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This paper analyzes commodity pica movements f:: 1388. e-into their 
outlook over the near term. and assesecs the implications for export 
earnings of both industrial and developing countries. 

The strong upturn in non-fuel primary c&itiee that began in the 
second half of 1987 continued in 1988. Heaeured by the Fund’s price index 
for non-fuel primary coditiee, prices rose in 1988 by 19 percent in 
terms of SDRS and by 23 percent in U.S. dollar terms. This sharp rise, 
which was not anticipated at the begixming of the year. primarily 
reflected the stronger-than-expected growth of demand in industrial 
countries and the effects of adverse weather conditions. in particular the 
North American drought. 

The comdity composition of the price increases in 1988 differed 
importantly from that observed in 1987. khereas the rise in the Fund‘s 
commodity price index during the second half of 1987 resulted from 
increases in prices of agricultural raw materials as vell as metals, the 
continued rise In the index in the first half of 1988 resulted mainly 
from the steep price increases for metals, related to the robust growth of 
output in the industrial countries. Prices of food commodities, after 
climbing slowly during 1987 and in the first part of 1988, rose sharply in 
the second and third quarters of 1988 because of drought conditions in 
North America. The availability of large stocks of food commodities, 
hovever. restrained the extent of the upward price movements for these 
commodities. Prices of beverages, uhich fell in 1987. remained weak in 
1988 oving mainly to supply factors, including the recovery of coffee 
production in Braxil, continued world cocoa production in excess of world 
consumption, and the maintenance of strong growth in tea production. 

In 1988 global earnings from exports of non-fuel primary comwdities 
increased substantially. Because many of the commodities registering 
large price increases are exported predominantly by industrial countries, 
the earnings of industrial countries increased much more than the 
earnings of developing countries. 

On the assumption of marginally lower rates of growth in the world 
economy during 1989 than in 1988 and no major disruptions in the supply of 
major primary commodities, the prices of those foods and metals showing 
the sharpest price increases in 1988 are expected to begin to decline by 
mid-1989, while the prices of beverages and agricultural raw materials are 
estimated to remain largely unchanged throughout the year. The Fund’s 
price index for non-fuel primary comodities is projected to remain 
roughly at the 1988 level in 1989. Nevertheless, the anticipated decline 
in the prices of foods and metals should have a significant impact on the 
overall price index in the following year: a decline in the in&x is 
projected for 1990. 
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'Iho strong upturn in ma-fuel primary commodity prices that began 
during 1987 continued throu&ouc 198d. Heesured by the Fund's world 
hdOX, prices rose 19 percent in teams of SDRs and in U.S. dollars the 
increase uau mea larger--23 percent-- reflecting the depreciation of the 
dollar (Table 1). These increases were far in excess of those forecast at 
the beginning of the year. u In real texu (i.e., relative to export 
unit values for manufactures). non-fuel comodity prices rose by 
17 percent in 1988, the largest increase since 1973 (Table 2). 

The unanticipated sharp As8 in prices of non-fuel primary 
c-ties primarily reflected the stronger than expected growth of 
demsnd in industrial countries and the effects of adverse weather 
conditions, in particular the North American drought. In early 1988, real 
GNP grovth in the seven a;PJor industrial countrieo (G-7) a/ for the year 
was forecast at just belov 3 percent. Realized GNP grovth of these 
countries is now estixated to have been over 4 percent (Table 1). 

On the assumption of mar@mlly lower growth of real GNP in 
industrial countries in 1989 than in 1988, and no mujor disruptions in the 
supply of major primary coxxoditles, it is expected that prices of those 
foods and metals showing the sharpest price increase in 1988 will begin 
to de&ire by mid-1989 while the prices for beverages and agricultural raw 
materials will remain largely unchanged throughout the year. Theannusl 
l ver0ge of the over811 price index for non-fuel primary comoditieo in 
1989 is projected to remain roughly at the 1988 level--at about 1 percent 
lover in terms of SDRs and about 1 l/2 percent higher in dollars. For 
1990 a decline of about 9 percent in SDRs (8 percent in dollars) is 
projected aa a result of the lower prices anticipated for food and metals 
in that ye8r. As a comsequence, assuming that prices of xanufactured 
goods continue to rise at a rate of &out 2 percent per annum in terms of 
SDRs. most of the real price rise in 1988 for non-fuel primary comodities 
is likely to be eroded by the end of 1990. Oven: the medium term 
(1991-95), it is anticipated that a deceleration in the rate of growth of 
supply of these comodities will result in small real price advances. 

u A projected fncresse for 1988 of 9.4 percent in dollar prices for 
non-fuel primary commodities. for example, was used in the medium term 
reference scenario for the I!@ discussions in early 1988 (IMF, Wor]ld 
vOutlootr, April 1988, Table AS3, p. 187). This projection vas one 
of the higher projections of non-fuel primary comodity pricer M& by 
market analysts in early 1988. 

u Canada, Prance. Federal Republic of Germany, Italy, Japan, United 
Kingdom, and the United States. 



- 2 - 

hble 1. )brrmta fn mty Prices and Rd8t.d WC 
Indicuora. 1082-M 

lW2 1083 1004 lB8S lW8 1967 1086 

uo?a-fu*l mty pric.0 A/ 
Insms 
In U.S. dollua 
Rul 11 

Patroha psicu a/ 
In SDstr 
In U.S. douua 
Real a/ 

unit valua of maaufutured 
-P=- 

xc SDRS 
In U.S. dollara 

Dcmeattc pricoa in 
G-7 cotmtrboa i/ 

Consmr prier index 
In SW0 
In U.S. dollua 

GUP dofLator 
In SDJlr 
Xa U.S. dollars 

Ecollwic activity in 
G-7 cormtrims 

Real m 
1nduatria1 production 
Domestic fixedimma~t 

World coaamptioa of non-fuel 
cdities a/ 

Indu of coaBwptton 

World supply of non-fuel 
cwmoditiaa a/ 

1ad.x of production 
Indax of supply g/ 
Indu of cloaixl6 atocka 

-4.3 9.9 
-10.4 8.2 
-8.5 0.4 

-t-g 
-8:0 

-8.8 
-9.8 
-7.0 

4.5 
-2.1 

0.4 
-2.8 

4:: 

8.4 
-0.4 

A.9 
1.6 

5.2 
1.8 

-0.4 
-4.0 
-5.2 

1.4 

-0.7 
1.3 
9.8 

2.9 
3.7 
4.0 

1.3 

-0.8 
1.2 

-8.1 

x-: 
i2 

"i-f 
2:7 

1.2 
-3.0 

i:f 

d:f 

5.1 
7.7 
9.7 

3.5 

8.0 
5.3 
9.1 

-12.0 -1G.8 -1.8 18.9 
-13.1 -3.9 8.8 23.4 
-13.5 -18.5 -3.4 18.8 

-3.8 -ss.7 18.6 -23.5 
-4.5 -48.8 28.7 -2o.r 
-5.4 -S8.5 14.9 -25.0 

1.9 1.9 1.6 2.c 
1.0 17.7 12.0 8.0 

::"5 

2.9 
1.9 

1.0 0.5 3.0 
18.7 10.7 7.0 

2.1 0.4 2.8 
18.0 10.8 6.9 

3.4 2.7 
2.6 1.1 
4.8 1.9 

l.s 

1.4 
2.5 

11.2 

5.2 

-0.2 
1.8 

-7.2 

3.4 
3.4 
4.3 

1.9 

3.5 
1.2 

-2.8 

4.2 
6.0 
8.1 

0.7 

0.2 
-0.1 

-11.8 

sourcea : Ctuwdttima Diviaron and Current Studlea Division, IW Rosaarch 
-t. 

I/ Rofur to IHF world indrx of non-furl primary comoditias. Those pucentagos 
differ from tboao roportod in I?@ World Leonamie Outle April 1988. which refer 
ta the index of cditiea orportod by dwoloptry sount~iea (gAvea in t8ble 3). 

11 ladmx of dollar ceity prices dmflatad by the iadmx of dollar unit values 
of matufutured dxporta. 

a/ Aver40 of spot priceks for U.K. Brmt. Dubai. and Alaska North Slope crude 
patrolam. equally weightad, reflectma world conamptien of liltht. wditm, md 
howy cmda. 

4; Cmada, Ftuxo. Fodoral Republrc of Gemuny. Xtaly , Japan, United Kin&m. 
md the United Strtoa. 

a/ Overall indicoo constructed using the awns wrights for the indices of 
individual thftiaa OS in wmrall (world) prier indor. Crop yaar data for 
agxicultural ttiitior are givan under the earliar tohndor Yost. 0.8. crop yoar 
1980181 tador 1980. The eamnodity covuago o F the xadicea of conarrmption and 
stocks is 1005 camprehansive than the coverage of the indices of production and 
SupplY 

p/ Supply is defrnad as production pius brrannrng-of-year stocks. 
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Table 2. Non-Fbl Primary Cumodity Prices. 1970-88 

(Indfces: lp8011oo) 

NS 
In In U.S. In pounds In Qutacha In Prmch In Japaneoe Real 

Years SDRs Qllus sterling urk fr8ncr lr*n Prices u 

1970 48 37 36 7s 49 59 106 
1971 47 36 3s 69 47 56 99 
1972 47 39 36 68 46 52 98 
1973 69 63 60 92 66 7s 136 
1974 83 76 76 109 87 98 136 
I.975 69 64 67 86 65 84 101 
1976 78 69 i 90 96 79 91 109 
1977 86 77 102 98 89 91 111 
1978 81 78 94 86 83 72 98 
1979 9s 9s 103 9s 9s 92 104 

1980 100 100 100 100 100 100 too 
1981 99 90 104 112 115 87 94 
1982 9s 81 107 107 125 88 86 
1983 104 86 131 120 155 90 94 
1984 111 87 152 137 180 91 99 
1983 97 76 138 123 162 80 85 
1986 81 73 116 88 120 54 69 
1987 80 79 112 78 113 SO 67 
1988 9s 98 128 9s 138 5s 78 

1987 I 74 
II 76 
III 82 
IV 87 

1988 I 88 
II 9s 
III 98 
IV 98 

72 108 73 104 48 62 
76 107 7s 108 48 65 
80 11s 81 116 52 68 
90 119 84 122 54 73 

92 120 85 124 52 74 
100 126 94 136 55 79 

98 134 101 146 58 80 
102 132 99 146 56 80 

Source : Commodities Division, IMP Research Department. Data relate to a 
World" in&x, that is, to a single basket of 34 non-fuel primary commodities and 
do not reflect differences in the composition of the basket of primary 
commodities exported or imported by different countries. See Appendix I of IHF, 

Cowies &&et DevelQolpgnfs and Out&& 9 Hay 1986, for a description 
of this index. 

u Non-fuel commodity prices adjusted by unit values of manufactured goods 
exports of 'developed market economies" as reported by United Nations, nonthlv 
&&l&tin of Statistics (New York), various issues. 
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The underlying causes of these developments are revieved in the 
remainder of this section. Sections II through V deal with individual 
comoditiae (food comoditfee in Section II, beverages in Section 111, 
agricultural rau materials in Section IV, and minerals and metals in 
Section V). Dewlopmente tith respect to petroleum l rt diecueeed in cope 
&ta11 in Supplenntary Note IX of the 1988 m paper 
(SH/89/42, 2/24/09). 

2. 87 m 

The upturn in the W's price iudex for non-fuel primary comodities 
began in the etcoud quarter of 1987 and continued through 1988 (Chart 1). 
alring 1987 the increase in the overall in&at can be attributed to price 
incroute of rav materials used in unufacturing--both those &rived from 
agricultural and forestry operations and from mining (Chart 2). During 
1988 the prices of minerals and metals continued to rise, while those of 
agricultural raw materials fell eomeuhat from their end-1987 levels but 
vert still high rslativt to levels atteined earlier in the decade. 
Prices of food comodities incrtued slowly during 1981 and in the first 
part of 1988, then rose sharply in the second end third quarters of 1988 
primarily on account of drought conditions in North Aaerica. However, the 
upward price movement of food comodities was dampened by the availability 
of large stocks accumulated in previous years. Beverage prices fell in 
the first quarter of 1987 and remetned weak through 1988 mainly because of 
factors affecting supply: the near recovery of coffee production in 
Braxil following the drought-&vaetated 1986/87 crop; a series of years 
beginaring 1984/85 during which world cocoa production exceeded world cocoa 
consumption; and strong growth in tea production in 1987 and 1988. 

The upturn in prices beginning mid-1987 and lasting through 1988 was 
closely linked to a strengthening of vorld economic activity, which had 
been underestimated by most forecasters, particularly for 1988. The rates 
of growth of real GNP, industrial production, and domestic fixed 
investment in the G-7 countries in 1988 were the highest of any year 
during the post-1982 expansion period except for 1984. As a consequence, 
many suppliers of commodities found that demand for their products was 
greater than bnticipated, with buyers having to restock sooner than 
planned to maintain their working inventories. High demand, especially in 
the United States, Japan, the newly industrializing economies of Asia. and 
in 1988 also in Western Europe, led to a reduction of world metals stocks 
end, to a lesser degree, stocks of agricultural raw materials. stocks of 
metals were depleted, in part because much of the excess capacity that had 
overhung the metals market earlier in the decade had been idled. 
Furthermore, in view of their experience in the early 1980s with excess 
capacity and low prices, producers were reluctant to reactivate this 
capacity unless there were signs that strong demand would continue. With 
regard to agricultural raw materials, the improved world economic 
environment contributed to strong demand for fibers and leather; there was 
new demand for products made from nawral rubber; and in 1987 (although 
not in 1988) a surge of housing starts, particularly in Japan, increased 
demand for a number of building materials, notably timber. 
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CHART 2 
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In 1988 the upturn in the overall non-f-1 coorodlty price index vas 
rc!?lforced by the effects of the severe drought in North Aaerica on 
supplies of uheat, msire and soybeans. The drought in the United Scacee 
vu the most sevue the coumry had experfesed since the 1930s: meite 
productian fell by 34 percent; soybeau production by 22 percenit; snd whesc 
production by 14 percent. The drought 8180 affected aach of Cenade end 
puts of lbxfco and Central Awtic8. 

lbvanws tn the overall price ideat and in price indices for the 
major groupa af camodities have been mirroted by an inverse movement in 
stoclu of comsdities (Chart 3). Be@mifq of year stocks of '811 non- 
fuel cammUtle8D --me8mred in term of mm&s of cvtion--tncreued 
during th urly 8nd mid-1980s. pew la 1916. Stocks then declined to 
a level t&t 8t the begiuniry of 1989 rtu a little hi-r tima at the 
start of 1980. The buildup uul subsaqmnt decline ru mostmukad for 
stack8 of -ta18 and mstals. ltovauam in stocb of food coaodithts 
8tM 8gricultur8l r8u m8teri8ls ganer8lly h8ve been SimlPu to those of 
miMr8lr ata wuls. Hovemnt in the 8tocIu of bever*s h8s. however. 
folloued 8 dffferent p8ttorn. reflecti~ t&e 1-0terr cyclical movements 
inc8pwity uwallu veathu; this rasulkdinlwstocks during the 
m&d-1980s aul yu folloued by 8 stock buildup la 1987 aad 1988. 

Lou 8tock levels have been usoci8ted with grutar wri8bilfty tn 
carodity pricu in 1988. The mt8ge month-to-mnth change in prices tn 
t8LII of SDKS for tbo 39 -ties inclubd in the FUnd‘s over811 ind8x 
us 3.3 parunt caparad with 2.2 percant for tha pariod 1980-87. tiiC88 
for a mmbet of iMividual ruls vue putkululp volatile Ln 1988: the 
average leatbto-math prim chay vu 12 percent for nidul; 7 percent 
for dtdxmm; and n88rly 5 percent for coppar. lb price of sug8r in the 
frea urkef 8ti coutLEaud to be highly VO~Cile uith loath-to-mnth 
changas maraging fn access of 7 puc8ut during 1988. 

3. -8tim prkaa for petrohm. rmuPlcture8 

8. 

Xn the final mnths of 1965 rp?b thrm& mid-1986 crude petroleum 
price8 fell pmcipltaely fra the level ptrvrilifq in the first h8lf of 
timdecade. Approxiutelyoneb8lfofc&declineuurevuud by 
U-1967 but pric88 tbm drift& domwud until 18te 1968. Theaa 
dav8loprau mainly reflutadclmug88 iadn flwof oxpow frarjor 
oilprohcing camtrio Qlin&tbeperiod. i& Rnd.8 indicator spot 
price--clr mrage of U.K. kent, Dubal ad Aluka Korda Slope cmdes, 
aqwlly ueighcad. tb8t is law&d to raflect world coomwptiou of light, 
wdiu a& buvy crudea, rupoctivmly--mragod US$l4.15 in 1988 compared 
Ritz $27.00 in 1989 and @S.tS ln 1960. During 1988 production of 
patroimm ln tb coumtxfes beloqing to tbo Orgubation of Potroleu8 
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Exporting Couutrias (OPEC) J,/ rose from undsr 18 million b8rrels per day 
(mhd) urly in the y8u to 8bout 22 rbd mar the end of the year. 
Petrolem pricu begra to recover in late Now&u, however, following an 
OPEC agrwmsat to reduce petroleua output in member countries to a level 
of 18.5 dd ~&tid.X& Jammy 1, 1989. During the last veek of December 
p18tforr ad lordlug system d8meges in the North So8 th8t led to a 
10 parunt decline in offshore U.K. output also put upward pressure on 
pricu. Spot prlcrs for crude petroleum in Jury 1989 8veraged 
$15.90 per burel, a luge increue over the aver868 of $11.75 per barrel 
in Nova&u 1988. (A nor8 detriled l Xpl8n8tion of 1988 oil market 
dewlopunts isprovidedinSupplometmryRotel4o. Ixof the w 
v <S&/89/42, 2./2&/89)i. 

ihs trend in the erport prlces of unufactured goods in the 198Os, 
us&Ike the trend in prices of prtvsy comoditirs, h8s bun ste8dily 
Kd, rlthougb the rate of increase h8s been much slouer than in the 

. Ths rate of incruse in the index of unit valuas of msnufsctured 
+. measured in SDKs, fell from neuly 10 percent per 8nnum in 1980 to 
about 1 percent in 1983-84. The ln&X then rose 8te8dily at about 
2 percant per 8nuum from 1985 to 1988. The rates of change in this index 
in t8rmm of individual netion currencies Vera more V8ri8bk owing to 
lug0 avings in exchange r8ta8, in particulu in the v8lue of the U.S. 
doll8r rel8tive to Other currancies. IhO unit valus of mnuf8ctured 
exports in U.S. doll8r teN fell each yur from 1981 to 1984 but in 1986 
incr8888d by neuly 18 percent. In 1987 the rate of increase in this 
irul8x Qclined to 12 percent in dollar 8nd to 6 percent in 1988. 

C. 

The par8istent upuud movement in prices of manufactured goods has 
Y8nt th8t the purchasing paver of exports of non-fuel primaxy 
comoditiss in f@N of mmufactured &oods has been less than would be 
tndic8tmd by their d-1 price lovemnts. Nevertheless, the increase in 
the PIwd's h&x of pdceu of non-fuel primary cdities Ln 1988 in 
r8rl t8N. that is 8djusted to t8ke 8ccount of the incre8se in the prices 
of uaufutures, vu 17 percent, the 18rgast yerr-on-ye8r rise since 1973. 
The rise in the index in real texms using industrial countries' export 
v*ights (8s opposed to World' export veights) vas 20 psrcent. also the 
largest increue since 1973 (Tab18 3). The incre8se in the comparable 
im?uc for developing countries vu 12 percent. the largest rise since 
1977. Host of the difference in the bahavlor of the series for industrial 
couatries and the series for developing countries is sttributsble to 
dmvelopwnts relating to the prices of beverages, uhich have a large 
u81@1t In the index for developfng countries but 8n insignificant vefght 

JJ lhirtasn member countrfeF Algeria. Ecuador, Gabon. Indonesia, 
Islamic Republic of Iran. Iraq, Kuualt, Libya, Nigeria, Qatar, Saudi 
Arabia. United Arab Emirates, and Venezuela. 
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Table 3. Prices for Non-Fuel Primary Commodity Exports of Industrial Countries 
and of Developing Countries, 1970-88 

(Indfces: 1980-104) 

Prices 11 Real 
In In- 
Industrial Developing Industrial Developing Industrial Developing 

Years countries countries countries countries countries countries 

1970 49 4% 37 33 107 96 
1971 49 41 38 32 103 87 
1972 49 43 41 36 104 91 
1973 76 60 70 55 150 119 
1974 87 77 80 71 144 128 
1975 73 63 68 59 107 93 
1976 79 78 70 69 109 108 
1977 78 75 70 85 101 123 
1978 79 84 76 80 95 101 
1979 95 95 94 95 104 105 

1980 100 100 100 100 100 100 
1981 102 95 93 87 97 90 
1982 98 92 83 78 88 83 
1983 107 102 88 83 96 91 
1984 112 110 88 87 99 98 
1985 98 97 76 76 86 85 
1986 80 83 72 75 68 71 
1987 82 78 81 77 69 65 
1988 101 88 104 91 83 73 

1987 I 7'5 73 72 71 63 62 
II 79 74 78 73 67 62 
III 84 79 83 77 71 66 
IV 89 85 92 87 75 71 

1988 I 91 84 96 89 77 71 
II 101 88 106 93 83 73 
III 106 90 105 89 86 73 
IV 105 91 108 94 85 74 

Source : Commodities Division, IHF Research Department. 

JJ See Appendix I of IKF m Cmies !&,&et Develow and 
0&h& (Hay, 1986) f or commodity weights in these indices. 

2/ Non-fuel commodity prices deflated by unit values of manufactured goods 
exports of "developed market economies" as reported by United Nations, m 
-tin of Statistics (New York), various issues. 
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in the index for industrial countries. In contrast with the movement of 
real prices for non-fuel primary comoditims, petroleum prices in 1988 
fell by 25 percent in real terns. 

4. 

In 1988 global earnings from ox arts of non-fuel primary cmdities 
increased substantially. In terms of SDRs, estimsted aggregste earnings 
from expotts of the 19 leading non-fuel c-ties increased by 
17 percent compared with 1987; in terms of dollars, the increase was 
21 percent (Table 4). Large increases are estimated in earnings from 
exports of l luminun (61 percent in terns of SDRs), palm oil (50 percent), 
copper (40 percent), soybean meal (30 percent), wheat (24 percent), and 
soybeans (23 percent); a large decrease (24 percent) is estixated for 
earnings from exports of cocoa. Many of the cmdities registering large 
increases are primarily exported by industrial countries, rather than 
&vk3loping countries, For this r0aaon. earnings af industrial countries 
f~t+~ thh &*pbPts of *he 19 IendinG non-fuel primary commodities are 

estimated to have increased considerably more (23 percent) than thaso of 
developing countries (12 percent). The increased earnings from these 
commodities is attributable to rising prices; aggregate export volumes of 
the 19 commodities, for both industrial and developing countries, is 
cstinated to have declined marginally in 1988 (Table 5). 

In line with the 12 percent rise in 1988 in the export earnings of 
developing countries from the exports of msjor non-fuel primsry 
commodities, a 10 percent increase in total export earnings in terms of 
SDRs accrued to those Fund members with non-fuel primary commodities 
accounting for at least half of tlieb export earnings (in a reference 
period 1984-86). This was the first increase in the aggregate export 
earnings for this group of 53 countries since 1985 (Table 6). For the 
subgroup of 13 countries exporting predominantly minerals and metals (not 
including fuel), the increase was entirely the result of price increases; 
the aggregate volume of exports fell by nearly 2 percent for these 
countries. The subgroup of 40 cauntries with prsdominantly agricultural 
exports showed volume increases were more important than unit value 
increases, reflecting largely weak prices for exports of coffee, cocoa, 
and tea. in this result. 

Although export earnings for most developing countries exporting 
mainly non-fuel primary connaditiss increased in 1988, the export 
performance of this group of countries continued to be less favorable than 
for developing countries exporting mainly manufactures. In 1988 the 
Fund members classified as developing countries exporting mainly 
manufactures (17 countries) increased their export earnings by nearly 
16 p,trcent, following a rise of the same magnitude in 1987; these 
increases were derived largely from rising export volumes. 
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Table 4. Export Earnings from 19 bjor Comodities, 1985-88 

1985 1986 1987 1988 1985 lY86 1987 1988 

Total 19 corPodities 

Industrial countries 
Developing countries 
U.S.S.R. and Eastern 

European countries 

a/ 

t-of 
l&i u 4225 

43 35 35 42 
55 48 43 47 

4 4 4 5 

Cereals 
Wheat 
Maize 
Rice 

15.1 11.1 9.8 12.0 15.3 13.0 12.6 16.1 
8.5 5.6 5.1 5.6 8.6 6.6 6.6 7.6 
3.1 2.6 2.5 2.9 3.1 3.1 3.2 3.9 

Vegetable oils and 
protein meals 

Soybeans 
Soybmn meal 
soybean oil 
Palm oil 

5.4 4.7 4.4 5.3 
3.4 3.7 3.7 4.8 
2.3 1.0 1.1 1.3 
2.5 1.4 1.4 2.1 

sugar 8.8 8.0 7.8 7.9 

Beverages 
Coffee 
Tea 
Cocoa 2/ 

10.3 11.8 7.1 7.1 10.5 13.8 9.2 9.6 
2.0 1.5 1.4 1.5 2.1 1.7 1.8 2.0 
3.7 3.4 2.9 2.2 3.7 3.9 3.7 3.0 

Agricultural raw 
materials 

Hardwood 
Tobacco 
Nstural rubber 
Cotton 

4.4 4.1 4.4 4.3 'b.3 4.9 5.8 5.8 
4.0 3.3 3.0 3.0 w.0 3.9 3.9 4.1 
2.7 2.5 2.8 3.1 2.7 2.9 3.6 4.1 
6.0 4.5 5.2 4.5 6.1 5.3 6.7 6.1 

Hetals 
Copper 
Aluminium 
Iron ore 
Tin 

4.4 3.8 4.5 6.3 4.5 4.5 5.8 8.5 
7.4 7.2 9.0 14.5 7.5 8.4 11.7 19.5 
6.9 5.9 5.3 5.1 7.0 6.9 6.8 6.9 
1.9 0.9 0.9 1.0 1.9 1.0 1.2 1.3 

(InI 

u&kQ21pdlz!i 

44 41 45 57 
56 56 56 64 

4 5 5 7 

::: :*: 4 5.7 8 6'5 7 2 

2.3 1:2 114 1:s 
2.5 1.7 1.8 2.8 

8.9 9.4 10.0 10.6 

Sources : See tables on individual commodities in Sections II to V. 

