferentfal U.S. and EC markets and markets covered 
by bilateral ajzreements. as well as saies on the free market resulted in a 
decline ln average unft value received by developing countries--which 
:?crnllr!t.s fd.lr nearly half of world exports-from 12.3 cents per pound in 
1997 to lo.:, cents in 1985. The 19 percent decline in unit value repre- 
srb:ited a :;i;:nificant insulation from the 51 percent reduction ir. free 
m~rkt~t price whtrh occurred over the same period. The volume of exports by 
dc:,etnpin,q ccuntries also declined over the period, by I4 percent, from 
nt:ariy 14 a.illion tons to 12 million tons in 1985, reflecting lower imports 
hi, Lhc L:.S.S.K I Jap.m and the United States which became Lncreavi-ngly self 
su!ficienL. AH’R result the value of sugar rqorts by developFnp countries 
c!c~~.! ined by 30 percent h;tveen 1982 and 1985, and is cs:timated to have 
d+:!ciixed by another Iti percent in 1986, reflrrctinp both lower unit values 
and volume:;. 

World production In 1985!8$ fell to 9H.O milIion tons, compared with 
l.;d!.i mil I~<u-, tons the year before, due principally to poor weather in 
i.:rshn snd Lht: I: .S .S.K. , nnd :I planned reduction in production by Brazil. 
in Cuba output. oi sugar frc,rn c.anc fell by 17 percent to 6.7 million tons 
.3i tt:r ;I Lhri:r:--year- period oi below-normal rainfall Followed by a hurri.canc 
1 I! >irgvcmber i9.55. Beet i)rnductirjll in the Soviet Union declined by 9 per- 
,~C.l’i I , to 7 .Fj mi 1 li.03 rons, following a c.001, wet spring and June floods 
--,i-lirt: may h:tvc nitfed rhe spread of disease and slowed crop deve.lopment. 
i 11,: i.! perc.cnt d~:cline in lirazilian output was the result of a pre-ahnounced 
,~IlLrVl~:*k in production of cane earmarked for sugar. as opposed to alrohol 

;3I’nrlciC Lion. These declines were offset somewhat by significant production 
i xt’ri’ases f !: I:hi na and India rice to improved production lncen~tivcs, and, 

in t!lcl CASC’ t>f India, R return co more normal growing conditfons fo,tlowing 
,?I ;; 1‘ ;, r of tlroucht and disease. While production in other countries remained 
I:l;ri:’ sL;rt~l+~, :wc;~blv dr c 1 ines WC~C registered by several significant 
t~xporters--~~rycnt ina, Australia, chc Dominican Kepuhlic, the Ph.ilippincs, 
a;3(! %uf:h Africa--mosrl v hcr.au.st? of btd weather, but also on account of 
f i;;;(;?;iJ; \.jif“’ , ~r~ll:I~s in some of their sugar industries. 
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lintt LO substitution in soft drinks and processed foods may have been 
reached . tiowe vtzr , a xranrllar term of fructose from corn is beinK tested. 
If this technology proses successful, there may be further scope for substi- 
tut inn i.n processed ioods 3s well as direct sales to end-use customers. 

The price of suj:ar on the free market in the 1985 fell to its lowest 
1~~121 since 1970. The low price reflected the e;‘fects 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 avai.L- 
ability by releasing exporting countries from their quota and stocking 
obligations. In the second quarter of 1985, the free market prices fell 
LO 7 cents per pound, and although the price subsequently increased, the 
.1s:cragc for the year was only f~ cents per pound. In early 1986, the 
pr i 1-e increased partly due to the production shortfall of 1985/86 which 
lnwrred world stocks slightly for the first time since 1979/N), and to 
spcculntfnn rcgardLnp, lower current troductton, briefly fueled by the 
possibility of adverse effects on production jr. the 1j.S.S.R. of the 
rr!.rclc!nr accident at Chernobyl. The free market price averaged above 
7 L:ents per pound fn the second qua.-ter of 1986 but fel.l to an average of 
littlc more than 5 cents in chc third quarter. 

Any furr.her short-term i.ncrr!ases in free m.,rkct prices in the near 
iliture are 1ikel.y to be moderated by a continued excess in production 
;~ird siov Crowt h in demand. III the 1986/87 crop y.ear, production f.s 
~:.:pect~d to total :00.5 ml iiion tons, as output iron Cuba and the U.S.S.R. 
rr:c0vers . and t:razil impIr!ments ;I pl;lnneti i:lcrcase by assigning slightly 
mrlrc cane to su,gar than to ethanol production. Sugar production in Indta 
is 4!Si>V?cti.?d t0 ShOU the grcntcst increase, aL 19 percent, as government: 
iio! jcii:s that support an expansion ir: cultivated area become effectfve. 
l’tze F.(: L!: the only major sugar producing area which is expected to show a 
tlt:c 1 i I)(‘: , by 4 percent, because of a 1 percent reduction in acreage and 
nnf;~vorabie weather through April 1986 wllici. led to lake sowing. World 
co::,sumpt ion in 1986/87 is cxpecced to grow by 1.8 percent to 99.8 mil.lion 
Lo::5 , with par:lc~;larly slow growth in demand from industrial countries 
cl-srr:~:cred by robust prowr h in developinK countries. especially China and 
I lldia. After ad.justing ior losses and discrepancies, world st.ocks art: 
ttxpected to decline by less than 1 percent, leveling off at the rquivajent 
O! id3 pcrcenr of Rrr5U;il consumption. 





sul:l: a sh(?rci 111 might hc mitigated should Cuba shift more exports from 
thca market tr c-entrnlly planned economies tn the free market or Brazil 
nova cane tt( r, ethanol to sugar production. 

< * Vegelablc oils at-otefn meals .--.A---.-.-- 

Afttar rising by ?b percent between I982 and 1984, the index of mat b:ct 
;>ric*cs ior vef::etclble oils clnd protein meals declined by 25 percent in 
lYIj3 illottf’, ;Icd fell hy an additional 15 percent in the first three 
q~~arters c>t lY8t1 to the lowest level since 1972 (Table 11.15). The 
rccc3t dccl inc in prices, despite the depreciation of the exchange ta&t’ 
of lhi~ L.S. do1 lnt sirxe early 1985, may be partly attributable to t.he 
nc!ver:;i: effcrts on demand of slower, albeit continuing, world economic 
,:rowt!l and tcj the dtacclcra*ion of inflation. Iioweve t , the major factor 
~~ndcrlying thct decline is E:hc strong recovery of production and the 
~ccunrr~lat ion ot‘ stocks to ‘unprecedented leve.ls, after several coincident;11 
r:lc:turs redurt:d supply in 1983 and 1984. These vntia t ions f n product i <)I! 
rej1m.t supply shocks ccitrsed by weather, fluctuations in yir?lds, pnrtly 
bes.?llac of hiolo~ical pal.lination i:: the case of palm ~711. Increases in 
,IC~C;IS h,ir*;tn.sted, l nd , in the case of tree crops, past and ongoing 
ir,creasils in tilt: stock of trees. 

Ver!etahlr oils and protein meals are mainly derived from oilseeds, 
wtai (I 11 ;lrc crushed to cxpell their oil content for further processing nnd 
t.) prmtucc mi‘;31 , Thtb demand for vegetable oils emanates mainly from the 
I’I>Od :+11tI ~;lxrp ~n~~r~ofar:t.urin~ industries, while rhat for meals 1:; derived 
:‘rnm :t?~ dcnand i’or I.ivestock products, as meals are primarily produced 
;I:; ini:rediczts in animal feeds. The scope for substitution In demend in 
h~i.:i ci,S thcs,! markets is consldcrzhlc. Technological improvements in 
processing have illcreased the interchangeability of thr various oils and, 
rrjnscqttent I y , thtz importance of relative prices in the choice of oil hy 
const~mers. However, “n relatively small share of each oil’s consumption 
i’>~:c.u:‘s in a “r:ipti\re” market , where it enjoys a strong technical advantn):tl, 
5 t: c ! 1 ;1 .5 coconI:t oil and palm kernel oil in soap manufacture and gxoundnut 
11i 1 in culinnrv use. 

!h t. lw supp 1 :; 5 i do , the market is considerably mute heterogenolls and 
;:cimp I cx. IJilsectls are produced as annual crops (e.g., soybeans, ground- 
:irit. 5 ) rapPs(:ed, suntlowersced) and as perennial tree crops (e.g., coconut 
;tird oi 1 palm) , h’hiie producers of annual crops can adjust supply rapidly 
:a% changes i:: market prospectti, producers of tree crops, with long gesta- 
: ioi: periods 2nd i*corromic life spans #In d relatively low variable COYKS 

.li’LI:r tha: trees ha?:<! hcen planted, are considerahlp less responsive. 
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----- Dctohcr/Scptcnbrr Years 
IYMu:Ml 1981 !H2 I 9aTiiT 1983ias 1984185 1985/86 ii 1986/8? ;I - - 

(In nilllons of tons, oil equlvnle~ic) A! 
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third and tnurth most important vegetable oils prodcced, each representing 
14 percent of wnrld production, compared with about 7 percent each for 
);roundnut oi 1 anl’ coconut oil. Another rise in total oilseed production 
is projected for L986!87. Consumption also has risen steadily since 
198C1!81, with the exception of 1983/84. but not as rapidly as production. 
Kef iectin): this, ihc 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 
i98b:‘Si. 

Thi, complexity of the markrt reflects the fact that while the demand 
ior oils and thca demand for meals are governed ty different market forces, 
;111 oils are produced .jnintly with the in crushir.R for meal, the relative 
importance of each component varyinK considerably among of lseeds 
(lnbies Il.16 and 11.17). Soybeans, for example, are 80 percent meal and 
IP. percent oil by weight and are produced mainly in response to meal 
de nanii . c:onsequently, soybean oil generally is produced as a by-product, 
with supply determined by the demand Ear meal rather than the direct 
tkmand f .)r soybean oi 1 . This typically has resulted in expanding supplies 
t,f scybcan oil, irrespectfve of the oil prices, wh+n meal demand has been 
s: rung. 

Althou~:h the leadership of .?ybean oil in the vegetable oil market 
/US hren narrowed in the LYWs bl; increased production of palm oil, the 
Lioybtran compl.ex continues to dominate prices in the rest of the sector. 
Ihc! by-product soybean oil has strongly influenced the prices of other 
-r*gctahlc oils. Prices of vegetable oils can he highly unstable because 
of t hc supply structure for soybean oil, combined with the gestation lags 
in production and relatively long economic life spans of the trees from 
iihich :! Ilumhcr of the other otlsceds are obtained. The prices of protefn 
i.lE;r I s ha’;rx been relatively stable, however, because of substitution with 
,lt ht*r feeds, particularly maize. 

III 1985, ve~etahlt? 11t1 prices declined significantly from the record 
ni;:b lt+vcls attained by most of these prices in ,984 and continued to 
dt-rline durfnr! the first ::ine months of 1986. 0n the other hand, meal 
p r i c-2? 5 , uhich +:ad fallrn sit!nifi,.antly in 1984, reflecting weak meal 
dr!m.~:!r! , +qnn to re:-o\*rr in mid-1985 and continued to rise through the 
first r;rlnrtt*r oi iYXb. S i nc(’ t hen, meal prices generally have remained 
si rrinj:, mjri nly in response tr) n high 1cvc:l of meat demand irl the EC, 
g,::t.,II;ra;:(,d by tht> relatively low soybean meal/feed wheat price ratio in the 
t:c . .‘\s a reslult , the: more typical structure of oilseed product prices has 
.s~-t-r;c~r;!t~d si:lc*q: r!:*~ l;~:ttlr part I.lf 1985. Keith the nutahle drop in the 011 
; 0 7iiT.a 1 i)r i CC’ ratio ir, tile soybean c~~.plex, thr meal content of soybeans 
.t,~:~ir. II;IS :lcrountc~cl lor t:sver LWO tht rdb of that ni lseed’s value, whereas hy 
m i ,! - i 3 I! > , it Il.Id r ;3 I Ltbr: t 0 l.Jn I:.. about 50 percent . 
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and palm kernel oil production in Malaysia in 1983 as a res:!lt of drought, 
tree stress followinpl the. incrodllction 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 ptclds. 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 i’ncreased, 
reflecting Improved yields and increases in areas harvested, and supplies 
r)i other oiiseeds rose significantly, including tapeseed and sunf lowerseed, 
which also have contrfbuted to downward pressure on prices of vegetable 
OilS. The svtngs in vegetable oil prices dominate movements in the over- 
all index of pric.cs for oils and meals. Despite the steep drop .tn meal 
pric-es throughout IYG, the in&x rose under the ,influence bf rising oil 
prices from an average level of 92.8 in 1983 to 100.4 in 1984 (,1960=11-00). 
.T:lt: turnarou:ld in oil prices in 1985 and the continued decl-tne in 1986 
callsed the index to fe1.l throughout t.his period to a low of 60.4 in 
!ieprrmbcr 1986, 

Total export carni.ngs for oilseeds and product exports ar.e .substan- 
ti3i, but earnings fell sharply in 1:985 and are expt?cted to dec’L,ine 
fllr-Ltlcr in 1YYti. Export proceeds -Cr.om the major oilseed,s and thtiir 
products (soybtians, soybean oil, soybean meal, And palm of 1) rose f:r’om 
5 1 .<8 billion j,n 198(J to $17 billion in 1384 but declined to $14 4161ion in 
298s !l‘ables 1L.18, 21.1.9, Il.LYj, and 11.21). host -of the decline has 
hc~n borne hv the industrial countr,ies, whose share in tot’s! earniirgs’.has 
fill !rr1 frrrm hb percent in 1980 to 4A percc-tt in 1985. The decl-ine in 
tu;nf eArrli;lf;!+ is attributable to the decline in vegetable oil prices and 
tiers r;ri~k level of meal prices in 1985, cAused partly by the sharp expansioli 
i:: f-x{art vfiluacs from developing countrf,es. 

Sunflouersced and rapeseed and their respectitie’oils also are impor- 

tar?: f:7 ilttcr~iItiOllili trade, rc.preson,t ing 13 pe.rcent .and- -12 per.cFtit rjf 
t hc ~:r~Iumt: 4 wr Id cxporcs (in oil equivalent), respectively, compare* 
x;’ t!] si.;:nifi.cnntly lower shares for the followin,; oil-seeds and thcFr 
r t:: 5 p c’ c t i i’ t’ Q I I 9 : cupro (8 percent.), groundtiuts (3 percent), palm kernels 
:L purctmt), and cottonseed (2 percent). Plost of the world’s exports of 
r-.apc.sccd , rapvsced prudllct s , and sunf lowerseed emanate from in?ustri:al 
s.i,r;r!:. rj.cs , ut~re;~s mtjst. sunflowerseed oil and m%,ni exports emanate from 
,lc~ciinpIn~; i:,ittr:trfcs. partizzularly Argentina. 
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Table 11.18. Soy beans : Narket Prices and Exports, 1980-86 

Calendar Years 
1980 1981 1982 1983 1984 1985 1986 i/Z/ -- 

?!atket prices (in U.S. 

dollars a ton) z/ 296 288 245 282 282 224 209 ------- 

Exports 
Volumes (in millions 

of tons) 
Industrial countries 

Unf ted States 
Other countries 

Developing countries 
Argentina 
BrazLl 
Other countries 

Unit value (in U.S. 
dollars a ton) 

industrial countries 
Dt*veloping countries 

Earnings (in U.S. 
dollars a tons) 

Industrial countries 
Developing countries 

26.9 -- 26.2 28 ..9 26 ..6 2.5.8 2.5.4 217.8 
2.2.2 22 .-1 2-5.9 m z-3 m 21;4 

(21.8) (21.8) (25.-5) (22.7) (19.5.) X16.9.) (j1.J) 
(0.4) (0.3) (0.4,) (-0.2) (0.2) (0.1.) (0.3) 

,::.:., .(Z, (::;, (Z, {X,. (3, g::, 
(1.6) (1.5) (0.5) (1.3) (1.6) (3.5) (I.4,) 
(0.4.). (0.4) (.0+6) (0.9) -(‘J .+.) ,(l-i9) (‘2X) 

264 282 243 256 28.9 222. 
270 284 245 m 
235 2,70 228 224 

g8 221 287 206 
2,84 224 210. 

7.10, 7.39 7 .0,3 6 ..80 7.21. 5..64 5.7.5 
5 6.29 6.. 5;98 -.’ 5.49:. ‘-3.76 -. 4.41 
.l . .lO 1.10 0,. 70 0.82 1.72. ,1.‘88 .l .34, 

-, 

Sources : Commodities Division, THF Research Department for prf,css. UN. Food 
and Agriculture Or-ganization, FA0 ‘Trade Yearbook, (Rome)-, various, .iSsue.s ,...fot.‘: 
exports; data on volume of exports for I:985 fr’om~Ol.l~World:, ;.Sdatist~cll.:U.pda’te’ 
(Hamburg), September 5, 1986. 

I/ Data on exports are estimates of Commodities Division, IMF Research 
DcTartmcnt . 

2/ 
7? 

Includes projections for the final quartet of the year. 
5.5. orlgi.n, c.i.f. Hotterdam. - 

:_ 

I 

: 
: 

j  .., 

I. 
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Table 11.19. Soybean 01 I : Market Prices and Exports, 1980-86 

Calendar Years 
1980 1981 1982 1983 1984 1985 r/ 1986 l/2/ -- 

Market prices (in U.S. 
dollars a ton) 31 598 507 447 527 m 725 576 3.40 - -- - me - 

Exports 
Volumes (in millions 

of tons) 
Industrial countries 

?;nited States 
EC 
Other countries 

Developing countries 
Brazil 
Argentina 
Other countries 

3.5 3.4 3.,6 4.0 
2 2.2 2 2, 

.3 .2 
2.3 

(1.i) 
(0.8) 
(0.4) 

,Z, 
(0.1) 
(0.1) 

(O..S) 
(0.7) 
(0.5) 

t.:::, 
(0.1’) 
(0. 1) 

(0.9) 
CO.71 
(0.6) 
,l .2. 

I,? ;,; 
’ ~. 

.iO.2) 

(0.: 7 ) ( l,..;b.> 
(0;7) (l’.O) 
CO‘51 (cl.3) 

,‘(I-. 1 ) g, 
.!,.fi 

(0.5) cols, 
(0.2) (0.3) 

Unit value (in U.S. 
dollars a ton) 

Industrial countries 
Developing counttfes 

625 
644 
576 

542 480 ,-498 716. 
355 437 -533 7% 
515 4.55 453 703 

((-Jib) (0 ,:6.)’ I : ;’ 

(1.4) ( 1 l g; /’ -L? i ,’ . .’ 
f0.l) (--I 

1 .b-. 1 . I .. :-::, 
(tici) 
(0.5.) 

(O& ,:;.y:-; .~ 
(0,.5;) Y..’ 

(O.-l) (0.. 1.3 
. 

‘.. 
, :-.’ .‘,. : 

5.6s 
,jj 1 :.. ~. .]; 

97’ xi : 
55.7 329 Y;.; ; ‘. -. 

Earnings (in U.S. 
dollars a ton) 

Industrial countries 
Developing countries 

.:.,, . . 

., ;,. : ‘, 
,: .., _.- 

?‘.116 2.05’ 1.04. 
1. ,y 

1.99 1.88 1.64 1.81 
1.46 1.14 

-- 
.l.. 10 1 .O? I,.:69 - - 1.16 0.; $5 

ri; . ..y.:. 
(1.53 0..74 cj,.‘54 0; 7.2 1;:;.1;7 $!;9 : -. 0.3.6: ., ,,: :::ry _” ’ 

-. _.,‘_.’ ., ,‘_ 
j 

Soutccs: Commodities Division, IMF Research Deps,rtment fo.r prices, lJN.Food 
and Agriculture Organizacion, FA0 Trade Y,‘&rbook ,(.Rome) i 6.&riousl,igsues , &$r.. .. :‘>\: 
exports. :.. .:,-. 