1/ Covers 21 countries as defined in the MP, m, 
u Exports of countries producing cocoa beans. 
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1662 1663 1664 1065 1666 1667 1966 

'",~lBOf U.S. dollur) 
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Devam aotmtrima 60 

Volwr 
world A/ 

Iaduari~l oormtrrior % 
Davdopi~ countrtmr 102 

unit v8lu.a 
(In trl of SEW) 

World u PB 
Induhrial countrims 103 
Dovelop* Cauntri88 03 

mtnt~l,of U.S. dolhrs) 
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(In rod tumm) 
Uarld A/ 

Imdkutrial countrior i! 
Devolop~ countries 83 

brkmt priers 
(In tom of SDRS) 

Uorld I/ 22 
fackutriml countries 97 
Dovmlopi4 countrirr 89 

(In tom of U.S. dollars) 
Uorld A/ 2 

Iadurtrial cormtrims 
Dwmloping countrior s: 

(In rwl tmrm 1 
World I/ er 

Irrdurtrfal countrims 07 
Dmvebping countries 60 

104 115 

i! #! 
66 a1 

%% 
107 106 

%i!! 
97 106 

2i 45 
89 

t8 64 

Q 1% 
88 94 

ppu! 111 
97 10s 

Q 8 
80 83 

8 !!I 
67 93 

111 97 67 

Q 
66 

24 
67 
67 

!? 
66 

% 
115 

+i 
113 

% 
117 

ll! ii 
06 65 

Y 
76 
74 

44 22 s3 
89 72 64 
04 73 62 

as 
97 
93 

2.5 
75 
72 

ii 
81 

2 
72 
75 

if 
63 

salrem : Sam tahbs on individual c-dities in Smctfonr II to V. 
Indices for individual camoditior a66re6atod in accordance with 
l zaiagr l huo in total for 19 cammfAitims in 1980 for world, 
industrial countries, and dovolopiry countrims. 

I/ Incl~idos U.S.R.R. and Eastwn Europmn countrios. 
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TsbLs 6. Dmlapiry Countries: Annual Qal@ms in Expott E4crlhlm 
w v0L~ 8&d hit hiW, ia82-88 

1982 1963 1964 1965 1966 1967 1966 
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Diwrsified oxport hue 
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Fuel exportus 
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5. 

Movements in primary copodity price8 convey import8nt information in 
sever8l uiyr : they signal changes in the major source of export earnings 
for most &veloping countries; they fndic8te changes in a significant 
component of the cost of producing many menufactured goods; and they msy 
be a helpful leading indicator of cbnps in inflation in industrial 
colmtries . lb10 last relationship would arise because of the use of 
prfury c&ities as inputs in the production of manufactured gOOdS and 
serpices and becsuss rest primary colrodities are traded in "auctiona 
market8 where prices tend to adjust to expectad changes in supply and 
demand conditions more quickly than is the case in markem for 
wnufacturedgoods. 

An examination of the experience of the period since 1960 suggests 
tbt tuning points in coProdity price inflation--using a price index 
covering a broad basket of comdities-- frequently have preceded turning 
points in consumer price inflation for major industrial countries as a 
group. u In 1988 the broad index of commodity prices shoved relatively 
little change m decreases in petroleum prices, until December, tended to 
largely offset increases in prices of metals and food. The index of 
consuaer prices in the C-7 countries continued to rise at a rate of about 
3 percent per annws. 

6. 

During 1988 a number of important issues were raised in discussions 
8nd negoti8tions on international trade matters. Of particular relevance 
are the issues under consideration in the Uruguay Round of the GATT. In 
addition, there could be important implications for international 
colRodicp trade as a result of the steady progress in the implementation 
of measures tovards unification by 1992 of the internal merkets of the 
Europun Comunity and of the completion of the legislativt procedures 
related to the Free Trade Agreement between Canada and the United States. 

Several negotiating groups established for the Uruguay Round met on a 
nu&er of occasions throughout the year to discuss a wide range of issues. 
Negotiations on non-fuel primary commodities covered 'natural resource- 
baaed products, " *tropical products" and, for the first time in the 
forty-year history of the GATT negotiations, 'agriculture" was included. 
The negotiations culminated in the "Hid-Year Review of the Round," 
convened at the ministerial level in hontreal, on December S-9. Agreement 
on 8 complete set of proposals to guide future negotiations v8s not 
reached, houever, because of the inability of the European Comunity (EC) 

J/ Jsaes !4. Boughton and Willlap H, Branson, “Commodity Prices as a 
Leuling Indicator of Inflation," National Bureau of Economic Research 
Working Paper No. 2750 (October 1988); forthcoming in Kajal Lahirf and 
Geoffrey Hoore (Editors), g (Cambridge 
University Press). 
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and the United States to reach a consensus on the future course of 
negotiation8 on agriculture. The ZC favored introduction of gradual 
adjustment measures that would safeguard certain aspects of current 
policies, wherecrr, the United States was pressing for agreement on the 
long-term objective of freeing agriculture from the effects of a WI& 
range of policies that tend to distort trade. Nevertheless, important 
progress vaa reported in other areas of the multilateral trade 
negotiations, including the area of "servicea". Collritments were made on 
the LiberalLzation of trade on natural resource-based products, including 
products in processed and semi-processed fores. Uith regard to trade in 
tropical products, the major in&trial countrio and swore1 developing 
countries announced concessions on tariff 8nd nontariff measure8 and on 
improvements that could be implexen&ed in the existing Generalfzed System 
of Preferences (CSP) before the scheduled conclusion of the Uruguay Round 
in 1990. 

Ratification of the agreements announced at the Montreal meeting and 
progress in the next stages of the Uruguay Round will depend largely on 
the ability of the industrial countries to reach a consensus on the issues 
related to agriculture. The Director General of GATT is to hold 
consultations with the partfes concerned in preparation for a meeting in 
Geneva in April 1989. The ultimate success of the Uruguay Round will also 
hinge ou progress in other important,areu of the negotiations, 
especially textiles and apparel trade. Significant progremo ha24 not yet 
been reported in the discussions on liberaltiing the l¶ultifiber 
Arrangement, which rets administered limits on export8 of textile and 
apparel from Japan end the developing countries to the United States and 
other major indrutrial countries. 

The arrangements for the unification of markets vithin the European 
coaunity also have implications for international corPodity trade. A 
arrPlber of banana exporting countries have already expreaaed concerns about 
maintaining their competitive market positions in member countxies of the 
Community (see Section II). The free trade agreement between Canada and 
the United States is likely to heve important iqlicatione for trade in 
forestry products and fruit and vagetable8 in particular. 

Uith reference to individual comodity market8, a sufficient number 
of countries ratified the International Natural Rubber Agreement to enable 
it to eater into force in January 1989. Also, iatemational exporter- 
importer l gxeexents with respect to coffee and cocoa continued to be 
operative. l'tmre developments ue discussed in Sections XIX end IV of 
this report, Other comodity markets continued to be affected by 
agreemntr between producer countries-- notably the petroleum market by the 
ambus of OPEC (saa above) and the tin market by the aembers of the 
Amociation of Tin Exporting Countrier (*me Section V). 

The International Mnetary Pund in 1988 continued to provide 
compenutory financing of export shortfalls uhile the EC continued to meke 
di&ursements under its STABEX scheme. Dratingm by 9 developing countries 
totaling SDR 730 rillion were m8de m&r the Fund’8 compensatory 
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financing facility (CCF). In 1988 STABEX transtars to the African, 
Caribbean, and Pacific (ACP) countries associated uith the gC under the 
W Conventions made in 1988 with respect to application year 1987 were 
SDR 331 million, more than SO percent higher than in the previous year; 
transfers under the STABEX scheme for the least developed countries 
amounted to SDR 5 million in 1988. 

In August 1988 the F'und established a nev facility, the compensatory 
and cmtingency financing facility (CCFF). This facility retains the 
essential feature8 of the CFF, and also provi&s for contingency financing 
in conjunction vith FUnd supported adjustment progrm. Underlying the 
creation of the CCPF vas the objective of assisting &ra to maintain 
the loy~~tul of their l djwtment efforts when faced vith adverse exogenous 
shocks. Contingency financing will be triggered when agreed key variables 
&date from their projected paths. The key variables may include export 
prices, import prices, tourist receipts, vorkers' remittances and 
interest rates. In January 1989 the first arrangement to incorporate a 
contingency element under the new facility vas approved. 

7. 

The forecasting of prices for non-fuel comodities is particularly 
difficult in periods of lov stocks when small changes in expectations 
with respect to supply--and, less frequently, demand--can trigger large 
price movements. By the end of 1988 stocks of metals and food 
cOIPOditi(ts had fallen to low levels. In both cases the supply outlook 
is uncertain. Hetals producers have been slow to increase capacity 
because of the history of the early 1980s when large excess stocks 
overhung the markst and prices vere lov, and in view of their doubts about 
the sustainability of the current world expansion. For many months, more 
distant positions on metals futures markets have traded at a considerable ' 
price discount to closer positions. In the case of food commodities it 
is assumed that normal weather conditions in North America will return 
folloving the severe drought in 1988; however, the coming crop will be 
particularly vulnerable to any &ficienciea in rainfall oving to dry 
subsoil conditions in the wake of the drought. Furthermore, parts of 
Argentina and Brazil are suffering from drought and there is still 
uncertainty as to the effects of.various largely weather-related problems 
in 1988 on agricultural production in China and the U.S.S.R. Realized and 
potential shortfalls become especially important at a time when world 
stocks for cereals, oilseeds, and sugar are lov. Because of these 
uncertainties, the projections presented in this section are subject to 
sn exceptionally vide margin of error. 

The projections are based on the usual assumptions of fixed real 
exchange rates (at the levels prevailing in the second half of February of 
1989), and no major changes in existing government policies. It is also 
sssuwd that petroleum prices vould average $15.60 per barrel in 1989 and 
would remain unchanged in real terms during 1990 and over the mediu term 
(1991-94). The growth of output in the C-7 countries is projected to slov 
from 4 l/4 percent in 1988 to about 3 l/4 percent in 1989 and to 
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approximetely 3 percent in the period 1990-94. Export prices for 
msnufactured goods are projected to increase by 4 l/2 percent in dollar 
terns in 1989 and by 3.8 percent in 1990-94. 

Taking into account available information on supply and demand for 
specific cWitie8, and the assumptions specified above, the world index 
of prices of non-fuel primary comodlties is projected to remain roughly 
at its 1988 level during 1989--u increue of 1 l/2 percent in dollus. 
The eventual decline in the prices of metals and food comodities is 
projected to have an important impact on the average for the overall index 
in 1990. uhich is projected to decline by about 8 pmrcont in dollars. 

Over the medium term, it is urticipated that a slowing of the rate 
of grovth in the supply of non-fuel cowodities vi11 result in increases 
in the overall index, rising to about 4 percent per annum. This increase 
would be marginally in excess of the price rise of mnufactured goods 
exports assuwd at 3.8 percent, and hence result in a srrll rise in 
prices for non-fuel coaPoditie8 in real terms. tiouever, this rise is 
unlikely to be sufficient to improve in any appreciable vay the terms of 
tra& of thou couutries primarily &pon&nt on exports of non-fuel 
primary comodities for their earnings of foreign l xchuqge. There will, 
of course, continue to be periods when prices for ixdivfdual comodities 
or groups of comoclltles will rise sharply because of moxpocted 
production shortfalls or because of doumd in excess of expectations. 
Those periods, however, are likely to be brief and followed by offsetting 
price decreases. 

Increases in the prices of most food comodities in 1988 uere 
\ substafktial (Chart 4). The large8t--over 30 porcent on averago, in terms 
of SD&--occurred in vegetable oils and protein meals, but price rises for 
cereals and for l free urket. sugar veto almost as great. Despi to these 
advancu, houevu, the aggregate price index for food cWYUlltles in 1988 
turined l ubstextially belou the level of the index obsemed during the 
early to rid-&980s. 

A number of factors contributed to the rising food prices in 1988. 
Althoxgh the stltonggrwthofvbrldaulputiny~ral~outputin the 
C-7 coumtrfe8 in particular vas of bportmcr, the prfncipal factor was 
tba dacl.lm in praductfon of mat food E’itles (T&e 7). Aftu throw 
wnsecutlve yeus of robust grouth, world production of foods declined by 
shout 1 percent in 1987 end by over 2 percent &n 1968. Unfmrable 
uuthu conditions, especially the severe dreughts in lkrth America, 
Central America and msjor cereal producing uou of Soutb Aauica, vu0 
laxgely responsible for this decline. thmvmr, the continuing adjustment 
of productfon, through admlnhtared and voluntary aoreage reductions in 
uxy countries, in response to high iuveutories of food cWtfes and 
&c&e low prims also played a role. 
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Table 7. Ho-ma in the Rices of Food Comodities 
and Related gconamic Indicators, 1982-88 

1982 1983 1984 1985 1986 1987 1988 

Prices of food C"dities u 
In SDRS 
In U.S. dolluo 
Real 3/ 

Domestic prices in 
G-7 countries 

Consumer price index 
In SDb 
In U.S. dollars 

CRP deflator 
fn SDRs 
In U.S. dollars 

BLal GNP in 
G-7 countries 

World consumption of food 
comodities 3/ 

Index of consumption 

World supply of food 
cmities 3/ 

Index of production 
Indax of supply 4/ 
Index of closing stocks 

-9.4 12.5 3.3 -14.3 -24.Q -7.4 23.2 
-15.2 8.7 -0.7 -15.5 -12.2 2.4 27.7 
-13.4 12.0 2.1 -15.8 -25.6 -8.8 20.5 

6.7 4.9 4.6 3.5 1.0 0.5 3.0 
-0.1 1.6 0.3 2.5 16.7 10.7 7.0 

6.4 5.2 4.2 2.9 2.1 0.4 2.0 
-0.4 1.8 0.0 1.9 18.0 10.6 6.9 

-0.4 2.9 5.1 3.4 2.7 3.4 4.2 

3.2 0.3 2.7 2.1 6.9 1.0 

5.0 -3.8 8.1 1.6 3.s -0.9 
5.1 -1.3 5.1 3.8 s.4 -0.8 

14.9 -12.9 18.3 17.8 -1.9 -6.6 

-0.5 

-2.L 
-3.3 

-25.0 

Sources: Comodities Division and Current Studies Division, IHF Research 
Department. 

u Refers to I!@ world index of food commodities. These percentages differ from 
those reported in the &&#J+c Ou+w, April 1988, which refer to the index 
of comodities -ted bv devw ce . 

2/ Index of dollar prices of food commodities deflated by the Index of dollar 
unit values of manufactured exports. 

2/ 0verrl.l itzdicer constructed using the same weights for the indices of 
individual commdlt$es as in overall (world) price index. Crop year data for 
agricultural comaodities are given under the earlier calendar year, e.g. crop year 
1980/81 under 1980. The commodity coverage of the indices of consumption and stocks 
is less comprehensive than the coverage of Indices of production and supply. 

4/ Supply is defined as production plus w-of-year stocks. 
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CHART 4 

Food Commodity Prices in SDRs, 1980-88 
(Indices: 1980-lOOI 

125 

100 

75 

50 

123 

100 

7s 

50 

175 

150 

123 

100 

75 

50 

150 

125 

100 

75 

50 

25 

All food conmmdities 

1 
Cereals 

I 

Vegetable oils and protein meals 

1980 1981 1982 1983 1984 1985 1986 1987 1988 



- 17 - 

The ufn question rmlating to the outlook for 1989 concerna the 
sxtont to vbich p,roduction in a number of major producing countries will 
rebound from the drought reduced levels of the 198b/89 crop year. Given 
the dmonstrated productfvity and put tesponaiveness to higher prices of 
food producers uorldvide, it is likely that vorld production of food 
F'ties will increase appreciably in 1989 with the result that most 
food price8 vi11 begin to fall in the latter pat of ths yur. 

The rapidly changing nature of the world cereals uket has been 
clearly demonstratedover the last flva y8us. In the 1983/84 crop year, 
drouglkt in a umber of countries atui acreage reductions fn the United 
Stacu ware key coutribuciug factors to a 4 percent drop in global cereals 
output aad a sharp decline in cereal stocks to a level equivalent to 
20 percant of anuual utilitation. compared with 24 percent a year earlier 
(Table 8). Ixgely reflecting the chauged supply situation, cereals 
prices, as measured by an index of the weighted average price of what, 
maize, and rice, increased in 1983 by 11 percent in terms of SDRs and by 
8 pmrcant b U.S dollar terms (Table 9). In each of the following three 
years, world grain output exceeded utilisation by a substantial margin, 
resulting in a buildup of stocks at end of crop year 1986/87 to the 
equ0mlent of 28 percent of annual utiliration, a ratio not previously 
l ctbmd. 'CbLs accumulation of stocks uas associated vith e collapse of 
prices; the induc of cereals prices in SDR terms fell by nearly one half 
bavuu 1983 utd 1987. 'Rm rebound in production in these years reflected 
uiuly a rfee in yields to record levels as a consequence of favorable 
uuttur condition, combined with iacreurd use of high-yielding seeds, 
irrigation, fertiliser, and pesticides. 

Uevertheleas, in only two years the record cereal stocks available at 
the ead of crop year 1986/87 were seriously depleted. In crop year 
1987/88, world cereal production fell by S percent, mainly because of 
lower area harvested in tha kited States, where acreage reduction 
progrsms dsslgnad to reduce the cost of holding inventories were 
iuteuslfled, fn Australia and Argentiua. where lou prices led to land 
being dlvorted to other uses, and in the U.S.S.R., uhere marginal land 
contfrnud to be taken out of production. Vet weather in Europe and the 
failure of the sumsr moxuoon in South and Southeut Asia also lowered 
yhlda . In ctop yeas 1988/89, overall careal production is estimated to 
fall by a further 4 percent. u a 2 percent increue in rice production is 
likely to be more than offset by an 10 percant drop in coarse grains 
outpue* The production of wheat may be roughly unchanged from crop Lear 
1987/88 because a sharp decrease in North American output should be 
offset by higher output ia other countries. The main cause of the decline 
in aggregate cereal output was severe drought in North America, Central 
Amarlca, and the major cereal producing areu of South America during the 
second and third quarters of 1988. In the United States, the drought was 
the most severe on record since the 1930s in terms of precipitation 
deficiency combined with protracted periods of high temperature. 
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Table 8. Cereals: World Supply and Utilitation, 1980/81-88/89 

stocks/ 
Crop Area Closing Utilfzation 
Y8arS Ha-ted Yield Production Utilization u Stocks 2/ Ratio 1J 

1980/ 
1981/ 
19821 
19831 
1984/ 
19851 
1986/ 
19871 
1988/ 

(In 
of) 

;1 724 2.00 1,446 1,475 286 19 
12 734 2.04 1,497 1,476 307 21 
13 717 2.16 1,548 1,499 355 24 
14 708 2.10 1,485 1,538 303 20 
15 710 2.32 1,647 1,586 363 23 
16 716 2.32 1,663 1,596 430 27 
17 710 2.37 1,685 1,657 457 28 
18 686 2.34 1,605 1,664 398 24 
19 &/ 692 2.24 1,550 1,661 287 17 

(In) 

Source : U.S. Department of Agriculture, World January t 
1989. 

u For countries where stocks data are not available, utilization estimates 
reprerent "apparent" utilization, that: is, they include annual stock level 
adjustments. 

2/ Stocks data are based on an aggregate of differing local marketing years and 
should not be construed as representing vorld stock levels at a fixed point in time. 
World stock levels have been adjusted for estimated year-to-year changes in the 
U.S.S.R. grain stocks, but do not purport to include the absolute level of U.S.S.R. 
grain stocks. Data do not include stocks in some countries in Eastern Europe, and 
in sow other countries for which stocks data are not available. 

w Ratio of marketing year ending stocks to utilization. 
&/ U.S. Department of Agriculture estimate. 
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Table 9. Prices of Cereals. 1979-88 

Yeus 

Xndex 
of Prices 

of Cereals A/ Wheat 2/ Maize a/ Rice y 

1979 90.7 
1960 100.0 
1961 114.4 
1982 101.8 
1983 113.4 
1964 115.1 
1965 100.4 
1966 '12.0 
1967 61.9 
1966 79.6 

1987 I 60.4 
If 62.3 
III 60.6 
Iv 64.1 

124 89 259 
133 97 333 
148 111 409 
145 266 
147 IXf 259 
149 133 246 
134 111 214 
96 75 179 

1:: 
56 177 
60 225 

89 55 162 
68 61 164 
85 178 
88 204 

1986 I 

111 
IV 

66.5 
73.7 
89.2 
87.6 

94 64 220 

1E 
73 220 
94 235 

122 87 225 

(1980-100) 

1979 90.1 
1980 100.0 
1961 103.8 
1982 86.5 
1983 93.1 
1964 90.7 
1965 78.1 
1986 64.9 
1967 61.5 
1986 82.2 

------ (&) U.S. dollars a toq)------ 

160 116 334 
173 126 434 
175 131 483 
160 106 293 
157 136 277 
152 136 222 
136 
115 
113 
145 

1967 I 56.5 112 
IX 62.0 114 
III 59.5 106 
Iv 66.1 118 

1986 I 72.0 
II 77.4 
III 68.9 
Iv 90.5 

126 
135 

l 153 
164 

(1980=100) -------(fn SD& g, ton)------- 

112 

sx 
107 

69 

:ja 
61 

1:: 
122 
117 

217 
210 
230 
302 

205 
213 
226 
274 

301 
301 
305 
302 

6ource: Ctxmoditlos Division, IMF Research Department. 

I/ Tha uoightr in the index ara aa follovs: 
36 percent; rice, 16 percent. 

whoat, 48 prrcent; maize, 

2/ U.S. No. 1 hard winter uhrat, ordinary protein, f.o.b. Gulf of 
M&co ports. 

y U.S. No. 2 yellow corn, f.o.b. Gulf 02 Mexico ports. 
4J Thai white milled rice, 5 percent broken, t.o.b. Bangkok; Boud of 

Irada posted price. 
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With cereal utilization rising at an annual average rate of 
1.5 percent a year during the past five years, global cereal stocks are 
projected to decline to the equivalent of 17 percent of annual 
utilization by mid-1989, the level regarded by the Food and Agriculture 
Organixation of the United Nations (FAO) as the minimum necessary to 
ensure varld food security. Nonetheless, although some countries have 
experienced severe famine related to civil disturbances, there has been no 
occurrence of widespread food shortages because the shortfall in 
production in 1988/89 has occurred mainly in food exporting countries, 
Cereal production in the low-income food deficit countries, as defined by 
the FAO, was generally above normal, and in some cases at record levels in 
1988. 

Cereal prices rose sharply in 1988 in response to the anticipated 
loss of production of wheat and coarse grains, and strong demand for rice 
for stock replenishment by countries experiencing a production shortfall 
in 1987. The index of cereal prices in SDRs increased by 29 percent in 
1988 and the U.S. dollar index rose by 34 percent; a sharp increase in 
rice prices occurred in the first quarter of the year, and wheat and 
coarse grains prices rose sharply in the third quarter. 

A recovery in global cereal output is projected for 1989/90 in 
response to higher area planted in North America and an expected 
improvement in yields. The extent of the recovery in yields, however, is 
uncertain because the subsoil moisture in the major cereal producing 
regions of the United States and Canada had not been restored to normal by 
the end of 1988. 

a. Wheat 

Despite fluctuations caused mainly by variations in yield, global 
wheat output exceeded utilization each crop year from 1981/82 through 
1986/87 (years ended June). The ratio of end of period stocks to annual 
utilization reached 34 percent in 1985/86, the highest level since the 
late 196Os, and remained unchanged in 1986/87 when global output peaked at 
530 million tons (Table 10). A complete turnaround in the market 
situation for wheat, however, has occurred in crop years 1987/88 and 
1988/89. In 1987/88 excessive rainfall in Europe and the U.S.S.R. and 
lower planted area in North America, Australia and Argentina contributed 
to a 5 percent fall in production to 504 million tons, while world 
utilization rose by 2 percent to 534 million tons. The ratio of stocks to 
utilization fell to 27 percent. In crop year 1988/89, utilization is 
again estimated to exceed production by about 30 million tons owing to 
drought-related output losses in a number of countries, and the ratio of 
stocks to utilization is expected to decline to 22 percent, which would be 
the lowest level recorded since the early 1970s. Reflecting these 
developments. wheat export prices in the United States declined from an 
average of $173 a ton in 1980 to $113 a ton in 1987, but then recovered to 
$164 a ton fn the final quarter of 1988. 
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Table 10. Wheat: World Commodity Balance, 1982/83-88/89 

(uons of tons. w omise indfcated) 

JulvUyJle Crow, Year 
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89 u 

Production 422 449 
China 68 al 
European Community 65 64 
India 38 43 
United States 75 66 
U.S.S.R. 84 77 
Other countries 147 158 

83 
45 
71 
69 

156 

52p 
90 
72 
47 
57 
92 

172 

72 
46 
57 
a3 

158 

a!22 
88 
76 
-55 
49 
88 

159 

86 
72 
44 
66 
78 

154 

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

25 
101 
255 

% 

ii 
268 

% 
31 
91 

279 

29 33 
92 103 

275 285 

Ei 
30 

102 
296 

a& 
106 

29 
100 
299 

Closing Stocks 
United States 
Other countries 89 

% % Y-t 
107 125 116 

3lzs us 3&u 
50 34 15 

125 112 100 

Stocks/utilisation 
ratio (in percent) 28 31 33 34 34 27 22 

Source: . U.S. Department of Agriculture, Forewure Cire. World Grab 
Situation and Outlo& (Washington), January 1989. 