I/ Data on exports are esctmates of Commodities Division, IMF.Research 
De&+rtment . : : 

z/ Includes projections for the final quarter of the year. 
31 Dutch, f.o.b. ex-mill Rotterdam. 
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Table 11.20. Soybean Meal : Market Prices and Exports, 1980-86 

Calendar Years 
1980 1981 1982 1’983 1984 : 1985 r/ 19&j l/21 -- 

i. .‘. / 

Market prices (In U.S. 
dollars a ton) 3/ 259 

Fixports ( in millions 
of tons) 

Volumes 
Industrial countries 

linlted States 
EC 
Other countries 

Uuveloping countries 
Brazil 
other countries 

17.8 
1.0.5 

(7.0) 
( 3 .,2 1, 
(021 

(263) 
(0;7) 

: 
i :.:‘. F5 

20.. 1 
Tqi-3 

20.0 
x-7 

22.9, 20.7 .m -; ,yt ; ‘, ,;: _: 
11.7 9-.. i0;ti. 11.-j . . .,’ .: .: 

(6.3). (.6;2) (.6.5) 
.i4*5) ‘I’. (&‘*i;.> (6i5). ,,(, -‘: 1:. .:.; ,:; 

( 3 .7-) (4.3) (5;f-J) ” ‘_ ,,- --.::: :,:,.:,:; 

(0.3.) -(O.?) (g.‘l)‘: -,- :. ), y,;; 

9.8 ..9;3 
(8..9) -(7.8) 

11.2. .f 11.~6 ., 12.7.. 11.9 .’ ‘i .I. .: ,;- 

(8.5.) (!;6) 
(0.9-Y ‘:iI;r,):- (2;7). 

($J;fj)’ .. (1.-i) 1‘. ‘:“-. 
!3.8) : ($,F:i,‘). (;4.4) 

‘,:: 
; .: .’ -‘k-:,: -: 

.,. .. .- :: .I ‘I ./ 
1 I’ :. , 

Unit value (In U.S. 
dollars a ton) 

Industrial c.ountrles 
Developin); countries 

237 
247 
-22i 

K,arnings (in bil-lions 
of L.S, dG3lLers) 

Industrial countries 
Developing countries 

4.22 
2.59 
1.63 

i 222 
1. ; ‘- 

251 .’ 
.262. .‘.234 

226: 212 .-J,... - :, .,I& -‘. 
ia ,, j -‘- 

2,38 230 ,;1. j-$$ :. y’ ,“, ” 

240 209 214 r9’7 ,15e- 1 7i ,: ;’ .I .): :$ ; 
: I’ ,, ,. ; : , : .*:. ;‘,.,, 

,. :.. 
.” : 

: 
‘5.05 3..‘67:. 

:4 2.; 
A, -- 

j ,. ;<. ,;-’ ,::’ ;‘;: 

2.70 ,2;49 2.78” 2..08 
‘-1 .91 i...41. 

m. * : ,...,I .y; ,: 

2’. 35 2 .:30 1 ;90, 2-.05 : 1;. .:;:;.- .-:“. .: 
: :,- _- . . 

2.; ,. ._: .:,,‘. = 
I 

‘, 
,.._ ., _. 

Source : Commodi ties Division, -rkF Researoh Department for . ..prices. .. 
? ;“n fad a;,$ : 1: ‘. : -:;i 

Agriculture Organization, FA0 .Trade Yearboojr’ (Rome) i various <saues , foe’ .exportk . ’ .f. “1’ T- ” 
: .’ .,. ‘. :.’ ) .,. ‘:, .:.., .,.? 

_I/ Data on exports are estimates of Commodities DivisZon, IHF. Resea,rch ,-; ; 1, ; y ,.:,.- .I-: .- 
Department. 

Includes projections for the final quarter of’ the year. 
: ,, .’ ;- ‘, 

?/ 
F ‘: 

?/ L .S. origin, c. i .f. Rotterdam. 
‘. 

‘., .’ . (,.,;, ,,. .: ., ,~ ::” 

8’ 
-,.: ;. 
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Table 11.21. Palm Oil: harket Prices and Exports, 1980’86 

Market prices {in U.S. 
dollars a ton> 2/ 

Exoorts 

irolumes (in millions 
of tons) 

Developfng coun$ies 
Malaysia 
Other countries 

Unft values (in J.S. 
dollars a ton) 

Ez.rnhgs (Jp billh3ns 
3f U.S. dollars) ‘I’ 
Developing counrrfes 
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Soybean production in the bnited States rose by 14 percent in 1984l.85, 
I<*? :icrin$: hi!:her yi.elds and sume expansion in soybean acreage is a result 
0 i ,I sfnsil.cr acreage reduction program, and accounted for most (64 ,perccnt) 
of the incrci3se in world soy.bean ptoduction (.Table X1:22,). Pfo!$tion,,‘%,n 
Hr3r.i 1 , t hc second largest producer, rose by 18. percen,t., also- reflecting., 
iiii;her yield?; and an expans.ion in soybean acreage.. World soybetin. crushlngs-, -,,’ 
ai ter f.-x11 i.nr by about 7 p’ercent in the previous year, rose ‘by 4;percent. : ,. 

.I.::: 

i!:~‘r~.ilsi. i II consumption, 
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Table II -23. Soybean Oi 1: Worid Commodity Balance. 1980/81-1986/87 

(In miJlions of tons) 

Octqber/Septcmber Years 
igeo/sl 1981/82 1982/83 1983184 1984/85 1985/k% L/ 1986187 21 

Production 12.9 12.7 13.6 12..8 13.3 13.6 
Brazil 2.6 2.4 2.6 75 2 2.3 

Source: U.S. Department of AgtdcuItue, FotP$gi~ Agriculture Cih~hr: 

Ollseeds and Products (Mashington), varloils issues. 

I / Preliminary. 
?I U.S. Department of Agriculture f:orecast,. 





‘Iilt>l.c~ ! 1 .L4. Soybean Mrirl : World Commodity Balance, 1980/81-1986/87 

(111 millions ot’ tons) --I 

_ - - - -  - -  _ - - - - - - I  -1 . - - -  - - .  

Octc,ber/September Years --- 
1980/HL 1981!82’ 1982/83 1983/84 1984/85 L985/86 I! 1986/87 2i 

Yroduct ion 
Brazil 

56.9 57.3 60.5 55.5 58.2 
10.6 

x 61.7 
9.9 10.6 9,. 7 10.2 9.6 -33 

lx IO.6 12.2 11.7 10.3 9I9 10. I 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 

Conslmlption 

EC 

56.4 58.0 59.8 56.1 59.3 61.2 62.7 
16.7 19.7 18.1 17.7 1.8’. % im 18.0 

untttxl states 16.U 16.1 17.5 1.6.0 17.7 17.2 17.7 
tither countries 23.7 22.2 24.2 22.4 23.5 26.0 27.0 

Closing stocks 2.4 1 l 9 2.5 3.1 2.8 2.6 2.3 

Source: U.S. Uepartment of Agriculture, Foreign Agriculture Survey: Oilseeds and 
Products (Washington), various i.ssues. ., 

l/ Preliminary. 
T/ U.S. Department of Agriculture forecast. - 
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The outlook Ear 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 
:\onrecoursc loans from the Commodity Credit Corporation (CCC). The 
price support loan rate set by the Government acts as a floor price for 
soybeans. in years when market prices have fallen below the soybean loan 
rates, chca 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 
competi tivcness of ti.S. soybeans and their flow into the market, rather 
than into government storage, by lowering loan rates. Whi:e the 1985 
farm bill l.nitfally maintained the loan rate for soybeans at $5.02 per 
bushel for IS86 a,nd 1987, it also authorized the Secretary of Agriculture 
to !ouer the loan rate by up to 5 percent to $4.77, if necesF;ary, to 
improve compc t j t iveness. Effective September 12, 1986, the loan rate for 
thy. 1986 crop was lowered to $4.77 per bushel. Furthermore, implementation 
of the Grams-Rudnan law has reduced the effective loan. rate for soybeans 
by .3n additional 4.3 percent to $4.56 per bushel. For the 1987 crop, the 
srcrotary of Agriculture again will have the option of reducing the 
iilitial loan rate of S5.02 per bushel by up to 5 percent. At this time, 
it is expected that there will not be any reduction of the announced loan 
r;~t~ for cttc 1YH7 !:rop because of the Cramm-Rudman law. As a result, the 
v:fectivv loan rate is expected to be in the range of $4.77 to $5.02 per 
bus ix! 1 . For the 1988-90 period, the announced loan race is to be set 
A 1 ,: z > r)f the prcvicus five-year average market price, excluding the 
hi;;h and low years , and not bc reduced by more than 5 percent in any 
;war l The price for each year may be reduced by an additional 5 percent 
:I? the Secretary of Agriculture, but the announced low rate may not be 
:;f't hclow $4.50 per bushel. However, implementation of the Gramm-Rudman 
!,sw could reduce the effective loan rate below this level. A further 
incr*cnsr;~ is in soybean production is forecast for 1986/87 contributing 
,I continuation of the current oversupply situation. These developments, 
d:#lmhinr!d with the expected reduction in support price loan rates in the 
i.ni t cd states, are expected to continue to exert downward pressure on 
c:cj.:bc:*r: pr ices through 1987. 

h. Palm oil 

t’;~lm oil production has expanded rapidly over the past 15 years, with 
i ~lirt’astzs averaging over 9 percent annually. In those years, only one 
,:: i;:ht dthcline in world production has been recorded. Most of thisgrowth 
!* :Ir:trjhllt:~blc tr, Malaysia, whose share in world production has increased 
:TO:: 3!, perc’ent in 1971 to about 00 percent in 1986. Output has been 
I ::;~nJini: rapidly in Indonesia, which in 1984/85 accounted for 17 percent 
I r ~:r:r! production, half of which was exported (Table 11.25). 





(In millions of t(JrlS) 
- 

-- --___-- ----- --- 

October/September Years 
1980/81 19Hlf82 198?/83 1983/M 1984i85 1985/M r/ 1986/87 g 

Product i0n 5.06 5.95 5.91 6.29 7.04 8.24 
I ndorwsf a m 0.88 0.98 1.06 1.20 i-3 
Malays La 2.69 3.35 3.16 3.32 3.82 4.75 5.00 
Other 1.62 1.72 1.75 1.91 2.22 1.99 2.08 

Consumpt ion 
EC 

4.95 5.53 5.97 5.85 6.73 8.02 
0.55 0.59 0.68 0.55 0.63 0.75 

lnd 1iJ 0.43 0.41 0.59 0.50 0.73 0.78 0.78 
1 ndoncsia 0.57 0.61 0.67. 0.98 0.59 0.60 0.60 
Niy,cr ia 0.66 0.69 0.65 0.61 0.6U 0.67 0.67 
Paki Stan U.23 U.27 0.34 0.33 0.48 0.51 0.52 
Other 2.51 2.96 3.04 2.88 3.70 4.71 5.11 

C:Losi ng etocks 0.49 0.77 0.54 0.83 1.07 1.42 

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

l-/ Yrellmfnary. 
z/ Based on U.S. Department of Agriculture forecast. 
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-counts I.\ tur iI!3 estimated 24 perccant of world espoi ts oi oilsceds and 
03 i , in tcarms of 011 equivalent, compared with 35, percent for soybeans 
dnd soybeian oi 1 . 

Palm oil and soybean 131 1 prices have broadly moved together over 
pr i cc cycles , rcilccting the ease of subsLitu:ion in consumption becwecn 
thtfsc twfo oi Is. In chr pried 19&N-84, the absolute differential in 
dVQr;lgc-’ annual prices for palm oil and soybean oil has bee11 less than 
53fJ per tori; ir four 0uL of five years, with palm oil prices at a 
slight disc.ount of no more than 5 percent in three of those years. 
Hcf lect i ng the St rorrg rccovcry of production in Yalaysia, palm oil 
recently has traded at a considerable and widening discounL to soybean 
q,i 1. in i96?, rhtb disc-aunt rose from 7 percent 10 the first quarter to 
i 9 ptrrcn;. in ttic rhirtl quarter, the seasonal peek in ?talaysian produc- 
1 ion. as pal? o!i prices declined from SW9 per ton to 5419 per ton. 
‘I‘!~v di SC-tlun t :!arrowcd slightly. reflecting the seasonal recovery in 
pr;ccs, in the final mlnths of 1985, but rose sharply in 1986, averaging 
.?houf. .3i! prcrnr during the first nine months of the year. The monthly 
price dcclintid from S342 per ton in January 1986 to $197 per ton in 
Ali)!\ISf. , thr Inwest monthly p rice since February 1972, before rising co 
i.!f;Y per ton in September. The sharp decline in prices in 1980 reflects 
I ht. further r-isc in palm oil production in 1985/86 combined with record 
r‘iirrv-o’.‘er s cocks from the preceding year. 

1.x i'>fi!I;bh the rate of growth of palm oil production accelerated to 
I I jll!r’il:llt , reaching another record level--a.? million tons. This is the 
i;irgi,sr ;~!:sc~lr~te increase ever recorded and is vainly attributabie to the 
;:rowl!! lcntlcr, 3nlaysia, where production increased by 24 percent, compared 
ui:l: lj pcsrcc,rlt in 1984/Y5. Malaysian oil palms have recovered iron the 
92 I :C~LS pi ovcrpollination rsused by release of the “Cameroon tieevil” in 
c’ar i; 1Yt;l nnc! also from thtl effects of two drot,ghts--in early IY82 and 
C;I r I : I9Hj--which adversely affected yields in 1984 and early i985. 
.., - I It,:ds ;~i~:kcd \tp markedly in the final quarter of 1983, peaking later 
L il.ll, ii? tt:c; morn normal productive cycle and achieving cvcn higher lcvrls 
! :..4:; j:: the pt~ricd to1 loxi.ng introductiun of the wccvi 1 and rainfall in 
r 11,. 2’ 3 mo~ciis prirbr co each month of the .January-September I9116 period 
1, 1” ,. ., ht.-t>:: ?!J+>:Cb ::Ilrr?.;il . Indonesian production also Is estimated Lo havr! 
i ii~‘!~.3SC<!. rc’t Irct in;: rhc cxpnnsi~n of mature acreaGe and some improvement 
Ii: \-irJicl%, rr~Ilr,wi:~): tree; stress caused by Introduction of the weevil in 
i qp,!:. . nnd thy (*cJ:ni1:g into producrton of a large number of young trees. 
Y , I i / iibw :~ir~lds;. tar rhc first time. 
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.-;!,,wdoun ii-. th+~ rise in palm oil ‘mports. This large increase is mainly 

.A: t r ibut able: TV, the nisplncenent of soybean oil imports by palm oil imports 
i:: iL;dia 111 rer:enc ycnrs. AS a result of these movements in production 
.dnt’: ronsumpt ion, world stocks of palm oil at end-1985/86 reached a record 
I . 3 mi i 1 inn ton . , compared vi th 1.1 million tons at end-19&L/85. About 
ii KJ thousand tans , or 5$ percent of the total, is held in Malaysia. The 
r,rti~ <If stocks to consumption thus rose to 16.2 percent, the highest ratio 
::! oh: 1980:‘8I-l985j8b period. In 1986/87, palm oil production Is forecast 
L 4.8 : isc by an additional 5 percent. ‘Ine expanding supplies of palm oil are 
r:x;:UiLrd tit he Thanncled into exports on a regular basis, since palm oil is 
,: ! r B.‘,.’ crop and stor;\ge capacity is limited. This is expected to continue 
i,i 1.:?:iprt downw;rrd pressure on this and other vegetable oil prfces through 
i -I?:. 

<‘ . Coc.onut oi 1 

Since rcachin!: its most recent peak of 51 ,431 per ton in June 1984, 
: !it.* .‘;?‘cr‘lh” ;r.onrhIy prf.ce of coconut of1 has fallen by 85 percent to a 
i (,W (-, .r 5211 per ton in August 1986, the lowest monthly price since January 
i’).ij, hcforl;: incrcasfng to $241 per ton in September. As 3 result, 
! i : 1 5. a, I >; have ia ien from an average level of Sl ,155 per ton in 1984 to 
: _‘!>cI ptlr La:: !,-I the first nine months of 1986. Coconut oil’s premium over 
v~t).h?:,?:l $,I 1 , vh’.ch had been 4 percent in 1982, rose to 70 percent in the 
: iii r-ci c;l:;*rter’ of iY84. Tht: premium declined sharply in the remainder If 
: ‘j ;3 :. . nnJ coronut oil was quoted at a widening discount to soybean oil from 
! tic st~~.:.)nd (;u;I; ter of 1985 until July 1986, when the discount reached over 
!!:> i)L! : ‘.:oi?L . I 11 August and September, however, the discount was reduced. 
11:: ;1 ‘.‘c’ : ayrt: ) r:ocontlt oil has continued to trade at a premium to palm kernel 

4 : ,I.. , i:s’cIosr+st suhstttuce among the lauric oils, I/ although that premium 
.lisz) h.as dcclincd sij:niiicantly fro;n an average of II percent, or $118 per 
! (r-1. ir: JYIJA t n 7 PC: rcen t , or S39 per ton, ir? 198s. In the first quarter 
1 I I ; ‘!R(, , iciconut oil Lraded at an average premium of II percent or $34 per 
:““:I t<.. palm kr:rn~-! oil, but the premium declined to $1 per ton in April and 
‘i. ,: 5 ~:oi:vi:rted i::t.0 a discount of 3 percent, or $10 per con, in the following 
: :!l’.:L’ Ynnor!LhS. s : rice ttlc!rl, coconut oil again has traded at a premium tc? 
; : rl , ‘!i Xc~rneI f,il, rcnchin): 6 percent, or $13 per ton, in September 1986. 
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The Philippines is the largest producer of copra in the world, 
Q’llrl-c:ltty ;tccountinp for about 45 percent of world production; futther- 
;?l?rc , the Philippine: provides about 46 percent of world coconut oil 
~~:nduct inn and ahout 7(! percent of world exports of coconut oil. In 
!58Lj8.3, ropra production in the Philippines increased by 16 percent 
.iitcr :hc severe drought in the period late-1982 to June 1983 and 
:yphnons in 1484 damaged trees and reduced average yields in 1983/84 to 
:ib~iut 41, percent below normal, and a further production increase of 
‘19 percent is estimated for 1985!86. The accelerating recovery is 
.l:tribut;thl+t largely to the lagged effect of improved average rainfall 
i):? :;ieltls. 1-n 1984/‘85, Rverage rainfall was 21 percent above normal 
,~nd cclprn ytclds per bearing tree increased by about 15 percent. 
~~.‘*~ra!*~-. rainfall continued above normal by about 12 percent in 1985/86 
~!rtf copro yield per bearing ttee is estimated to have risen by 37 per- 
x~~~~~:. in that year. Copra production also increased sharply in Lndonesia, 
r hc- sc~~~nd Iargt’sc copra producer in the world, where drought also had 
r-cdII(:ed production in 1983/84. In addition to improved weather and a 
~~t’t’~>vcrv in yields, this fncreRse reflected acreage expansion. 

‘eur1.d exports of copta and coconut oil are expected to expand sharply 
i ., . I Yi;?, , m;~lnly reflecting developments in the Philippines. The previous 
>~II cstablishcd on copra exports in 1982, which had been Introduced to 
L~11ste.t. ~xpnr:s of coconut oil, was lifted on March 19, 1986, but copta 
,-xports art’ beinK inhibited by the small number of copta crushers outside 

: L h:, l’hilippincs and aflotoxfn concerns in Europe, one of the largest 
i~l~tential markets for copta. About 130 thousand tons of copra is 
~~:p~~ct+d to be exported from the Philippines In 1986. The volume of 
, 1: f‘ r.inu t oil exports from the Philfppines is expected to rise from 
1.3’)~) thousand tons in 1985 to 1.2 million tons in 1986, reflecting record 
I i v t.’ I 5 0 f prcduct ion and stocks. The expected increases in copta and 
I‘!~~:~)nt~t nil production combined with h:gh levels of copra and coconut 
.-i I s:,,cks, continued expansion of palm kernel oil production, a joint 
;):uduc~ ui palm oil production and the closest competing oil with coconut 
li 1 , RS weI.1 as the general oversupply situation in the vegetable oils, 
,:-!. *.xpe[:tcd to continue to exert downward pressure on coconut oil prices 
L’s I YYh and 1987. 

c! . !;roundnut s and groundnut oi 1 

Cr(,ur,~!n:~~~ C2ccount for about I1 percent of world oilseed production 
1.: t.rrtzs C~I c)il cquivnlent. Of this production, about 47 percent is 

~~n:,unctc! di rri‘t ly as nuts. In recent years, gtoundnut oil has accounted 
: .:. ;~!:ly .I~~I.II:L 7 percent of world vegetable 011 production and groundnut 
” r:,j ’ ‘i.I.5 .?r.. T~~rr~~c;d fr;r 7 percent of world meal production. Only a 
.,‘li>, i i .s::,iTt. l>f World production of groundnuts and Krnundnut oil (about 

):“‘r, 1.;;: i !,a.~ cnro?rcri inrcrnat ion31 trade. 

‘~r~,l;rl!!lr~lt prfjduct prices have been particularly volatile, mainly 
: * 1 I.> : i ::j’ I hc, m;lrker structure and the propt:nsi ty for weather-rel.atcd 

,,.L :.:,I: i,.;i, 1:‘ pr(xIuction. Fluctuations in the vnlumc of exports arc 
.,.,I.; ,!, . I ; 2: l,.jcti’r than chnnxc4.s in thr, ~olumt~ r)f prodllct ion. ‘The mn.jnr 
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sources of exports of groundntits and groundnut products are Argentina, 
Brazi 1, China, Senegal, the Sudan, and the United States. The United 
States and China are the main exporters of groundnuts for confectionery 
use. 

Since reaching its most recent peak of .$I ,171 per ton in May 1984, 
the avs:age market price of groundnut oil has fallen to a low of 5534 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 $1,017 per ton in 1984 to $905 per 
ton in 1985, its premium over soybean 011 increased from an average of 
40 percent to 58 percent in those years. In the first and second quarter 
of 1986, ,groondnut 011 traded at an average premium of 49 percent and 
64 percent to soybean 011, respectively, and its premium rose to over 
86 percent in the third quarter. This mainly has been attributable 
LC the relatively slow growth of supplies of groundnuts and groundnut 
o:l available for export. While total groundnut production rose 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 
year. 

In 1985/86, production of groundnuts and groundnut oil remained 
virtual ly 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 14 percent in 
1985186. This Increase in supply, the recent production increases for 
rnttonseed 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. In 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 11 percent lower than in 
1985!86. 

The average monthly price of groundnut meal fell from its most 
re,:ent peak of $294 per ton in September 1983 to $130 per ton in June 
1985, when it hcRan 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 groundnut meal and other protein meals are expected to 
remain relatively low through 1987 because of price competition from other, 
re!ntively lower priced feeds, particularly grains. 

c. Kapeseed oi 1 

Kapesc!ed is an annual or biennial crop grown mainly in temporate 
rl inatcs and in the subtropics during cool seasons. Over 80 percent of 
world rapcsecd production is ronccntratcd in Canada, China, the EC, and 
I nd i n . Hetuccn 198UiYI and 1985/86, world rapeseed production, in terms 
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of oil equivalent, increased by 60 percent and a furLher 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, II Canada, and India each contributed 13 percent. However, 
world exports of rapeseed and rapeseed oil are dominated by the EC and 
Canada. 21 The EC’S harvested rapeseed area increased from an estimated 
0.76 mililan hectares In 1980/81 to 1.29 million hectares in 1985/86. 
As a result, rapeseed production in the EC fricreas’tid by over 80 petcent 
during those years to 3.72 million tons (20 percent of world production). 
Canada’s harvested rapeseed atea has fluctuated considerably bet&en a 
low of 1.40 million hectares in 1981/82 aed a -high of 3.09 mIllEon hectares 
In 1984/85, with 2.80 million hectares In l-985/86. This .has been. reflec’ied ‘.‘, 
in substantial variations in Canada’s rapeseed production.; in i,.k5,!8ti,. how- 
ever, product’ion reached a peak ,levei of 3..51 million tons (-18 pet!cenF of -’ 
world production). Both the EC and C&ads h&ve been.prombtlng -i,bv erucic ? ~. : 
acid (LEAR) varieties .kn order to increase the sulttibili$y. of t&p,t+~~,d- 
meal as an animal feed. : ‘. 

World consumption of rapr.seed oil’ has iccreas$d,. repidl‘y fr,.$ni 4..‘O’,&il- -y-i: 
lion tons in 1980/8! to 6.2 milljion -to& -i.n ,1985/8$:, In th’e EC~;.?rape$e~d 
oil appears KO have been making .&u~sta~~t’igl ,iti’road$,‘+nt.o hiarket$:%ie-id -by “:’ ‘: -1 
other vegetable 01 Us, espe’cialiy Boybean oi’&.,, EC cd~~su~)~~~&i df: jrapes,e&d .. 
oil has increased from .0.7.7 uifllion tqns. in k9.82/83 to I.,?4 tiil.+@i t?,ns 
In 1985/86 and is p?.ojected- at .I .03 mf,Jlion- t+ns in :i986f87, r+.i&in’i -its .;; 

share in cotal vegetable oil cohs.umptioh frcjir-7 perc.ent .to 13 p&Icerit, ,iti 
.- : 

,:.-.-. ’ 
both 1983/t16 and 1 !#b/87. This .expansi’on hal ‘+een &ccotipa.nied%y: ari ,. 
absolute decrease in sbybean oil contiu@ptioti f,ro+‘i,.-$4 m‘illi&..:f&s ./.:p , 

in IYk/83 to 1.41 millioii totis in 19&5/M, decreasing ihe. sharti’6f ,‘. 

this oil from 21 percent t’b 18 ,percent of EC 011 con&npti.bh in !985/86. 
‘,.J 

The pri.ce of rapcseed oil, -after ,r,i-sfng sharply in.::1.983, a&.1984& .. ... ‘. 
by 2U percent and 37 percent, recpecttvely, be’cause .o$ the relif=fvely 
low supply and high prices, of vegeta,ble o.iiti in general .ii: th&$& lyears-ti ., .,-I::- ” : :. 

1/ In rhe EC, ah oi.lseed re&e was itxroduced in’ 1966, wheii: the EC‘,-?. ’ 
which at that r-ime relitid .almost entlreLy on ,imp?rt,&d s+di-, &$gi%lishi,ng i__.,,’ 
production gr.ants to crushers of ,the Comiuhlky's see& in,.ordeti :is:i~ak$.. ..;;,‘, 
them competi rive wtch cheaper imports fr6m n&%?etdber couniAes. Foklbwing 
market disruptions in 1972173, when eyporteb-l.e supplies af. .pr.ote!-ti me+& 
were tight because of several factors-; redtict-ions fti the’ ‘supply .of fi-sh mea!~- 
from Peru, increased import demand from the U.S.S.R., poor Rr+ndnut c’rops 
in major exporting countries, and controls on export‘s nf spyhearis and 
snybcan products from the tinit,ed States bcginninp. June 17, 1973 and cent-rols 
on L.S. exports of 41 feedstuffs and fats and ufls announced on July 5. 
1973--the EC introduced a new policy deslgned to i+nr:ortrnRr: oilsecd prbductioc 
in the fzomrnunity. As a result of these “production nlds,,” th& outirut of 
sunf lowcrsc~rd. rapcsecd, and other oilsccd and protein rrops has lr~cr~ns~d 
sharply. 
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declined in 1985 and the first nine months of 1986 (see Table 11.15). 
The average annual price of rapeseed oil declined from $687 per ti>n in 
19Wb to $90 per ton in 1985, reflecting the recovery of world vegetable 
oi.1 supplieg i.n general and I record level of world rapeseed prddu’ction, 
particularly in major exporting countries. Rapeseed oil general&y has 
traded at a discount of about 5 percent to soybean oil, although the 
discount widened ta an average of over 10 percent, in:the- first nirie 
nonths of 1986. The price of rapeaeed oil has been de’a-lining thioiighrjut .. 
1986, from $411 Fn January to a level of $233 in Sep&ber, bt 66 percent 
heiou the average level of 1984. This decline ,reflecto the rise .in pr.o- 
duct ion and exports of rapeseed and rapeseed -oil in .L985’/86 as +~&l As 
increased competition fi-om. burgeo’ni.ng su,ppi.ies of o$her veget@bl@:ti.i,ls, 
part.i.cuJar Ly palm oil, which has ,been trad%ng, at .a dfscoutit of &but ,I. 
i 7 po,rccilt to rapeseed oil in r’ecerit months. . . . : -, 

I 
t. Sunflowerseed oil 

..,: . . :. .’ 
?los t of the uorld;‘s -sunf rowerseed prod&&.ion .is pr,qduced .in;,:,{+nt ri.es::-j;:! F..; 

wit-h the .U.S. S &. ,?&@$nii,ria, ,.‘the .I$, f?Jj&tia, atid < : ” I,,: with rempera.te climates, 
the Ilnitcd States, acc:ountftig for‘ over 75. p&cent qf-:.,vdr’ld .pro+.i$‘t.ion’. 1. 
Uorid sunf.Lower-seed prddtiction rose by +$ -p.&+it, dqigg ,the -peribd 

The iC accoriii’&d folr aboGt ..4.g.,per?&t,, &iid ;A?&nti.na 19X(IfIlt-:98.5iii6. ‘. : 
i-or 36 percent, of the itowth $outpti& .Gi’itie ,‘1.98,1 /$I... A.rgen.tfti.&‘L’i$ Yc,be -‘!-:? -: :, .’ ,. :. 
w<brid’s largest exported .of sunflowerseed: .dIl~...$nd ..mea;l’.+ The ‘,E(c& b&in ‘y 1: : .: 

t hc main marktllt for i?xports of sunflowerseeh- keal .frb$ P;rgentin’ai:a$d’ ... 
,I 

sunflowersccds from the Unl‘ted ‘States. Howe.&r , 
.:+.: :: .. 

the- ‘l$‘,s. import,.Y.ceQui~e-~ . 
rni+nLs have been decllnine;. as its- ot?n produ$& ha-s- b;eq,p. .incr.$sihg un&r .; : . 
support programs int,roduced in. t.h,ti.. early’.,I.?;7dti; The ‘.EC! $1 s.unfl$$+?ts.ee$ ,::;;~.:~~‘-~~ 
.irt’a, has expanded f roti (I.96 inill’ioh -Hector& -In ‘I:981 /8?:, td a.~..l~~~irna~ed’...l’:~-j;:. 

‘! .I -‘I !,’ 

1 . 78 million hectares in 19!?1/86, with F&c~e. and, $i&.the l&~@k.‘p,,ro: ” ’ 
.’ ,:..: ‘. ..:.. 

,: 
~i!uc~:s , as I.and have been shifted frdm otih&r.crpp&,, pei-t~~ularl~~;grains; 
into sunfloticr-seed. France Is f.tirscast tb. increase .Fhe,- ,$ea <@$r .,,, su,n-T :. ., 
;.low~~rsced’ cu,l.tIvation by 44 percent to’ a record (I;S$ -.~illion~,i;e’c:~‘a.rCs: iir.: ,_ ‘_ 1, ,_ 
! 98fi /87 ) a.nd tocal KC pfoductiqn: is ‘project.& ,to r’i$?_.!.l ‘&rc&ii”;Se thti,t.(.‘:’ ’ -;I ;. 
year. IX snnsumpt ion of sunf lorirers&d Oil ,k$s risth ;f r& :O. 9$~$:~:li~oh~ :,I- 
trans i.:l 198i /82 to an 1 .?2 mill-con tons in 1:?,!5/86 end&Js proj,&t$d td’ “’ 
I-i.sc to 1..2& mf1.1 ion tons in 1986/87.. Together .ripe$&d and $$.ti.f lowers&d 1. 
Vi1 are est inaced to account foi about.29 percent -of :v’$ge,ta&?:-tiifl. co+u~q;:.. 
t.icjr! in the EC in 1985/84, compared w&th i,b:percent..iti 1,9$1/82:, . . ” : 

in iYbi, t hc, average annual price of sunfloweisdad oil d&liked :fr,oni 
i Ls ncist, recent punk of 5767 per ton in ,i9&4 to $602 per tc:;, .reflectipg: 
:;L~oII);~ recovery in strnflowe,rseed production from the .sJight d@cl,:i-ne ‘,. 
record& i!: 1Yti3;34, and the Lncreasing s,ti.pplies of .other major di’lstit:ds. -‘.‘: 
*-1:1c! ..-c~r:t:lbl.e oi 1s. While sunflowersced 013 has ,traded at a pr&mYum to ‘. ..’ 
suyhe:iii cii 1 --o~I avernf:e 5 percent in 1983-85, it has traded at a discount 
1r.g ,~r~-lru!drlut nil, ii ma.jor competf ior in the French market. In 19b4, the 
a'.',.:,-iJ);:(: d i SCOlJl~t to grr)undnut oil was 25 percent and in 1983 and the 
: irst riinch months of’ :YHh the average discount was 30 percent. Ptir t2y 
I.%.: lpl:t ini! t TIC increase in producticln in I YH.S/8h ar.d the 16 percent 
i iif :,.‘A:;+.. il? t~:~t;ll stocks of sunfIowerseed and sunf’lowcrscc!d oil, in terms 
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of oil equivalent, the price of sunflowerseed oil in 1986 fell from 
S482 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 ather 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. In 198s and in the first nine months of 1986, 
fish meal has generally traded at a premium of over 70 percent 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 
“El Nina” lowered production in Peru. World production rose by 13 percent 
in 1983/84, 6 percent in 1984/85, 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 1985186, 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 1985186. In 1986187, fish meal production is 
projected to remain virtually unchanged the previous year’s level. Consump- 
tion is expected to increase but by only 1 percent, reflecting increased 
competition from soybean and other protein meals. Fish meal prices are 
expected to remain relatively low in 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 
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(Table II.261 as supplies remained ample in the face of slack demand 
and increased competition from poultry and pork. l/ 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 resulting from larger dairy cow slaughter 
under the Dairy Termination Program of the 1985 U.S. farm bill. Export 
prices for beef from countries sot permanently free of foot and mouth 
disease were particularly weak during 1985, because of strong competi,tion 
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 1985, beef production declined slightly ,in 
lagged response to the previous year’s reduction in the dairy cow 
population. In 1983, 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 rebuildi,ng in Argentina:~was disrupted: by 
a rise in slaughterings in re.sponse to ve.ry low retuihs. in both the: ,export 
and domestic markets, and beef production rose by about 6 percent in 1985. 
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 :?a$- higher in -1985, 
due to ample supplies and lower prices, demand for beef remained weak. 
Per capita beef consumption in the U.S. 1s estimated ‘to have decliris$ to 
79 pounds In 1985, as compared to a 1976 peak of 94 pounds. This w:as 
largely a reflection of a change in meat consumption patterns with.a, 
shift away from red meat towards poultry meat; U. S. per capi ta corisuiiipt~ion ..,. 
of poultry increased by 22 pounds during the last deca:de: to 70 pound’s :per 
capita in 1985. In the EC beef supplies continued to 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 1.7 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 vere 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 perlod. 

l/ Price quotations refer to imported frozen boneless beef, separate, 
Y5-percent lean, from Australia and New Zealand, f.o.b. U.S. ports. 
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Table If.26. Pri.ces of “Other” Food Commodities, 1960-85 

- 

Year 

Beef 1/ Lamb 2/ Bananas 3/ 
(in U.S. Tents (in U.S. cents (In U.S. doliars 

a pound) a pound) a 40-pound box) 

196+69 40 31 3.12 
1970-79 78 68 4.00 
lY8CJ-8b 107 103 6.95 

1970 59 34 3.01 
1971 61 37 2.55 
1972 67 49 2.93 
lY73 91 63 2.99 
1974 72 6.5 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..20 
1982 108 109 6i80 
1983 111 88 7.79 
1984 103 88 6.76 
1985 98 84 6.90 
1986 k/ 95 94 6.40 

1984 I 106 86 7.09 
IL 109 95 7..86 
111 101 88 6.56 
IV 97 82 5..30 

1985 I 103 78 7.70 
I! 96 85 8.00 
III 94 88 6.68 
IV 98 83 5.22 

iY80 I 99 a5 6.43 
II 93 95 7.15 
III 91 97 6.02 

Source : Commodities Division, IMP Research Department. 

1: Frozen boneless beef, Australian and New Zealand origin, f.o.b. 
L.S. ports. 

1/ New Zealand lamb, grade PL, Smithfield market, London. 
73/ Central American and Ecuadoran origin, U.S. ports. 
7 4 j’ tncludes projections for final quarter of the year. - 
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Beef supplies are expected to rmaln ample In the short run. In the 
United States, the increased slaughter of dairy cattle under the Dairy .i’ 
Termination Program Is expected to result in larger supplies o-f manufactur- 
ing grade beef which is the main type of beef imported by the Uitited 
States. Lower feed grain prices and larger supplies of poultty are 
expected to hold down any price gains that may result from a long delay&d-,- ‘-‘:. 
cyclical rebuilding of herds In the United States and the ongoing herd : . . ..,, 
rebuilding In Australia and New Zealmd which Is expected to cdntiaue -e .- ‘,.,:;r: 
until 1990. Latin American beef exporters will continue to face stiff .-,:;I 
competition from the EC as It tries to reduce its lar.&e stocks. of beef. :, : I: 

.d-.- 
Beef demand in the Near East Is likely to be curtailed by declining oil ,I’ ‘. ,‘t’ ,. 
revenues and increased competition from poultry. 

_-; ;\.; 
.::; : 

b. Lamb .i.,,, 

,..I. 

L : ,: ,.,.- 

World production of sheep and goat.meat is eatimtired to have 
:, -/:-., .:.., . 
’ ‘.’ : 

increased by about 2 percent In 1985 due to larger output. In A@.~.a1.la, ~‘1. 
the EC, New Zealand, Pakistan and Turkey. 
125 cents per pound in 1981, wea,kened to. $8 

L&b gr’lctip’,. -which a&jag+@’ “;,.c? .. 

and i984 due 
+qts p,et. -pound- in:‘btith. 1983. ,.,:,iir:::,.- 

t3 a buildup, in gtocks i’n the United ,Kin.gdorn and- &)uced ,:.:--? 
imports by the U.S.S.R. 1/ During 1985,, ah accelelitii’on In. fib& -llqui- .-.1:::..‘: 
dation in New Zealand due to reduced prof.itablllty caused la& supplies :.“,::-. 
and stocks to increase, and cdmpetition for ,mark,ets caused lamb prices t$.z’.. ::..I 
weaken further to an average level of 84 cen+:per p:?und. Prices .rem&+ ?.:.‘I.. 
weak during the first two months of 1986, ,but a shortage of.,supplies; : :’ “!I.- 
during the peak Easter season, resulting 1~ a ibat, wor’kers’ st$fke ,in tie$ “‘:ci’* 
Zealand, caused prices to rise sharply durldg March, April ‘and .:MaL 0.f ‘:lC,-: 
1986. 3, I’. 

The market for lamb Is expected to remain depressed over t‘hk short: .: ::‘..:.:‘- 
term. Demand In the Near East Is expected to rem&lb weak beCai+l;.e df .1&w? 
petroleum prices and competition from poultry. 