U Estimate. 
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The price quotations for wheat in this section are U.S. export prices 
and refer to No. 2 hard red winter wheat, ordinary protein, f.o.b. at 
Gulf of Mexico ports. During 1988 these prices exceeded spot prices on 
the Kansas City Board of Trade (KCBT) by about $10 a ton, the differential 
relating mainly to transportation costs. The spot prices are determined 
by auction in association with an active futures market and futures 
options market on the KCBT. Other futures markets for different classes 
of wheat operate on the Chicago Board of Trade (for seven types, primarily 
soft red wheat), the Minneapolis Grain Exchange (for durum and northern 
spting wheut), the Winnipeg Commodity Exchange (for Canadian feed wheat), 
and the London Grain Futures Exchange (for EC wheat). 

During the first half of 1987, U.S. export prices for wheat rose 
significantly owing to fears of frost damage to the winter crop and 
strong export demand, including the sale of 4 million tons of subsidized 
wheat to the U.S.S.R. under the U.S. Export Enhancement Program (EEP). 
From an average of $113 a ton in the first half of 1987, the export price 
fell to $105 a ton in July following beneficial rains in the U.S. midwest 
which ensured a good spring harvest. In addition, the government reduced 
the prices at which wheat could be redeemed by "generic certificates,* u 
and set the loan rate for the crop for following season (1988) at the 
statutory minimum of $79.74 a ton. 2/ Large sales by wheat farmers from 
the 1987 winter crop also contributed to the decline in prices. 

In August 1987, however, a major turnaround in prices began as U.S. 
farmers slowed their sales of the spring crop, and there was a growing 
realization that the global carryover of wheat for crop year 1987/88 would 
be lower than expected. Global production in 1987/M fell 5 percent from 
the peak of 530 million tons in 1986/87 due to a combination of lower area 
planted and harvested in all major producing countries except the EC, and 
adverse weather in Europe, South Asia, and the U.S.S.R. The area 
harvested in the United States fell by 8 percent reflecting the acreage 
reduction provisions of the 1985 Farm Bill; for the 1987 crop, the 
required reduction was set at 27.5 percent of base acreage, an increase 
from 22.5 percent. 1/ Nevertheless, with improved weather in the spring 
of 1987 compared with 1986, the yield rose by 9 percent and output 
increased slightly to a little over 57 million tons. A 15 percent 
reduction in initial price support payments in Canada contributed to a 
5 percent decline in area harvested, and with yield returning to a more 
unusual level after reaching a record level in 1986, a 17 percent fall in 

JJ The use of generic certificates is described in the discussion below 
on maize. 

u The loan rate for the 1988 crop was raised to $81.20 a ton in 
December 1987. 

2/ Base acreage is the average of individual acreage planted in the 
previous five seasons, including land set aside under mandatory acreage 
reduction. Land set aside under the voluntary Conservation Reserve 
Program, under which producers bid on the compensation they would receive 
to put land to conservation use for 10 years, is deducted from base acreage. 
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production to 26 million tons was recorded. u A 24 percent drop in 
output occurred in Australia mainly a:: a conacquencs of low world prices 
in preceding years which led to a reduction of 20 percent in the area 
harvested, although the yield of the Australian crop also declined due to 
hot and dry weather in the last quarter of 1987. 2/ Despite the 
elimination of a 5 percent export tax on wheat in July 1987, low prices 
also led to a 6 percent decline in harvested area in Argentina. However, 
with improved weather conditions, higher yields enabled output !n 
Argentina to increase by 2 percent to 9 million tons. Wet weather reduced 
the yield of the U.S.S.R. crop by 6 percent, and with marginal lands being 
taken out of production, output declined by 10 percent to 83 million tons. 
The area harvested in China fell by 3 percent as relative official 
procurement prices were adjusted in favor of other export crops, but with 
good weather conditions output declined by only 2 percent to 88 million 
toris . In India, the failure of the monsoon reduced yields sharply and 
output declined by 2 percent ta 46 million tons. In the EC, intervention 
prices for crop year 1987/88 were unchanged in ECU terms, but intervention 
purchases were only made at prices equal to 94 percent of the intervention 
price. Also, the monthly increment to intervention prices was lowered 
from ECU 2.45 to ECU 2 per ton. Devaluation of the green currency rates, 
however, raised national currency intervention prices in two major 
producing countries--France and the U.K. --so that planted area for the EC 
as a whole rose by 1 percent, Wet weather at harvest reduced the quality 
and yield of the crop so that output declined by 1 percent to under 
72 million tons. 

Following a 5 percent increase in crop year 1986/87, global 
utilization of wheat rose by a further 2 percent in crop year 1987/M to 
534 million tons. Utilization fell, however, in both the U.S.S.R. and the 
United States. tJtilization and use in the U.S.S.R. fell by 1 million tons 
(1 percent) reflecting lower output of feed quality wheat; utilization of 

J,/ Initial payments for Canadian western red spring wheat under the 
Western Grains Stabilization Act (UC&A) for 1987/M were Cans 20 a ton 
lower than in 1986/87. The WGSA guarantees producers' net returns to at 
least equal the average realized over the last five years. In April 1988 
(well after the 1987 harvest), payments were revised upward by Can$ 10 a 
ton in view of the higher than expected prices. 

2/ Planting &cisions in Australia are also influenced by the 
Guaranteed Minimum Price (GXP) which is the level of government price 
support. It is determined as 95 percent of the estimated average of net 
returns to farmers in the current crop year and the two lowest returns of 
the previous three years. The initial GHP for crop year 1987/88 announced 
in September 1987, at the time planting decisions could be affected, was 
A$ 4.73 a ton below the final GHP for 1986/87. Subsequently, the final 
GKP for crop year 1987/88 was raised by $A 9.19 a ton to reflect the 
upswing in international prices. Due to the sharp drop in actual b8hw 
estimated prices in 1986/87, the government was required to subsidize 
farrmers for the first time since the early 1970s. but no subsidy wss 
required far 1987/M. 
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food quality vheat remained unchanged only with the assistance of Sarge- 
scale imports. Utilisation in the United States declined by 3 million 
tons (10 percent) because relative prices favored the substitution of corn 
for wheat in feed use. By contrast, utilization in China rose by 
4 million tons (4 percent), and in other countries by 11 million tons 
(4 percent), mainly reflecting higher food use. 

Despite a temporary weakness in prices associated with a reduction of 
spaculative activity after the stock market crash in October, wheat prices 
continusd to rise from August 1987 throu& late February 1988, averaging 
$132 a ton in February. In addition to the changed global wheat market 
situation, the U.S. market was also influenced in August and September by 
RRP sales to China, the Philippines, and Polsnd, the extension of EEP 
eligibility to Brazil and Colombia, traditionally customers of Argentina, 
and the prospect of export sales to Asian countries affected by a 
shortfall in rice production and a steep rise in rice prices. The market 
was strengthened in November by a number of new export agraements under 
the EEP including one with the U.S.S.R of 2.4 million tons, another with 
the U.S.S.R. for 2.35 million tons, and one with Morocco of 1.5 million 
tons. u In these agreements, prices ranged from $29 to $42 a ton &low 
the U.S. export price with the subsidy paid for in government-owned stocks 
through the use of generic certificates. The net price paid by importers 
rose during the year from about $80 a ton in May to $99 a ton in December, 
reflecting the reduced availability of global s-upply. To ensure that 
export sales did not tighten the domestic market excessively and thereby 
raise the rate of EgP subsidy, a weekly auction of government-owned wheat 
of up to 25 million bushels (0.68 million tons) commenced in November. 
Prices were strengthened in early 1988 on news of another U.S. export 
agreement with the U.S.S.R. for 2 million tons and the entry of India into 
the import market for the first time since 1984 to replenish stocks drawn 
down in 1987. 

In late February, the U.S. government expanded its auction program to 
three per week for up to 10 million bushels each, signaling its 
determination to avoid a tighter market until the harvest of the winter 
wheat crop around mid-year. With favorable reports concerning the 
condition of the winter wheat crop, prices retreated in March to an 
average of $125 a ton, but then moved up a little in April and Hay as a 
result of a new export agreements with the U.S.S.R. for 1 million tons, 
with India for 1.2 million tons, and with China for 2 million tons. 

Limiting any upward movement of prices in the early months of 1988 
was the anticipated heavy selling of wheat from the winter crop by 
farmers,. as farm gate prices were well above the loan rate. Consequently, 
the first indications in April that extremely dry weather would affect the 
saving and yield of the spring wheat crop in the United States and Canada 
had little immediate price impact. By late Hay, however, the continued 

u Other PPajor EEP agreements in the last quarter of 1987 were two with 
China and one with Iraq, Egypt, and Poland, each for 1 million tons. 
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absence of adequate rainfall throughout much of North America led to 
concerns that the U.S. winter crop would also suffer yteld iowes, and 
prices rose sharply. The U.S. export prfce incressed by 16 percent in 
June to an average of $150 a ton and fluctuated around that level during 
July and August as intermittent rainfall led to temporary price weakness 
but failed to break the drought. Rices rose further to an average of 
$159 a ton in September because of strong export sales under the EEP and 
reduced astixates of the harvest in the U.S.S.R. and in Argentina, where 
severe drought delayed the planting of wheat in favor of corn and 
sqbeans. Uespite official projections that the U.S. carryover at the end 
cs the 1988/89 crop year would be the lowst since the early 1970s. the 
BHP program remained in force to protect the United States’ market share, 
albeit at a reduced rate of subsidy rsnging from $12 to $22 a ton. A 
number of tendered export agreements vere rejected by the government on 
the grounds that the proposed rate of subsidy was too high. 

Widespread heavy rainfall in mid-September in the aftermath of 
Hurricane Gilbert provided substantial relief from drought in the United 
States snd subsequent rainfall assisted the planting of the 1989 U.S. 
vinter crop. Overall precipitation, however, was not sufficient to 
restore subsoil moisture to normal levels. Prices vere supported at this 
tine by dry weather in Australia which reduced estimates of the Australian 
1988/89 crop, and by heavy rain in Canada at hamst time which lowered 
the quality of the crop, already &cfmatad by drought. Despite negative 
influences, such as the mid-October announcement of the release of 
1.5 million tons from the U.S. Food Security Reserve for P.L.480 programs 
in 1989, and the absence of new export sales following the extension to 
the end of 1990 of the long-term grain agreamsnt between the United States 
atvl the U.S.S.R., prices continued to rise, averaging $164 a ton in the 
final quarter of 1988. The underlying strength in prices reflected the 
tightest supply situation, particularly in high quality milling wheat, in 
msny years. 

In the United States, the mandatory acreage reduction requirement for 
participation in the support program in crop year 1988/89 was unchanged et 
27.5 percent of base acreage, and the area planted to wheat remained at 
about the same level as in 1987/88. u However, the drought caused a 

JJ Other features of the 1988 crop program for wheat included a 
3 percent reduction in both the target price and loan rate to $155.43 a 
ton and $81.20 a ton, respectively. Bath wheat and feed grains were also 
eligible for an optional ‘O/92” program, whereby producers could place all 
or part of their permitted acreage (after the mu&tory reduction) in the 
conservation reserve--a lo-year set-aside--and receive &ficiency payments 
on up to 92 percent of their permitted acreage. Deficiency psylnents are 
the difference betveen the target price and the loan rate or average 
msrket price. Estimated wheat daflciency payments for wheat hamested in 
1988 were $56.22 a ton, of which, 40 percent was received in advsnce. The 
participation rate in the wheat price rupport prograa with its mandatory 
set-aside dec:ined in 1988 under the influence of high wheat prices, but 
the impact on total area planted was almost exactly offset by increased 
participation by other producers in the Conservation Reseme Rogrsm. 
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4 percent fall in -tad area and a 10 percent fall in yield. Although 
the winter wheat crop was almost fully grown before the onset of the 
&ought, but the spriq crop was reduced by more than half &/ production 
fell by 14 percent to 49 million tons, the loveot level rince 1978/79. 
Drought reduced the area hewsated end yield of the Canadian crop even 
mere sharply; with rpriq uheet predomineut in tote1 output, the evet8ge 
yield fell by 38 percent snd production declined by 40 percent to 
16 millLsn tens. 2/ Severe drought in Argontins through tid-September 
delayed the planting of the 1988/89 wheet crop end induced producers to 
svltch to aalse ti oilseeds, which are planted later In the year. The 
wheat area harvested declined by 6 percent, and vith tba yield impaired by 
dry weather, output is expected to fall by 17 percent to 7 million tons. 

Notwithstanding these large reductions in the United States, Canada, 
and Argentina, global wheat production in the 1988/89 crop year is 
expected to remain at about the sams level as in 1987/88 because of 
offsetting output increases in other countries. 

A bunper crop of 76 million tons (an increase of 6 percent) was 
hanmsted in the EC as increased 8verqe yields resulting from improved 
weather conditions more than offset a 3 percent daclfne in area haNested. 
Production in the U.S.S.R. in 1988/89 increased by 6 percent to 88 million 
tone, albeit well below targeted output, partly reflecting the 
substitution of wheat for coarse grains in area planted to cereals. 
Although the yield of the spring uhiat crop was affected by dry weather, 
growing conditions for the winter wheat crop were more favorable than in 
1987/88. A higher ares cultivated under .intensive technology" may also 

J,/ Farm incomes in the Unfted States were supported in 1988 by official 
drought relief; if yield fell by 35 percent or more, the farmer was 
subsidized at a rate equal to 65 percent of the target price. 

2/ Area planted was positively fnfluanced by the announcement in April 
1988 of initial payments under the UGSA for crop year 1988189 of Can $10 a 
ton higher than thore set a year earlier. With the further strengthening 
of world pricea and the onset of drought, these paymenta were raised by 
another $30 a ton in July. 

,j/ Lmrer planted area In the EC partly reflected the introduction of a 
'guaranteed minf quantity" or threshold level of production for all 
grains combined of 160 million tons, which, if exceeded, would trigger a 
3 percent reduction in intervention prices for the next season. Although 
I.nLtIel intervention prices for crop year 1988/89 remained unchanged, the 
monthly increment to intervention prices was reduced--by 25 percent 
cespared with the 1987/88 level. In addition, a set-aside scheme uas 
introduced. This scheme is compulsory for member states but voluntary for 
producers, who have the option to idle at least 20 percent of arable land 
for five years for an annual payment of between ECU 100 and ECU 600 a 
hectare, depending on the quality of the land. The impact of this scheme 
was limited in 1988, as four member states failed to implement the scheme 
by year-end, and as less than 240 thousand hectares wan set aside in other 
states. 
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have contributed to e 2 percent increaee in overall yield. u The upswing 
:n -mrid prices induced Australian preducers to increeioe the area planted 
to wheat by 4 percent, 1/ but excessively wet weather in the later stages 
of crop development prevented an expected increue in yielde end is 
expected to limit the increase in production to 5 percent. Although dry 
conditioae in the epriq affected ti &velopmemt of chiaa's winter wheat 
crop, and heavy rainfall and flooding in eumer reduced the yfeld of the 
spring crop, output remained unchanged from 1987/88 becauee of higher 
planted area in response to a 7 percent ixbcreue in official procurement 
prime. 

Global utilization of uheat is ex.pected to r-in unchanged at 
534 million tone in crop year 1988/89. Thr g?oviq food needs of the 
wor~d'r population ie likely to be balanced by a r%buctiOn in purchasing 
power of importing countries caused by higher wheat pricu, and the tower 
avaitability of good quality whaet. In the U.S.S.R. modestly highar 
domestic production is expected to be allocated to food use while feed we 
deC1iXlaS Shaq1y. UtiLizatfon in the United States may decline rlightly 
u higher food 8nd reed use will be more thm offset by hwer feed use. 
However, utllization for feed uae in other producing countries is expected 
to increase. 

The excess of global utilix0tion over global preductien in crop year 
1988/89 is expected to lead to a fall in gfebl wheat Stocks of about 
33 million tons, bringing the ratio of ate&a to utilft8ti~ at the end of 
June 1989 to 22 percent. This would represent only 2 l/2 acmths' 
utilization, compared with 4 manthe' utilitation two yeare earlfer at the 
end of 1986/87 crop year. 

k.rgely reflecting shaxply higher unft vtiues, @obal export earnings 
from wheat ia 1988 rose by an estim8ted 22 percent in term8 of SDIb to 
$12 bfllion, or by 28 percent in U.S. Aollarr to $16 billion (Table 11). 
The volume of global trad8 in wheat fncreued by only 1 percent although 
this increue vu on top of a 14 percent Lncreue in 1987. &eng 
ezportfng countries, lower output in Au8traU8 and Camada corutrained 
their export volume, while higher output enabled the EC to increase it8 
uporu. A ruked increase in the U.S. export volume wu made poerible by 
rumbg down stocka. In 1989, imports by the U.S.S.R. mey fall 
rubstaut~lly because of higher domestic output in the 1988/89 crop yeer. 
Impute by Chlna and Korea may also be 1-r than in 1988, u relative 
prices for feed grains will favolt maize importr. Thue, the volume of 
@Oh81 tXXd8 18 likdy t0 &CliUe but ttbe VdUO Of tr&& Should be 
supportedby further ri8a inaverageumit voltus. 

u l ~meneive technology” f8 defined u the app&ation of better form 
management techniquas, permltting IDor decision makIng at farm level, end 
provhilag incentives for imprwed performam. 

2/ The Initial MP for Auetralian white standard whuat for crop year 
1988/89 wee rafoed to ~$147.60 a ton which ti AQ3.31 a ton above the CMP 
for 1987/88. 
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Table 11. Wheat: Export Brrnirys, 1985-88 

1985 1986 1987 1988 J,/ 1985 1986 1987 1988 u 

Eudap (billions) 
Ia&strial countriu 
Dmvdoplng cmntri8.s 
U.S.S.R. ad llutem 

Ruropua countriu 

Volw (in lillbne 
of tons) 

In&wtrial countrlsr 
Australia 

Prance 
IMud States 

Dovolopiq cmlntr188 
Argentine 
other 

U.S.S.R. and Eastern 
Europun countries 

UnitPolua8(atom) 
fndu8tdd countries 
Oeveloping couatries 
U.S.S.R. and Eutern 

hmpean countries 

Market price8 (a ton) u 

et 1:s fkt 
0:6 

~~ 
0:s 0:s 

0.7 0.4 0.3 0.5 

%E 
IS:8 

E5 
16:2 

17.4 16.4 
19.0 15.4 
26.1 26.5 
10.2 11.9 
11.9 5.8 

9.7 4.1 
2.2 1.7 

%c%i . . 
14.9 12.2 
22.6 17.9 
16.5 17.6 
32.6 37.8 
12.9 14.5 

6.7 6.0 
4.3 3.7 
2.b 2.3 

4.8 

E 
126 

142 

la& 

3.7 

E 
105 

102 

ea 

3.5 5.2 

81 101 

82 98 

if+ 
1:s 

3 
a:7 

EE 
0:6 0:s 

0.7 0.4 0.4 0.7 

+E 
15:s 

et 
16:2 

17.4 16.4 
19.0 15.4 
26.1 26.5 
10.2 11.9 
11.9 5.8 

9.7 4.1 
2.2 1.7 

%sik-t 
14:9 12:2 
22.6 17.9 
16.5 17.6 
32.6 37.8 
12.9 14.5 

6.7 6.0 
4.3 3.7 
2.4 2.3 

b.8 

it? 
127 

144 

la& 

3.7 

iif 
123 

119 

lu 

3.5 5.2 

105 136 

106 132 

Lu u!a 

source8 : WI Feed end I)griculture Organization, J387 v (Rome) for 
sxporw Camodities Division, II@ Reseerch bpartmnt for market prices. 

u Deta on escport8 are UtimUU of Comeditie8 Division, m ~ere&mzh Department 
;kr U.S. Ho. 1 lmrd red winter wheat, ordinary protein, f.o.b. Gulf of Merxico 

ports. 
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The outlook for wheat prfc*~ in 19PQ depends largely on th extent of 
the recovery in North I(p#rfcan output in the 1989/90 crop year. Tht 
response in other countries to the higher prices now prevailing is likely 
to be re8trained; there pry not he awh increue in area planted to wheat 
in Awtralia and Argentina because of mere profitable alternatives such as 
wool. beef and soybeaas, and production of wheat in the EC pay also be 
couetrained by a 3 percent cut in intervention prices for 1989, triggered 
by total pain output in 1988 exceeding the eupport ceiling of 160 million 
tons. u wea in government program in both the United States and 
Canada should result in large increases in ueu planted; 2/ hwever, 
yield mey not return to noma becauu of eubeoil aoi8ture deficiency. 
Al&mu& the International Wheat Council haa 8Ugg88ted that global output 
uy fncreme by up to 50 million ton8 to a new record level in 1989/90, it 
is po88ib~e that not even the previoue peak of 530 million tone in 1986187 
will be attained. In this event, since food use of wheat may increase at 
about the long-term annual average rate of 2 percent so that total 
utflizatfon should exceed 530 million tons, a further reduction in global 
Stock8 COUldOCCUr during the yeu. RitOS are expected to continue to 
rise during the first half of 1989 until it is fairly certain that weather 
condition8 favor tha davelopment of the U.S. winter wheat crop. If good 
weather continues for the spring crops in the United States and Cauada. 
ptices aheuld &cline in the second half of 1989. If weather conditions 
de not return to normal, rising prices throughout 1989 may be anticipated. 

The impact of the 1988 drought on world market conditions was much 
greater for maize than for wheat because of dominant position of the 
Ueited States in world meize production and trade. u Except for 1983/84, 
(crop yurs esuled September), global meize production exceeded global 
utilization each year in the 1980s up to 1986/8? when the ratio of closing 
BUD&S to utilizatlon rose to a record 35 percent (Table 12). This ratio 

u Total IX grain output in 1988189 la ettiuted at 162.5 million torts, 
or 1.6 percent above the ceiling. In 0ddition to the maudatory cut in 
intervention price8, only 1.4 percent (u opposed to 3 percent) of 
supplementary co-responsibility levy for 198$/89 will be r%fahurS%d to farmers. 

u The U.S. Cuverment has set the l creage reduction requirement for 
tha 1989 crap at 10 percent of base ecreage, the midpoint of the statutory 
raqe, dmm from 27.5 percent for 1988. Aa a result, area planted may 
fncreur by about 15 percent, and with a return to normel yield, 
prodwctioa my ri8e by one third to about 65 million tone. The loan rate 

and target price for the 1989 crop have 0180 been reduced to the rtatutory 
minim, by 7 percent and 3 percent, respectively. The Canadian Government 
is ezpected to provide strong incentive8 fOt the 1989 crop, since initial 
payments for the 1988 crop were raised by another Can $20 a ton in 
!kmmbar 1988 to Can $170 a ton, or Can $50 a ton higher than the rate of 
payment 8at a year earlier. 

r/ Ia 1987, the United States accounted for 40 percent of world xaiaa 
production aud about 60 percent of world exports. 
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Table 12. Maize: World Cumodity Balance, 1982/83-88/89 

1982/83 1983/84 1984/U 1905/86 19$6/U 1987/88 1988189 u 

m ptobuction 
tM.M % 
united State* 209 
oth*r countrie8 171 

106 
173 

% 
195 
191 

9f: 
210 
1% 

% 
180 
286 

% 
125 
193 

64 
225 
191 

Utilfutioa 
chin8 
United States 
Other cauatriar 

138 
218 

% % 
122 131 
224 238 

133 150 
226 236 

% 
152 
236 

!A§2 
74 

140 
248 

Clo*inJJ stocks 
United Statea 
Other countrior 

2.2 
44 
33 

Stock8/utfliutlon 
ratio (ta percent) 32 16 21 34 35 32 17 

. : U.S. Department of Agriculture, m Cw Maa Gr& 
(Washington), January 1989. 
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declined to 32 percent in 1987/88. and is expected to drop to 17 percent 
in 1988/89, mainly because of the drought. By comparison, the ratio of 
wheat stocks to utilization is expected to be reduced only from 27 percent 
in 1987/88 to 22 percent in 1988/89. N,aize price8 h8ve also rose more 
sharply than wheat price8 in response to the88 dsvelopments. After 
decliubg from $136 a ton in 1984 to $76 a ton in 1987, U.S. export 
pricar for uite rose by 41 percent to $107 a ton in 1988, whereas wheat 
pricas incraased by only 28 percent from 1987 to 1988. 

Baa quotations for: U.S. export price8 in this section refer to U.S. 
No. 2 yellow maize, f.o.b. at Gulf of Xexico ports. During 1988, these 
prices exceeded spot prices on the Chicago Board of Trsde (CBT) by about 
$8 a ton, the differential reflecting mainly transportation costs. Spot 
prices snd futures prices are interdependent, and in this case maize spot 
prices are influenced by the futuras msrket in No. 2 yellow maize on the 
CBT, the only msize futures market in the world. Beginning in 1986 an 
important detemiusnt of maize market supply and prices has been actions 
by the U.S. Govemment to influence the use of 'generic certificates* by 
producere to redeem mite placed previously under loan and held in 
goverut storsge. J,/ By lowering the price at which loans could be 
redeemed (the po8ted county price) the govemasnt was able to make 
raduptlou 1ore attrwtive, and thereby cheuuel 8dditioual maize into the 
Mrket. 

Although tho sverage meize price of $76 a ton in 1987 was the lowest 
rinca tha early 1970s; prices rose during ths yesr from $69 a ton in the 
first querter of 1987 to $78 a ton in the second quarter as production 
shortfalls is Axgentina and South Africa led to increased deaand for U.S. 
exports, and imports by the U.S.S.R. were higher than expected. Forecasts 
of hot, dry weather in the United States also helped to raise prices. 
Xousvor, sumsr growing conditions proved to be almost ideal, and, 
influenced by government action to promote the use of generic 
certiffcatem, prices declined to an average of $73 a ton in the third 
quarter of 1987. 1/ 

a/ coslloaity certificates have boon issued by the U.S. Government since 
April 1986 ss put of deficiency payments and paid land BLverrL~n paymanta 
to produeer8. Tbyuo generic riusa they csube exchmgoQ for any 
ctamodtty the iudividurl farmer has placed in gw6xnmsnt 8tozage. Since 
thsfr face valus is fixed in tsms af dellarr, theft Featart value ta ia 
respect of the comoditq whom price is l t the grastsrt discount to tha 
losu rate. In 1986-87, this comodfty VUB mite; ptducerr could repay 
thair loses st less than face value, and also avoid the intorost charges 
whfch would accrue if a loan was repaid fa cash. If the maize so acquired 
was imsdistsly sold, storags chsrger vmld alao bo avoided. 

2/ Pam gate prices in the sumsr of 1987 ranged behreen $63 and $67 a 
teu, uell belw the loan rate for the 1987 crop of $71.65 a ton, In these 
clrcmstsncss. ths government adjusted posted county pricea to encourage 
producers to um generic certificates to redeem old-crop 108~8 and roplaco 
t&m with new-crop loans--a procedure known as "PIE and roll.--or to 
place ttm new crop under loan and redeem it imabiatrly--a "quick PIK". 
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The global area planted to maize for the 1987/88 crop declined by 
4 percent under the influence of more restrictive government support 
programs for maize in some countries, and more profitable alternative 
crops, and world production of maize in crop year 1987/88 declined by 
31 million tons (6 percent) to 446 million tons. Production in the United 
States fell by 30 million tons (14 percent!. as a record yield was unable 
to offset a sharp reduction in area planted. Production in China, the 
vorld’s second 'largest producer, increased by 9 million tons (13 percent) 
on account of both higher ares planted and yield, but this increase was 
offset by a combined reduction in output of 9 million tons in other 
countries. Of those countries, lover output was recorded in Brazil end 
Argentina in response to the greater profitability of soybeans, and in 
Thailand and India where the failure of the monsoon caused a sharp fall in 
yield. By contrast, improved yield in the EC, the world's third largest 
pr*fng group, enabled output to increase by almost 1 million tons, u 
and higher area planted in the U.S.S.R. resulted in en output increase of 
almost 2 million tons. 

After rising by 8 percent in 1986/87, global utilization of maize 
increased by a further 1 percent to 462 million tons in crop year 1987/88. 
To promote the development of their livestock industries, maize 
consumption rose by nearly 2 million tons in both china and the U.S.S.R., 
and by under 2 million tons in Japan. Utilization in the United States 
incroased by about 2 million tons as the relative prices of maize and 
wheat favored maize consumption. 

In the final quarter of 1987 (the first quarter of the 1987/88 crop 
year), prices rose to $81 a ton, reflecting the expectation that market 
conditions would tighten somewhat by the end of the crop year as well as 
large scale imports by the U.S.S.R. to upgrade the domestic livestock 
1udustry. Export prices in the first quarter of 1988 averaged $88 a ton, 
being buoyed by the U.S. Government's announcement that it would not hold 
a weekly auction for maize similar to that for wheat, and by strong 
demand for U.S. exports, including sales of 2.3 million tons to the 
U.S.S.R. in March. Although producer prices moved above the loan rate in 
January, the use of generic certificates for maize redemption continued, 
as variations in posted county prices provided producers with 
opportunities to profit from redemptions. The pace of U.S. exports 
slackened off in the second quarter of 1988, as new Southern Hemisphere 
crops became available. Also exerting a downward influence on prices were 
surveys indicating a 3 percent increase in the area intended to be planted 

u EC intervention prices were effectively reduced by 6 percent in ECUc 
for the 1987/88 crop. Although green rate adjustments meant that the 
reductions were moderated significantly in some countries, the overall 
aree. planted in the EC fell by 5 percent. 
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to maQe in the United States in 1988, reflecting producers' optimism on 
market prices and a less attractive price support program. JJ 

Beginning in May there were fears--increasingly realized--that 
persistent dry weather would seriously affect the U.S. maize crop. In 
June, when the dry weather affected the crop in the critical ear formation 
stage, maize prices rose by one third to an average of $120 a ton. Also 
:ontributLng to the strong upturn at this time were large purchases of 

U.S. maize by Japanese buyers. In July the continuing drought affected 
the maize crop in the next critical production stage--kernel formation-- 
and prices rose by $127 a ton. 

Prices were therefore not only well above the U.S. Government Loan 
rate of $71.65 a ton for 1987 crop maize in storage but also above the 
“target price" of $119.29 a ton for release of 1987 crop maize from the 
"farmer-owned reserve." 1/ However, because they anticipated even higher 
prices, farmers were slow to redeem loans with cash or certifications to 
iaake sales of 1987 crop maize. 

Crop prospects, however, improved somewhat with intermittent rainfall 
in August in parts of the corn belt and heavy rainfall in mid-September 
associated with Hurricane Gilbert, and export prices remained near $120 a 
ton through the end of 1988. The high level of prices in the second half 
of the year was by a number of factor& other than the weather damage to 
the U.S. maize crop. Important amongst these factors were purchases of 
U.S. and Argentine maize by the U.S.S.R. and higher estimates of domestic 
U.S. feed use caused by shortages of other feed grains, especially oats. 
At the end of November, the long-term grain agreement between the United 

1/ Although the loan rate for the 1988 crop was raised in December 
1987 from the level originally announced in September 1987 by $1.18 a ton 
to $69.68 a ton, this represented a 3 percent decline from the 1987 loan 
rate. Zn addition, the target price for 1988 also was reduced by 
3 percent to $115.35 a ton, and deficiency payments were lowered by 
9 percent to $43.31 a ton. The acreage reduction requirement of 
20 percent of base acreage remained in effact, but the optional paid land 
diversion (at $78.74 a ton) was reduced from 15 percent to 10 percent. 
Finally, a "O/92" provision replaced the "50/92" provision in effect in 
1987 whereby diversion payments are made even if no land is planted; this 
provision applied also to wheat and other feed grains. 

2/ Producers may place grain in the farmer-owned reseme (FOR) under a 
3-year loan at the expiration of the regular g-month loan without 
incurring storage payments. If the producer price reaches the trigger 
price (equivalent to the target price), grain in the FOR is placed in 
release status for the following month, and the producers incur the 
storage charges which otherwise are covered by the government. 
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States and the U.S.S.R. was extended to end-1990. J,/ In addition, there 
were fears that part of the U.S. crop had been contaminated with 
aflatoxin--a carcinogen produced by a fungus in hot and dry weather. 

Under the influence of higher price expectations, the global area 
planted to maize is estimated to be marginally higher in the 1988/89 crop 
year, but global production is estimated to fall by about 53 million tons 
(12 percent) because of drought. Output in the United States is estimated 
to have fallen by 55 million tons (31 percent), in response to a decline 
in yield. Drought is also mainly responsible for expected output 
reductions in China (by 5 million tons), and Brazil (estimated at 
2 million tons). Partly offsetting these losses are increases in 
production estimated for Thailand and the U.S.S.R., mainly in response to 
batter yields, and in Argentina and the EC, entirely reflecting higher 
area planted. In the EC, planted area increased by 8 percent as effective 
intenrention prices were not reduced from those prevailing in the 1987/88 
crop year. 2/ The transfer of acreage from wheat to maize production in 
Argentina should more than offset the impact of the 1988 drought on the 
early development and ultimate yield of the Argentine crop, although dry 
conditions which prevailed early in 1989 may also lower the yield. Global 
utilization in c):op year 1988/89 is expected to remain unchanged at 
462 million tons, reflecting expanded demand in the U.S.S.R. and some 
other countries offsetting lower utilization in the United States as a 
result mainly of lower livestock numbers. 

The development of maize prices in.1989 will depend partly on the 
development of 1988/89 crop in the main exporting countries of the 
Southern Hemisphere --Argentina and South Africa, but mainly on the extent 
of the rebound in the United States crop in 1989. There will be a 
significant increase in area planted in the United States for harvesting 

u The agreement calls for the U.S.S.R. to purchase a minimum of 
9 million tons of wheat and maize annually, including 4 million tons each 
of wheat and maize and another 1 million tons of either. The final 
1 million tons may also be satisfied by a purchase of 520 thousand tons of 
soybeans or soybean meal. Purchases of up to 12 million tons annually are 
permitted without further consultation. 

u Other features of the EC support program for 1988/89, which apply to 
all grains, were the reduction in monthly increments to the intervention 
price by 25 percent, the introduction of an optional set-aside program, 
and the introduction of a supplementary 3 percent co-responsibility levy 
which is reimbursed if total EC grain output does not exceed 160 million 
tons, and reimbursed in part if this limit is not exceeded by more than 
3 percent. These measures, however, were insufficient to prevent a rise 
in planted area. 
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in the last quarter of 1989. u However, as a full assessment of the 
condition of the U.S. crop cannot be made until July at the earliest, 
prices should continue to rise through the first half of 1989, even if 
good weather conditions prevail for the maturation of the Southern 
Hemisphere crops. Assuming that there is a return to normal weather 
conditions in the second and third quarters of 1989 in the United States, 
maize prices should decline somewhat in the second half year. 

Following a large increase of 12 percent in the volume of world trade 
in maize in 1987 on account of increased imports by the Republic of Korea, 
Japan, and the U.S.S.R., in 1988 the volume of world trade is estimated to 
have fallen by 1 percent (Table 13). Imports in 1988 by China continued 
to fall as a consequence of a bumper crop in 1987/88 while imports by 
Japan and the U.S.S.R. continued to increase. By contrast with 1987, 
sharply higher unit values will enable global export earnings to increase 
to an estimated SDR 5.7 billion (an increase of 10 percent). With the 
tightening of wheat availability in 1989, relative prices for feed grains 
will favor maize, and the global volume of trade in maize may rebound by 
about S percent, assuming a continuation in the recent trends in demand 
for feed grains from the Republic of Korea, Japan, Taiwan Province of 
China, and the U.S.S.R. In addition, earnings in 1989 are likely to 
increase substantially on the strength of the higher unit values received 
on shipments made at least in the early part of the year compared with 
shipments in corresponding months of 1988. 

Rice production is concentrated in Asia and is highly dependent on 
the timeliness and duration of monsoon rains, particularly in countries 
where the share of irrigated area in total rice acreage is relatively low, 
Since rice is mostly consumed in the countries where it is produccrd, only 
about 4 percent of world production is traded, compared with 20 percent 
for wheat and 12 percent for maize. Therefore, production shortfalls in a 
few countries can cause an immediate and significant rise in international 
prices. The delayed arrival of the summer monsoon i-. 1987 was mainly 
responsible for the surge in rice prices in the second half of 1987, but 
also influential in the timing of the upswing was severe flooding in 
Bangladesh, a major importing country, in July-August 1987. 

u The mandatory acreage reduction for participation in the 1989 maize 
program has been set at 10 percent of base acreage, down from 20 percent 
for 1988, and the optional paid land diversion has been eliminated. 
Horeover, the incentive to participate in the program has been reduced 
somewhat by lowering the target price by 4 percent to $111.80 a ton, and 
the loan rate by 7 percent to $64.96 a ton, bath prices being the 
8 tetutory labmla . AS a result, the area planted my increase by about 
11 percent. and with f avorable wee&z, the area henrested may increase 
by 22 percent. 
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Table 13. Raize: Export Rarnings, 1985-88 

1985 1986 1987 1988 u 1985 1986 1987 1988 J,/ 

Earnings (in billions) 
Industrial countries 
Developing countries 

Volumes (in millions 
of tons) 

Industrial countries 
United States 
Other 

Developing countries 

Unit values (a ton) l& 
Industrial countries 127 
Developing countries 113 

Market prices (a ton) 2/ 

E 
2:1 

E 
1:9 

50.4 34.5 
44.0 27.1 

6.4 7.4 
18.3 22.1 

ul 

(Valuesin) (Values) 

108 
86 

Ls 

E E 
l:o 0:7 

8.3 6.9 
14.3 10.0 

sp 22 xs 
83 93 129 
68 74 115 

5& a? 

E 
2:1 

E 
44:o 

6.4 
18.3 

l.u 

E E 
212 1:3 

7.4 8.3 
22.1 14.3 

101 88 

88 Id 

tt 
l:o 

83.Q 
53.0 
46.1 

6.9 
10.0 

l2.l 
125 
100 

lQz 

Sources : UN Food and Agriculture Organization, J987 FA0 Trade Yea (Rome) for 
exports; Commodities Division, IMF Research Department for market prices. 

u Data on exports are estimates of Commodities Division, IMF Research Department. 
2/ U.S. No. 2 yellow corn, f.o.b. Gulf of Mexico ports. 
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The international rice market is less transparent rhan the markets 
for wheat and maize. Approximately half the trarn~~ctiu~1s are government- 
to-government contracts at prices believed to be well below market prices. 
The market is also more segmented, with significant differences in the 
price movements of rice of various types and quality. Thailand is the 
world's largest rice exporter, accounting for about 35 percent of global 
export volume, followed by the United States (19 percent) and Pakistan 
(9 percent). The price quotations reported in this section refer mainly 
to Thai milled white rice, 5 percent broken, f.o.b. Bangkok. Reference is 
made to two price series for this type of rice--the price "posted" by the 
Thai Board of Trade, and the average of nominal market quotations by 
millers, as collected by United States officials in Bangkok. The latter 
series is more variable and may be more representative of actual prices in 
world trade. Reference is also made to U.S. export prices at California 
and Gulf of Mexico ports, which are influenced by the futures market 
prices for unmilled (rough) rice on the Chicago Board of Trade. 

An important determinant of world prices since 1986 has been the 
support provided to producers in the United States under the 1985 Farm 
Bill. The key feature of the rice support program is the "marketing loan" 
whereby producers can repay their loans at a level below the loan rate 
determined as the higher of the world market price (as set by the 
government) or a specified percentage of the loan rate. This percentage 
was 50 percent in 1386 and 1987, 60 percent in 1988 and will be 70 percent 
in 1989 and 1990. The marketing loan allowed U.S. export prices to fall 
below the loan rate in 1986 and 1987 to the extent necessary.to maintain 
the U.S. share of the world export market. b/ 

Low rice prices in 1985 and 1986 came in the wake of the large world 
crop in 1984/85. This crop was considerably in excess of annual 
utilization, and was followed by near balance between production and 
utflization in 1985/86 (Table 14). 2/ Because of the accumulation of rice 
stocks, the increase in price as a consequence of the lower 1986/87 crop 
was small until August 1987, when deteriorating prospects for the main 
harvests for the 1987/88 crops in Thailand and India due to weak monsoon 
rainfall coincided with severe flooang at the transplanting stage for 
rice in Bangladesh. Flooding accompanying the eventual arrival of the 
monsoon in September further reduced the prospective harvest in Thailand, 
which gave additional impetus to the upsurge in prices. The Posted 
Bangkok price averaged $251 a ton in the second half of 1987, an increase 
of 20 percent over the first half year. Export prices for U.S. rice 
increased even faster over the same period, by 48 percent, reflecting, in 
addition to the global situation, low initial U.S. stocks and a 4 percent 
reduction in U.S. output. The United States was the main source for high 

u The United States has also used EEP sales to a limited extent to 
counter subsidized EC exports to Jordan and Turkey. 

2/ Crop years refer to rice harvested over a 9 month period beginning 
in the Northern Hemisphere with the U.S. harvest in August and ending in 
April with the last Southern Hemisphere hanrest. 
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Table 14. Rice: Uorld CoPaPodity Balance, 1982/83-88/89 

(In) 

CroD Yew l/ 
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89 2,' 

?roduction (unmilled baais) 
china 
India 
Indonesia 
Bangladesh 
Thailand 
United States 
Other countries 

71 90 88 96 91 
34 35 38 39 39 
21 22 22 23 23 
17 20 20 20 19 

7 5 6 6 S 
109 112 117 117 119 

?roduction (milled basis) 286 m 

Jtilization (milled basis) z& IQ4 
china 108 113 
India 49 58 
Indonesia 24 25 
Bangladesh 15 15 
Other countries 90 93 

Slosing stocks (nilled basis) 
china 
India 
Indonesia 
United States 
Other countries 

Stocks/utilization ratio 
(in percent) 

42 
22 

3 
2 
2 

14 

15 

42 Gi 
26 30 

6 7 
2 3 
1 2 

12 13 

15 18 

!m !a 
174 171 

80 98 
39 40 
23 22 
18 21 

6 7 
114 116 

al.2 22p al.9 

E E E E 
57 62 60 57 
25 26 27 27 
15 15 16 16 
93 96 97 94 

it 
9 
3 
2 

14 

17 

Ip 42 
24 23 

9 6 
2 2 
2 1 

13 10 

16 13 

222 

la 
123 

62 
27 
15 
96 

% 
9 
2 
1 

10 

13 

Source: U.S. Department of Agriculture, &,&&&D Situation ad Outlook (Washington, 
D.C.), January 1989. 

u Rice is harvested over a g-month period; thus*crop year 1982/83 represents crops 
harvested in late 1982 and early 1983 in the Northern Hemisphere and in early 1983 in the 
Southern Hemisphere. 

2/ U.S. Department of Agriculture estimates, 
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quality rise in the period between the U.S. harvest in August and the 
Asian harvests at the end of the year. World prices peaked in Februuzy 
1988 following the completion of the Asian harvests when the posted 
Bangkok price reached $310 a ton. This peak was, hwever, well below the 
previous peak of $535 a ton in mid-1981 that was associated with 
production shortfalls in India in 1980 and Korea in 1981. 

World paddy production of 454 million tons in 1987/88 was 14 million 
tons (3 percent) lower than production in the previous year. Production 
in India declined by 11 million tons (12 percent) mainly as a result of a 
10 percent reduction in yield because of drought. The yield in Thailand 
declined by 7 percent and output fell by 5 percent (1 million tons). 
Drought also lowered production in the Rapublic of Korea, LBoa, the 
Philippines, and Vietnam, while reductions in planted area were 
responsible for reduced output in Burma, Indonesia, Japan, Pakistsn, and 
the United States. u Pavorable weather conditions, however, enabled 
output to increase by 2 million tons in china, and by a combined total of 
1 million tons in Brazil and Australia. The harvest in Bangladesh proved 
to be unaffected by the floods of August 1987 because most of the crop was 
replanted successfully. 

Global utilization of milled rice fell by 6 million tons (2 percent) 
in 1987/88 to 317 nlllion tons, reflecting in part the substitution of 
wheat for human consumption and maize for animal feed. 

Large carryover stocks in importing countries and a shift in import 
demand from rice to much lower priced wheat and maize by Asian and African 
consuming countries helped contain the upward movement in the price of 
rice that began mid-1987. Market conditions eased considerably by the 
second quarter of 1988, largely in response to a bumper secondary rice 
crop in Thailand and the availability of an exportable surplus in Brazil. 
Also, it was anticipated that high prices would induce a sharp increase in 
global ares planted for the main 1988/89 crops. Although the posted 
Bangkok price declined modestly to $301 a ton, the nominal market 
quotations in Bangkok fell from $305 a ton in February to an average of 
$270 a ton in the second quarter. The market tightened a little between 
July and November 1988 with the posted price and nominal market quotations 
averaging $305 a ton and 8272 a ton, respectively. There were larger than 
expected imports by India to replenish stocks and severe flooding in 
Bangladesh, Pakistan and Thailand in August and September. 

World paddy production in 1988/89 is projected to recover by about 
21 million tons (5 percent) to set a new record at 475 million tons. 
With higher planted area and exceptionally good monsoon rainfall, 
production is expected to rebound by 18 million tons in India, 3 million 

u Under the U.S. support progrsm for rice in 1987, the loan rate 
(average of all types, unmilled) was reduced by 5 percent to $150.80 a ton 
and the target price was lowered by 2 percent to $257.02 a ton. The 
acreage reduction requirement remained at 35 percent of base acreage. 



- 40 - 

tons in Thailand, 1.5 million tons in Burma, and by 0.5 million tons in 
the Philippixles . Higher producer prices and a lower acreage reduction 
requirement contributed to an increase of 1.3 million tons in U.S. output 
in 1988. J,/ In China, however, a reduction in output estimated at 
3.5 million tons occurred because of a)-er flooding in the Yangtze 
Valiey, the main rice growing region. The relatively higher price of 
rice compared to other cereals is expected to limit the increase of 
global utilitation in 1988/89 to about 323 million tons. This amount is 
equal to the milled equivalent of estimated world paddy production. 

In December 1988 the prospect of oharply increased supply in 1989 
contributed to a fall in posted price to $289 a ton while the nominal 
market quotations declined to even lower levels. During 1989 further 
reductions in price are projected although market conditions are expected 
to remain fairly tight as importers continue to replenish depleted stocks. u 

The volume of global trade is estimated to have declined in 1988 by 
1.1 million tons to 11.4 million tons (Table 15), reflecting mainly lower 
exports by China, Pakistan, and the United States. An increase in imports 
of 0.6 million tons by India and 0.2 million tons by the Philippines for 
stock replenishment was more than offset by reduced import demand by other 
countries due to high prices or improved domestic output. Despite the 
fall in trade volume, a sharp increase in average unit values is estimated 
to have enabled the value of global trade in rice to rise from 
SDR 2.5 billion in 1987 to SDR 2.9 billion in 1988. 

2. 

The steep rise in prices of vegetable oils and protein meals in 1988 
(Table 16) is mainly attributable to drought-related damage to the U.S. 
soybean crop following substantial reductions in its soybean stocks over 
the past two years. Prices in 1989, however, are not expected to rise 
significantly above the average levels recorded in 1988. Most of the 
sharp decline in U.S. soybean production is expected to be offset by 
increased output of soybeans and other oilseeds in other major producing 
countries. Vegetable oil stocks at the end of September 1988 (1987-88 
crop year) were at record level. 

Vegetable oils and protein meals are mainly derived from oilseeds. 
Most oflseeds are processed to expel their oil content and to produce 
meal rather than consumed directly. As meals are mainly used to produce 

u The acreage reduction requirement for the 1988 crop was reduced to 
25 percent of base acreage; the target price (average. all types) was 
lowered by 4 percent to $245.82 a ton and the loan rate was lowered by 
3 percent to $146.17 a ton. 

2/ In the United States, the acreage reduction ;equfrement for the 1989 
crop will remair, unchanged from 1988 at 25 percent, but the target price 
has besn reduced by 3 percent to $328.10 a ton and the loan rate by 
2 percent to $143 a ton; these reductions are smaller than in 1988. 
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Table 15. Rice: Export Earnings, 1985-88 

1985 1986 1987 1988 u 1985 1986 1987 1988 2/ 

Bumings (in billions) 
Xxidwtri81 countries 
Dmmloping countrias 

Volumes (in ppIl1ions 
of tom) 

InduatYf&l countriee 
United Stateo 
other 

Devdoping countries 
Thailurd 
Other 

Unit values (a ton) 
Industri81 countries 
Developing countriee 

Markat price8 (8 ton) u 

~%E~ 
1:s 1:5 1:5 1:7 

F-iEEE 
1:s 1:s 1:9 213 

%%%% 
1:9 2:4 2:5 212 
1.6 1.3 1.3 1.4 
7.6 8.8 8.7 7.8 
4.1 4.5 4.4 4.6 
3.5 4.3 4.3 3.2 

239 176 170 219 243 207 220 295 

%W%% 
1:9 2:4 2:5 2:2 
1.6 1.3 1.3 1.4 
7.6 8.8 8.7 7.8 
4.1 4.5 4.4 4.6 
3.5 4.3 4.3 3.2 

Source8 : UN Food and Agriculture Organization, ULFUUmkFAO (Rome) 
for exports; Comodities Divioion, IHF Reswrch Department for market prices. 

La/ Data on exports are estimates of Commodities Division, IMF Research 
Delparlmnt . 