:,.,.;j 
1mpor.t demitnd -i’n -other- :.:‘. :,,:;,l 

major markets such as Europe, the IJ . S . S , R. and Japan is not expetit &d to : ‘:.‘~~~:!: :. 
rise appreciably. Supplies on the other hand are expected to tiima.in 
ample because of large stocks and at. expected increase in produc’tion in 

. 
‘c” 

Australia. A sharp reduction in returns to sheep producers in’ New .Zealtind. ,‘i:-. 
resulting from a removal of government price supports and an apprCciation:,.* .:< 
of the New Zealand 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 .-I 
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. 

C. Bananas 

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

1/ Price quotations refer the New Zealand Lamb, grade Pt, Southfield 
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 haa 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 important in the supply of bananas to France, as are 
the Canary Islands in supplies to Spain , and Madeira. in supplies to 
Portugal. Japan imports 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 Ecu.ador, rose to .record high levels 
in 1983 on account of unfevorable weather in a nurikber of exporting 
countries (Table 11.26). In Ecuador, the, uorld’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 la the United’ 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 remained 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 1980s have averaged one third 
higher than prices in the period of the seasonal low, October through 
December. 

World exports of bananas in 198s are estimated by the FA0 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 irl 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. 
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III. Beverages 

In sharp contrast with the movement in the indices for other 
groups of cammodi t its , 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 ot’ a pa= 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 A/ (Chart 4). In 
the late 1970s the prices of the three beverages appeared to be more 
inter-dependent. Adverse weather conditions 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 111.1). 

Compared with the 1a:s 19708, the 1980s have been a period of 
high production and 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 maintained 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. 

1. 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 through early January 1986. 
Brfces then Eell, but by early Harch prices had tieturned to neai their 
early January level. As a consequence. coffee prices in the first quarter 

I/ Cocoa is included in this group because of its traditional association 
with coffee and tea as a beverage and because it shares with them certain 
charactertstics 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. 
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CHART 4 

PRICES OF BEVERAGES, MO-B6 
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Table 111.1. Prices of Beverages, 1960~S6 

(In U.S. dollars) 

Coffee 
Other milds 1.J Robusta 2/ Average 

-(a pound) - 
Tea z/ 
(a kg) 

Cocoa Beans 41 
(a pound) - 

-- 

0.41 0.32 0.36 1.26 0.26 
1.06 0.96 1.01 1.56 0.83 
1.49 1.28 1.38 2.26 0.99 

1960-69 
1970-79 
1980-86 

1970 0.52 0.41 0.47 1.09 0.31 
1971 0.45 0.42 0.44 1 .os 0.24 
1972 0.50 0.45 0.40 1.05 0.29 
1973 A.62 0.50 0.56 1.06 0.51 
1974 0.66 0.59 0.62 1.40 0.71 
19i5 0.65 0.61 0.63 1.38 0.57 
1976 I .43 1.28 1.35 1.54 0.93 
1977 2.35 2.24 2.29 2.69 1.72 
1978 I .63 1.47 1 .s5 2.19 1.54 
lY79 1.74 1.65 1.70 2.16 1.49 

198u 1.54 1.47 1.51 2.23 1.16 
1981 1.28 1.03 1.16 2.02 0.94 
1982 1.40 1.11 1.25 1.93 0.79 
1983 1.32 1.2. 1.28 2.32 0.96 
lY84 1.44 1.38 1.41 3.46 1.09 
1985 1.46 1.21 1.33 1.98 1.02 
1986 21 1.99 1.50 1.75 1.91 0.95 

1984 I 1.46 1.37 1 .Cl 3 .a9 1.16 
11 I .49 1.43 1.46 3.42 1 . 1.6 
III 1.43 1.40 1.42 3.07 1.02 ‘y,. 
IV 1.39 1.33 1.36 3.44 1 .O,I ,:. 

1985 I 1.46 1.26 1.35 2.79 1.02 : 
II 1.41 1.22 1.31 1.83 0.98. 
III 1.33 1.06 1.20 1.59 1.03 
IV 1.64 1.31 1.48 1.72 1.06 .- 

1986 I 2.33 1.68 2.01 1.90 1.01 
II 2.03 1.42 1.72 1.89 0.88 
III 1.80 1.42 1.61 1.90 0.95 

Source: Commodities Division, IHF Research Department. 

A/ Central American and Mexican origin. average of prices ex-dock Nev York and 
cx-dock BrenenfHamburg. 

.!/ African origin, average of prices of ex-dock Sew York and ex-dock Le Havre/ 
33Yse i 1 les. 

31 Any nrig,in. average London auctl~n prices. 
x/ International Cocoa Council Urganizatlon daily prices. averages of three ’ 

nearest trading months on New York Cocoa Exchange and London Cocoa Terminal Market. 
5! - Includes projecclons for the final quarter of the year. 
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of 1983 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 risLn sharply in a similar manner on numerous 
occasions in the past, usually In response to frost damage to Brazilian 
productfon. In this instance, however, the cause was drought damage ro 
Brazilian production. A prolonged period of dry weather in 1985 in thfi 
major coffee producing states of Parana, Sao Paulo and Hinas Gerals 
seriously disrupted and greatly reduced the flowering of coffee trees 
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 11 mil- 
lion bags of 60 kilograms (Table III.21 in comparison with the 26-28 
million bags which might have been expected with normal weather on 3n 
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 (XC01 in accordance 
with the provisions of the 1983 International Coffee Agreement were 
first increased, and then suspended. The Internatfonal 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 importing 
member countries, for the 1935/86 coffee year (October 1985-September 1986) 
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 1984185 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 million bags on December 11 
and three mill fon bags on December 12. The persistence of high prices 
led to the automatic suspension of export quotas, in accordance with tbc 
provislons of the 1983 Agreement, on February 18, 1986. 
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Table X11.2. Coffee: Commodity Balance for Brazil, Estimates and 
Projectiolls by Quarter, 1986-89 

(In millions of 60-kilogram bags) 

1986 1987 -- 
Jan.- April- July- OCt.- Jan,- April- July- Ott .- 
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 
Productton l-1 2.4 0.7 4.8 4.6 0.9 1.5 11.0 10.5 
Domestic 

consumption 0.7 1 8 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 4.0 3. 6 14.6 10.5 5.6 13.2 
Product ion r/ 2.0 1.6 11.9 11.3 2.2 2.0 14.5 z3.9 
Domeet ic 

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 8.1' 4.0 9.6 14.6 10.5 5.6 13.2 20.3 

Source: Commodities Division, iW Research Department, on assumption of no 
aaj or damage :r~ years 1987-89 due to frost or drought. 

A/ The quarterly distribution of crop year production is as reported by 
ICO: 6 percent April-June, 44 percent July-September, 42 percent October- 
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 150 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 lace 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 importing robusta coffee to help supply the 
domestic market. The XC0 indfcator pLice 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 the 1980s has been little more tnan 25 per- 
cent. In addition, in cant-rast 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 pfvotal 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 
vulnerabfliry 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 q iilion bags in 1986 to nerr:y 
20 million bags in 1989. The analysis shows the likely delayed impact 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 1987188 is considerably higher than 
presently forecast. 

Dats presented in Table III.3 relate developments in Brazil to the 
broader context of the world coffee demand and supply situation. The 
data presented are on the basis of the October/September international 
I-affce year, and as a result, the low Brazilian production for the 1986/87 
Brazilian cofEee year measured on an AprilJ!larch year, are spread between 
the 1985/86 and 1986/87 international coffee years. While the high 
ptlces of the late 1970s encouraged considerable expansion OL productive 
capacity in a number of countries, for which the best example is Indonesia, 
world productiorl recorded for years 1983/84 through 1985/86, and that 
;lrojected for 1986/87, has fallen below that for years 1980/81 through 
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.I!, : 1 ! j . t. c:ot fee : World Commodity Glance, 1980/81-1986/87 

(111 milltons of 60 kllogtam bags) - -.I- 

- ..- - . . -.- -- __- _.__- - 

October/September Years I- - ..- 
19H0/81 1981182 1982/83 1983/84 1984/85 1985186 1986/87 11 

__^... -.- ----_ _.-.- . .._....._ -.-_-.I___ 

YV.5 91.2 90.5 86.3 88.0 82.1 81.5 
--T-- - 23.‘) 2b.6 ‘3.4 24.7 25.9 20.5 -i-m 
13, 1 14.5 12.3 13.0 11.0 11.5 11.5 
51 .5 51;. 1 54.8 48.6 51.1 50.1 52 .o 

82.2 84.6 Ei6.1 85.2 05.9 85.0 84.6 
19.0 -i-E 19.8 19.3 19.5 L9.5 14.6 
(7.7) (7.8) (7.6) (7.2) (7.0) (7.0) (7.0) 
(I .5) (1.8) (1.8) (1.6) (1.8) (1.8) (1.9) 
(9.8) (ln.0) (10.4) (10.2) (10.7) (10.7) (10.7) 

63.2 65 .Ll 66.3 66.2 66.4 65.5 65.0 
(55.4) (56.0) (56.8) (56.2) (55.9) (57.0) (56.5) 

(7.81 (9.0) (9.5) (10.0) (10.5) (8.5) (8.5) 

1.2 I .3 1 .4 1.4 i .4 1.4 1.3 _I 

>b.7 
A.-- 

62.0 65.U 64.7 65.4 61.1 56.7 
41.6 XT 54.2 51.3 50.8 4s.8 41.7 

(15.1) (17.1) (15.4) (12.8) (13.4) (13.6) (8.6) 
(h.3) (10.1)) (11.3) (12.7) (12.3) (10.8) (9.4) 

(;!(J.?) (22.3) (27.5) (25.8) (25.1) (21.4) (23.7) 

IS.1 12.6 10.8 13.4 14.6 15.3 15.0 

~m;~~rLi:~j: co*lr~trfeu (6.1) (5.0) (4.4) (5.0) (5.4) (7.2) (6.4) 
.3t~lcks ic, t’rvc ;wrts ( 2 , 2 > (2.0) (1.9) (2.6) (2.8) (3.2) (2.81 
4: Il’laL, ,.I,, . rJ/ (6.8) (5.6) (4.5) (5.8) (6.4) (4.9) (5.8) . . 

__._-.- . . _ _.-___--_-- 

3 .!, : : I’s,: !i., ‘;I.,1 :,I: st;+C ist ir:s uf the International Coffee Organfzation (ICON. 
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Table L11.4. Coffee: Market Prices and Exports, 1980-86 

- - -- c-m- I. 

i98D 1981 Calendar Years 1982 1983 _._ 1984 
1985 1986 1/ 

?‘k,.! / ..I prices 
ii.fi daily composite 

indicator (in U.S. 
L?tli iars a pound) 

Other milds 2/ 
Kobusta 31 - 

: :. ii’,> I_ t s 
i‘1.j i1rnes 

( in millions of 
olJ-kg bags) 

:Jv:*f:lt)ping countries 
‘To lC0 members 4/ 
T nonmembers 07 ICO 

?ulrFrmd members S/ 
To ICC members - 
T(\ nnnmembets of ICO 

i ::it values (in U.S. 
dollars a pound) 

‘To 1CO countries 
‘Ti\ nonmembers of ICO a/ 

‘I’0 :CO members 4/ 
:o nonmemaer~; 0T iC0 

:‘OlrJ-Fund member 5/ 
1 3> ICO memuers- 

‘iu nonmembers of ICC 

!::~rilf11gs (in biLlions 
of U.S. dollars) 

%veloping cruntries 

1.51 1.16 1.25 1.28 1.41 1.33 
i-x i, 

1.75 
im 1.32 1.64 ix i-35 

1.47 1.03 1.11 1.24 1.38 1.21 1 .W 

60.0 60.7 -- - 64,7 66.3 68.7 71.1 67 .O 

(10.34) (6.96) 
(1.13) (0.98) 
0.20 0.13 

(0.06) (0.05) 

59.0 

(0.14) (0.08) 

59.7 
(53.2) (52.1) 

(5.8) (7.6) 

(A:!, (Z, 
(0.7) (0.6) 

1.47 1 .Ol P - 

1.47 1.01 
I.47 0.97 

11 .b? 8.07 - - 

11.47 7.94 

63.7 65.5 68.1 70.6 
(54.6) (55.5) (58.3) (60.6) 

(9.1) :lo.U) (9.8) (10.0) 

(& (“0::) (“0::) i”o::, 
(0.4) (0.5) (0.3) (if.21 

6b.5 
(59.0) 

(7.5) 
0.5 

(0.3) 
10.2) 

1 .s9 

1.09 
cf.52 

1.24 1.20 1.60 
0.76 0.88 1.47 

10.63 10.85 14 . (J 5 

8.86 
(7.R7) 
(0.99) 
0.13 

(0.09) 
(0.04) 

10.55 10.78 17.95 
(9.56) (9.62) (12.49) 
(0.99) (1.16) (1.46) 
0.08 0.07 0.10 

(0.05) (0.05) (!,.(Jb) 

(0.03) (0.112) (O.lil,) 

., a 8 ! , r t t: s : Commodities Division. IMF Research Department for prices. Export data arc 
t, :\a,li ~)II statistics of the International Coffee Organlzation (LCD). 

!ncl~tdes projections for the final quarter of the year. 
:.x-dock New York and BremenfHamburg. 
!-x-dock New York and Le Havre/Marseilles. 
Includes exports of an estimated 0.1 million bags a year from rrnnmembcrs of ICO. 
.iwv 1 B , Cuba , and other countries that are not members of tht Fund. 
1;slJnrt quotas were in effect from October 1980 to February 1986. Unit valuibs of 

: : .i II.I members and nonmembers are assumed equal in the absence of quotas. 





- 83 - 

Table 111.5. Tea: World Commodity Balance, 1980-86 

(In thousands of tor& 

1980 1981 
Calendar Years 

1982 1983 1984 1985 1986 L/ 

Production 1,836 1,871 
Green tea 390 424 

Cht na (233) (269) 
Other countries (157) (155) 

Black tea 1,446 1,447 
Indin (562) (554) 
Kenya (90) (91) 
Sri Lanka (191) (210) 
Other countries (603) (592) 

Consumption ( black 
and green) 

Tea-producing countries L/ 
China 
Lnd la 
Japan 
U.S.S.R. 
Other countries 

Tea-importing countries A/ 
Asian countries 
United Kingdom 
Other countries 

1,834 I.922 1,933 2,019 2,128 2,250 2,325 
1,072 1,163 1,197 1,260 1,321 1,450 1,525 

(1%) (251) (291) (275) (283) (310) (325) 
(346) (360) (372) (386) (400) (440) (460) 
(116) (114) (108) (113) (105) (120) (130) 
(186) (208) (200) (201) (215) (230) (2401 
(228) (230) (226) (285) (318) (350) (370) 

762 759 736 759 807 800 800 
(196) (197) (188) (2061 (219) (240) (230) 
(183) (181) (174) (168) (177) (160) (170) 
(383) (381) (374) (385) (411) (400) (400) 

Implied change in total 
stocks 

Closing stocks in the 
United Kingdom 

2 

91 - 

-51 

58 - 

1,932 2,037 
481 

2,170 
488 4139 

(328) (333) (341) 
(153) (155) (148) 

1,451 1,549 1,681 
(553) (583) (645) 

(96) (120) (116) 
(187) (179) (208) 
(615) (667 1 (712) 

-1 18 

55 - 

42 - 

62 - 67 - 

2,300 2,275 
520 535 

(365) (375) 
(155) (160) 

1,780 1,740 
(657) (640) 
(147) (135) 
(214) (205) 
(762) (760) 

50 

56 

-50 

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/ Estimated by Commodities Division, IMF Kesearch Department. 
z/ For India, adjustments have been made Ear stock changes; for other countries 

domestic consumption is derived as production less exports plus imports. 
3/ Net imports adjusted for stock changes where possible. Covers only countries 

wJi,ych 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 crnsumption 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 shortl.‘.ved as the price fall in 1985 resulted in 
earnings in that year of less than S!..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 Organizatfon 
( ICCO) daily price, which is an average of futures market prices on the 





Table 111.6. Tea: Market Prices and Exports, 1980-86 

1980 1981 
Calendar Years 

1982 1983 1984 1985 1986 L/ 

Market prices (in U.S. 
dollars a kilogram 21 

Volume6 (in thousands 
of tons) 

Developing countries 
Lndfa 
Kenya 
Sri Lanka 
Other countries 

Unit value6 (In U.S. 
dollars a kilogram) 

Earnings (in billions 
of U.S. dollars) 

Developing countries 

2.23 2.02 1.93 2.32 

858 864 838 875 
858 864 838 875 

(2241 (246) (190) (209) 
(85) (84) (91) (101) 

Cl851 (183) (181) (158) 
(364) (351) (376) (407 1 

1.93 1.83 1 .,66 1.91 

1.66 
1.66 

1.58 
1.58 

1.39 
i-33 

1.67 
1.67 

3.46 1.98 - - 

953 I ,000 
953 1,000 

(2171 (230) 
(91) (126) 

(204 1 (198) 
(441) (446) 

2.62 1.59 
- P 

2.50 1.59 
- P 

2.50 1.59 

975 
975 

(220) 
(115) 
(190) 
(450) 

1.45 

1.41 
1.41 

Source6 : Commodities Division, KHF Research Department for prices. Export date are 
estimates of Commodities Division, IMF Research Department, derived from statistics of 
the International Tea Committee and the UN FoGd and Agriculture Organieation. 

I/ Includes projections for the final quarter of the year. 
If London auction price, a.verage all teas. 





- 86 - 

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 
ICUI price rose to an average of 108 cents in December 1985 before 
failing 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 ?n 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 cauntrles, about three quarters in the form of beans and 
about one quarter In the form of products. L/ 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 elastfcltles tend to be low, betveen 0.3 and 0.4, except 
for low consumption markets and nev markets, vhere 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 consumption has been high. Throughout the 1960s and in 
the early 1970s the U.S.S.R. and Eaetern European countries provided 
rapidly growing markets and in the early 1960s Japan also provided a 
growing market. As a consequence, consumption has become geographically 
less soncentrated than was the case earlier in the century. 

Desplt@ the evident competition of chocolate with other confectionery 
and snack foods In many countries and the observed behavtor 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 demand. 
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 
earlfer, and about -0.30 when various longer lagged responses in world 
consumption are taken into consideration. 

Because of the situation of relative stability 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 in 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 

11 Cocoa products are obtained by “grinding” cocoa 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 is used to make these products, the 
remaining 20 percent fs waste or a low-valued by-product. 
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as insecticides, funglcldes, and fertllizers, 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-tetm 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 illustrated by the production increase in West Africa in 
the late 1950s and the early 1960s following extenslve 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 prims with high and low prices 
alternating roughly each decade: relatively high prices in the decade 
of 19509, relatively low prices In the 1960s. relatively high prices in 
the 19708, 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 domevhat 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’Ivolre in the late 1970s 
was of a structural nature, although it was facilitated by the price 
movements at the tjme. 

Underlying the developments in the cocoa market In the 1980s has 
been contlnulng growth in productive capacity, as trees planted during 
the period of high prices In the second half of the 19706, especially 
in Cote d’lvolre, Brazil am! Malaysia, reaclr maturity. Three succes- 
sive record crops in 1979i80, 198Oi81 and 1981i82, well above the level 
of world consumption, brought end-September 1982 stocks to just under 
50 percent of annual consumption (Table 111.7). Average prices fell by 
21 percent in 1980, 20 percent in 1981 and 16 percent In 1982. However, 
in 1982-83 two successive years of very lov 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 1981i82. As a result, consumption exceeded 
production by 7 percent in 1982/83 and by 12 percent In 1983i84. 
End-September 1984 stocks fell to a little more than one quarter of 
world consumpt Ion. Prices in 1983 Increased on average by 22 percent 
and in 1984 increased a further 13 percent. 

The 1984i85 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’lvoire, was 570 thousand tons, 29 per- 
cent of world production and more than one third greater than the drought- 
reduced 1983184 crop. As world production exceeded world consumption by a 
considerable margin, stocks were replenished. In spite of this, the price 
decline in 1985 was limited to 6 percent because of early expectations 





Table 111.7. Cocoa : World Commodity Balance 
for Cocoa Beans, 1980/81-1986187 

(In thousands of tons) 

October/September Years 
1980/81 1981/82 1982183 1983/84 1984185 1985/86 1986187 11 

Product ion 21 1,700 I ,72U 1,520 1,520 
Brazil 350 310 330 300 
Cameroon 120 120 110 110 
Cote d’lvoire 420 460 360 420 
Ecuador 90 90 40 40 
Ghana 260 230 180 160 
Malaysia 50 60 70 90 
Nigeria 160 180 160 120 
Other countries 250 270 270 280 

Grinding 
( consumption) 

Cocoa bean producing 
countries 

EC 
United States 
U.S.S.K. 
Gther countries 

End of year stocks 660 780 

1,570 1,580 1,630 1,700 1,840 1,850 1 ,880 

520 470 490 510 590 600 610 
540 570 570 613 640 640 640 
190 200 190 210 200 200 200 
110 130 150 140 170 160 170 
210 210 230 230 240 250 260 

660 7 

1,950 
410 
120 
570 
120 
180 
100 
150 
300 

1,920 
380 
120 
560 
1olJ 
220 
120 
11C 
310 

1,940 
410 
120 
540 
YO 

220 
130 
120 
310 

460 550 600 640 

Sources: International Cocoa Organization (KZCO), Quarterly Bulletin of Cocoa Statistics 
(London) , various issues. 

I/ Projected by Commodities Division, IMF Research Department. 
?/ Cross production. 

1 Tercent. 
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’Ivolre and Nigeria. However, production in 1985/86 
In Cote d’lvoire 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 price% strengthened whenever it has appeared that 
the negotiations might result in 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 Agreement, provides for a buffer 
stock of 250 thousand tons of cocoa. 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 million) 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 rotatfon as necessary, since that time. 
Under the new Agreement, the buffer stock mana.ger will have from the 
outset 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 
mandatory 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 
fs optimal. There are also new previsions which should facilftate 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 arzd the expiration of the 1980 Agreement at end-September 1986, 
cocoa-exporting and cocos-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 meeting8 in 
September, decided to make use of the tranaitoty provisions of the 
1980 Agreement to maintain certain measures establiehed under that 
Agreement for an interim period lasting until end-January 1987. These 
measures enable the continued holding of cocoa in the buffer etock 
and the continuation of the collection of the levy on trade which is the 
main source of finance for buffer stock operations. 

Price% should remain near the September level for the remainder 
of 1986, resulting in a 7 percent decline for 1986 as A whole from the 
1985 average. Export volumes are projected to increaee over the level% 
of 1985 but their effects on export earnings is projected $,,o be out- 
weighed by lower export unit value% (Table 1X1.8). Export earning%, 
therefore, are projected to decline by approximately 4 l/2 percent in 
1986. 

The incrc?aslng trend in world cocoa production is likely to continue 
in the late 1980%. While there may be some small decrease in production 
in Cote d’lvofre in 1986187 on account of dry weather in 1986, the trend 
of production remain% upward in that country. Production in Cote d’Xvoi. 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 extent of new planting in recent year% in Cote d’Ivoire greater 
than earlier realized. Part of the re%ponse of production is the 
result of a favorable producer price for cocoa beans in Cote d’lvolre 
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 1970%. it appears that the lower market price% and 
the decreased production incentives in the form of credit and of subsi- 
dies on other inputs ha% served, and will continue to serve, to check 
the increase in production. Production in Malaysia continues to increase 
steadily and rapidly and there are signs 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 1% expected that the production increase% 
there will be modest. Because of the lower world prices in the 1980s 
in both nominal and real term% 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. 

Tn 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 ICC0 should contain any sharp upward movement 
in prices as a result of short-term weather or other supply shocks. 
Thr: ability of the buffer stock manager of the ICC0 to purchase quickly 
a further 100 thousand tons of cocoa plus the potential use of other 
support provisions of the new Agreement, in particular the stock 
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Table 1X1.8. Cocoa : harkec Prices and Exports, 1980-86 

Calendar Years 
1980 1981 1982 1983 1984 1985 y 1986 _1/g 

Market price8 of cocoa 
beans (in U.S. dollars a 

pound) 2/ 

Ezpgrts of cocoa beans 
and products k/ 

Volumes (in thousands 
of tone) 

Beans 

Products 
Developing countries 
Industrial countries 

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

Beans 

Products 
Developing countries 
Industrial countrfes 

Earnings (in billions of 
U.S. dollars) 

Beans 
Developing countries 

Products 
Developing countries 
Industrial countries 

1.18 0.94 0.79 0.96 1.09 -* - 1.02 P - - - 

1,033 1,190 1,190 1,100 1,200 1,300 

520 530 530 560 600 630 
330 320 300 320 336 350 
190 210 230 240 270 280 

1.20 0.80 0.71 0.73 0.92 0.85 v--m--- 

1.74 1.31 I .13 ’ .09 1.34 1.28 
i-31.24 0.97 il.97 1.27 1.21 
2.08 1.42 I .35 1.25 1.43 1.37 

2.72 2.09 1.86 1.77 2.43 2.44 
2.72 2.09 1.86 1.77 2.43 2.44 

2.00 1.52 1.31 1.35 1.78 1.78 
xi-i 0.86 0.65 0.68 0.93 0.93 
0.89 0.66 0.66 0.67 0.85 0.85 

0.95 

1 ,320 

650 
370 
280 

0.80 

I,19 
1.10 
1.30 

2.33 
2.33 

1.70 
0.90 
0.80 

Sources : Commodities Division, IMF Research Department for prices. UN Food 
and Agriculture Organlzation, FA0 lrade Yearbook (Rome), various issues, for 
exports. For cocoa beans, export data include only exports from cocoa bean 
producing countries. 

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

2/ Includes projections for the final quarter of the year. 
T/ Averages of ICC0 daily prices. 
4/ Cocoa products are obtained by grinding cocoa beans. They consist of 

cocoa butter, cocoa povder 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 1s 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. 

IV. 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 
mid-1980s consumption demand for this rather heterogeneous group of 
commodities-- non-food agricultural commodities which are used primarily 
as industrial lnputs-- 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 insofar 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 (Tab12 IV.l). 
Contributing to the strength of demand for agricultural raw materials have 
been (I) the relatively high prices of petroleum until 1986, and hence of 
petroleuorbased products, which compete with agricultural raw materials, 
(2) a relatively strong demand for imported timber on account of income 
growth in Japan and the United States, and (3) abundant supplies of most 
agricultural raw materials which have tendt;! 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 in 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, ref letting 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. 

IGo 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. k’lth 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.l. Prices of Agricultural Raw Materials and Selected Underlying Factors, 1970-86 

(Annual percentage changes) 

Year 

Prices 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 Agrlculturel 
dollars) Real 11 Countries Petroleum Unadjusted dollars Raw Materials 2/3/ Raw Materials 37 -- 

1970 2.2 -3.6 2.2 3.0 6.0 6.3 
197 1 -1.1 -5.9 3.6 20.0 5.7 6.9 
1972 13.9 5.3 5.5 16.4 5.1 9.2 
1973 60.0 36.3 5.9 40,o 7.0 12.6 
1974 4.1 -13.6 0.1 225.8 11.7 9.4 
1975 -14.7 -24.7 -0.6 5.1 11.0 12.0 
1976 28.0 27.6 5.0 6.3 7.8 4.0 
1977 1.1 -7.1 3.9 9.4 7.6 9.2 
1978 6.4 -7.7 4.6 0.4 7.3 15.5 
1979 37.6 21.2 3.3 45.9 8.2 9.9 

1.8 
1.3 
0.1 
2.7 
1.5 

-2.6 
2.5 
1 c 
1 
1:; 

1.9 
3.S 
2.9 
2.7 

-1.4 
1.6 
1.4 
1.2 
2.3 
3.2 

1980 10.7 0.3 1.1 63.5 9.3 9.4 -1 .o 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 47 2.1 -13.1 2.6 -41.4 3.1 16.3 1.0 2.1 

Source: Commodities Division and Current Studies Dlv~isioo, IHF Research Department. 

l/ Deflated by unit values of manufactured exports. 
Tl Production plus beginning of (crop) year stocks. 
z/ Croup index constructed using same weights for indices of individual agricultural raw materials as in group 

price index. 
41 Provisional estimates. - 
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Table IV.2. Prices of Agricultural Raw Hafrrlals, 1960-86 

(In U.S. dollars) 

Year 

l.Alldll Xedlum- 
Logs 1 / Staple Natural Fine 

(a cub% 
Jute 6/ 

cotton ?/ Woo? 51 Sisal 71 
meter) (a poundT 

Rubber 3/ Tobacco ii (a long 
!a po\ndT 

Hides s/ 
(a pound) (a kilogyam) ton) (a con)- (a pound) 

1960-69 35.7 
197u-79 77.8 
1980-86 149.8 

o.zlr 0.68 2.56 265 269 0.14 
0.31 1.00 4.02 330 494 0.33 
0.65 1.72 5.47 4oc 600 9.49 

1979 4j.2 0.29 0.18 0.81 1.97 274 161 u.13 

1971 43.3 0.34 0.15 0.73 1.78 286 185 0.16 
197? 60.6 U.36 0. I5 0.80 2.98 299 2s2 0.30 
1973 b13.1 0.62 0.31 o.ab 6.99 289 536 0.34 
1971r 81.5 U.65 0.34 0.96 4.92 353 1,056 0.24 
19i5 67.5 0.53 0.25 1.04 3.87 377 580 0.23 
1976 92.0 0.77 0.35 I .ori ?.99 300 468 0.36 
1977 89.8 0.71 0.37 1.14 4.30 324 511 0.37 
19!8 91.6 If.72 0.45 I.26 4.43 606 475 0.48 
1979 160.6 0.77 0.57 1.35 5.25 391 713 0.73 

198U 
1981 

'1982 
1983 
L984 
1985 
19Hb 91 - 

IYUS I 
11 
III 
IV 

143.0 U.94 0.65 1.43 5.97 319 765 0.46 
144.4 0.86 U.51 I .61 6.13 283 645 0.42 
143.1 0.73 0.39 1.83 5.73 288 595 0.39 
136.4 0.84 O.&U 1.86 5.40 303 571 0.45 

149.6 0.81 0.43 1.86 5.59 579 584 0.59 

132.3 0.60 U.34 1.84 4.95 710 525 0.51 
150.0 0.46 0.36 1.6& A.54 319 513 0.66 

146.8 (1.88 0.51 1.79 5.8Q hi2 568 0.55 

lb7.6 U.87 0.66 1.80 5.85 6 10 590 0.59 

146.5 0.76 O.&l 1.87 5.36 6lb 597 0.63 

137.h II. 73 U.37 1.96 5.34 880 580 0.58 

1985 I 128.6 U.hY 0.3s 1.86 5.13 
II I3Q.r. 0.65 0.36 1.88 S.16 
Ill 129.1 5.57 0.34 1.83 6.91 
IV 141.1 0.48 0.3& 1.81 6.63 

lS8.5 U.53 Q.35 1.69 4.72 

146.5 V,L5 0.35 1.48 4.82 

541 0.66 

537 0.69 
519 0.51 
501 0.60 

503 0.58 
511 0.67 

141.6 ‘01 0.39 I!. 38 1.61 4.33 290 II/ 524 ll/ 0.67 - - 

SourcU: Cormodltles Dtvislon, 1ZtF Research Department. 

g Philfpplne lws, ,~:‘erng,r r;hnlusalc price. .Ia~all. 

$1, 
Llverpoc~l lndrx A. c.1.f. LIverpo~>l. 
!lalaysl.~n RSSI, i.o.b. >!alaysla. 

T 
‘1 I !:nl ted ScaCes, average, estimated prices receLr*ed by producers. 
7 
>: u.1:. Dumlnlon, 51:‘s. 
;;, Banql.aiesh L’D, i.o.b. Chlttn~on~~Chnlna. 
T. i : t:asc Airisan orlyin. c.i.i. Etirope.1n ports. 
rt C.S. r;holesalp price, Chlcaqu. f.o.b. ahlpping point. 
;i: including pr,,jec-ions for the ftnai quarter of the year. _. 

. I 3 .’ .Jul: prlr-e. 
x : 
L-L A:.cr .lb!P Slf :!: : :c .lr;d ;tu~usL prices. 





Table IV.3. Hardwood Logs and Sawnwood: World Productian, 1980-86 

(In millions of cubic meters) 

1980 1981 1982 1983 lY84 1985 1986 

Production 

Logs 
Industrial countries 
Developfng countries 

Brazil 
China 
Indonesia 
Malaysia 
Other 

Non-Fund members 

Sawnwood 
Industrial countries 
Devztlopfng countries 

Brazf. 1 
China 
Indonesia 
Malaysia 
Other 

Non-Fund members 

258.6 244.9 
72.6 68.3 

160.6 151.0 
(14.3) (14.3) 
(13.7) (14.4) 
(27.6) (23.3) 
(28.5) (26.6) 
(76.5) (72.4) 

25.4 25.6 

113.5 111.1 
37.9 35.0 
61.6 61.9 
(7.7) (8.4) 
(7.8) (8.2) 
(4.8) (5.2) 
(5.9) (6.2) 

(35.4) (33.9) 
14.0 14.2 

233.6 
55.5 

153.1 
(14.3) 
(15.0) 
(22.4) 
(30.3) 
(71.1) 
25.0 

106.9 
29.2 
63.6 
(8.4) 
(8.6) 
(h.8) 
(6.4) 

(33.4) 
14.1 

242.8 
59.4 

158.2 
(14.3) 
(15.8) 
(25.5) 
(33.0) 
(69.6) 

25.2 

108.8 
29.9 
64.9 
(8.4) 
(9.0) 
(6.2) 
(7.1) 

(34.2) 
z4.0 

242.1 
58.3 

158.7 
(14.3) 
(15.8) 
(26.0) 
(31.6) 
(71.0) 
25.1 

111.7 
31.8 
66.0 
(8.4) 
(9.0) 
(6.3) 
(7.1) 

(35.2) 
13.9 

241.5 
58.1 

158.0 
(14.2) 
(16.5) 
(18.0) 
(31 .O) 
(78.3) 
25.4 

110.5 -- 
32.0 
65.1 
(8.4) 
(8.1) 
(7.0) 
(6.6) 

(35.0) 
13.4 

241.U -. 
57.!1 

157.8 
(14.4) 
(16.7) 
(18.C) 
(31.; 1 I 
(77.2) 9 
.5.3 li’ 

112.3 
32.2 
66.5 
(8.5) 
(8.2) 
(7.3) 
(6.8) 

(35.7) 
13.3 

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

1980 1981 1982 1983 1984 1985 1986 r/ 

Market prlcea (in U,S, doLlars 
a cubic meter) 

Logs g 

Sawnwood A/ 

Exports 

Logs 
Volume (in q llllons of 

cubic meters) 
Industrial countries 
Developing countries 
Non-Fund members 

Unit value (in U.S. 
dollars a cubic meter) 

Industrial countries 
Developlsg countries 
Non-fund members 

i’alue (in billions of 
U.S. dollars) 

Industrial countries 
Developing countries 
Non-Fund members 

Saunwood 
Volume (in millions of 

cubic meters) 
Industrial countries 
Developing countries 

Unit value (in U.S. 
dollars a cubic meter) 

Industrial countries 
Developing countries 

Value (in billions of 
U.S. dollars) 

Industrtal countries 
Developing countries 

193 .o 144.4 -- 

365.1 314.1 -- 

42.0 33.1 
2.773 
38.9 30.1 

0.4 0.3 

105.3 87.5 
151.6 113.4 
102 A 85.2 

68.0 84.1 

4.42 2.89 
0.41 o.Jo 
3.99 2.57 
0.02 0.02 

12.5 10.9 11.0 12.5 13.1 13.1 12.7 
2.8 2.7 2.5 2.8 --TX 2.5 -2.0 

9.7 8.2 8.5 9.7 11). 1 10.6 10.7 

245.1 222.4 -- 
298.8 270.9 
230.2 207.0 

3.06 2.44 2.33 2.68 2.57 2.31 2.19 
0.8(( r1.73 0.65 G-I-E ini x-33 0.4I 
2.22 1.71 1.68 1.96 l.H6 I.78 1.78 

143.L 136.4 Lb9.6 132.1 150.0 

302.0 304.3 306.8 276.3 265.0 

33.4 32.5 30.0 26.1 L5.7 
2.2 2.5 2.2 2.8 2.5 
30.9 29.7 27.0 23.1 23.0 

0.3 0.3 0.3 0.2 0.2 

87.9 86.6 87.8 84.8 92.1 
115.9 108.8 l0s.T 103.6 107.9 

86.0 84.8 86.1 82.4 89.9 
84.8 85.9 82.6 80.8 80.4 

2.93 2.81 2.63 2.21 2.3.7 
0.26 0.27 0.?9 0.29 0.28 
2.65 2.52 2.32 1.90 2.07 
0.02 0.02 0.02 0.02 O.U2 

211.4 214.7 195.9 177 .o 173.0 
261.1 254.6 234.1 211.8 2u7.0 
197.3 203.2 184.5 168.1 166.0 

Sources : Commodities Division, IEF Research Department for prices. Fur exports, UN Food 
.lnd Agriculture Organitation. Yearbook of Forest Products. frrr 1981-W and estimates of 
Commodities Division, IHF Research Department, for 198546. 

I/ Including projections for the final quarter of thr year. 
7; Indonesian lauan logs, average wholesale price ln Japan. 
35’1 Ya Lays inn merant i , select and better qualtty. c.1.f. French prlrts. - 
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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 
:n houslng starts in the United States and Japan, but In the second 
half of 1984, housing starts In the Unlted S:ates 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. L/ 

In the final quarter of 1985, log prices rose significantly 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 a major producing area of the Philippines. 
Also influencing thz upswing in prices was the sharp depreciation of the 
U.S. dollar from October 1985 onward. By conttast, the price of sawnwood 
(as represented by the price of Malaysian meranti In Europe, expressed 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 msfnly 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 developi-ng countties, 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 eawnwood 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 highet-priced products 
were achfeved, but comprehensive data are not available for these exports 
to allow quantification with a reasonable degree of certainty. 

Log prices in 1986-87 are projected 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 plyvood shipments to Japan doubled in 1985, and 
Xnzonesia 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 aawnwood 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. r/ 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 pet 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 ptogtam of export subsidies in order to 
reduce government held stocks and to recapture market share lost to 
other producers. 

World cotton production has exceeded world cotton consumption for a 
number of years due to three main reasons. First, yields have increased; 
the average yield rose from 411 kilos per hectare (k/ha) during 1973/74- 
1975/76 to 510 k/ha during during 1983/84-1985186. The higher yields in 
the 1980s reflect not only better cultivation practices, the use of 
higher-yielding cotton varieties and better peat control, but also the 
effects of uninterrupted favorable weather conditions in moat major 
cotton-producing areas for a number of years, an important exception 
being the weather in the United States for the 1983184 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 19608, 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 medim-staple 
cocton. Price quotations for medium-staple cotton refer to the Liverpool 
Index “A”, 1 3/32 inch staple, average of the cheapest five of ten styles, 
c.1.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 has 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 lfttle more than the rate of increase in population. Demand 
elasttcity 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 1984185 crop year (August/.Iuly) 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 remalned 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 subsidised sales of low quality cotton for use as padding in 
quilts. In the Unfted States, favorable factors included growing 
consumer preference for natural fibers. Consumption elsewhere appears 
largely unchanged. 