2/ Thai milled white rice, 5 percent broken, f.o.b. Bangkok: Board of Trade 
posted price. 
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103.6 
100.0 
105.5 
03.6 

l12.2 
127.2 
97.5 
71.6 
70.3 
OZ.4 

1667 I 

::I 
m 

66.1 
70.4 
71.1 
74.4 

lO76 

iz 
1992 
1663 
1084 
1WS 
1666 
1667 
1066 

1967 I 
II 
XIX 
Iv 

1966 I 

& 
Iv 

102.6 
100.0 

OS.8 
79.6 
a2.6 

100.4 
75.7 
64.4 
70.2 
es.3 

6b.0 
70.0 
a@.6 
76.6 

312 506 590 bs2 762 668 166 184 306 
460 4bO 466 430 Sl7 660 209 366 
430 463 542 410 483 

:: 
228 3Q6 

40s 402 479 378 
it: 

289 320 
3: 471 706 7bb 322 467 670 1,w tt 666 990 z 215 S63 36b 423 

z iii 312 583 ii 568 253 664 467 iit 157 244 142 276 273 
258 26b 276 236 341 367 1st 125 296 
MS 326 358 316 421 $41 too 156 406 

245 263 264 234 310 368 143 126 257 
267 263 301 210 322 388 x55 131 260 
29 246 274 2: 366 375 
268 286 272 370 376 

z 106 316 
137 329 

302 309 304 284 393 376 163 130 349 
358 340 335 305 427 456 209 157 430 
414 36b 440 382 472 552 228 161 461 
328 313 353 305 422 430 214 168 413 

---~*~--*****~-*-***-*-******* 
(fn 

)------------*-**-*-************ 

662 654 762 636 685 680 243 238 395 
E 571 583 633 839 483 571 673 570 1,043 850 259 253 272 269 468 504 

447 445 529 427 467 S85 218 208 354 
527 sol 558 499 730 711 228 229 453 
725 729 767 687 1,155 1.017 167 286 373 
576 501 602 540 590 905 137 lb6 280 
342 257 366 307 298 569 185 166 321 
334 343 360 SC5 442 SO0 
463 437 480 427 565 SQl it3 

162 383 
209 544 

JOB 331 333 205 391 SO? 180 159 321 
345 341 383 310 425 515 200 170 363 
323 324 350 284 467 478 202 135 405 
366 384 365 331 406 504 231 284 442 

4l2 423 416 386 537 515 223 178 476 
463 440 458 416 552 564 270 203 556 
537 465 472 496 603 705 292 231 589 
b41 420 473 409 S67 578 287 225 556 

source : -ties Dtvirbn, I?lF Baasarch Dspuamt. 

A/ m mipes in tb iodu UO u follar: soybmor, 41 puunt: wybrm ual, 24 pucmt; soybean 011, 
ix prcrmt: palm oil, 10 puceut: camnut oil, b pucmz; fhb ml, 5 pucmt; ywodnut oil, 2 poreent; ~rounduut 
&, a mat; &rcaFLarued sil d rapameod oil u8 not inncbdmd in t.bs indu. 

J/I s i.o.b. .r-mLllRottardm. 
ol?SaUpirsr oil, c.i.f. Uortknmot Europe= pcrt8. 

i/ Any origin, @r-ta& Bottudam. 
$/ Dutch, f.o.b. a-mill. 



animal feed, the demand for meals is derived from the demand for 
livestock producta. Vegetable oil damand is derived primarily from the 
food and soap or detergent manufacturing industries. Products are highly 
substitutable in both the oil and meal markats. Ubile soma products say 
be preferred over others in particular end uses, either for technical 
rsfaaons ox because of consupBr preferences, technological improvements in 
procuring have increased the interchangeability of vegetable oils. As a 
result, price has become a more important criterion in tha choice of oil 
by co-rs. Price is also an fmportant determinant in the choice of 
animal feedstuffs; these can be manufactured from a wlda variety of 
materials. including oilseed meals, grains, grain by-products, cauava, 
and citrus and beet pulp. 

The market is considerably more heterogeneous and complex on the 
supply si&. Uhile some oilseeds are produced as -1 crops (mainly 
soybaans, sunflowerseed, cottonseed, groundnuts, and rapeseed), others are 
produced as perennial tree crops (mainly coconut, oil palm, and olives). 
Uhile most producers of annual oilseed crops can adjust supply rapidly 
(generally vithin a year), to chaqes in market prospectoF producers of 
tree crops have considerably less flexibility to vary supply in the short- 
term; tree crops have long gestation periods, lengthy eeouomic life spans, 
and relatively low variable costs of cultivation and harvest. J,/ 

Different markat forces govern the demand for oils and the demand for 
maala, but most oils are produced as a joint product vith meal in the 
processing of oilseeds. The relative importance of these coxponants 
varies considarably among oilreads; for example, while soybeans axe 
80 percent meal and 18 percent oil by weight, rapeaeeds are 60 percent 
maal and 37 percent oil by weight. 

Soybeans are crushed mainly in response to meal demand. 2/ Thus, the 
demand for maal, rather than the direct demand for soybean oil, tenda to 
datamine the supply of soybean oil. As a result, strong demand for ma1 
can lead to increased soybean oil supplies. Comersely, weak demand for 
maal can act to reduce the volume of beans crushed and, consequently, the 
volume of soybean oil produced, with little reference to the prevailing 
market prices for soybean oil. The soybun complex doabates prices in 
both the ollandmealaarkets. Soybean meal comprises over 60 percent of 
uorld meal production, while its oil provides over 30 percent of world 
vagatabft oil production. The United States alona accounts for over 
30 parcent of world soybean production. Soybean oil is the most important 

JJ Tba economic life span of an oil palm tree, for example, is about 
30 years; the first crop is produced in about the third year after 
planting and peak output is achieved between the eighth and tenth years. 

u In recent years soybean maal has accountad for over two thirds of 
tha value of the soybean. Purthermore, soybaan meal is relatively 
parisbable, with an average storage time of only about 6 montha; however, 
soybaan oil cay be stored over a considerably longer period of time of 
l-2 years. 



vegetable oil produced, strongly influencing the prices of other oile, and 
the cdity’s supply structure has contributed to making prices of 
vegetable otl highly unstable. Protein maal prices have been relatively 
stable, bowvex, because of substitution with alternative feedstuffs. 

World oilseed production expanded rapidly in the 1970s in response to 
suong demand for oflseed meala used in animal feeds and for vegetable 
oils, and production has continued to grow rapidly in the 19808, despite 
relatively low prices for these comodities. In the 1987/88 crop year 
world oilaeed production, in terms of oil equivalent, increased by 
7 percent to a record level of 57.8 million tons and is expected to remain 
at about that level during 1988/89 (Table 17). Production of soybaans and 
rapeoeed increased by 6 percent and 17 percent, respectively, in 1987188 
and together accounted for 64 percent of the increase in total output for 
that year. In 1988/89, however, production of soybeans is expected to 
dacline by 7 percent and production of rapeseed by 8 percent. The 
combined increase in palm oil and groundnut oil production, however, is 
expected to offset much of the decline in output of soybeans and repassed. 
Output of cottonseed, sunflowerseed, and copra also are expected to 
fncreue sufficiently to offset nearly all the remaining production 
shortfalls. 

In 1988/89, world consumption of protein meals is expected to 
increase slightly above the previous year's level resulting In a drawdown 
in vorld stocks of oiloeeds (Table 18). World consumption of vegetable 
oils is expected to increase by 4 percent, or at a slightly faster rate 
than in 1987/88. About three fourths of the growth in consumption would 
ba attributable to palm oil, sunflowerseed oil. and groundnut oil. 
Vegetable oil stocks are expected to decline to slightly below the high 
end-1986/87 level. Vegetable oil stocks, which increased from the 
equivalent of 7 percent of consumption in 1982/83 to over 11 percent in 
1987/88. are forecast at about 10 percent of consumption in 1988/89. 

The increase in the index of vegetable oils and protein meals in 1988 
was 31 percent in terms of SDRs and 36 percent in terms of dollars, 
reflecting higher average prices for all commodities in the group. 
Reflecting the higher export unit values which resulted from these price 
increases, export earnings from major oilseeds and their products 
(soybeans, soybean oil, soybean meal, and palm oil) rose by 26 percent 
from SDR 10.6 billion In 1987 to SDR 13.5 billion in 1988 (Tables 4 and 
19-22). Volumes are estimated to have remained virtually unchanged from 
1987 levels, with increases from developing countries being offset by 
dacraases from industrial countries. With substantially higher export 
volumes and unit values, export earnings of developing countries increased 
by 40 percent, raising their share in total earnings from 45 percent in 
1987 to 50 percent in 1988. 

a. soybeans and sovbean moduct;S 

Soybeans are the single most important oilseed and in recent years, 
the United Scares has accounted for over half of world production 
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Tsble 17. Major Oihmda (Oil. Equlvalmt): World 
Camoditp Balsacs. 1982/83-88/89 
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Tahlr 18. M&jot Oilsosds (Haal squivslant): World 
Coumodity Bahnoe, lQ82/83-88/80 
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L% i 3 
1o:o 
11.0 
7.5 
4.4 
1.8 
1.3 

34 
15:s 
0.6 
0.0 
4.2 
3.1 
1.1 

94 
14:5 
13.9 
0.4 
8.0 
1.6 
1.5 

w 
1s:o 
12.5 
0.8 
8.0 
1.7 
1.6 

23. 

w 
11:2 
12.5 
8.2 
4.1 
1.5 
1.4 

104.9 
65.4 
11.5 
11.3 
8.7 
4.0 
1.6 
1.5 

w 
11:2 

w 
11:5 

12.5 11.4 
8.2 8.7 
4.1 4.0 
1.5 1.6 
1.4 1.5 

?H 
15:8 

5-i 
413 
3.2 
l..l 

E 
11:5 
0.7 
0.3 
4.1 
3.1 
1.0 

Source : . U.S. Dopeent of &riculture, mure 8urw~. Oilseo ds and Prcducts 
(Wuhirytaa), various i~suss. 

I/ PrdimiwrY. 
g/ U.S. Dsputmmt of Agriculture forscsst. 
%/ Derived from oilssod dsta using standard convusfun factors. 
i/ Chaxqr in oilsesd stocks equals production loss noncrush uss loss crushings. 
s/ Charye in wal stocks l qusls meal production loss msal coasmption. 
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Tsbls 18, Major Oihooda (Hoal Squivalent): World 
Cwaodity Balmoo, 1982/83-88/89 

1882/83 1083/84 
OcB• Croo Years 

1084/8S 1085/86 1@88/87 1987/88 A/ lQ88/89 21 

Production 
saJh@- 
Cottowud 
I&lUO@d 
Suafluuorsoad 
Gmnxadauts 
-8 
Palm korarls 

Hcmxushwo 

CNShillgS/EUl 
prehctiaa 

N-plr*l 
Cottoasud meal 
Rspuud #al 
Sunflouorsrad mmal 
Groundnutmmal 
Coptam 
Palm Lam1 mosl 

Ckslconsusptioa 
soyhaal mal 
Cottons.odmos1 
Rsposoed wsl 
Suafl.ouuseod mosl 
Growdaut mm1 
Coprs mosl 
Palm k~rn~1ma81 

Closiry stocks 
As oilsuds y 

se-= 
SbpSUdS 
Othu 

&W81~ 
soybmsa#81 
Othu 

w 
12:2 

78': 
7:1 
1.6 
1.0 

w 

!k! 
lib 

x-: 
3:fiJ 
1.5 
0.8 

84y' 5 .8 
10.1 

t:: 
3.9 
1.5 
1.0 

#H 
13:7 

X:i 

54 
0:s 

3% 
11:8 

t -:. 
7:7 
1.3 
1.1 

w 
18:l 
10.4 
8.4 
8.1 

i:: 

!E 
8:6 

lb3 
l2:S 

t: 
4:1 

s-: 
4:3 

1.3 1.5 
0.0 1.2 

!?I 
0:6 

t-i 
4:1 
1.1 
0.8 

w 
12:s 

0.4 
7.2 
4.3 
1.6 
1.2 

34 
50:4 

0.4 
0.6 
4.0 
3.1 
0.0 

EG 
13:8 

0.7 

:*i 
2:8 
1.1 

w 
14:2 
11.2 
0.0 
8.1 

r;: 

84 
11:r 
10.2 
7.7 
4.2 
1.0 
1.3 

ei 
11:1 
10.1 

7.7 
4.3 
1.0 
1.3 

iHi 
18:s 

8:X 

i*x 
1:1 

w 
12:6 
11.8 

ta: 
1:7 
1.4 

w 
14:s 
13.9 

x 
1:6 
1.5 

9% 
1s:o 
12.5 
0.6 
8.0 

::'6 

w 

94 . 

lz! 
716 
4.4 

K 

w 
11:2 
12.5 

8.2 
4.1 
1.5 
1.4 

w 
11:s 
11.3 

8.7 
4.0 

::f 

% i : 
1o:o 

w 
11:2 

w 
11:s 

11.0 12.5 11.4 
7.5 6.2 8.7 
4.4 4.1 4.0 
1.8 1.5 1.6 
1.3 1.4 1.5 

34 
15:s 

X:X 

:-: 
1:1 

%!I 
15:8 

0.7 
0.0 

3:: 
1 ,. 1 

is 
11:s 

X:i 

:*:. 
1:o 

source : . U.S. DoputPrrat of Agriculture, sure Survay. Oflses da snd Prcducts 
(Wuhiagtoa 1, vuious issues . 

g gyp.,. 
. . oputmat of Agriculturs forscut. 

p/ Derived from oilseod data wing stsndud conversion factors. 
F/ Chrryr in oilseod stocks aqua16 production loss noncrush usa lsss crushings. 
s/ Chatye in ma1 stocks quals wal production loss meal coaswption. 
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Table 19. Soybeans: Export Earnings, 1985-88 

1985 1986 1987 1988 u 1985 1986 1987 1988 u 

Earnings (in billions) 
Industrial countries 
Developing countries 

Volumes (in millions 
of tons) 

Industrial countries 
United States 
Other 

Developing countries 
Argentina 
Brazil 
Other 

Unit values (a ton) 
Industrial countries 
Developing countries 

Harket prices (a ton) ;U 

(Values) 

E E u 22 3.4 3.9 
1:7 0:9 1.0 1.4 

22~27.628.826. 
17.1 21.7 21.8 18.6 
16.9 21.4 21.3 18.1 
0.2 0.3 0.5 0.5 
8.4 5.9 7.0 7.4 
3.0 2.6 1.3 2.1 
3.5 1.2 3.0 2.6 
1.9 2.1 2.7 2.7 

205 159 139 188 

(Values) 

a.2 La L.2 L2 
3.8 4.4 4.4 5.3 
1.7 1.1 1.3 1.9 

??G-$EE 
16:9 2114 21:3 18:l 
0.2 0.3 0.5 0.5 
8.4 5.9 7.0 7.4 
3.0 2.6 1.3 2.1 
3.5 1.2 3.0 2.6 
1.9 2.1 2.7 2.7 

2u z!u us 222 
222 203 204 287 
208 186 180 253 

22% ZQB 216 xl4 

Sources: UN Food and Agriculture Organization, 1987 FA0 Trade YearboQk (Rome) for 
exports; Commodities Division, IHF Research Department for market prices. 

J,/ Data on exports are estimates of Commodities Division, IHF Research Department. 
2/ U.S. origin, c.i.f. Rotterdam. 
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Table 20. Soybean Oil: Export Earnings, 1985-88 

1985 1986 1987 1988 u 1985 1986 1987 1988 u 

Earnings (in billions) 
Industrial countries 
Developing countries 

Volumes (in millions 
of tons) 

Industrial countries 
United States 
Netherlands 
Spain 
Other 

Developing countries 
Argentina 
Brazil 
Other 

Unit values (a ton) 
Industrial countries 
Developing countries 

Harket prices (a ton) 2/ 

(Values) 

2JLQLl $f 
1.2 0.7 0.6 
1.1 0.3 0.5 0:6 

1.8 1.7 2.0 1.9 
0.6 0.5 0.6 0.7 
0.3 0.3 0.4 0.3 
0.3 0.3 0.4 0.3 
0.6 0.6 0.6 0.6 
1.7 1.3 2.0 1.8 
0.5 0.7 0.7 0.9 
1.0 0.4 1.0 0.7 
0.2 0.2 0.3 0.2 

602 292 234 313 

(Values) 

+-cc+E 
1:l 0:4 0:6 0:s 

1.7 2.0 1.9 
0:6 0.5 0.5 0.7 
0.3 0.3 0.4 0.3 
0.3 0.3 0.4 0.3 
0.6 0.6 0.6 0.6 
1.7 1.3 2.0 1.8 
0.5 0.7 0.7 0.9 
1.0 0.4 1.0 0.7 
0.2 0.2 0.3 0.2 

~~E4sh 535 
611 342 303 420 

Sources: UN Food and Agriculture Organization, J.987 FA0 Trade Yearbook (Rome) 
for exports; Commodities Division, IHF Research Department for market prices. 

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

u Dutch, f.o.b. ex-mill Rotterdam. 
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Table 21. Soybean Meal: Export Earnings, 1985-88 

1985 1986 1987 1988 JJ 1985 1986 1987 1988 u 

t-in (wues in U.S. dolti) 

Earnings (in billions) 
Industrial countries 
Developing countries 1:8 

1.8 1.8 2.2 2.3 3.0 
1.9 1.9 2.6 

Volumes (in millions 
of tow) 

Industrial countries 
United Statea 
Netherlands 
Other 

Developing countries 
Brazil 
Other 

5v-e 
417 610 
1.7 1.4 
2.9 2.4 

12.8 12.6 
8.6 7.0 
4.2 5.6 

et 
5:9 
1.7 
3.0 

13.8 
7.8 
6.0 

E 
6:2 
1.6 
2.7 

14.5 
7.9 
6.6 

%%EE 
4:7 6:0 5:9 6:2 
1.7 1.4 1.7 1.6 
2.9 2.4 3.0 2.7 

12.8 12.6 13.8 14.5 
8.6 7.0 7.8 7.9 
4.2 5.6 6.0 6.6 

Unit values (a ton) lz l64 114 ls la l22 la 2u 
Industrial countries 183 181 167 212 186 213 216 285 
Developing countries 138 '30 143 182 140 176 185 244 

Market prices (a ton) u m m w m l.2.z lu 2Q2 2611 

Sources: UN Food and Agriculture Organization, j.987 FA0 Trade Ye& (Rome) for 
exports; Commodities Division, II4F Research Department for market prices. 

h/ Data on exports are estimates of Commodities Division, IKF Research Department. 
2/ U.S. origin, 44 percent protein, c.1.f. Rotterdam. 
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Table 22. Palm Oil: Export Earnings, 1985-88 

1985 1986 1987 1988 J,/ 1985 1986 1987 1988 1/ 

Earnings (in billions) 
Developing countries 

Volumes (in millions 
of tons) 

Developing countries 
Malaysia 
Other 

Unit values (a ton) 

Market prices (a ton) 2/ 

t-in 
zi u u CL 
2.5 1.4 1.4 2.1 

Ll k&l zd L6 
5.1 6.1 5.6 6.6 
3.2 4.3 4.0 4.5 
1.9 1.8 1.6 2.1 

(mues in U.S. dollars) 

iu Lz u 2&B 
2.5 1.7 1.8 2.8 

z1; ii.2 LA 545 
5.1 6.1 5.6 6.6 
3.2 4.3 4.0 4.5 
1.9 1.8 1.6 2.1 

491 zu 22Q !u 

Sources: UN Food and Agriculture Organization, 1987 FA0 Trade Yearbook (Rome) for 
exports; export data include only exports from palm oil producing countries; 
Commodities Division, IMP Research Department for market prices. 

jJ Data on exports are estimates of Commodities Division, IMF Research Department. 
2/ Sumatra/Malaysia oil, c.i.f. Northwest European ports. 
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(Table 23). However, both the level of U.S. production and its shar? in 
world production have tended to decline. Whereas in the 1082/83 
(October/September crop year) the United States produced 60 million tons 
or 64 percent of world soybean outputs, in 1987/88 production amounted to 
only 52 million tons or 51 percent of world output. The decline in 
production is attributable to reductions in area under soybean cultivation 
from 28 l/2 million hectares in 1979/80 to slightly less than 23 million 
hectares during the 1988/89 marketing year. Other factors, including 
farmer expectations about soybean prices, have contributed to this 
downward trend, most importantly the policies contained in U.S. commodity 
programs. For example, under the Food Security Act of 1985, known as the1 
Farm Bill, farmers who sign up and comply with acreage reduction J,/ .' 
requirements for program crops are eligible to receive a per bushel 
deficiency payment which is calculated as the difference between market 
prices and the announced target price for program crops. Although cash 
prices for soybeans have improved substantially in relation to maize 
prices since the 1985/86 marketing year, soybean acreage has continued to 
decline in the United States. The ratio of cash prices for soybeans to 
target prices for maize, on the other hand, has been considerably less 
favorable to soybeans in recent years. With the uncertain financial 
situation of most of the agricultural sector, a high percentage of 
producers has been encouraged to sign up for government programs that 
guarantee attractive target prices for program crops, rather than engage 
in the much riskier cultivation of soybeans. 

In contrast, the combined production of Brazil and Argentina has 
increased from about 19 million tons in 1982/83 to about 28 million tons 
in 1987/88 or by nearly two thirds, mainly reflecting increased plantings 
of soybeana. In 1987/88, production in Brazil and Argentina rose by 
14 percent. Argentina accounted for much of the increase, which in turn 
was attributable to a 23 percent expansion in area harvested and a 
15 percent increase in average yield per hectare. 

In 1987/88, world soybean crushings remained only slightly below the 
high level recorded in 1986/87. Soybean cruahings declined by 13 percent 
in Brazil, owing to drought in March in Grande do Sul, a major producing 
area, and delayed soybean crop marketing in anticipation of higher 
prices; lower demand in the EC related to competition from other 
feedatuffs, especially grains, lower hog and cattle inventories, and 
declining poultry production; unfavorable crushing margins which led 
crushers to slow processing or temporarily close down their operations; 
and increased crushings of rapasaed and sunflowerseed produced in the EC. 
This decline was affoet by increased crushing8 in other countries, notably 

u For example, after harvesting the winter wheat crop, producers in 
some regions have planted soybeans in the summer as a second crop. 
However, acreage that has been enrolled in the wheat program and idled 
under annual program provisions cannot be planted with soybeans. Only the 
portion of acreage that is enrolled in the wheat program and permitted to 
be planted with wheat can be planted with soybeans as a second crop. 
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Table 23. Soybeans: World Comnodity Balance, 1982/83-88/89 

(In) 

1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 u 1988/89 u 

Production 
Argentina 
Brazil 
china 
United States 
Other countries 

p42,1: 
1418 

9.0 
59.6 

6.0 

Crushings 
Brazil E 
European Community 14:7 
United States 30.2 
Other countries 17.6 

Noncruah use 

Closing stocks 
United States 
Other countries 

9.4 
7.8 

9.8 9.7 10.5 
44.5 50.6 57.1 

6.4 7.7 8.0 

26.8 28.0 28.7 
18.9 20.5 23.3 

7.0 
17.3 
11.6 
52.8 

9.2 

E 
13:5 
32.1 
24.8 

11.9 
7.8 

% 
17:8 

E 
20:o 

12.2 11.0 
52.3 42.0 
10.7 11.0 

!E 
13:o 
32.0 
26.0 

%! 
11:7 

CL2 
15.0 
11.6 
28.3 
28.4 

u 
3.8 

10.7 

Source: . U.S. Department of Agriculture, wure Cirw. Oilseeds and 
products (Washington), various issues. 

JJ Preliminary. 
2/ U.S. Department of Agriculture forecast. 
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a 15 percent rise in Argentina and a 16 percent increase in the U.S.S.R. 
Despite the continued high level of crushing and a 16 percent increase in 
noncrush use, world soybean stocks grew by 1 percent in 1987/88. 

Reflecting the continuous buildup in end-of-period stocks since 
1984/85, average soybean oil prices declined from $725 a ton in 1984 to 
$334 a ton in 1987. Although prices moved sharply higher in mid-1988 on 
account of anticipated weather-related damage to the U.S. soybean crop, 
average monthly prices have declined substantially since July, as 
increased availability of other oilrseds with higher oil extraction rates 
than soybeans caused world rtoclu of vegetable oils to increase further. 
The average monthly price of soybean oil has declined from $600 a ton in 
July 1988 to about $444 a ton in November, or by 26 percent. Neanwhile, 
strong meal demand and, in 1988, concern about supply availability has 
strengthened meal prices; average annual prices increased from $157 a ton 
in 1985 to $203 a ton in 1987 and to $268 a ton in 1988. 

In 1988/89, world soybean output is expected to fall by 8 percent. 
U.S. soybean production is forecast to fall by 20 percent to 42 million 
tons, predominantly reflecting a decline in average yield per hectare and 
a further slight decline in area under soybean cultivation. Soybean 
production in China also is expected to decline by 10 percent because of 
drought and flooding in soybean growing areas. Over one fourth of the 
production declines in the U.S. and China is expected to be offset by 
increased output in Argentina and Brazil, where further expansion of area 
planted to soybeans could lead to record crops. 

World consumption of soybean meal is expected to decline by a modest 
2 percent in 1988/89 (Table 24), resulting mainly from lower consumption 
in the United States and the EC, whereas world consumption of soybean oil 
is expected to remain virtually unchanged (Table 25). Despite the sharp 
reduction in soybean output and high prices, soybean meal consumption in 
the United States is expected to remain relarively robust on account of 
continued strong growth in poultry and especially in hog production. 
Soybean meal consumption in the EC is expected to decline as a result of 
greater availability of sunflowerseed seal and dry pulses and increased 
grain usage for feed because of the steep rise in the price ratio of 
soybean meal to feed grain. World soybean crushing8 are forecast to 
decline slightly with reduced crushings in the United States, the EC, the 
U.S.S.R.) and other countries more than offsetting the projected increase 
in crushing8 in Brazil and Argentina. In 1988/89, closing stocks of 
soybeans are expected to drop sharply by 27 percent to about 14.5 million 
tons and world stocks of soybean oil are expected to fall by 5 percent. 
Soybean stocks held by the United States are projected to decline to only 
about 4 million tons at the end of September 1989, compared to a level of 
approximately 15 million tons at the end of September 1986. 

In 1988, the world export volume of soybean oil declined by 8 percent 
while that for soybean meal is estimated to have increased by 2 percent. 
U.S. exports of soybean oil have climbed sharply in recent years as an 
increasing share of these exports have been assisted through various 
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Table 24. Soybean kleal: World Conmodlty Balance, 1982/83-88/89 

(BnLlaions 

Octwet Crop Yeara 
1982/83 1983/84 1984/85 198Sj86 1986/87 1987/88 JJ 1988/89 2/ 

Production 
Brazil 
European Coamunity 
United States 
Other countries 

Consumption 
European Community 
United States 
Other countries 

Closing stocks 

E 
11:7 

5+ 
10:1 

E 
9:8 

% 
10:2 

s 
-, 10:8 

24.2 20.7 22.3 22.6 25.2 
14.0 14.8 15.9 18.4 19.6 

Ef z E E f9-i 
17:s 16:O 17:7 17:3 18:s 
24.2 21.5 22.8 24.8 29.0 

E 
10:s 
25.5 
21.1 

E 
19:3 
29.7 

E 
18:l 
30.6 

Ll 

Source: . U.S. Department of Agriculture, Poremure Ciru. Oilseeds and 
groducm (Washington), various i88ues. 

L/ Preliminary. 
2/ U.S. Department of Agriculture forecast. - 
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Table 25. Soybean Oil: World Comnodity Balance, 1982/83-88/89 

(In) 

Octobmer Crop Years 
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 u 1988/89 2/ 

Production Brazil 2 . Y-2 
2:3 

F-i 
2:2 

22 
2:3 

9-i 
2:4 

%! 
European Comunity 2.6 2:3 
United Stater 5.5 4.9 5.2 5.3 5.8 5.9 
Other countries 2.9 3.2 3.4 3.8 4.2 4.4 

Consumption 
Brazil Yi e % % % % . 
European Comunfty 1.5 114 114 1:4 1:s 114 
United States 4.5 4.4 4.5 4.6 4.9 5.0 
Other countries 5.9 5.7 5.7 5.6 6.5 6.7 

Closfng stock u A2 LA LL zp 39 

% . 
2.0 
5.2 
5.0 

% 
1:s 
5.0 
6.7 

u 

Source: . U.S. Department of Agriculture, -culture Circuh. Oiweds d 
Products (Vashington), various issues. 

2/ U.S. Department of Agriculture forecast. 
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export credit programs and the Export Enhancement Program (EEP). J,/ 
Partly reflecting sales under the EEP and other government programs, the 
volume of U.S. soybean oil exports is estimated to have increased by 
17 percent in 1988 to 0.7 million tons (Table 21). Cn the other hand, the 
volume of U.S. soybean meal exports, grow by 5 percent in 1988. 

One of the objectives of the U.S. Food Security Act of 1985 was to 
improve tha competitiveness of U.S. exports of soybeans and soybean 
products through a gradual lowering of the price support level. The price 
support program for soybeans allows a farmer to obtain a non-recourse 2/ 
loan for a period of nine months from the CoMity Credit Corporation 
(CCC) at the announced loan rate with soybeans used as collateral. The 
farmer may repay the loan with interest at the end of the nine-month 
period and sell the crop at market prices, or he may forfeit the crop to 
the government. Participants in the soybean program, in contrast to those 
in price support programs for other crops, cannot receive cash deficiency 
payments and are not required to reduce acreage planted to soybeans. 
However, fanners have forfeited large quantities of soybeans to the CCC in 
years when market prices have fallen below the loan rate plus interest 
charges and these stocks have, in turn, been sold by the CCC at given 
resale prices plus carrying charges. 

Initially, the loan rate for soybeans was set at $5.02 a bushel for 
1986 and 1987 in the 1985 Farm Bill. However, the Secretary of 
Agriculture was authorited to lower the loan rate by up to 5 percent to 
$4.77 a bushel, and effective September 12, 1986, the loan rate for 1986 
was set at $4.77 a bushel. Subsequently, the effective loan rate was 
reduced further to $4.56 a bushel as a result of the implementation of the 
Gramm-Rudman law. For the 1987 soybean crop, the initial loan rat: was 
again reduced from $5.02 a bushel to $4.77 a bushel, but no further 
reduction was required on account of the Gramm-Rudman law. The U.S. 
soybean loan level for the 1988 crop remained unchanged from the 1987 
level, at $4.77 a bushel With the 1988 target price for maize set at 
$2.84 a bushel, and a ratio of maize to soybeans of only 1.68:1, it is 
expected that high soybean prices will be required to encourage producers 
to plant soybeans rather than opt for the guaranteed returns for maize and 
other crops under the U.S. feed grain program. 

u Under the EEP, up to $15 billion was to be used to subsidize U.S. 
exports, mainly to markets in which the United States has lost 
market shares to leading competitors. The EEP was mandated by the 
U.S. Congress through fiscal 1988, but the program was extended by the 
Congress for an additional two years, that is, through fiscal 1990, and 
funding was raised to o maximum of $2.5 billion. The EEP has helped 
lower U.S. export prices for soybean oil and other commodities through 
payment of a bonus, comprised of commodities from CCC inventories, to the 
exporter, which enables a reduction in export prfces. 

2/ k loan issued with only the commodity as security. 
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Some increase in soybean acreage may result from thr? provisions of 
r,he Disaster Assistance Act of 1988, under which the Secretary of 
Agriculture may permit farmers participating in pzlce support programs and 
in compliance with the terms of these programs, including acreage 
reduction requirements and price support programs, to plant soybeans and 
sunflowerseed on lo-20 percent of their program acreage base without 
affecting the size of the acreage base. However, the Secretary of 
Agriculture may limit or prohibit such an expansion of soybean acreage 
onto program base if he determines that the season average producer price 
will fall below 115 percent of the previous year’s loan rate or $5.49 a 
bushel. Farmers would have to be csnvirrutd at the time the crop is 
planted that high soybean prices would offset the risk of planting 
soybeans over program crops, especially maize. Some expansion in soybean 
area is currently expected in 1989 in the maize growing areas. 

World production of soybeans and other oilseeds is expected to 
stagnate during 1988/89. With consumption expected to remain strong, 
world stocks of oilseeds and vegetable oils are expected to fall from the 
equivalent of 21 percent of consumption in 1987/88, to less than 
18 percent in 1988/89. Demand for U.S. soybean supplies has been weak 
since the mid-year surge in prices, as consumers have shifted to 
relatively cheaper competing commodities, such as rapeseed from the EC and 
china and soybeans from Argentina and Brazil; however, available competing 
supplies are reportedly being rapidly exhausted. The drawdown of stocks 
is reflected in the narrowing discount of rapeseed oil to soybean oil, 
and the demand for U.S. soybeans is expected to strengthen in late-1988 
and early 1989. The large soybean supplies forecast from South America 
are not expected to become available in significant quantities until after 
the first quarter of 1989. Supplies of rapeseed and rapeseed products and 
palm oil are in shortest supply, seasonally, during the period January- 
June. 

As a consequencs, prospects for some strengthening of average world 
soybean and soybean meal prices during 1989 are not unfavorable, although 
upward movement in soybean oil prices may be dampened by the availability 
of large carry-over stocks from 1987188. 

An important factor that could adversely affect the development of 
prices in 1989 is the expected recovery in the U.S. soybean crop. At and- 
March 1989, farmer intentions regarding the area to be planted to 
soybeans will be reported by the Government, although soybeans from that 
crop will not begin to become available until September 1989. A recovery 
in U.S. soybean production, combined with continuing expansion of soybean 
production levels in Brazil and Argentina could lead to weaker average 
prices in 1990. 

b. Palg 

Palm oil production increased by 6 percent in 1987/88 and is expected 
to rise by 6 percent in 1988/89 to a new record level of 9.1 million tons 
(Table 26). In recent years palm oil has generally been second only to 
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Table 26. Palm Oil: World Commodity Balance, 1982/83-88/89 

t-millions 

Octver Crgo Yw 
1982/83 1983/84 1986/85 1985/86 1986/87 19J7/88 u 1988/89 2,' 

Production 
Irxbnesia 
llalaysia 
Other countries 

Consumption 
European Community 
India 
Indonesia 
Nigeria 
Pakistan 
Other countries 

closing stocks 

1.7 1.8 1.9 2.0 1.8 2.2 

E kt E ii+ ti it+ 
016 0:s 017 019 019 112 
0.6 0.9 0.6 0.6 0.7 0.8 
0.7 0.6 0.6 0.5 0.5 0.5 
0.3 0.3 0.5 0.5 0.3 0.4 
3.3 3.1 3.6 4.3 4.7 4.7 

%.I 
1.7 
5.2 
2.2 

Pi 
019 
0.9 
0.5 
0.5 
5.3 

L5 

Source: Based on statistics of U.S. m of ne. Fore- 
ds and Prod- (Washington), various issues; and‘m 

cs UD&& (Hamburg), Cctober 28, 1988. 

JJ Preliminary. 
u Based on U.S. Department of Agriculture forecast. 
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soybeans In production. In terms of 011 equivalent, soybeans .re,presented 
32 percent of world oilseed production in 1987/88; palm oil and rapeseed 
each accounted for 15 percent. 

Palm oil and soybean oil prices tend to move together over the long 
run, though vi& differentials may be observad from time to time. Palm 
oil traded at a discount of $26 a ton, on average, to soybean of1 dtring 
the period 1982-83 und at a small premium of $4 a ton, on average, tt 
soyboan oil in 1984; however, with the strong recovery in world palm cl1 
production and a sharp buildup in stocks, palm oil traded at a widening 
discount to soybean oil of $7S a ton and $85 a ton In 1985 and 1986, 
respectively. In 1987, declining palm 011 production, abundant soybean 
oil supplies, and mjot palm oil purchases by India pushed palm oil prices 
sharply up, resulting in a slight premium of $9 8 ton, on average, over 
soybean oil. Palm oil continued to trade at a small premium of $11 a ton 
to soybean oil during the first quarter of 1988, but this price 
relationship was sharply reversed again in the second and third quarters 
when crop damage resulting from the drought in the mid-western part of the 
United States caused soybean and aoybean product prices to rise sharply. 
Consequently, palm 011 tra&d at an average discount of $23 a ton to 
soybean oil, in the second quarter and at $72 a ton in the third quarter. 
However, the avbrage monthly discount has narrowed considerably, to $21 a 
ton in the fourth quarter, reflecting mainly the steep decline in soybean 
oil prices. 

World production of palm oil increased by over 6 percent in 1987/88 
to 8.6 million tons following a 1 percent decline in 1986/87. Nearly 
60 percent of the production increase In 1987/88 Is attributable to 
Malaysia, the world's leading producer, and reflected an improvement in 
average yields owing to generally normal weather, increased fertilizer 
-age. and an expansion in mature urea. Production in Indonesia also 
expanded In 1987/88, as mature acreage increased by an estimated 
15 percent, &spite a sharp reduction in average yield resulting partly 
from drought In 1985 and rrduced fertilizer usage in 1986. Although world 
palm oil consumption increased by about 4 percent in 1987/88, mainly 
because of increased consumption in India, it was exceeded by production, 
raising the level of accumulated stocks. Specifically, palm oil stocks, 
which had decreesed from the equivalent 19 percent of world consumption in 
1985/86 to 17 percent in 1986/87, increased to 18 percent in 1987/88. 

In 1988/89‘, world palm oil production is expected to increase further 
to a record level of 9.1 million tons. Halaysfan production is forecast 
to increase by over 6 percent as a result of higher crude palm oil yields, 
owing partly to above normal rainfall in major producing areas during 
1988 and because of further expansion in mature area. In Indonesia 
production is expected to rise by 13 percent in 1988/89, reflecting a 
recovery in average yield with the return of nearly normal weather 
conditions and increased fertilizer usage in 1987 and 1988. The combined 
production of Malaysia and Indonesia Is estimated to represent 76 percent 
of world output of palm oil in 1988/89. 
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World consumption of palm oil in 1988/89 is expected to increase by 
7 percent, or twice 8s rapidly 8s in the preceding year. Palm oil 
consumption in India is expected to decline by 25 percent, because of 
large carryover stocks and the expected sharp increase in domestically 
produced groundnut and other vegetable oils. However, with the 
anticipated tightening of soybeun oil supplies and abundant palm oil 
supplies in 1988/89, palm oil is likely to continue to be traded ut a 
discount to soybean and other competing oils, &spite a forecsst decline 
in the ratio of palm oil stocks to consumption. Reflecting this, palm oil 
consumption is expected to rise substantially, especially in China, the 
EC, Indonesia, Pakistan, the U.S.S.R., and the United States. Excluding 
India, vhere 8 large groundnut, cottonseed, and rapeseed crops forecast 
during 1988/89 is forecast to sharply reduce vegetable oil imports, palm 
oil is expected to displace soybean oil in world vegetable oil 
consumption, although it may 81~0 displace r&peSeed, sunflowerseed, 
coconut and cottonseed oils in some countries. World palm oil stocks are 
expected to remain at end-1987/88 levels. They may, however, full to 
less than 16 percent of annual world consumption, which is the lowest 
level since 1984/85, when stocks reached the equivalent of 15 percent of 
world consumption. Despite the forecast decline in the stocks/consumption 
ratio, prospects for an increase in average palm oil prices in 1989 may 
be limited by abundant palm oil supplies, the high end-1987/88 level of 
world vegetable oils stocks and an expected recovery of U.S. soybean 
production in lute 1989. 

Coconut oil prices increased sharply in 1983 and 1984, when the 
average annual price reached $1,155 8 ton, but subsequently dropped to 
$296 8 ton in 1985 and 1986, the lowest level since 1972. These price 
movements reflected typhoon and drought-related damage in 1983/84 to copra 
production in the Philippines, the world’s leading producer, and the 
coultry’s subsequent recovery in production over the following two years. 
Coconut oil prices began Increasing in the fourth quarter of 1986 and 
continued to rise during 1987 to an average of $442 a ton, reflecting the 
demand response of the industrial soup and detergent producers JJ to a 
decline in world copra and coconut oil production in 1987/88. In 1988, 
prices continued to climb through the third quarter, despite the expected 
improvement in world production of coconut oil, reflecting the expected 
adverse effects on world supply of vegetable oils caused by the U.S. 
drought. In the last quarter, prices dropped in view of less pessimistic 
assessments of the drought's impact. 

On average, coconut oil traded at 8 premium over soybean oil from 
1978 to 1985, but was quoted at a discount to soybean oil in 1986. The 
average premium increased from $20 a ton in 1982 to $430 a ton by 1984; 
however, It fell to $14 a ton in 1985 and, in 1986, coconut oil traded at 

u Coconut nil is high in l&uric 8nd myristic acids; they impart good 
lathering properties when used in soup, shampoo, and shaving cream. 
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an average discount of $46 a ton to soybean oil. In 1987 and 1988 coconut 
oil has again traded at an average premium over soybean oil of $108 a ton 
and $102 8 ton, respectively. On 8 quarterly basis, the average premium 
declined from $125 a ton in the first quarter of 1988 to $89 a ton and $66 
8 ton in the second and third quarters, respectively. In the fourth 
quarter, however, coconut oil r;ain traded at an average premium of $126 a 
ton, partly in response to an UntiCipUted reduction in estimated coconut 
production in the Philippines during 1988/89 resulting from typhoon damage 
to coconut areus in October and November 1988. Coconut oil has, on 
average, traded at a premium to palm kernel oil, a by-product of the palm 
oil industry and its nearest substitute among the l&uric oils; the premium 
declined sharply from an average of $39 a ton in 1985 to $9 8 ton in 1986 
but increased in 1987 and in 1988 to 8n average of $26 a ton. The volume 
of palm kernel oil exports is equivalent to about 60 percent of the volume 
of coconut oil exports; in recent years. palm kernel oil's shere of the 
market for l&uric oils has been growing and is currently approaching 
38 percent. 

In 1987/88 world copra production declined by over 8 percent to 
4.4 million tons. The reduction is mainly attributable to a 17 percent 
decline in output in the Philippines 8s a result of serious drought in the 
first half of 1987 which reduced copra production in the srtcond half of 
19b7 and throughout most of 1988. Drought in both 1986 8nd 1987 and 
typhoon-related damage to coconut trees helped reduce copra production in 
Sri Lanka by 48 percent in 1986/87, 8nd by an additional 20 percent in 
1987/88. Reflecting these developments, world production of coconut oil 
declined by 10 percent in 1987/88 to 2.7 million tons. Although world 
consumption also fell, world stocks of coconut oil declined by 8 percent 
by the end of 1987/88. 

Prospects are for world copra production to increase by 8 percent in 
1988/89, mainly in anticipation of an expected recovery in coconut 
production in the Philipplnes. Rainfall in the Philippines returned to 
near normal levels in the second half of the 1987 and in 1988, and this is 
expected to be reflected in some recovery in copra production in 1988/89. 
Increased world copra production is expected to be reflected in increases 
of about 4 percent each in world production 8nd consumption of coconut 
oil. World stocks of coconut oil are expected to decline by 8 percent or 
from the equivalent of 13 percent of consumption to 12 percent. 
Nevertheless, world stouks at the end of 1988/89 ure forecast to remain 
43 percent higher then at the end of 1984/85, when the stock/consumption 
ratio vu9 9 percent. 

While price premiums of coconut oil over soybean oL1, rupeseed oil, 
and sunflowerseed oil have narrowed during 1988, its premiums over palm 
oil and palm kernel oil have widened. With the expanding productlon of 
copra, especially in the Philippines, coconut oil prices are projected to 
weaken in 1989. 
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d. 

In recenf yews, grocxtartucs tmve repraaenced a5Qut II. parcent of 
world oilssed production in term of of1 equivalent. Over half of world 
groundnut output is crmhed to produce groundnut oil and ppeal, and the 
remainder is consumed directly as nuts. Groundnuts are 42 percent oil and 
55 percent meal by weight. Groundnut oil reprrsexs 6 percent of world 
output of vegetable oils, and gromdnut m6al accounts for 4 percent of 
vorld production of protein meals. 

Only about 6 percent of world groundnut production and about 
12 percent of grormdnut oil production have entered international trade in 
recent years. Because of market structure and weather-related 
fluctuations in output, prices of groundnut product6 have been 
particularly volatile. Fluctuation6 in the volume of export6 are related 
to change6 in production in a relatively small member of important 
exporting countries. Fluctuations in groundnut production in other large 
producing countries appear to have a relatively grtoter impact on domestic 
conmmption levels and on the volume of SUbStitUtSble oilseed and oilseed 
product imports. 

The World's three main producers of groundnuts, India, china, and the 
United States, together account fox about two-thirds of world production. 
China and the United States are the main exporters of groundnuts for 
confectionery u6e. The main exporter of groundnut oil in recent years has 
been Senegal, followed by China and Argentina; the combined export volumes 
of these three producer6 represent 70 percent of world exports but only 
9 percent of world production of groundnut oil. India and Senegal are the 
world'6 leading exporters of groundnut meal. 

The average annual price of groundnut oil rose sharply in line wfth 
the general upturn In vegetable oil prices during the period 1982-84. The 
price subsequently declined sharply. however, with the recovery in world 
vegetable oil production and the substantial bull.dup in world 6tOCk6. The 
average annual price of groundnut oil declined by over 51 percent between 
1984 and 1987, but increased SUbStantiSlly in 1988 in response to the 
expected drought-related damage to the U.S. soybean crop. On a quarterly 
basis, the average price of groundnut oil increased from $515 a ton in the 
first quarter of 1988 to $705 a ton in the third, but prices fell sharply 
in the fourth quarter reflecting the high level of vegetable oil stocks aL 
the end of 1987/88, the expected large increase in oilseed supplies 
emanating from South American producer6 in 1988189, and the seasonal 
upturn in Malaysian palm oil production. 

Groundnut oil traded at an average premium u of $429 a ton over 
soybean oil in 1984 but the premiums narrowed in each of the following 
three years to $128 a ton during 1988. Groundnut oil also traded at a 

L! Groundnut oil enjoys a technical advantage t*? other vegetable oils 
in culinary use. 
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narroving average premix over sunflowerseed oil and rapeseed oil during 
these years. 

In 1987/88, world production of groundnuts and groundnut oil declined 
by 3 percent and 6 percent, respectively. Groundnut production in India 
fell by 21 percent in 1987/68 because of severe drought conditions in 
major groundnut producing areas dvLng June-August 1987. However, this 
decline ~a6 partly offset by increased production in other countries, 
including China, Senegal, and south Africa. Kainly reflecting the higher 
level of supplies in exporting countries, exports of graundnuts and 
groundnut oil rose in 1987/88; the EC, by far the vorld's leading 
importer of groundnuts and groundnut oil, accounted for over 80 percent of 
world imports in 1987/88. Groundnut meal production and exports declined 
by 7 percent and 3 percent, respectively, in 1987/88, on account of the 
decline in vorld groundnut production, especially in India. 

World production of groundnuts, in terms of oil equivalent, 16 
forecast to increase by 13 percent to a record level of 6.3 million tons 
in 1988/89. India's groundnut harvest is expected to recover 
substantially from the drought-reduced level of the previous year, and the 
U.S. groundnut crop is expected to be the second largest on record as a 
result of improved average yield and an expansion in area planted to 
groundnuts. However, production in China is expected to decline by 
6 percent oving to the effects on average yield of adverse weather 
conditioru, and production in Senegal is %orecast to fall by 17 percent 
because of reductions in average yield and area planted to groundnuts. 
World exports of groundnuts and groundnut oil, in terms of oil equivalent, 
are expected to increase slightly in 1988/89. 

Reflecting the recovery in groundnut output, especially in India, 
groundnut meal production is estimated to expand by 13 percent; 
neVerthele66, world exports of groundnut meal are expected to decline by 
5 percent, as increased exports from India are expected to be more than 
offset by reduced exports from Senegal. On average, the price of 
groundnut meal has moved broadly in line with and at a discount to soybean 
meal. In recent years, the discount of groundnut meal to soybean meal has 
widened from $9 a ton in 1984 co $41 a ton in 1987 and an average of $59 a 
ton during 1988, reflecting the steep rise in soybean meal prices on 
account of anticipated drought-related damage to the U.S. soybean crop. 

e. 

Throughout 1987 and the first half of 1988 rapeseed oil was the most 
competitive of the leading vegetable oils, trading at a discount to both 
palm oil and soybean oil at Rotterdam. 

World production of rapersed has increased rapidly in recent years 
(Tables 27-29); consequently, the share of rapeseed in vorld oilseed 
production, in term6 of oil equivalent, has risen from 11 percent in 
1982/83 to 15 percent in 1987/W!. China, the EC, Canada, and India are 
the VOrld'6 four leading prOdUCer6, with a combined output representing 
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Table 27. Etapsseed: World Cowdity Balance, 1982/83-88/89 

Octwer Crb 
1982183 1983184 1984185 i9as/a6 1986187 1987188 u i988/89 a/ 

EVoduction 
Canada 
china 
European Comity 
India 
Other countries 

Crushings 
CanSda 
china 
European Community 
India 
Japan 
Other countries 

Noncrushuse 

Closing stocks 
European comunity 
CUrnda 
Cther countries 

F-i 
5:7 

92 
4:3 

22 
412 

e 
5:6 

2.7 2.4 3.4 3.7 
2.2 2.6 3.1 2.7 
2.0 2.4 2.8 3.1 

0.9 1.2 0.5 1.2 
5.1 3.8 1.2 5.0 
2.7 2.9 0.8 3.9 
2.0 2.1 1.2 2.6 
1.2 1.3 0.6 1.4 
1.9 1.9 1.8 2.8 

Ll 

if 
0:s 
0.2 

x2 

k-t 
0:r 
0.5 

u 

e 
0:5 
0.3 

I& 

k-t 
l:o 
0.2 

e 
5:9 
3.7 
2.6 
3.5 

% 
5:3 
4.1 
2.4 
1.6 
3.4 

Lit 

if 
0:6 
0.2 

?-i . 
6.7 
6.0 
2.9 
3.7 

1.6 
6.0 
5.2 
2.6 
1.6 
3.5 

24 

ii+ 
0:7 
0.1 

lui 
1.6 
5.1 
5.2 
2.6 
1.7 
3.4 

Sources: U.S. Department of Agriculture, me Cir&: Oilseeds and 
m (Uaahington), various issues. 