World stocks have Increased steadily in recent years because of 
persistent surplus producclon. 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 11 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 remafned 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 IV.5. Cotton: World Commodity Balance, 1980/81-1986/87 

(In mlllions of tons) 

August/July Years 
1980/81 1981/82 1982 183 1983/84 1984185 1985186 I/ 1986/87 2/ 

14.05 15.36 14.75 14.71 
2.71 7x7 3.60 4.64 

19.02 17.08 
6.26 4.15 

2.42 3.40 2.60 1.69 2.83 2.95 
2.87 2.83 2.65 2.67 2.41 2.58 
6.05 6.16 5.90 5.71 7.52 7.40 

Production 21 
China 
United States 
U.S.S.R. 
Other countries 

15.83 
4.25 

2.29 
2.57 
6.72 

Consumption 2/ 
China 
United States 
U.S.S.R. 
Other countries 

16.44 
3.92 
1.48 
2.09 
8.95 

14.39 14.33 14.77 15.06 15.33 
3.27 3.50 3.57 3.55 3.53 

16.05 
3.88 
1.37 
2.03 
8.77 

1.28 1.15 1.20 1.29 1.21 
1.94 1.95 1.97 1.98 1.99 
7.90 7.73 8.03 8.24 8.60 

z 
0 
I 

Closing stocks 3/4/ -- 
China 
United States 
Other countrfes 

5.70 5.76 5.65 9.43 10.46 
0.60 Tim i-xi 4.10 3.91 

9.82 
TX 
1.45 
4.54 

4.72 
0.66 
0.58 1.44 1.73 0.60 0.89 2.06 
3.48 3.66 3.34 3.44 4.44 4.49 

Sources : International Cotton Advisory Cotnmittee, Cotton: World Statistics (Washington), 
various Issues. 

I/ Estimate. 
51 international Cotton Advisory Committee forecast. 
T/ All staples. 
z/ Hay not agree with production and consumption data because of difference in coverage. 
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large amount of cotton held in government warehouses. In addition, 
export subsidies calculated on the basis of world prices would be granted 
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 
annouF.-ement of the farm bill had the effect of reversing the recovery 
in cotton 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 materlallzed ln 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 consequences for 
price8 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 lover than in 1984 due to the lack of competiriveness 
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 pr Lees (Table IV.6). E,arnlngs of industrial countries fell 
by 37 perc<:lt 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 tons, a 
7 percent reduction with respect to 1985/86, mainly due to sn aatlc$pa,ted-: 
reduction in U.S. output. Consumption is projected to t,ucrease by 2.4 pey’ 
cent to 16.4 million tons due to the growing popularkty of natural fiberg, ‘. 
which has been strengthened by low prices, and the measures taken by Chir$ 
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 disposing:.. 
of its large stocks and subsidising exports. In 1987, however, prices . . 
could firm somewhat as cotton producers adjust to the new U.S. pol1c.y. 

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 t 
the emergence of an excess supply on the world market caused by the rapid 
growth of output. Market conditions remained weak in 1985, and further 
price declines were limited by substantlal purchases by the buffer stock 
of the International Natural Rubber Organizatlon. Weather-related supply 
Lld.tatlons enabled prices to rise again in the first nine months of 1986, 
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 Prlcee and Exports, 1980-86 

1980 1981 
Calendar Years 

1982 1983 1984 1985 Lf 1986 112 / a- 

Market prices (in U.S. 
cents a pound) 

Medium-staple 21 
Long-staple Al 

Volume5 (In million6 
of tons) 

Lndustrial countries 
United States 
Other6 

Developing countries 
China 
Egsw 
Others 

Non-Fund member6 a/ 

Unit Value6 I/ (In U.S. 
cents a pound) 

Industrial countries 

Developing countries 
Non-Fund members a/ 

Earnings (in billIOn 
of U.S. dollars) 

Industrial countries 
Developing countries 
Non-Fund members a/ 

93.7 84.0 72.5 84.1 80.9 59.9 45.5 
153.5 152.0 124.9 140.0 163.8 164.0 157.6 

4.81 4.31 4.42 4.30 4.23 4.10 
1.91 1.37 1.53 1.38 1.61 1.20 

(1.82) (1.27) 
(0.09) (0.10) 
2.04 2.01 

(0.;;;) co.;% 
(1.88) (1.83) 
0.86 0.93 

(1.39) (1.20) (1 .SO) (1.10) 
(0.14) (0.18) (0.11) (0.10) 

1.92 2.10 1.97 2.2s 
(0.02) (0.13) (0.20) (0,401 
(0.20) (0.21) (0.17) (0.18) 
(1.70) (1.76) (1.60) (1.67) 
0.97 0.82 0.65 0.65 

73.6 77.7 65.3 68.2 73.5 62.0 46.0 
7i-3 80.8 64.4 68.474.2 63,o 45.0 
75.8 78.1 64.1 66.9 73.8 61 ,O 47.0 
73.4 72.4 69.1 71.2 70.7 63.0 48.0 

7.82 7.38 6.36 6.47 6.86 S.60 
3.00 En x-i7 2.08 2.64 ix7 
3.42 3.4s 2.71 3.10 3.20 3.03 
1.40 1.48 1.48 1.29 1.02 0.90 

4.30 
1.60 

(1.50) 
(O.lO)- 
2.05 

(0.35) 
(0.18) 
(1.52) 
0.65 

4.36 
1.55 
2.12 
0.69 

Source : Commodltles Division, IMP Research Department for prices. UN Food 
Agriculture Organizatlon, FA0 Trade Yearbook (Rome), various Issues, for exports. 

11 Data on exports are eetlm6tes of Commodities Division, LMF Research Department. 
2/ Includes projections for the final quarter of the year, 
31 Liverpool Index A, c.1.f. Liverpool. 
4/ Egyptian, c.1.f. Liverpool. 
z/ All staples. 
Ji-/ Mainly U.S.S.R. 
7/ Derlved and therefore an average of medium- and long-staple untt 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 (RSSl), 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 slowdoun in the pace of economic growth in industrial countries, a 
mild “wintering” resulting in a smaller&hen-normal reduction in supply in 
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 again weakened. 
Despite substantial purchases by the buffer stock of tFf# 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 s,tock 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 270 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 LNRA 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” region 
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 6 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 
ref lectlng, 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 lV.7. Natural Rubber: World Commodity Balance, 1980-86 

(Ln thousands of tons) 

1980 1981 
Calendar Years 

1982 1983 1984 1985 1986 I/ 

Commodity balance 

Product ion 
Indonesia 

3,850 3,705 3,750 4,025 4,260 4,340 4 ) 350 
1,020 868 880 997 1,115 1,130 1,t00 

Malaysia 1,530 1,510 1,494 1,564 1,529 1,458 ! ,470 
Thailand 501 504 552 587 610 715 750 
Other countries 799 823 824 877 1,006 1,037 1,030 

I 

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 
MR0 buffer stock 2-/ -- -- 231 269 269 356 360 

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

I/ Estimates of Commodities Division, IMP Research Department. 
?/ Stocks in store are lower than cumulative net buffer stock purchases due to 

de?aul ts, cancellations, rejections, losses and damage. 

w 
0 
* 
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reduce excess inventories. 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 waa in substantial surplus in the 
second half of the year. Under conditions of high real interest rates, 
falling prices, and the ready availability of supplies for immediate 
needs, consumers continued to run down their inventories through most of 
this period. Taking into account an lncteaae of 87 thousand tons in the 
size of the buffer stock during the year, commercial stocka of 1.4 million 
tona at end-1985 were about 100 thousand ton8 leas than at end-1984. 
This level is believed to be the lowest ever recorded just before the 
onset of a wintering period. 

Natural rubber la produced and exported entirely by developing 
countries. The volume of world export8 in 1985 waa about the same as in 
1984, but export earnings expressed in U.S. dollars declined by 25 percent 
after increasing by 6 percent In 1984 (Table IV.8). The fall In average 
unit values exceeded the 20 percent decline in the average price of RSSl 
between 1984 and 1985 because the premium of RSSl over lower grades of 
rubber widened in 1985. The dlatributlon of export earnings among major 
producers reflected change8 in their levels of production; the export 
receipt8 of Thailand and Indoneaia Increased, while those of Malaysia 
declined. 

Both the MIP and the price of RSSl in Malaysia recovered somewhat in 
January 1986 and then rose sharply in February as consumers seeking to 
rebuild inventories were faced with a lower aupply 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 grade8 of rubber. Despite the absence of a aurplua 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 feedatock pricea for competing synthetic rubber, sluggish demand in 
industrial countries with conaumera 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 HIP 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 la 
expected to decline again tovard 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 aa 
in 1985, while world consumption, which will be boosted by strong demand 
from China and the U.S.S.R. and higher automobile 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 1 percent and export earnings are expected to increase by 6 percent 
(Table IV.8). 





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

1980 1981 
Calendar Years 

1982 1983 1984 1985 r/ 1986 l/2/ -- 

Market prices (in U.S. 
cents a pound) 2/ 64.6 50.9 38.9 48.3 43 -4 34.4 36.1 -- 

Export6 (in thousands 
of tons) 

Volumes 

Indonesia 
Malaysia 
Thailand 

Developing countries 

Other countries 

3,290 

(980) 

3,110 

(810) 

3,070 

(800) 

3,410 

(940) (1,010) 0;0701 (1;mN 

3,580 3,590 

‘1;:;;; 0;;;;; “;;J;; ‘1;:;;; “;;$; (1.425) (1,400) 

3,620 

(685) (725) 

3,290 

(320) 

3,110 

(340) 

3,070 

(340) 

3,410 

(350) 

3,580 

(390) 

3.590 

(410) 

3.620 

(395) 

Unit values (in U.S. 
cents a pound) 59.3 48.4 36.3 43.7 44.2 33.0 34.7 

Earnfnge (lo billione 
of-U.S. dollare) 4.30 3.32 2.45 3.29 3.49 2.61 2.77 

Developing countrlee 6.30 3.32 2.45 m 3.49 2.61 777 

Source : Commoditiee Division, IMP Research Department for prices. Data on exports from 
UN Food and Agricultural Organlzation, FA0 Trade Yearbook (Rome), various lssuee, and 
include only exports of rubber-producing countries. 

I/ Data on exports are estimate6 of Commodities Division, IMP Rceearch Department. 
2/ Includes projections for the final quarter of the year. 
21 Malaysian RSSl, f .o.b. Halayeia. 
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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 expected 
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 material6 

a. Tobacco 

World production of unmanufactured tobacco in 1986 is 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 State6 is expected to outweigh increases in 
Argenttna, Pakistan, and Zimbabwe. However, the importance of these 
production changes la over-shadowed by the existence of large stocks 
of unmanufactured tobacco, particularly in the United Statea. World 
stocks ate estimated to equal 15-16 months of world usage. 

Tobacco usage in cigarettes production continue6 to increase 
because Increases in usage in developing countries outweigha decrease6 
in industrial counttiea. In 1985, world produc:tion of cigarettes 
increased by 4 percent, wfth a 10 percent increase occurring in China. 

Because of the pattlal segmentation of the international tobacco 
market both on a geographical basis and on the basis of different types 
of leaf and methoda of curing, developments in some countrlee can be 
partly isolated from development8 elsewhere. However, the change8 in 
the production and marketing policies of the leading exporting countries, 
in particular the United States. can h..ve widespread repercuaslons on 
tobacco markets throughout the world. Despite the increasing shift in 
production and consumption of tobacco to developing counttiee, the 
United States remains the second largest producer of tobacco (after 
China), is the leading exporter of unmanufactured 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.S. policy is to 
reduce publicly-held stocks of old tobacco and to teduce 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 manufacturers 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 fot 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 IV.2). 
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b. WOO1 

The price of fine wool, expreesed 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. 11 However, these declines 
reflected changes in the exchange rate of the czrrency 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. 21 

World production of wool in 1984185 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 1983/86 season. The recovery in 
world sheep numbers, following a period of reduction8 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 rearing 
sheep for wool is still considered relatively high in comparison with that 
of other agricultural activities and the numbers of sheep are expected to 
remain stable f.n 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 l/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 ovn stocks for the 
first time during the 1985/86 season. However, demand appeared to weaken 
as the year progressed 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. 

l/ 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 race changes, are not reflected in prices 
measured in terms of U.S. dollars. 
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C. Jute 

The price of jute has experienced extreme fluctuations in recent 
years. r/ 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 years of poor crops and high prices. In 1985/86 increased plantings 
and a bumper crop caused prices to fall sharply once again. The immediate 
cause triggering these fluctuations was the exceptionally low 1983184 
crop in Bangladesh which was caused by drought in the planting season 
and severe flooding in the harvest season. 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 1978/79-199Ol81. 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 198Sf86 crop is est. mated to be 21 percent above the 1984185 
crop. By August 1986, prices had declined to around the level prevailing 
in the early 19806, 60 percent below the average for 1985. 

World jute co.~sumption h&s remained fairly stable since the late 
19708, but the di6tribution of consumption between developing and 
industrial countries has changed markedly. Whereas developing countries 
accounted for 70 perceat of total consumption in the 1978-80 period, 
they accounted for 77 percent la 1984, the last year for which complete 
data are available; consumption by industrial countries has declined 
steadily over time because of competition from synthetic fibere. The 
fluctuations in price, In addition to periods of scarcity when contracts 
cannot be fulfilled, are believed to be an important factor causing the 
world market share of jute to shrink in favor of synthetic fibers, whose 
regular availabillty 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 reduction in demand 
for jute. 

Prices are expected to remain weak in 1986 as a result of the large 
1385/86 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, Bangladesh has constituted its own 
buffer stock on the basis of the carry-over from the 1984/85 crop. 

d. Sisal 

The price of s!.sal declined by 10 percent in 1985 due to a fall 
off in demand that resulted in considerable accumulatfon of stocks 
early in the year in Tanzania and Kenya. L/ Import demand for raw sisal 
fell because of a drop in the demand for baler and binder twine in 
Northern Europe due to vet and cold weather which reduced hay production. 

i/ Bav Bangladesh jute, BUD, f.o.b. Chittagong-Chalna. 
2,’ The price refers to East Afrfcan sisel, 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 JanuaryJuly, 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. I/ Prices, however, 
fell to 44 cents per pound during the first quartey of 1985 and remained 
low during the two following quarters. However, during the fourth 
quarter of 1985, a reduction in cattle slaughtering6 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 
lover 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.S.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 slaughtering8 
there are estimated to have increased by 12 percent in 1985, while a 
severe winter and feed shortages caused cattle slaughterings in the 
U.S.S.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 suppliea 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. 

I/ 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. 
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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 
fn the seven major industrial countries of over 3 percent (Table V.l). 
The annual rate of growth in consumption of metal8 ha8 declined from an 
average of over 5 percent during the period 1966-73 to an average of 
0.6 percent during 1974-8S, vhile the rate of growth in induetrial 
production declined from an average of 6.0 percent to an average of 
2 .O percent. Technological Innovation in the uge of “nta” material8 
such a8 plastics and alloys, has led to euberitution for most of the 
metals discussed individually in thie 8eCtiOn. The trend toward down- 
sizing and miniaturitation ha8 also depreesed the demand for met:J8. 
For example, the change in the size distribution of auComobiles in the 
United States from larger to smaller car8 and the downelzing of all size 
categories, a8 well as the substitution of lightweight materials, reeulted 
in a 25 percent decline in averuge vehicle weight over the period 1975-85. 
While the amount of aluminum is up from 86 to 140 pound8 per car, the 
amount of steel used is down from 2,075 pound8 to 1,470 pounds. Copper 
use declined from 32 pound8 per car to 26 pounde. On a worldvide basis, 
the trend toward lighter cars alone is responsible for 10 percent of 
the decline in world steel consumption over the same period. In the 
face of these development8 in the u8e of metals, part of the capacity 
which was built up to service growth in coneumption demand for metal8 
in the 19608 and early 19708 ha8 become redundant a8 consumption growth 
slowed and subsequently , consumption h88 declined. ExCe88 Capacity 
continued to overhand the market in 1985. 

In 1986, price8 of metals have continued to decline (Chart 6 and 
Table V.2) a8 consumption generally languishes In a situation in which 
growth in indU8trlal production in the major induetrial countriee ie 
expected to fall to 1.1 percent compared with 3.1 percent In 1985 and 
8.5 percent in 1984. The existence of substantial exce88 capacity in 
the industry should prevent any significant and sustained increase in 
real metal price8 in the short term. The weak price outlook ha8 forced 
many producers to reduce co8t8 by closing unprofitable operation8 and 
further minimire c08t8 at existing operetions. Cost minimitation may 
actually entail a buildup of production at 8ome properties a8 producer8 
attempt to minimize unit co8t8 by increasing their scale of OperatiOn. 

I. Copper 

Despite reduction of the large stock overhang to the loweet 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 price8 in 1985 and the first 
three quarter8 of 19go remained only slightly above the low level 
recorded in 1984. At 64 U.S. cent8 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 cant inued 
depressed level of prices, a8 diSCu88ed below, 16 atcrlbucable to a 





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

(Annual percentage changes) 

Year 

Industrial CNP Deflator 
Prices of Metals Production in Seven Supply of Metals I/ 
Nominal in Seven Industrial Countries Index of Index of 
(In U.S. Industrial fn U.S. Index of Index of closing 
dollars) Real 21 Countries 

Consumption 
Unadjusted dollars production supply 2/ stocks 41 of Hetals L/ 

1970 6.6 0.6 1.0 6.1 6.4 6.3 4.7 12.6 1.9 
197 1 -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 a.4 -1.0 11.7 9.3 6.1 2.3 14.5 -1.4 
lY75 -12.2 -22.5 -8.3 10.9 12.0 -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 s.3 7.6 9.1 2.5 0.5 1.7 3.2 

lY78 2.8 -10.8 4.8 7.3 15.4 0.9 0.5 -14.8 4.6 

1979 29.9 14.5 4.9 8.2 9.9 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 

198 1 -15.2 -11.0 0.4 8.7 1.6 -0.9 -0.2 16.4 -1.9 
LOH? -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 
19114 -5.5 -2.3 8.5 3.8 -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 
19Hb 5/ -5.8 -19.8 1.1 3.1 18.2 -1.1 -1.4 -4.7 0.3 

Sources: Cmmodl t Les Divis.ton and Current Studies Di vision, IMF Research Department. 

li 
ii 

Croup indices constructed using same weights for indices of individual metals as in the group price Index. 
Deflated by unit values of manufactured exports. 

31 Production plus beginning of year stocks. 
End oi year stocks. 
Provisional estimates. 
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Table V.2: Pricea of Hctelr and Phoephete Rock, 19bO-86 

(In U.S. ccnta a pound. unlerr otherwire lndtcated) 

Ye8r 

Phosphate 
Iron Ore Rock 
(in U.S. (In U.S. 
dollar8 dollars 

Copper &f Alumlaum 2/ l ton) 21 Tin a/ Nickaal 21 Zinc 21 Lead If a ton) fi/ 

1960-69 46.3 241.0 lb.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 11.0 
I.971 49.0 28.) 13.5 159 133 lb.1 11.5 11.3 
1972 48.6 26.8 12.8 170 140 17.1 13.7 11.5 
1973 80.6 27.2 17.2 218 153 38.2 19.4 13.8 
1974 93.2 34.7 19.0 371 f7b 56.1 26.8 52.8 
197s 56.1 39.4 22.7 312 207 33.8 18.9 68.0 
1976 63.6 b0.b 22.2 314 225 32.3 20.2 35.8 
l9?7 59.4 Sl.9 21.6 b9U 236 26.7 28.0 30.7 
1978 61.9 60.1 19.6 984 209 26.9 30.0 29.0 
1979 89.5 72.1 23.b 701 271 33.6 34.6 33.0 

1980 99.1 80.5 27.2 761 296 3b.f 41.1 46.7 
1981 79.0 S7.3 26.6 643 270 38.4 32.9 49.5 
1982 67.2 415.0 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 96.8 23.1 555 216 40.6 20.0 38.3 
198s 64.3 41.2 22.7 523 222 36.2 11.7 33.9 
1986 21 62.7 53.1 21.9 285 180 31.7 17.6 Jb.4 

1984 I 65.1 68.0 22.1 557 213 bS.3 19.0 37.5 
II 65.3 59.9 23.3 570 219 44.5 21.4 38.5 
III 59.9 SO.1 23.1 557 213 37.1 20.6 38.5 
IV 59.5 49.6 22.9 536 217 35.6 19.2 38.5 

198s I 62.5 69.4 
II 67.5 69.1 
III 64.4 45.6 
LV 62.7 bb.7 

1986 X 64.5 5l.S 
II 64.5 53.1 
III 59.8 52.3 

23.0 
22.8 
22.1 
22.7 

22.0 
22.0 
21.9 

so2 230 39.1 17.2 35.2 
546 292 37.6 17.4 33.5 
570 220 32.6 18.4 33.5 
414 187 27.8 17.8 33.5 

374 186 27.0 lb.6 33.5 
261 185 29.7 17.6 34.4 
256 173 35.5 17.6 34.8 

source: Comodltica Division, IXP Rareetch Department. 

l/ London Hetel Exchange (u(E) price, c.i.f. U.K. ports. 
i/ LC(E price, c.1.f. European ports. 
71 Brazilian ore. c.i.f. ceman ports. 
T/ LHE price, c.i.f. European ports. 
5/ LHE price. c.1.f. Northwest European ports. 
51 LHJ!Z price, c.i.f. U.K. ports. 
i/ LHE prfce, c.1.f. U.K. ports. 
x/ Horoccan rock, f.a.s. Casablanca. 
z/ 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 neat future. 