J,/ Reliminary. 
2/ U.S. Department of Agriculture forecast. 
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Tab'.a 28. Rapepeed Oil: World Cmdity Balance. 1982/83-88/89 

(In) 

ckwr- 
1982/83 1983/W 1984/85 1985/86 1986/87 1987/88 u 1988/89 2/ 

Production u 
C&M& 0.4 
chin8 1.7 
European Coumity 1.0 
India 0.7 
Other countries 1.2 

E 
1:3 
1.1 
0.7 
1.3 

E 
1:2 
1.4 
1.0 
1.5 

E 1:; k! 
1:7 

1.5 1.6 
0.9 0.8 
1.6 2.0 

E 
2:o 
2.1 
0.9 
2.0 

k-f 
1:4 
2.0 
0.9 
2.0 

Consumption 49 49 
ctlima 1.7 1.2 
European Comunity 0.8 0.8 
India 0.8 0.9 
Japan 0.5 0.5 
Other countries 1.1 1.5 

zd 
1.2 

a 
1.7 

4.J 
1.8 
1.0 
1.0 
0.6 
2.3 

c-f . L&Q 
1.6 
1.2 
1.1 
0.7 
2.4 

0.8 0.9 
1.2 1.0 
0.6 0.6 
1.8 1.9 

1.2 
1.1 
0.7 
2.4 

Closing stocks !u u ez IL.2 

Sources: . U.S. Department of Agriculture, h. Oil#eds a 
m (Washington), various issues. 

u Preliminary. 
2/ U.S. Department of Agriculture forecut. 
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Table 29. Rapeseed Meal: World Comodity Balance, 1982/83-88/89 

(In) 

Crab Years 
1982/83 1983184 1984/85 1985;86 1986/87 1987/88 u 1988/89 1/ 

Production 

chilu 
EuropeanCtmunity 
India 
Japan 
Other countries 

Coruumption 

china 
European CoplMlity 
hdia 
J8PUr 
Other countrios 

Closing stocks 

E 
3:2 

ii+ 
2:4 

8 % % lzA 
2:3 3:1 3:3 

0.9 
3.7 

1.6 1.7 2.1 2.3 2.5 3.2 
1.3 1.4 1.9 1.8 1.6 1.8 
0.7 0.7 0.8 0.8 0.9 0.9 
1.1 1.2 1.5 1.5 1.9 2.0 

e 
3:o 

ti 
2:1 

1.8 2.1 
1.2 1.3 
0.7 0.8 
1.3 1.4 

!u 

E 
2:1 

% 
2:5 

% 
2:8 

% 
3:2 

2.4 2.7 .3. 2 3.5 
1.8 1.6 1.6 1.7 
1.0 1.0 1.1 1.2 
1.7 1.9 1.8 2.4 

u QJ !u u 

%$ 
2:6 
3.1 
1.8 
1.0 
1.9 

ti 
2:4 
3.4 
1.7 
1.2 
2.2 

et 

Sources : . U.S. Deparment of Agriculture, vre Cued8 SlnQ 
Productr W-hingtd. v8rious issues. 

u Preliminary. 
;U U.S. Department of Agriculture forecast. 
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over 80 percant of wmld rapesead production. ihe EC and Canada are 
relativeiy important net exporters of rapesecd oil; Canada is the Leading 
net eaqmrter of rapeseed; and china and Canada are the leading net 
exporters of rapaseod meal. 

Ia 1987/88, world rapeseed production increased by 18 percent to a 
record love1 of 23.1 million tons. The EC and China accounted for 
64 percent and 22 percent, respectively, of the growth in vorld 
production. The area planted to rapeseed in the EC increased by 
47 percant or from 1.27 million hectarea in 1986/87 to 1.87 million 
hectares in lS97/88, and the average yield per ton increased by 10 percent 
or from 2.91 tons per hectare to 3.21 tons per hectare. ka a result, 
production la tha EC increased by 62 percent to a record level of 
6 mlllfon tous, and the EC's ohrre in vorld rapeseed production increased 
from 19 percent in 1986/87 to 26 percent in 1987/88. Production in China 
rose by 14 percent on account of an 8 percent increaaa in area under 
rapeseed celtivation and a 6 percent rise in average yield per ton. 

Tha steep upvard trend in vorld production of rapeseed and rapeseed 
products is expected to be interrupted in 1988/89. when world rapeseed 
production is forscaat to decline by 6 percent. Rapessed output in China 
is forecast to decline by 1 million tons, or 15 percent, resulting from a 
reducttou in yields because of dry spring weather and a smaller area 
planted to rapeseed because of rubstitution of soft vinter wheat for 
rapeseed during fall planting. In the EC, a reduction in average yield 
to historical lavels is expected to reduce rapeseed production by 
0.7 million tons or by 12 percent in 1988/89 compared to the previous 
year' s level. Houever, the shortfall in the EC's production is expected 
to be cushioned by record-high stocks at the end of 1987/88 emanating from 
that year's bumper crop. 

In response to incentives offered undar the EC’s oilseeds policy, 
oilseed production, mainly rapeseed and sunflowerseed and to a lesser 
extent soybeans, haa expanded rapidly and, until this year, has generated 
escalating costs for the EC's budget. The system for supporting the 
oilseed sector, unlike tha regiaes for other comodities such as grains 
and dairy products, doe8 not rely on heavy import tariffs to protect 
dourtic producers but rather on daficiency paymants that compensate for 
the differertcas between world market pricer and the EC target price, which 
is negotiated annually. JJ The deficiency payments are made to oilseed 
cmshers in the EC, thereby enabling them to pay oilseed grovers more 
favwable prims and encouraging the crushers to use supplies grown in the 
EC rather than importr. 

In February 1988, at the s-it meeting in Brussels, it was agreed 
to set annual production thresholds or a maxirmn guaranteed quantity (PGQ) 

JJ The budgeting costs of tha deficiency payments have increased from 
WJ 268 million in 1977 to ECU 1.7 billion in 1984 and vell over 
ECU 4 billion in 1987. 
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of 4.5 rillloa tome for rapmmwd; 3.4 million tons for sunfloversssd, y 
and 1,3 million tons for soybeans for the years 1988/89-90/91. A 
l 8tabilirerm vas adopted that provided for an automatic 0.45 parcent 
reduction in the Ecc target price for every 1 percent of production above 
the neQ in 1988/89 and an 0.5 percent reduction in the EC target price for 
every 1 percent of production above the llcp in subsequent marketing years. 
The stabiliter has no upper lirft and is directly proportional to 
ovuproduction. ‘Ibis nchaaism vaa activated in 1988 and resulted in 
price reductions rf 7.65 parcent for rapeseed, based on production of 
5.3 rillion tons or 0.8 mlllion tous over the IIGQ. In the case of 
sunfloverseed, Spain and Portugal did not exceed their HCQ's of 
1.3 mill&on tons and 0.06 million tons, respectively, but production in 
the remlning (10) umber countries of the eC is estimated at 2.9 million 
tons: this resulted in a substantial price reduction of about 20 percent 
for sunfloverseod. As soybean production is estimated at 1.6 rillion tons 
or 0.3 million tons above the MQ, the institutional mpport price was 
reduced by 10.35 percent. Because of these sharp cuts in the EC's target 
prices and, mora importantly, the rise in vorld prices of oilseeds on 
account of drought in the United States, the cost of the oilaeeds regime 
reportedly SeUiMd veil vithin budgetary limits in 1988. 

The reductions in target prices vhich are automatically triggered by 
this mechanism are expected to limit future overproduction in the EC and 
could result in a reduction in areas planted to oilseeds in 1989/90. 
Producers in Prance and the U.K. have reportedly been reducing their 
rapeseed plaatings sharply this autumn. 

The l vemge annual price of rapeseed oil declined steeply during 
1985-87; hovmmr, in 1988, prices strmgthened sharply in line with other 
vegetable oil prices on account of the supply shortage that vas expected 
to result from the U.S. &ought. After reaching $687 a ton in 1984, the 
average annual price of rapeseed oil declined to $305 a ton in 1987 and an 
average of $427 a ton in 1988. In 1987, rapeseed oil traded at an average 
discount of $38 a ton and $29 a ton to palm oil and soybaan oil, 
respectively, and continued to trade at an average discount to these oils 
during the first half of 1988. With the expected tightening of world 
rapeseed supplies in 1988/89, the price of rapeseed oil is projected to 
strengthen relative to competing vegetable oils. 

Despite a 42 percent decline in U.S. production, world production of 
stiloverseed is expected to increase by over 3 percent to a record level 
of 21.3 nillion tons in 1988/89 (Tables 30-32). The vorld's three main 
producers of sunfloverseed and their shares vorld production in 1987/88 
are the U.S.S.R. (30 percent), the EC (19 percent, of vhich France and 
Spain are the main producers) and Argentina (14 percent). The vorld's 
leading exporter of sunfloversacd nfl and meal is Argentina; until 

------ 
JJ Excluding Spain and Portugal, the t4GQ is 2.0 million tons, 
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Table 30. Sunflowarsaad: World Corodity Balance, 1982/83-88/89 

(Baillion, 

or- 
1982/83 1983/84 19l44/85 1985/86 1986/87 1987/88 a/ 1988/89 2/ 

Pretion 
Argentina 
ChiM 

European Comunity 
Turkey 
U.S.S.R. 
United States 
Other countries 

Consumption 
Argentina 
ChiM 

European Comunity 
WbY 
U.S.S.R. 
United States 
Other countries 

Noncrushuse 

Closing stoclu 
Argentina 
European C-ity 
Other countries 

2-4 
1:a 
1.5 
0.6 
5.3 
2.4 
3.3 

% . 
0.9 
2.3 
0.6 
4.0 
0.8 
3.3 

E 0:r 
0.5 

L2L: 
1:s 

e 
1:7 

F! 
1:7 

?+ 
1:5 

1.8 2.3 2.8 3.3 
0.7 0.7 0.7 0.9 
5.1 4.5 5.3 5.3 
1.5 1.7 1.4 1.2 
2.9 3.7 3.6 h .6 

E 
0:9 

% 
1:2 

24 
1:2 

F-i 
1:1 

2.4 2.9 3.0 3.3 
0.7 0.7 0.7 0.9 
3.8 3.4 4.0 4.0 
0.6 0.6 0.7 0.6 
3.2 3.9 3.6 4.3 

21 

e4 
0.2 
0.0 
0.2 

22 

E 
0:1 
0.2 

u 

ii5 
oh 
0.3 

ii+ 
0:2 
0.4 

94 
1:2 

e 
1:5 

3.9 4.1 
1.0 1.1 
6.1 6.3 
1.2 0.7 
4.4 4.5 

5 
0:9 

E 1:o 
3.7 4.0 
1.0 1.1 
4.6 4.8 
0.9 0.6 
4.2 4.4 

24 

E 
0:3 
0.3 

24 

E 
0:2 
0.2 

Sources : . U.S. DepartPrent of Agriculture, 1. m 
&Q&&R (Vashington), various issues. 

JJ Prelimiaary. 
2/ U.S. Department of Agricultura forecaat. 
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Table 31. Sunfloweraeed Oil: Vorld Camodity Balance, 1982/83-88/89 

(In) 

ocd 
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 l/ 1988/89 2/ 

Production 
Arpntina E 
-0P-J comunity 0:9 
U.S.S.R. I.8 
Other couatrier 2.1 

Conmmption L4 
Europuncamunity 1.0 
U.S.S.R. 1.8 
Other countries 2.6 

C108il4 StOCkS QJ 

iFi 
l:o 
1.7 
2.0 

3 
1:s 
2.7 

u 

k-t 
1:2 

K 
1:2 

1.5 1.7 
2.2 2.4 

e . 
1.7 
3.1 

es 

E 
1:8 
3.6 

u 

k-i 
114 
1.7 
2.6 

e . 
1.9 
3.5 

u 

E . 
1.6 
2.0 
2.5 

I-t . 
2.1 
3.6 

Q& 

et 
1:7 
2.1 
2.6 

E 
2:2 
4.1 

u 

SOUC~S : . U.S. Dmpiiutwnt of Agriculture, 5 
m (Vuhington), various issues. 

JJ Preliminary. 
;U U.S. Dmputunt of Agriculture forecut. 
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Table 32. Sunflouerseed Meal: World Coaodity Belance. 1982/83-88/89 

(-1 

1982n3 1983/84 1984/85 1985/86 1986/87 1987/88 u 1988/89 2/ 

Production 
&gmCltm % 
-@Pm ciomuniq 1:2 
U.S.S.R. 1.9 
Other countrie8 2.6 

Conmmption 
E-w-v E 
U.S.S.R. 1:9 
Other countries 2.7 

Closing stocks QJ 

i-t 
1:3 
1.8 
2.4 

2.6 

et 

1.6 
2.7 

5 
1:6 

E 
1:s 

3.0 3.1 

u 

E 
1:s 

E 
1:7 

1.8 1.8 
2.9 3.1 

z 
1:9 
2.1 
3.1 

5 
2:1 
3.2 

fL2 

f-4 
2:1 
2.1 
3.2 

sourcu: U.S. . Deputnnt of Agriculture. w 
m (VUhiUgtOU) , VUiOUS 188-8. 

2/ U.S. mt of Agriculture forocmt. 
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1988/69. mn it is expected to be displaced by Argentina. the United 
States hu been the Leading net exporter of sunflowrseod. The EC is a 
large net importer of suaflowrsead marl and imparts a small quantity of 
sunflowrsood, but is a net exporter of sunflouerseed oil. 

World output of 8unfkwar8eed bas expanded rapidly from 15.5 million 
torts in 1983/W to a average of 19.5 mIllion tons in 1985/86 and 1986/87. 
In 1987/88 wrld production iacruud by ovar 7 percent to 20.6 million 
tons. Reduction iracruus in the U.S.S.R. (15 parcent). the EC 
(18 percent), Argentina (12 percent), and other countries more than 
Offset prOdUCtiOn &C1i!aes in the united Statas, chip, Romania, and other 
countriu . In the EC. mercye yield iacruaed from 1.53 tons per hectare 
in 1966/87 to 1.70 tons per hectare in 1987/88. and area hawested 
iacrouad fra 2.13 million hectares in 1986/87 to 2.32 million hectares 
in 1987/88. ktuun 1983/W and 1987/88. the RC's production of 
sunflouerseed has increued by 116 percent or from 1.8 million tons to 
3.9 million tons and has accounted over 40 percent of the expansion in 
world sunflowersaedoutput. In the U.S.S.R., the substantial production 
incroue fn 1987/88 is attributable to a 9 percent rise in average yield 
per hectare and a 6 percent slam in area hamsted. 

Iluahile. there has been a declining trend in U.S. sunflwerseed 
production in recent pars mainly on account of the steep reduction in 
area bawestod--from 1.5 mfllion hectares in 19&/85 to 0.72 million 
hectums in 1987/68. As U.S. Coveraent prograu have provided more 
attractive returns for alternative crops, 8uch as vbat and barley, and as 
gave-t set 056 acruge requlroments have increued. runf~oversaed 
acreage has declined. In addition to caqetition from crops in the United 
Sutos b8nefiti~ from govmment programs. caqetition fro0 expanding 
uorld oilsmd rupplies ha8 also iacreued. Various govenmenc programs 
aarist U.S. exports of 8unfloUWSe8d oil. In addition to sunflouerseed 
oil l xRorts uder the CEP. t&m U.S. Cowerment enacted in 1987 an expore 
usistance program for sunflouerued oil exporters called the Sunflover 
Oil Aasistuce Rogram (SOAP). Up to $10 million of sunfloverreed oil is 
co bo purchmod by the USDA under SWP. vhich is to be l varded as bonums 
to exporters. Irplementation of tb SCMP program is to begin in the fall 
of 1988. aad tba program is scheduled to remain available through fiscal 
1989. An addftiomel $23 million has been provided to assist exports of 
sunflwetsaed oil and cottonseed oil under the Agricultural Appropriation 
Act of 1969. 

In 1981/19. world production of suafloverseed is forecast to increase 
by over 3 percent to a nau record level of 21.3 million tons. Over 
70 percent of the projected increue in output is attributable to 
Argentina. share production is expected to increue by 11 percent; 
nevertheless, output is expected to fall slightly below the country’s 
previous record level of 3.4 million tons, uhich vas achieved tn 1984/85. 
Ii: *&e C. sunflouerseed production is expected to increase by 5 percent 
in 1988/89. coqared to 18 percent in the previous year, as area plant& 
co sunflover8uds is forecast to decline by 8 percent. As EC production 
at 4.1 million tons in 1988/89 is expected to sharply exceed the coablned 
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t¶CQ of 3.4 million tone, the intemention price hae boon substantially 
reduced by 20 percent or 11.6 W par 100 kilos from the indicetive price. 
Ib U.S. l uuflotmremmd crop is forocut to decline to the lowest level 
since 1976, u l result of drou*t in the uin l unflowerered growing areas 
of IUxmeoo~ and North end South D&au. 

Fiehrulie enedditive to foede for poultry, ewine, end other 
eaimele; it is l leo ueed ee fead in queculture. The prim of fish we1 
in reunt yeue bee recorded l te&y incmmemI, in line vitb the recent 
trend of pricoe for other proteLn wale; in 1986 end 1987 the prim 
lacroaeod by 1S em! A9 parcmt, roepectively. In 1988, it rosa by 
42 percent, to en evarap price for the yoer of USQSU A ton uhich ie the 
bt&et prim for the cCity einco 1973. 

Aftw iucroeeing by neuly 7 percoat to l record level of 6.4 million 
toae in 1985/86 (October/September yur), uorld production of fish meel 
declined in mm coneocutive years: by 1 percant to 6.4 million tone in 
1986/87 ead by 3 perceat to 6.2 million tone in 1987/88. The 1987/88 
decline iu production fe lergely l ttributeblo to lover output in Peru; 
Peruvian production declined by en l etiuted 18 percent to 0.9 million 
toae, rdlutiry 8 continuetion of eupply problem ia that country. 

B&lrcting the l berp irrreuo of prime, world coneumption of fieh 
mad declined by 2 percant, from 6.4 million tmu in 1986/87 to 
6.3 mflllom tome in 1987/88. me decline in coneuDptioa wee met 
appUOmt amag t3.a 6ump~1~ CoUWrimm ud in tba United St8fmS. ABOIQ 
other major conewiry couanioe, Chine CradJepenboth increased their 
lmlof coaeqeion. Nevertheless, total exporte of fish ma1 declined 
during the pmductiou l e.eeon by 6 percat frem 3.4 million tone in 1986/87 
to 3.2 million taae in 1987/88. 

Xa 1966/69 fish ml production in the world l couomy is expected to 
rim. 6etimetu ere tbet growth of output vi11 be reetorod in l mmber of 
pro&c&n6 countrioe, inclu&ag Peru, with the levml of world production 
rieiq to about 6.3 rilliou toue end uorld l xporte to ebout 3.3 million 

Sia Mcrued availebility of fieh meal, at wcmed levels of 
z stocks (0.9 millian tome et tbe end of 1987/88), is qmcted to 
ruult In son wukmdng of tin world prica for fish aeel. At end-1988, 
the Euro-pun urkot price bed fellen to $535 l ton from the July 1988 high 
of $610 l tma. The everyr prim for the city ie projected to fell 
about 10 percent ia 1989. 

A shift in dewad touud lighter nate, l epecielly poultry end pork, 
becmee of c-r health comcorne ia induetriel countrlee. bee been en 
lmportaat lafluoncm oa buf pricae ta recant yoere. The trend eu8y from 
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beef. however, uy have weakenad in 1987-88, as evidenced by unexpectedly 
strong retail m for beef in the face of rising prices in some 
induetri8l c0untrioe. In th8 United St8to8, per c8pit8 coneumption of 
beef fell by 7 percent in 1987 to 73.4 eunds (ret811 weight) but declined 
by juet 1 percent in 1988 to 72.4 pounde. Per c8pita consumption of 
poultry is expected to continue to incre8ee in 1989, but et the expense of 
pork, r8ther th8n beef consumption. In Auetrali8, per capita consuaption 
of bmf roee by 1 percent in 1987/88 to 87.5 pounde, vhile poultry 
conewption foil 3 peiwent to 50 pounde. 

Strict heelth ragul8tione 8re applied to imports of livestock 8nd 
uncooked meet by Cened8, the United Stetee, sow northern European 
COulItri.8, &utr8li8, thl 20818lld, Japan, bk-08, T8fV8n hOVfnCe Of chine, 
and some Centr81 Am8rican countries. Tr8de within this group of countries 
6OMr8lly C- higher prices th8n in the rest of the world. The EC 
perrite sow imports of boneless uncooked beaf only from specified packing 
plmte in countries where die8ue is still end8mic. With effect from 
Jinurry 1, 1989, *&e EC he 8180 burred the import of beef raised with 
gmuth hOrmonea, 8 meuura h8ving 8n imp8ct m8inly on U.S. exports. 
Rice quOta+iOne in this section refer to frozen boneless beef, 85 percent 
lam, imported into the United States from Auetralio and New Zealand, and 
f.o.b. et U.S. porte. This is manufacturing grade beef generally used in 
hamburgers and 88ue8gee. 

tin&r the influence of the D8iry Termination Progrem (DTP) in the 
United States, 1/ the price of beef fell from 98 cents a pound in 1985 to 
95, cents 8 p~uud in 1986 (Table 33). Rices, hovever, rose strongly in 
1987 on recount of lavrr domestic l uppliee, eepeci8lly of nanufecturing 
grede beef due to the vindiag down of the DTP. Adding to the upward price 
pressure were 8 temporuy hen in August/September 1987 on imports of 
processed beef from Austr8118 becwe of high pesticide residues and the 
8mmmcement in August of 8 21 percent rise in the Japanese import quota 
for 1987/88 (year ending Mrch) indicating improved export opportunities 
in th8turket. In the fin81 qu8rter of 1987, strong retail demand and 
the limit8tion of exports to the United St8tes from Australia and New 
Ze818nd under volunt8ry export restraint agreements boosted prices to 
115 cents 8 pound. .2/ 

u The DTP was in effect from April 1986 through September 1987. With 
the objective of elimiruting excess milk production capacity, the 
govemwnt purchased whole &fry herds, of vhfch 95 percent were 
818ughtOr8d 8nd 3 percent exported 88 live anfoals. In order to avoid 
disruption of the domestic market, h8lf of the 180 thousand tons of meat 
produced from the uriuls 818Ughtered was exported to Brazil at a price 
8pproxim8tely one-third of the U.S. import price, and the remainder was 
rued for domestic food aid or consumed by the U.S. military forces in Europe. 

2/ The United Strtes sets a country-specific import quota for meat at 
the begiaaring of each year, and if jt appears that a trigger level of 
110 percent of quota will he exceeded, a voluntary export restraint 
agreement is negotiated to limit U.S. imports to the trigger level. 



- 75 - 

Table 33. Prices of Beef and Lamb, 1979-88 

Year Beef J,/ -2/ Beef J,,/ Lamb 2/ 

1979 1.01 0.84 1.31 1.09 
1980 0.96 1.01 1.25 1.31 
1981 0.95 1.06 1.12 1.25 
1982 0.98 0.98 1.08 1.09 
1983 1.04 0.82 1.11 0.88 
1984 1.01 0.86 1.03 0.88 
1985 0.96 0.82 0.98 0.84 
1986 0.81 0.79 0.95 0.93 
1987 0.84 0.76 1.08 0.98 
1988 0.85 0.81 1.14 1.09 

1987 I 0.81 0.77 1.03 0.97 
II 0.83 0.77 1.08 1.00 
III 0.84 0.75 1.08 0.95 
IV 0.85 0.76 1.15 1.02 

1988 I 0.85 0.82 1.16 1.13 
II 0.81 0.84 1.11 1.14 
III 0.87 0.80 1.13 1.03 
IV 0.87 0.80 1.16 1.08 

(In) (-U.S. 

Source : Commodities Division, IRF Research Department. 

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

u Frozen New Zealand lamb, grade PL, Smithfield market, London. 
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With the seasonal increase in the slaughter rate in the second 
quarter of 1988, augmented by herd reduction in response to drought in 
most U.S. beef producing areas, prices for imported beef fell to an 
average of 111 cents a pound. U Also contributing to this price weakness 
were record supplies of competing meats, 
beef. The drop in world prices, 

and large supplies of imported 
however, was not reflected in consumer 

prices in the United States since retailers took advantage of strong 
demand to widen profit uargins. Lover VI Id prices and the appreciation 
of the Australian dollar against the U.S. dollar slowed the’rate of beef 
imports from Australia in July and August; in August, the United States 
moved to further limit imports by imposing import quotas on exports from 
Australia and New Zealand. 2J A ban by Mexico in July on exports of 
feeder cattle and the reduced profit8bility of U.S. feedlot operations due 
to high feedgrain prices also strengthened the expectation of tighter beef 
supplies through the remainder of 1988. Market liberalisation by a number 
of importing countries also strengthened demand for beef imports. At the 
end of June, Japan announced that the beef import quota would be raised 
from a base of 214 thousand tons by 60 thousand tons each year for the 
three years ending March 1991. 2/ In July 1988, Korea lifted a three-year 
ban on beef imports, permitting 14,500 tons to be imported in 1988 to 
assure supplies for the Olympic games. Prices in the third quarter rose 
to 113 cents a pound, and, with sufficient rainfall for good pasture ' 
development in the United States, restocking led prices to increase 
further to 116 cents a pound in the last quarter of the year, which was 
the highest price recorded since early 1981. 

World production of beef and veal increased by 1 percent in 1987 but 
is estimated to have declined by nearly the same amount in 1988 
(Table 34). The increase in production in 1987 stemmed mainly from a 
reduction in the cattle inventory in India caused by drought, and a return 
of Brazilian production to normal levels after the lifting of price 
controls imposed in 1986. Higher production was also recorded in the EC 
in 1987, despite a cut of 10-15 percent in intervention prices, as tighter 
controls on milk outPut led to increased slaughter. Lover cattle numbers 
and a slower rate of slaughter of dairy cattle were associated with an 

u Although the number of cattle slaughtered in the United States in 
the first nine months of 1988 was smaller than in the corresponding period 
of 1987 when the DTP had been in effect, meat production was higher than 
in 1987 because of heavier carcass weights. 

2/ In September, Australia and New Zealand agreed to voluntarily 
restrain their exports to the United States in 1988 to 363 thousand tons 
and 202 thousand tons, respectively. 