Xntetnational copper transactions generally take place at London 
Metal Exchange (LNE) prices, or at prices based on LUE prices. Copper’s 
major end-uses are in cyclically sensitive industries, such as con- 
St KUCtiOn, e1ecttonic5, 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 suppiy-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 teal terms in over three decades. 

Whereas refined copper consumption increased 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-M. Ln 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. l/ The latter partly reflects substitution of 
competing materiaL6, 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 downsizing 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 19709, 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 1974-81 mine capacity 
expansfon was modest (13 percent, compared with h6 percent from 1966 to 
1973) and the average rate capacity utilization was lower (87 percent, 
on average), yet supply exceeded consumption in 7 out of 11 years. Mote 
recently, fn 1985, s2ppl.y fell short of consumption, but this is expected 
to be reversed in 1986. The rise in world stocks of refined copper 

i/ The “fntensity of use” is a ratio of the volume of consumption of 
copper to a unit of GNP, expressed in tons or kilos pet 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- 
t ions, 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’ markets, seeking hedges against inflation, contributed 
to the sharp escalation of copper prices. However, in recent years, 
lower price expectations and positive real rates of fntereht 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 !n 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 
varfation 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 uas largely due to the decline in copper consumption, particularly 
in the United States and Japan, reflecting slower rates of growth and 
the perception of a ready availability of copper to meet consumer requlre- 
merits, 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). In 1984, a strong world economic recovery boosted copper 
consumption by about II percent; however, in 1985, the slowing but 
nevertheless continuing rise in economic growth was accompanied by a 
G 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 11 percent to 2 percent 
in the United States and from 11 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) 

1980 I981 
Calendar Years 

1982 1983 1904 1985 1986 r/ 

Mne production 21 6,012 6,484 6,235 b ,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 Ststes 1,181 1,538 1,140 1.038 1,091 I.092 1,090 
Zaire 460 SOS so3 502 501 513 506 
Zambia 596 587 530 591 576 520 408 
Other countries 2,021 2,082 2,207 2,238 2,210 2,270 2,329 

Smelter production 2-1 
Chile 
Japan 
United States 
Zaire 
Zambia 
Other countries 

6,147 6,561 6,447 6,533 
953 

6,717 6,815 6,891 
956 1,047 1,099 I.098 1,089 1,111 

929 980 1,046 1,062 929 933 932 
1,053 I ,378 1,021 997 1,138 1 ,lb8 1,166 

426 068 466 466 4b4 477 473 
601 572 581 563 532 514 485 

2.185 2.209 2,286 2.396 2.556 2,634 2,724 

Refined supply 
Refined production 21 

Chile 
Japan 
United States 
Zaire 
Zambia 
Other countries 

Net trade vith China 
and CHEX countries 

Strategic stockpile sales 

7,113 
7,036 
(811) 

(l,Olb) 
(1,686) 

(lbb) 
(607) 

(2,774) 

7,411 7,207 
7,350 

7,125 7,189 7,181 7,254 
7,155 7,323 7,207 7,247 7,320 

(776) (853) (934) (890) (884) (902) 
(I ,050) (1,075) (1,092) (935) (936) (929) 
(1.996) (1,663) (1,591) (1,509) (1.402) (1,400) 

(151) (175) (227) (225) (227) (225) 
(564) (587) (574) (522) (473) (452) 

(2,313) (2.792) (3,015) (3,136) (3,319) (3,412) 

bl 
36 

58 07 -199 -18 -6b -66 
3 5 -- -- -- -- 

Refined consumption 2/ 
Germany, Fed. Rep.of 
Japan 
hi ted States 
Other countries 

7,101 7,252 6,771 6,821 7,551 
748 

7,229 7,230 
7b0 731 737 792 75s 751 

1.158 1,254 1,243 1.217 1,368 1,231 1,104 
1.869 2,030 1,664 1.775 2,036 1,918 1,915 
3,327 3,220 3,133 3,092 3,355 3,325 3,460 

Refined balance (supply 
minus consumption) 2/ 159 - 436 - 304 -362 - - -48 - 

closing stocks of 
refined copper 2131 

United States -- 
COMEX 
Other U.S. stocks 

Other countries 
London Metal Exchange 
Other country etocke 

1,035 
317 

(163) 
(154) 

710 
(123) 
(595) 

1,133 
497 

(170) 
(327) 
636 

(127) 
(509) 

1,640 
738 

(lb91 
(489) 
902 

(253) 
(649) 

1,667 1,191 
711 

1.043 
593 367 

(371) (251) (109) 
(340) 042) (258) 

956 598 676 
(436) 1126) (IAH) 
(520) (472) (488) 

24 - 

1,067 
. . . 
(94)4/ 
. . . 
. . . 

(l44)4/ 
( )-- s.. 

Sources : Uorld Metal Statistics (London: World Bureau of Hetal S~e~iscfcs). various issues. 

l/ Estimated by Commodities Division. IHF Research Department. 
7: Excludes China and Council for Mutual Economic Assistance (CUEA) cnuntrles. 

51 Hay not agree vlth production and consumption data because of differences iid ::r,vcrage. 
s/ End-June level of stocks. - 
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when, as noted above, the level of stocks reached about 12.6 weeks 
of current consumption in both years. In view of the level of stocks 
and persletent excess capacity in the industry (world mine capacity 
utllization 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 
copper 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 3 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 materialise 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, if 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 
period 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 industrialised countries. During the remainder of the year, 
copper consumption is not expected to increase, but mined and refined 
copper productfon is expected to rise as a result of the start up of 
several projects, including the expansion of concentrate output from 
Mexico’s Mlneria de Cananea mine and the country’s new La Caridad smelter. 
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Table V.4. Copper: Market Prlcea and txpottr, 1980~86 

Calcnd6r Ytrtm 
1980 1981 1982 1983 1984 it 1985 lt 1986 l/2/ -- 

Matktt ptfcer (ln U.S. ctnt6 
6 pound) 31 991 - 

Exports 
copper ore 

Vohmtr b/ (in thou66ndm 
of Gns) 

Iodurttial counttitr 
Devcloplng countries 

Unit value0 (in U.S. 
ctnts a pound) 

Industrial countrise 
Developing counttlta 

Earnings (in bllllonr 
of U.S. dollara) 

Industtlel countrite 
Oeveloping counttier 

Copper blister 
Volumes (in thourandr 

of ton61 

Induscslal counttlea 
Devaloplng counttim 

Unit vcllut6 (in U.S. 
ctnts a pound) 

Indvsttlal counttlsx 
Developlag ccuntrier 

Eatning6 (in billion6 
of U.S. dollat6) 

lndu6Ctial COtinttit6 

Developing COuntrie6 

Rcf lnrd copptr 
VOhme6 (in thOurand 

of tan61 
Industrial counttler 
Developing countries 
Non-Fund member6 

Unit value (in U.S. 
cents l pound) 

Induetrisl COuntrie6 
Developing countries 
Non- Fund members 

Eatnlnga (In bllllone 
of U.S. dollars) 

Industrial counttle6 
Developing countrice 
Non-Fund members 

!,278 1.46_0 
469 513 
go9 947 

1.609 
34g 

2 
463 

1,061 987 

m 
435 
874 

1,229 
458 

1.241 
460 

771 781 

82.9 65.4 fl .a 
7-n 62.6 

54.8 
m m 

85.0 66.9 53.8 17.4 

47.8 49.2 47.9 
L3.( m m 
50.0 51.9 50.5 

2.34 2.11 1 .a4 1.75 
o.BL 

1.38 1.33 
xii 0.58 

1.31 
0.50 0.12 o.ss 0.42 

1.53 1.40 1.26 1.25 0.96 0.80 0.87 

731 765 a27 702 760 650 657 
-7-E Lo3 90 i-E T-5 -35 -33 
655 662 731 667 665 554 562 

74.6 63.0 57.1 61 .O 53.0 50.7 53.3 
122.6 107.0 91.8 98.2 85.0 81.4 85.2 

69.0 56.0 53.1 54.6 40.4 49.0 47.6 

1.20 1.06 1.04 
m 7ix m 
0.99 0.82 0.86 

k-ii 
0.80 

0.89 0.78 0.77 
0.n 0.18 m 
0.71 0.60 o.s9 

Qg 2 943 
1,208 3x5 
1,971 1.863 

IS9 It4 

%i 
2,034 

109 

3 376 
gia-8 
2,094 

94 

3% xi 3% 
2,047 2,007 2.130 

53 LO 39 

98.5 81.1 
1oL.z ai 

96.6 at .I 
100.3 81.3 

s 
69.3 
69.5 

73.6 64.0 65.8 64.2 
m m m 83.5 
74.1 64.3 66.1 66.5 
74.3 64.6 66.4 64.0 

7.25 5.26 4.6s 3.47 4.34 4.37 4.30 
1.70 T.73 i3-3 1.90 -mzi -ix i-3 
4.20 3.33 3.11 3.42 2.90 3.04 3.03 
0.35 0.20 D.16 0.15 0.08 0.06 0.06 

79.0 67.2 72.2 62.5 64.3 62.7 

Source : Cormoditles Division. IMF Rertarch Dtp6ttotnt for prims. UNCTM. Yearbook 
ot lntetnatlon6l Commodity St6ti6tiC6, 1985. for l xport6. 

Ii Data on exports are l rclmares of Coooodlties Dlvl6lon, IMF Research Department. 
Tl Includes projection6 for the final qu6rtcr of the year. 
Ti London netal ErchanRe. spot dellvery. higher grade -6Chodcr. c.1.f.. U.K. ports. 
-/ Copper conrenc. - 
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In 1987, the projected strengthening of industrial production 
grovth is expected to boost copper consumption. This is expected to be 
accompanied by increased product ion. Futt hermore, with major producer6 
continuing to reduce costs, previously idled capacity being reactivated, 
and the continued coming on stream of recently completed mining and 
smelting projects, excess capacity is expected to continue to overhang 
the fndu6try. A6 a result, copper 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 cent6 per pound, which, 
although marglnally 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. l/ In 1985, excess production capacity continued to overhang 
the market . The recycling of scrap remained at the high level of 1984 
and served as an important source of alumlnum and as a factor contributing 
to the weakening of the alumlnum price. Preliminary indication6 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 level6 recorded in 1979-80. 

Total world bauxite production in 1985 was near 90 millton tons 
(Table V.51, of which about 85 million ton6 were used to refine alumina 
and the remainder va6 used for nonrefining purpoees (refractorlee, 
abrasives, etc.). 2/ Australia, Brazil, Guinea, Jamaica and the U.S.S.R. 
are the world’s largest producer6 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 grovth of production in never 
area6 ha6 served to reduce the market share of the major transnatlonal 
producers. However, bauxite production remain6 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-tens contracts. 

Production of alumina totaled 25.4 million tons in 1985 of which 
2.3 million ton6 was for nonsmelter use6 (refractories, ChemiCal6, etc.). 
As In recent year6, the bulk (about two thirds) of alumina output was 
traded between refineries and smelter6 vithin integrated company system6 
amid a continued shift in the geographical sources of alumina supply 
from North America and the Caribbean to Australia, Brazil, and Venezuela. 

- 
r/ Price quotation6 refer to aluminum sold in the LME, cash for 

dei ‘.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. 

zi Bauxi.te is mined and refined into alumina, which then is 6melted 
into aluainum ingots. It requires five ton6 of bauxite to produce two 
tons of alumina, and about two tons of alumfna to produce a ton of 
al uminum. 
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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 a8 the closure was largely matched by opening8 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. Thue, the trend of a shift In the 
geographical pattern of production from the traditional producers 
(North America, Europe, and Japan) to new area8 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. 

tiuminum fs valued for its considerable conductive and structural 
properties relative to Its weight, and is used mP’nly for vehicle 
panels, electric cables, residential Biding, and packaging. Aluminum 
ha8 more application8 in con8umer product8 than other q etal8, and 
consequently aluminum consumption and prices tend to be sensitive to 
change8 in consumer spending. In 1985, world consumption of primary 
aluminum, at 16.1 million tons, wa8 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 total aluminum lnven- 
tories of 0.4 million tons to 2.4 million tons by the year-end, equivalent 
to about nine weeks of consumption. 

In 1986, the price of aluminum moved upward8 to average 52 cents per 
pound In the first three quarter8 of the year, 11 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 month8 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 tons from the end-1985 level of 223 thousand tons. An 
increase in demand in the United States, in response to the anticipated 
labor strike8 toward the end of May, when labor contract8 were to 
expire, also helped strengthen prices. About 15 thousand workers at 
Alcoa, the largest alJminum producer in the United State8, went on 
strike In Hay and worker8 at tiCan, the largeec producer in Canada, 
also went on strike in early June; the strikes were settled in early 
July. During January-July, aluminum production was about 1 112 percent 
lower than in the same perLod of 1985; U.S. production of aluminum was 
about 13 percent lower than in the Bame period a year earlier. 
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Table V.5. Aluminum: World Commodity Balance, 1980-86 

(In millions of tons) 

1980 1981 
Calendar Years 

1982 1983 1984 1985 1986 L/ 

Hine production of bauxite 
Australia 
Brazil 
Guinea 
Jamaica 
Suriname 
U.S.S.R. 
Yugoslavia 
Other countries 

93.1 88.6 78.9 
27.2 25.4 23,6 

4.z 4.? 4.2 
13.9 12.8 11.8 
12.1 11.6 8.2 

4.9 4.1 3.1 
6.4 6.4 6.4 
3.1 3.3 3.7 

21.3 20.3 17.9 

18.3 
24.4 

5.2 
13.0 

7.7 
2.8 
6.3 
3.5 

15.4 

92.5 88.1 
32.2 31.2 

6.3 5.8 
14.7 14.3 

8.7 6.2 
3.4 3.7 
6.2 6.4 
3.3 3.3 

17.7 17.2 

88 .o 
31.2 

5.8 
14.3 

6.2 
3.7 
6.4 
3.3 

17.1 

Production of alumina 28.1 26.6 22.2 23.4 27.1 25.4 25.2 

Aluminum 
Primary production 

Australia 
Canada 
Germany 
Japan 
U.S.S.R. 
United States 
Other countries 

16.0 
0.3 
1.1 
0.7 
1.1 
2.4 
4.7 
5.7 

15.7 14.0 
0.4 0.G 

1.1 1.1 
0.7 0.7 
0.8 0.4 
2.4 2.4 
4.5 3.3 
5,8 5.7 

14.3 
0.5 
1.1 
0.7 
0.3 
2.4 
3.4 
5.9 

15.9 15.4 15.1 
0.8 0.9 1.0 

1.2 1.3 1.3 
0.8 0.7 0.8 
0.3 0.2 0.1 
2.3 2.3 2.4 
4.1 3.4 3.1 
6.4 6.6 6.4 

Primary contiumptlon 
France 
Germany 
Japan 
U.S.S.R. 
United States 
Other countries 

15.3 
0.6 
1.0 
1.6 
1.9 
4.5 
5.7 

14.5 14.1 15.4 15.9 ‘6.1 
T-5 0.6 0.6 0.6 0.6 

1.0 1.0 1.1 1.2 1.2 
1.6 1.6 1.8 1.7 1.8 
1.9 1.9 1.9 1.8 1.9 
4.1 3.6 4.2 4.6 4.4 
5.4 5.4 5.8 6.0 6.2 

16.4 
0.6 
1.3 
1.8 
1.9 
4.6 
6.2 

Ending stock8 2/ 
Metal exchanges 
Producer8 

2.1 
-- 

2.1 

3.5 

3.3 
0.2 
3.1 

3.7 

3.2 
0.2 
3.0 

2.2 
0.2 
2.‘) 

4 .o 

2.8 
0.2 
2.6 

Secondary (scrap) 
product ion 3.7 4.0 

2.4 
0.2 
2.2 

3.9 

1.8 
0.2 
1.6 

3.8 

Source: WorLd Bureau of Metal Statistice, World Metal Statistics, Various issues. 

l/ Estimated by Commodities Division, IHF Research Department. 
‘il May not agree with production and consumption data because of differences in 

coverage. 
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World coneumption of aluminum in 1986 ie expected to rice by about 
2 percent 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 
rate8. With some improvement in demand-supply balance, stocks are 
forecast to decline further in the second helf of the year, and market 
price8 for the year as a whole are expected to strengthen considerably 
over the level of 1985. 

The trend toward greater local proceesing is seen in reduction8 In 
bauxite exports during the 8ame 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 export8 of unwrought aluminum fell by 
about 10 percent from the 1984 level a8 the effects of the increase in 
volume were outweighed by the effect8 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 are88 more than 

.offsetting a decline in production resulting from plant closure8 Yn 
high co8t areas, particularly in the United States and Japan. Reflecting 
these developments, aluminum price8 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 
I.985 was $22.70 per ton, a decline of about 2 percent from the level of 
1984. Iron ore price8 remained virtually unchanged during the year, 
averaging $23.00 per ton in the first four month8 and then falling to 
$22.00 per ton during July-August before making some recovery in the last 
four months. In the first three quarter8 of 1986, iron ore prices 
declined to an average of $21.80 per ton. Ample supply of Iron ore, 
relative to demand, ha8 been the major factor underlying the weakening 
of iron ore prices during 1985-86. 

Iron ore is used almost exclusively for the production of primary 
iron--pig iron snd 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 perter; over the level of 
1984 (Table V.7). World raw steel output ro8e by about 1 percent to 
nearly 720 million tons, still considerably below the level of 747 million 
tons reached in 1979. In 1985, significant increasea in steel output 
were recorded In developing countries, particularly in Brazil and China. 
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Table V.6. Aluolnum: Ilarktr Prlcts and Exporcr, 1980-86 

Calendar Ycarr 
1980 1981 1982 1983 198b L/ 1985 l-/ 1986 l/2/ -- 

HarktL prices i/ 
(in U.S. cents a pound) 

Export0 
Eauxitt 4/ 

VolumeZ (in millions 
of tons) 

Industrial counttita 
Developing countries 

Unit valuer (in U.S. 
cents a pound) 

Industrial counctier 
Developing counttier 

Earnings (in bllllons 
of U.S. dollarr) 

Industrial councrier 
Dtveloping countries 

Alumina 41 
VolumeB (in million8 

of tom) 
Industrial countries 
Devtloplng countries 

Unit veluts A/ (in U.S. 
cents a pound) 

tndustrial countritr 
Developing cnuntrltr 

Earnings (in billions 
of U.S. dollars) 

Indurrtial counerltr 
Developing countcitr 

Unurought aluminum 
Volumes (in millioae 

of tons) 
Industrial counrrier 
Devtlopfng counttlec 
Non-Fund mtmbtrs 

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

Induectial countries 
Developing councrits 
Non-Fund mtmbtrt 

Earning9 (in billions 
of U.S. dollate) 

Induetrial countries 
Devtloplng countricr 
Non-Fund mtmbercl 

80.5 57.3 05.0 65.2 56.8 47.2 53.1 

38.6 34.3 
7.4 -xi 
31.2 28.6 

30.2 
5.[, 

28.9 
4.5 

24.6 26.6 

28.0 27.0 26.0 
6.0 3.8 3.0 
26.0 23.2 23.0 

1.31 
6.87 
1.42 

1.12 
535 
1.53 

1.36 1.31 1.30 
0.86 m 

1.30 
535 5x5 

1 .b6 1.39 1.35 1.35 

1.30 
5733 
1.35 

1.12 1.07 0.89 
b.14 

0.83 0.80 
K-ii 0.10 0.09 0.08 

0.98 0.96 0.79 0.74 0.72 

0.77 0.75 
o.oB 0.07 
0.69 0.68 

7.9 
4.8 
3.1 

7.4 6.3 6.8 6.6 
b.O 

6.4 6.3 
1.0 4.3 6.2 4.0 4.0 

3.0 2.3 2.5 2.4 2.6 2.3 

18.0 19.8 19.4 17.1 15.1 
17.3 19.3 

12.6 14.4 
19.1 17.2 Is.i 12.7 lri.2 

19.2 20.7 19.8 17.7 15.5 12.5 14.8 

3.15, 3.25 2.69 2.61 2.22 1.78 2.00 
1.0 ix l.bl 1.64 i-35 1.12 1.2-s 
1.32 1.39 1.02 0.97 0.82 0.66 0.75 

$5 
1.0 
0.6 

4.8 5.3 6.0 5.6 6.1 6.5 
3.2 j,4 3.8 3.5 Q.0 L.2 
I.1 1.3 1.5 I.6 1.5 1.7 
0.5 0.6 0.7 0.7 0.6 0.6 

74.2 65.3 53.8 59.6 61.9 51.4 57.8 
76.2 66.4 53.9 60.0 63.2 52.2 58.7 
69.0 64.0 54.0 59.5 63.5 45.0 51 .a 
71.5 62.1 53.2 56.4 Si.8 62.0 68.0 

7.98 6.96 6.36 7.92 7.6L 6.91 8.28 
5.61 4.63 1.0s 5.02 4.88 4.60 5.66 
1.65 1.56 1.54 2.02 1.96 I .49 1.94 
0.92 0.77 0.75 0.88 0.80 0.82 0.90 

Source: Commodities Divirion. IflF Rerearch Department for prlcta. UNCTAD. Year- 
book of International Commdity Statistics. 1985, for txportr. 

l/ Data on exports art tsrlmarte of Commoditler DivlBion. IW Reetarch Depattmtnt. 
z/ Includes projections for the final quarter of cht year. 
J/ London Metal Exchanyt. spot dellvery, 99.5 percent alolnimuo. in the fore of 

T-bars or ingots. c.1.f. European ports. 
b/ Actual weight. 





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

(In milllone of tone) 

Calendar Years 
1980 1981 1982 1983 1984 1985 r/ 1986 r/ 

Commodity balance 

Production of iron ore 891.7 851.4 
Australia 97.0 84.7 
Brazil 97.2 97.9 
China 72.0 70.0 
United States 77.8 75.5 
U.S.S.H. 249.0 242.0 
Other countriee 298.7 281.3 

Apparent consumption 
of iron ore 2/ 

Brazil 
Germany 
Japan 
United States 
U.S.S.R. 
Other countries 

Production of pig 
iron 

Production of crude 
steel 

900.6 
18.3 
51.7 

134.2 
97.5 

210.9 
388.0 

507.0 

714.7 

853.2 
12.1 
45.9 

123.8 
98.7 

207.1 
365.6 

534.0 

711.0 

776.0 735.0 813.0 829.0 835.0 ---- 
87.7 71.0 90.0 96.0 x3 
93.1 
71.0 
37.1 

244.0 
243.1 

92.1 
72.0 
38.6 

24S.0 
216.3 

97.0 104.0 110.0 
77.0 82.1 84.0 
52.1 48.0 46.0 

247.0 248.6 250.0 
249.9 250.3 250.5 

780.5 737.6 812.1 --- 
8.7 17.9 6.7 

40.2 36.5 43.5 
122.2 109.5 125.7 

48.8 48.3 64.4 
210.8 211.8 211.1 
349.8 313.6 360.7 

476.8 461.3 491 .l 493.8 502.0 

646.2 663.3 709.5 719.9 725.0 

836.8 
25.0 
45.5 

llb.0 
59.3 

214.0 
363.1 

841.0 
26.0 
46.0 

129.0 
59.0 

215.0 
366.0 

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

I-/ Estimated by Commodities Division, IMP Kesearch Department. 
11 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 many 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 ptoduction (Table V.8). While 
Australia, Brazil, India and Sweden all exported more laet year, exports 
from Norway South Africa, and the U.S.S.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 I 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- 
day 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 1 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 I986. 

Xron ore production is also expected to increase only marginally in 
1986. Any growth in world iron ore production is expected to be attribut- 
able to Brazil, where the initfal production capacity of 15 mFllion tons 
per year at the Carajas mine was increased to 25 million tons by July 
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Table V.8. Iron Ore: Marbt Prices and Exports, 1980-86 

Calendar Years 
1980 1981 1982 1983 1984 1985 11 1986 l/2/ -- 

Market prices 2/ (in U.S. 
dollars a ton) 

Exports 
Volumes (in millions 

of ton81 
Industrial countries 

Australia 
Canada 
Other 

Developing counttiee 
Brazil 
Other 

Non-Fund members 
U.S.S.R. 
Other 

Unit values (in U.S. 
dollar8 a ton) 

Industrial counttiee 
Developing countries 
Non-Fund members 

Earnings (in billions 
of U.S. dollars) 

Industrial countries 
Developing countries 
Non-Fund members 

27.2 24.6 26.2 24 .O 23.1 22.6 --- 21.9 --- 

377.2 360.6 323.3 304.6 359.6 372.0 
mm128.1129.015I.1155.0 

373.0 
L47.7 

(80.4) 
(39.0) 
(43.8) 
175.9 
(79.0) 
(96.9) 

38.1 
(38.1) 

(--I 

(71.2) (72.7) (74.1) (85.5) (85.9) 
(41.4) (27.2) (24.8) (30.7) (32.8) 
(37.5) (28.2) (30.1) (34.9) (36.3) 
175.4 162.0 142.3 172.6 182.4 
(85.8) (84.4) (74.2) (90.3) (94.1) 
‘;;.;I (77.6) (68.1) (82.3) (88.3) 

33.2 33.3 
0;:;; (3f.t; Uo’.;; (:::i, (::::, 

. w- . (--I (-1 

(84: 1) 
(33.4 1 
(30.2) 
190.0 
(99.5) 
(90.5) 
35.3 

(35.3) 
t-1 

18.9 20.4 21.3 20.5, 18.5 18.1 17.7 
in 21.8 22.1mm19.3 19.2 
18.8 19.6 21 .o 19.5 17.5 16.7 16.1 
17.9 18.8 20.0 20.4 18.5 20.2 20.4 : 

7.13 7.37 6.90 6.23 6.6.7 6.73 6.60 ., 
3.183.282.85m2.9pT-x§ 2.83 “. 
3.30 3.4j 3.41 2:78 3102 3104 3.05 
0.65 0.66 0.66 0.68 0.66 0.70 0.72 

,,;’ 
: 

Source: CommOditle8 Divieion, I.&G Reeearch Department for pricee. UUCTAD, ” 
Fourth Preparatory Meeting on Iron Ore, “Statietical Iesuee, Statistic8 on Iron 
Ore, ” TD/B/IPC/Iron Ore/21, for exporte. 

r/ Data on exports are estimate8 of Commoditiee Division, IMP Reeearch 
Department. 

2/ Includes projections for the final quarter of the year. 
:I Brazilian ore prices, c.1.f. German ports. 
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1986 and is expected co increase further to 35 million tons by mid-1987. 
Reflecting these market fundamentals, In the annual contract between 
Brazilian ore producers and European steel producer8, a 1 petcent drop in 
iron ore price8 For 1986 wa8 agreed. The Iron ore price8, at the agreed 
levels, are about 25 percent below the prlcp8 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 ate eetimated 
CO fall by 2 percent belov the 1985 level. 

Lt is unlikely that prices will change very much in 1987. Iron ore 
demand Is expected to grov by about l-2 percent at moet. In contract, 
the production of iron ore may Increase considerably, with the additional 
capacity coming on stream in Brazil. 

*. Tin 

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 (LTC) In October 1985. This marked the 
end of stabllization measure8 under six successive tin agreement8 which 
had commenced in July 1956. 

The price of tfn on the Kuala Lumpur Tin Market (KLTM), which t8 
the indicator price for the Sixth International Tin Agreement, va8 
maintained at or slfghtly above the floor price of &he Agreement 
(14s29.15 per kg) from the beginning of 1984 until October 1985, except 
for a few days in April-Nay 1985. While this price was quite stable, 
the appreciation of the U.S. dollar against both the Malryslan ringglt 
and pound sterling led to a fall in the price of tin measured in U.S. 
dollar8 on the KLTM and the LKE through February 1985. Thereafter, the 
depreciation of the U.S. dollar led to rising prices in term8 of dollars 
in both markets, although sterling prices on the LME fell. A return to 
a situation of excees 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 ME and sales made at the 
price ruling at the tfme of delivery, generally three month8 later, the 
declining trend of sterling price8 meant that losses were incurred 
through most of 1985. The financial poeition of the buffer stock 
deteriorated to the point where virtually all it8 tin was used as 
collateral for bank loans and 8ome broker8 on the LtU? had reached their 
limit8 of exposure to the Council. Unable to borrow further, the 
Buffer Stock Manager ceased opetations on October 24, with gross indebt- 
edness to banks and brokers of over f900 million. Trading in tin on 
the LME and KLTII 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 sharply at the onset of the ctfsls, 
from an average of USS5.38 per pound in October 1985 to $4.49 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 Aefa 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 lfability for the Council’s debts would be 
limited to this contrlbotion. If the tin could not be sold off at an 
assumed average price of E6,OOO 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 <he second half. 

In the first week of March, however, two major producing members 
rejected the proposal. In their view, it was too expeneive and did not 
protect their long-term Interest by ensuring that they could compete 
free of export restrictions with low cost nonmember producing countriee. 
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 se;1 
on the KLTN when the price fell to the equivalent of $2 ..80 per pound on 
March 20, and there was no trading for the remainder of the momh. In 
mid-March, the ITC decided that export controls on prodacing 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 metal exceeded world consumptfon each year 
from 1978 to 1983 as high prices, supported by LTC 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 assoctated with the economic 
recovery in fndustrial countries (Table V.9). In 1985, both world 
production and consumption declined by 5 thousand tone 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 Commodl ty Balance, 1980-116 

(In thousands of tons) 

1980 1981 1982 
Calendar. Years 

1983 1984 1985 1986 L/ 

Product ion 199 197 181 159 161 
Bolivia 18 20 -n It 16 
Brazil 9 8 9 13 19 
Indonesia 30 33 30 28 22 
Malaysia 71 70 63 53 47 
Thailand 35 33 25 18 20 
Other countries ?O 33 35 33 37 

ConBumpti6n 175 163 154 154 165 
EC 45 42 40 39 41 
Japan 31 30 i9 20 33 
United State6 44 40 33 38 

. Other countrlea 55 51 52 53 

Closing etocks 21 
Of which: ITC buffer stock 

156 131 
12 10 

25 24 
21 27 
46 28 
18 16 
34 26 

160 162 
38 39 

32 31 
37 38 
53 54 

( 

Sources : International Tin Cound+l. 

A/ Estimates of Cossxodities Division, IAP Research Depal’toent. 
z/ Includes stocks known to be in Londod Metal Exchange, other European and Asian warehouses, and 

at me1 tera . Excludes other stocks 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. 

27 When lnterventton was sugeqded on October 24, 1985,, the ITC buf.fer stock held 52,540 tons. 

I 

L 
\o 
I 
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industrial countrtea in the second half of the year. Reported atocka 
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 
consumers , bringing total atocka to over LOO thousand tons or the 
equivalent of more than 60 percent of annual consumption. Also, largely 
reflecting the transfer of stocka from Southeast Asian countries to LWE 
uarehousea In November and December 1985, the volume of world tin metal 
exports it estimated to have increased by 17 percent in 1985 (Table V.10). 
Due to lower prices, however, export earnings from tin metal rote by 
only 11 percent. The combined export earnings from tin-in-concentrates 
and tin metal of all countries in 1985 16 estimated to have facreaaed 
by 6 percent to $2.2 billion. This increase wae in sharp contrast to 
the trend in export earnings from tin in previous pears; the combined 
value of world exports of tin-in-concentrates and tin metal ia eatlmated 
to have declined by I1 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 it concentrated. 

The main determinant of export earnings in 1986 vi11 be the low 
pricea now prevailing. They will affect earnings both directly and 
indirectly at the cloture of uneconomic mines fa some counttfea will be 
reflected in lower export volumes. Production of tin metal in Bolivia, 
Malaysia, and Thailand will be cut algnlficantly and despite an increase 
in Indonesian output, world output la projected to fall by 25 thourand 
tona, or 16 percent of 1985 output. World consumption of tin matal it 
expected to increase slightly in reeponae to lover prices; Conreguently, 
stocks are forecast co dec!,lne by about 30 thousand tons dgiiag 1986. 
Aa stocka in Southeast Asian countries were reduced sharply to?rard the 
end of 1985, any decline in the production of :heae countriaa, la- 1986 
will largely be reflected In lower export voltaae. The volume of world 
exports of tin-in-concentrates and tin metal it projected to fal-1 by 
23 percent in 1986, and assumfng the New York dealer price averages 
$2.05 per pound (export unit values will be somewhat lower), combined 
export earnings are projected to decline by 60 percent to about 
$0.9 billion (Table V.10). 

The New York dealer price it expected to remain in the range of 
$2.40-2.80 per pound In the final quarter of 1986. Above this range, 
it la likely that atocka held by banks would be sold off -more rapidly, 
and below It, consumers may be ullllng to enter into long-term supply 
contracts. Only a alight increase in prices it likely in 1987 at the 
overhang of stocks vi11 still be extremely large. 

As a result of the faflure of a negotiated solution of the ITC’a 
indebtedness, the Council and member states are faced with a number of 
lavauita from banks and brokers claiming restitution of loaaea. The 
settlement of these actions ia likely to be prolonged well beyond the 
expiratioji of the Sixth International Tin Agrcemant 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 Yeara 
1980 1981 1982 1983 1984 L/ 1985 L/ 1986 l/2/ -- 

Market prices 21 (in 
U.S. cents a pound) 

Exports 
Tin-in-concentrates 

Volumes (tin content) 
(in thousands of tons) 

Industrial countries 
Developing countries 

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

Industrial countries 
Developing countries 

Earnings (in billions 
of U.S. dollars) 

Industrial countries 
Developing countries 

Tin metal 
Volumes (in thousands of 

tons) 
Industrial countries 
Developing countries 

Unit value? (In U.S. 
cents a pound) 

Industrial countries 
Developing countries 

Earnfngs (in billiona 
of U.S. dollars) 

Industrial countries 
Developing countries 

761 643 582 589 555 523 285 

% 
25 

28 
9 
19 

q 

17 23 

31 27 
d 5 
25 22 

q 

17 

609 483 475 498 462 435 236 
676 578 3G 657 618 580 Ti5 
585 435 438 446 419 394 215 

0.46 0.30 0.26 0.33 0.32 0.26 
0.14 

0.10 
0.12 525 0.11 0.09 0.06 0.02 

0.32 0.18 0.. 16 0.22 0.23 0.20 0.00 

178 186 154 147 151 177 137 
20 2’2 21 17 20 22 14 
158 164 133 130 131 155 123 

744 617 586 567 532 502 275 
712 589 581 49f m 447 244 
748 621 507 576 541 510 278 

2.92 2.53 1.99 1.84 1.77 1.96 
0.32 0.28 0.26 0.19 0.21 0.22 
2.60 2.25 1.73 1.65 1.56 1.74 

0.83 
0.08 
0.75 

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

L/ Estimates of Commodities Division, IMF Research Department. 
/ Includes projections for the final quarte,r of the year. 
3/ LME standard grade, spot delivery, c.1.f. European ports through October 1985; 

Xetals Week New York dealer price thereafter. 
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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 phosrhatc rock 

a. Nickel 

After posting a modest recovery and a gradual consolidation in 
1984, the price of nickel on the LMR 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 dema-Id 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. tn place large amounts of its 
nickel on the LME and encouraged stainless steel producers to use scrap 
in increasing amounta, leading to the fall in prices in the second half 
of the year. Scrap was readily available in the United \jtates 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 19P5 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 consumption 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 
fn 1985, with growth occurring mostly in the second half of the year in 
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 tq. 
142 thousand tons, equivalent to about 14 weeks of consumption. I ’ 

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 indlcaeiona 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 cent@. L./ mile 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, which are also the major markets. While the main use of 
zinc is for galvanfzing iron and steel to prevent corrosion, zinc is 
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 ii~ the 
United States, ptirticularly in the brass and diecasting sectors. Pro- 
duction of refined primary zinc stagnated in 1985 at around the level 
in 1984 of 6.6 mllllon tons, with output growth from new smelters in 
Thailand and Ltaly being offset by output declines in Japan, the United 
States and France; secondary refined output, however, fell by 9 percent. 
Ref letting these developments in consumption and product’lqn, commercial 
inventories of refined zinc fell by 42 thousand tons in 1985 to about 
584 thousand tons, equivalent to about five weeks of conaumptlon. 

In the first quarter of 1986, coneump.tion 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 5.93 thousand tons. 

Zinc prices could weaken in the a.ftennath 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 reflned zinc output as 
a result of the I.-U 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 primacy 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. 

11 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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C. Lead 

I Ptrr 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 I percent in 1985 to 
5.4 milllon tons. Consumption in the United States, which accounts for 
20 percent OP 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 most developed countries. A relatively mild winter . 
in much of the United States caused a drop In sales of .replaceoent batteries,: 
although lead demand for new batteries, remained steady, As a component of ‘. 
gasoline antiknock additive, lead is still important but its use has been. 
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. 

In contrast to the faltering demand, world refined lead production 
rose by about 1 percent in 1985, to 5.4 million tons. Refined output kn, 
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 .’ 
countries experiencing rapid growth in output inclcrded Mexico (17 percent), .I.:,_. 
Peru (16 percent), and France (9 percent). Output, In contrast, declined 
in Canada (6 percent), and in Australia (3 percent). Sec0ndar.y production, .‘. 
which accounts for about one-half of total refined lead sqply, fell by ‘. 
4 percent as secondary smelters made necessary cutbacks in the face of Y. -. 
weak demand. The combination of a fall in demand anJ an Increase in 

.. ,.. 

lead output resulted in a 14 percent rise in commercial lead inventories 
to 484 thousand tons, equivalent to about five weeks of consumption. 
LHE stocks alone rose by 21 t,housand tons to 61 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 1 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 over 1985. So far, there have been few signs of significant 
production restraint other then 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 hLgh 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 characterlzed 
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 ln 1986-87, demand for phosphate rock is 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 build-up of stocks in 1981 and to a cut in output by 
30 percent in 1982. U.S. production increased in 1983, in response tc 
increased domestic demand. Production increased again in 1986, as a 
result of a surge in export demand for fertillzers; domestic use of rock 
to produce fertilisers for export rose 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 fertllfzers and in 1985 Morocco’s exports of 
both rock and fertllizer fell due 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 fn 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 vorld market 
for phosphate rock is expected to return to balance only gradually. 