2 Tariffs on Japan's beef imports will also be adjusted. The current 
rate of 25 percent will remain unchanged in 1989-90, but will temporarily 
be increased to 73 percent in 1991-92, and then reduced by 10 percentage 
points in each of the two succeeding years to 50 percent. An additional 
25 percent tariff may also be imposed if imports reach 120 percent of the 
previous year's level. The 50 percent rate of tariff will be subject to 
negotiation in the Uruguay Round of the GATT. 
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Tabla 34. Beef and Ve81: World Production, 1985-89 

(InPfllioruaff) 

1985 1986 1987 1988 u 1989 u 

Total 

Argentina 2.7 2.9 2.7 2.6 2.5 
Austr8lia 1.3 1.5 1.5 1.6 1.6 
Brazil 2.4 2.0 2.3 2.4 2.5 
European Comunity 7.8 8.0 8.1 7.7 7.6 
Eastern Europe 2.7 2.6 2.6 2.5 2.5 
India 0.3 0.4 0.7 0.6 0.7 
U.S.S.R. 7.4 7.6 8.3 8.4 8.6 
United States 11.0 11.3 10.9 10.8 10.1 
Other countries 9.0 7.9 7.8 7.9 8.0 

Source : U.S. Department of Agriculture, m 
m, October 1988, and Australian Meat and Livestock 
Corporation fee wtrv &viectm . 
December 1988. 

l/ Estimate. 
2/ Forecast. 
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estimated S percent reduction in EC beef production in 1988. J,/ 
Increased iuvestment in the livestock sector in the U.S.S.R. improved 
carcass weights to some extent. A higher rate of slaughter and some 
reduction in livestock numbers also contributed to increases in beef 
output, of 1 percent in 1987 and 1 l/2 percent in 1988. Under the waning 
influence of the DPP, the rate of reduction of the cattle inventory in the 
United States decelerated in 1987, and beef output fell by over 3 percent. 
Despite the drought-induced increase in slaughter and higher carcass 
weights, U.S. production declined marginally in 1988 because of low herd 
size. 

After rising sharply in 1986 because of drought, Australian beef 
production increased further in 1987, as producers took advantage of 
strong export demand and higher prices; in 1988, herd rebuilding began and 
production is estimated at about the same level as in 1987. In Argentina, 
the liquidation phase of the cattle cycle, which began in 1984, continued 
at a slower rate in 1987 so that beef output in that year declined by 
5 percent. Some herd rebuilding is estimated to have occurred in 1988, 
and beef output is estimated to have fallen by a further 5 percent. 
Additional impetus for herd rebuilding in 1989 will be provided by the 
planned resumption of limited exports or' Argentine beef to the U.S.S.R. 
for the first time since 1984. 

World beef production is projected to fall by a further 1 percent in 
1989. The rebuilding phase of the cattle cycle and lower carcass weights 
(reflecting higher feed costs) is likely to result in a sharp decline in 
output in the United States (projected at 6 percent) and a smaller decline 
in Argentine output. Beef production in the EC is also expected to 
decline (by 1.5 percent) reflecting a slower rate of liquidation of the 
dairy herd and the implementation of additional measures to limit the cost 
of intervention purchases. These declines are expected to be partly 
offset by higher output in the U.S.S.R., reflecting both increased carcass 
weights and higher rates of slaughter, and in Brazil where slaughtering 
may increase because profitability in cattle raising has been reduced by 
high interest rates. Production in Australia is likely to increase by 
1 percent, consistently with a slow rate of herd rebuilding at about 2- 
3 percent a year into the early 1990s. 

Assuming that economic growth in the industrial countries remains 
reasonably strong, consumer demand together with the small reduction in 
world supplies should support a fur&her modest rise in beef prices in 

JJ Although purchases of beef into intervention stores declined from 
578 thousand tons in 1986 to about 450 thousand tons in 1988, EC beef 
stocks at end-1988 were still about 500 thousand tons. In 1999 a notional 
intervention ceiling of 200 thousand tons has been established, but 
intervention may still take place if market prices in at least three 
member states fall below 80 percent of the intervention price. Also, 
effective intervention prices on purchases within the ceiling will be cut 
by 3 percent, and per nead premiums will be modified. 
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1989, mainly during the first half year. Global production of pork and 
poultry is projected to increase by 1 percent and 3 percent, respectively, 
compared to 1988 levels, and consumer demand is likely to switch at least 
partly to thaae cheaper meats. 

In the mid-19808, the world market for lamb and mutton was depressed 
by a nuder of factors, including increased production in the EC following 
the implementation of a shaepxeat regime utxiar the Common Agricultural 
Policy in 1980, higher output in New Zealand supported, until 1985, by 
government subsidies, and competition from other meats, especially poultry 
and manufacturing grade beef. Demand for frozen lamb by Middle East 
countries also weakened but this was offset to some extent by higher 
imports of live sheep. Although remaining below the level reached in 
1980-81, an upward trand in the price of lamb was reestablished beginning 
in 1986. The quotations for the price of lamb in this section refer to 
frozen New Zealand lamb, grade PL, at the Snithfield market, London. 
Rices for frozen meat are lower than for chilled or fresh meat, but 
frozen meat is still the major component of world trade. 

Australia and New Zealand together supply about 85 percent of world 
exports. Reduced supply from these two countries contributed'to the 
upward trend of prices beginning in 1986. In New Zealand, the number of 
sheep fell by 4 percent, partly reflecting a low lambing rate due to 
adverse weather, and meat production declined by 5 percent in 1987 (year 
endedJune). In 1988, sheep numbers and meat production declined by a 
further 1 percent and 2 percent, respectively. Underlying these 
developmenta were the ongoing adjustment of the industry to the removal of 
protection, and reduced profitability arising from the appreciation of the 
New Zealand dollar. The rate of slaughter in 1988 was also reduced by 
some withholding of stock to take advantage of high wool prices. The 
reduced availability of lamb for export meant that New Zealand supplied 
only about 80 percent of its permitted level of exports to the United 
Kingdom. j,/ In Australia, the surge in fine wool prices in 1987-88 led to 
an increase of 4 percent per year in sheep numbers to a record 
171 thousand head. Heat production rose by 1 percent in 1987 but 
daclined slightly in 1988, as withholding from slaughter increased. 

Other factors influencing prices in 1987-88 were higher consumption 
in the United Kingdom, reflecting ixproved packaging and marketing of 
boneless lamb, and increased imports by Middle Eastern countries as a 
result of stricter adherence by suppliers to religious requirements in . 

u Under voluntary export restraint (VER) agreements, Australia and 
New 2ealanA have agreed to limit exports ta the United Kingdom to 
245 thousand tons (carcass weight) and 17,500 tons, respectively, in 1988, 
These imports attract a discretiozmry rate of duty of 10 percent compered 
with the normal 20 percent in the EC. The United Kingdom is the EC's 
largest producer, consumer, importer and exporter of sheepmeat. 



- 80 - 

olaughtering. Sheepmeat consumption per capita in the United States also 
increased from 1.3 pounds in 1987 to 1.4 pounds in 1988, in response to 
growing consumer damand for premium cuts, which could be supplied by 
Australia and Nev Zealand at a 1-r cost than domestic lam&. 

Rices in 1989 are expected to be the same on average as in 1988, 
vith a seasonal peak around the second quarter. Tvo largely offsetting 
influances are likalp to occur. The l vai1abi’Lity of imported lamb is 
axpacted to dacline further. As recent trends in the New Zealand sheep 
ixxbutry continue, nat output in Nev Zaaland is projected to fall by 
6 percent. This dacrease would offset a projected 6 percent rise in meat 
production in Australia resulting from a higher rate of slaughter AS the 
maximm carrying capacity of pastures is approached. The domestic 
production of lsxb in the United Kingdom and the United States, hovever, 
is expacted to increase on account of the growth in flock size in recent 
years. 

Ovar the longer term, prospective changes in the common policy for 
sheepmart are likely to lead to a lover volume of imports by the EC. At 

present, U.K. producers receive A variable premium (a deficiency payment) 
paid veekly on lamb ready for slaughter if the market price falls belov a 
specified guide price. The guide price, and therefore the variable 
premium, is reduced when sheep numbare exceed a specified ceiling in order 
to limit the budgetary cost of the support scheme. l/ U.K. exports to 
other EC members are subject, hovavar, to a countervailing tax, or 
"clawback.' The EC Cospieeion has proposed phasing out the variable 
premium by 1993 and replacing it with an armual premium on eves (as is 
currently applicable in the rest of the EC). Although the guide price 
would contimm to be reduced if sheep numbers exceed a *guarantee 
threshold, l and a limit on the number of eves eligible for the premium is 
proposed, these l tiona may not constrain the grovth of the U.K. flock 
because the clavback vould also be phased out, thereby leaving the United 
Kingdox u the lovest cost producer vithin the EC. The competitiveness of 
U.K. exports to other EC mu&are vould be improved, vhich would tend to 
accelerate the growth of U.K. sheep numbers and lover the U.K. inport 
requirement. The EC Comieeion has proposed reducing New Zealand’s quota 
under the voluntary export restraint l greewnt to 205 thousand tons in 
1989. 

Uorld sugar trade takes place in tv~ arkets , the f tee market and the 
controlled market, vhere trade is regulated by special arrangements and 
bilateral transactions between governmants of the trading countries. 

F&I guide. or minimum support, price is reduced by one percent for 
every ona percent increase Fn the breeding flock. Thle resulted In a 
3 parcant cut in thm UK guida prlca and a 2 percent cut for other EG 
dorai in 1988. For 1989. the cute vi11 be 7 percent and 3 percent. 
respectively. 
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Thaee *cl&l l rraegexente provida a guaranteed market for fixed 
quantitiee of sugar, often at specified prices which may or may not 
fluctuate vith free market prices. Examples of exports under special 
arrangamants are exports by Cuba to the U.S.S.R. and other centrally 
planned countries in Butern hrope, and exports undar the Sugar Protocol 
of the Lam4 Convmtion. 

The principal internatioual prices for sugar are the New York Coffee, 
Sugar and Cocoa Exchange contact No. 11 spot price, and the London Sugar 
Market daily price for f.o.b. rau sugar. Uhile South American producers 
trada r&v sugar mainly on the New York exchange, African and Far betem 
euppliere trada rav sugar mainly on the London exchange. The Nav York 
spot price is eetahliehad, on each trading day, on the basis of the 
opinions of five l xDarts in the United States in world raw sugar trading; 
aach expert providas a figure representing his opinion of the prevailing 
price differential (discount or premium) to futures quotations for the 
nearest delivery month for imadiate delivery, that is, vithin 60 days. To 
establish the spot price. an average differential is computed by 
arithwtic formula and addad to (or daducted from) the average veighted 
price of all transactions of the vorld sugar futures contract for the 
uaarest dalivery mouth on that trading day. In London, the spot price is 
aleo daterniuad by five experts who l ra knowledgeable of vorld trade in 
raw sugar. The price is published in the morning of each trading day. 

In forecasting tha level of free urkat prices, an important 
variable is the ratio of end-of-period world stocke to vorld consumption. 
This variable indicates the dagree of tightness of supply in a given 
pariad or how long sugar consuaption is ueured on the buie of stocks. 
Over the long term, there has baen an inverse relationehip between this 
ratio and prices. Howaver, eubstantial -nte in prices have been 
obeerved. awn though end-of-pariod l tock/consuaption ratios vere only 
modarataly different. u In 1974 and in 1980, in particular, the 
ugnituda of price increases exceedad the amount that vould have been 
expacted on the basis of changes in the stock/consumption ratio. ThiS 
ovarehooting vu the result of such factors u including inventory 
accumulation by buyers at high prices because of increased supply 
coITemm, hoarding by coueumare, and speculative traneactione. 

After a lengthy period when sugar prices on the free market were low, 
strong damand and dateriorating supply prospects boosted prices in 
mid-1988 to the highest level in over eix years (Table 35). The long 

u Published forecasting emdale for the free market price of sugar also 
have incorporated a variety of other in&pendant variables in the price 
equation, Including vorld production, coneumption in the United States, 
and a time uend variable. See for example, Joachim Frohn, w 
s (Frankfurt : Haag and Herchen 
Verlag, 1964); and John D. S&wager, -de to the 
rrarkst;s (Nev York: John Wiley and Sons, 1984). 
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Table 35. Riaee of 6~6~. 1979-86 

Year 

Index of Index of 
Ricu of Preo Eu=oP@= united Prices of Free EUEOpUll Uaitad 
8ugu 11 narket a/ -t7 a/ states A/ &uu A/ met a/ mity a/ Stat*8 $/ 

1979 46.6 
1660 100.0 
1901 71.6 
1982 59.2 
1963 6s.Q 
1964 57.5 
1965 53,s 
1986 52.9 
1067 52.2 
1666 56.1 

1967 I s2.6 
II S1.8 
III 51.6 
xv s2.7 

19661 
II 
III 
Iv 

54.9 

g:: 
S8.6 

(-1 CIp U.S. oente a mound) 

7.s 14.9 
22.0 17.0 uu*"1 
14.3 16.1 1e:7 
7.6 16.4 16.0 

i-i 
4:o 

16.4 15.6 20.6 21.2 
lS.9 20.0 

i-t 
7:6 

15.9 16.6 17.9 16.9 
17.7 16.5 

?I 
4:6 

15.6 16.2 17.2 17.0 
16.9 17.2 

5.5 17.5 16.2 

46.3 
100.0 
65.4 
SO.3 
s2.4 
45.3 
41.6 
47.7 
51.9 
149.9 

2:.: 
16:s 

a:: 

:-i 
6:l 

1::: 

19.3 15.5 
22.1 30.0 
16.9 19.7 
16.1 19.9 
17.6 22.0 
16.0 21.7 
16.1 20.4 
16.b 21.0 
21.4 21.8 
23.8 22.1 

51.2 
51.5 
50.6 
54.4 

19.7 
21.0 

;:: 
21.6 21.9 
23.5 21.7 

6.5 17.6 16.1 
6.6 16.0 16.3 
::a' 17.6 17.5 16.2 17.2 

57.7 
59.2 
62.2 
60.7 

21.7 
22.0 

6.9 24.0 22.0 

10:s 1E 
24.6 22.3 
22.7 23.9 21.8 22.4 

Source: -ties Di~irion, MP Reeeercb DoperWent. 

A/ Tbevei#te in the iadu uo u follmm: Pree Market. 50 porcont; Europorn Ccmmmity. 16 porcmt: 
Unitad States. 34 peraent. 

1/ Intaaat~aulsuaAr nt ptice ubicb is en everye of the Ilaw York contrect Iso. 11 spot price 
md the La&o daily price, f.o.b. Cuibboen ports. 

3/ Wpaeked eusar, c.i.f. Europeen ports. 
9 U.S. future iqort prim eaatrect No. 14. Prior to Jww 1965, Ilew York coatrect Ho. 12 spot 

price, c.1.f. Atlrrrtic a8d Gulf of Mexico ports. 
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period of &pressed prices reflected continued high levels of world 
production and the sharp buildup in stocks early in the decade. Despite 
low prices, world sugar production folloved a rising trend, from 
101 million tons in 1982/83 to a record 104 million tons in 1987/88 
(Table 36). World sugar cousumption, hovever, has expanded more rapidly 
than production, increasing from M average of 94 nillion tons in 1982/83 
to 105 million tons in 1987/88--shout 2.6 percent a year on average, 
compared to an annual grovth rate of less then 1 percent for production. 
Reflecting this disparity, the level of end-of-period stocks, which peaked 
at 32 million tons (equivslent to 34 percent of world consumption) in 
1982/83. declined to 21 million tons in 1987/88 (equivalent to slightly 
over 21 percent of world consumption). 

Uorld production increased slightly in 1987/88. In Chins, 
production declined by 17 percent, or 1 rillion tons, because prices for 
sugar were relatively less fmorable than those for alternative crops. 
However, this vu almost offset by s 10 percent increase in production in 
the U.S.S.R., the world's largest producer. uhere favorable growing 
conditions helped raise the average yield per hectare by 14 percent. 
Production in the United States ixcreued by 8 percent to a record level 
of 6.6 million tons in 1987/88, the highest level since 1975/76, as a 
rrdt of increases in area harvested and in yield. Production in India 
has been rising rapidly since 1985/86, and in 1987/88 output rose by 
5 percent to a record level of 10 million tons, as the adverse effect on 
production of a drought-related decline in average yield VU pore than 
offset by an increue in area harvested. 

In 1988/89, uorld production is forecut to increue by over 
3 percont to a record level of 107 million toxs, partly reflecting 
favorable growing conditions in major producing countries. including the 
EC, India, uld the U.S.S.R. World sugu stocks are expected to decline 
slightly, u production l g8in is forecut to fall short of consumption, 
uhich Is estimated to increase by 2 portent. As a result, the 
stock/consumption ratio is expected to decline further, and a modest 
strengthening of prices is snticiprted. 

World sugar output has responded little to the steep reductions in 
free market prices since 1980-81, uinly because of support prices in most 
major indumtrid producing couxtries, md, to 8 lesser extent, developing 
producing countries. Domestic sugar production is generally supported 
duougb gwwemwat-administered prices, direct government financial 
usiaance and other production incentives, and by preferential trade 
l rMgeDents . The margin of sugar prices in the United Sates and the EC 
over free market pricu indicat88 the degree of protection provided to 
domestic producers. In 1988, the free market price averaged about 
10 cents a pound, uhile domestic prices averaged 22 cents l pound in the 
UnftedState~ and 24 cents apound in the gC. 

In the United Sates, dowstic prices have been supported through 
nonrecourso loans and restrictive import quotu. @rho hod security Act of 
1985 mm&dates that the price of domestically grown raw sugar be supported 
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Table 36. Sugar: Uorld Comodity Balance, 1982/83-88/89 

(InO 

Sea 
1982/83 1983/86 1984/85 1985/86 'L986/87 1987/88 J,/ t988/89 2/ 

Production 
Austr~lir 
Brazil 
chin8 
C&l& 
Europe&n caasunity 
fndi8 
U.S.S.R. 
United Statas 
Other comtriu 

ConsuDption 
BruIl 
chiar 
Europun Camunity 
India 
U.S.S.R. 
Unitad States 
Other countries 

Louu, discrepancy 

Reported closing 
stocks 

Change framprevious 
yeu (in percent) 

Stocks/canmuDption 
rrtio (in percent) 

% 
9:3 
6.1 
7.2 

16.0 
9.5 
7.4 
5.4 

38.9 

22 
9:s 

% 
9:3 

E 
s:1 

% 
8:5 

Y+ 
8:5 

3.8 6.6 5.5 5.8 4.8 
8.3 8.1 7.2 7.2 7.3 

13.3 14.4 14.5 15.0 14.0 
7.0 7.1 8.0 9.5 10.0 
8.7 8.6 8.3 8.7 9.6 
5.3 5.3 5.5 6.1 6.6 

37.3 39.6 38.6 39.1 39.2 

Y 
8:7 
5.8 
7.8 

15.2 
10.7 
10.0 

6.1 
38.8 

Y-f . 
6.9 

11.7 
7.6 

13.0 
8.0 

42.4 

Ll'd! 

Y+ 
5:o 

% 
516 

11.5 11.6 
8.9 9.1 

13.3 13.3 
7.9 7.2 

63.0 63.4 

zu AZ 

Y! 
611 

Y-9 
710 

11.7 11.8 
9.3 9.7 

13.5 14.2 
7.1 7.3 

45.8 47.2 

A.2 ad! 

6.4 6.6 
7.3 7.5 

11.7 11.8 
10.2 10.5 
14.3 14.5 

7.6 7.5 
47.8 48.6 

Am Qd2 

21.5 -8.9 3.8 -15.6 -5.5 -10.5 -0.9 

33.7 30.0 31.0 25.4 23.0 20.4 19.8 

sources : Comodity Divis$on. IltF Research Department for prices. Date for world 
colodity balance from U.S. Department of Agriculture, Circular; 
v- a (Washington), various issues~~s~~s 
Agriculture, m: Sifrufion 

u B.S. Qeprrtunt of Agiculture revised l stimetes. 
2/ U.S. Department of agriculture forecuts for production and consumption and 

Coradities Division. IMP Euurch Departmat forecast8 for stocka. 



- 85 - 

at not less than 18 centa l pound for the 1986-90 crop years end thet 
sqprbeets be supported at a fair UMI reuonable price level in relstion 
to mugucaM. Under tbe Acr, the U.S. Depumnt of &riculture’s 
corodity Credit Cotporatibn (CCC) m&u nonrecourse comociity loans 
mileble to sugar processors. Promasers can pledge sugar u collateral 
for loams a&. if market prices uo not hi& l noqb to recover tba loan 
principal, accrued inUre8t chu~r a& miscelbneous costs such u 
insuxawe rad traumportatfon, proceuors cam forfeit tk sugar pledged u 
collateral to the CCCwlttboutpmtalty. u 

The relatively high price of sugar in the United States has resulted 
in a loq period of iwreued subecitution in favor of high fructose corn 
syxup (HFCS) for sugar in proccl88ad fooda. U.S. sugar consumption hu 
fallen from 10 million tons in 1977 to 7 million tona in 1986, reflecting 
the displacennt of sugar by HFCS snd also by other caloric and non- 
calories meteners. In 1986, sugar represented 47 porcent of U.S. 
c-tioa of caloric sumeteners, doun from 74 pucent in 1977. The long 
period of declining sugar cosmmptlon was errested in 1987, uhen 
con8umption8hmmda slight increase. Partly because of a projectad 
further imrease in 1988, U.S. import quotae for raw sugar were raised by 
272 thmmaad tons in July (Table 37). Reflecting the relatively greater 
profitability of sugar production over production of alternative crops, 
the receat growth in consumption has beon accompanied by a much more rapid 
expansion in U.S. sugar production. Consequently, U.S. imports have 
contracted in recent years; however, this trend vu interrupted in 1988 
because of a drought-related reduction in production and a further 
increue in CoMqtion. 

In the IK sugar urket. dmsstic prices have been supported through l 

systea of mchsaias, IncludLng national qwtas on domestic production and 
qwtu on irports. Ia addition to guaranteed prices. l apre8sed in terms 
of EUs, there ue intenmntion purchases of domestic sugar, variable 
iqort levies that effectively eliminate imporu (vith the exception of 
irports frea of levies from the African, Caribbean, and Pacific (ACP) 

u Ibe loea rate for tha 1988/89 crop has been set at 18 cents a pound 
for rau c8me mqar. The markat stahillsation price (HSP), vhich 
repruenu the price at or dove which producers uould market their sugar 
rrtbmr tha forfeit it to the CCC, was sot at 21.80 cenu l pound for 
1988/89, ved to 21.76 cents a pound for 1987/88. To maintain spot 
urket pricaa at, or near, the MSP in ordar to premnt forfeiturei, the 
supply of sugar haa ken limlted, and since the United States is a net 
suylc iqortar, thiahas beenachievedbyllmiting imports with quotas. 
The U.S. sugar 4ort quota for calendar yeu 1989 has been set at 
1.125 million tons, or uvor 17 percent higher than in 1988. In 
December 1987, the U.S. Covummat e-ted legislatiou creating a special 
dditiond irport quota end suhsidired re-export proysu for fiscal year 
1988 for tb Caribbun couatrlu ;263 tbuwnd tons) and the Philippine8 
(110 thowand short tons), but the program was not implemented because of 
funfmg dlffkulties. 
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y &ot.arllNICLaawJttok~ppad8tthi8t~. 
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countries at a guuurtwd price). uul 8 8yste8 of export r8funds or 
rO8titUtiOU. The system af export refunds provides for r8funds to be 
prid to export8rr vfho-r e%port pricu for qwt8 sugar ar8 lovsr than 
tb8 @mrantud dCU8ttC priu8. u A# 8 r8Sdt Of th8 8XpMSfOn in 

productic88 stlmhtod by the sug8r regin, th8 EC h8s been tmnsforwd 
from 8 net sug8r irporter ib the 19798 to the second 18rg8St nbt exporter 
Of sug8r in the world. after C&8. in the 18t8 1980s. 

TheEcsug8rrogiu’88rr U8ge8SntS for S\ytu eXpOrt8 8re 18rgely Self 
fixkmcing. Export refuab, hrovn 8s gro8tttutions ,* on tha 1.4 8illion 
tons of A6f rugu (fable 38) u8 the uin dirrct CO8t to the EC budg8t. 
Rutitutlou prid on Hc expOrts of 8ugu produced uithin production quotas 
are fbmncad by 1evim8 08 produetio% 2/ In recent y88rs, these levies 
have been insufficient to rai8bur8m the heavy co8t of restitution8 
8ttrlhuuble to the luge g8p between donstic rad low world prlcss; 
however, additional levies were introduced in 1985 and in 1987 in order to 
render the syrt8m self-finaAng. 

In Jap8n. the vorld’8 8econd 18rgest importer of sug8r, import and 
exci8e dutle8 8nd 8 systa of variable SUg8t import charges have raised 
the price of sug8x 8ub8taati8lly above the free urket price. Reflecting 
the80 rel8tively high prices, 8ugar production has be8n rising in Japan, 
md this bu been 8Cmqmnied by geuer8lly declining consumption, partly 
because of tha displ8mmut of sugar by the more competitive corn syrup 
indway, and reduced impOrt8. The volrrw of sugar import8 into Jap8n h8s 

u &My five y8U8, the EC sugar rsgiu is subject to revisw. 
Production quotas, which have remained effectively unchanged since 1981, 
COUSi8t Of two t7p.8. Ilk8 A quot8 extends full pric8 gu8rarrtaer 8nd is 
roybly l qubmlent to the EC’8 8ugar consumption. The B quota provide8 8 

louerlevelofsupport; the 18tter qWt8 88OuntS t0 21 pUC8nt Of A qUOt8 
8lAg8r & i8 lugely exported. Sug8r 8180 is produced in exce88 of quotas 
(k~tnm as C sugar) 8nd this 8ug8r iS IWt entitl8d t0 support 8nd must 
either be exported or 8tored to become the first troche of A quota sugar 
in the followlug year. The sug8r regin, uhfch has been in operation 
since 1981/82. vu extended in Decuhu 1985 for two-years through 
1987/88; productIon quot88 uere left ua&unged. 

2/ All sugar produced umdm quotu is subject to 8 levy of 2 psrcgnt of 
the fnterwntion price. gug8r prOduCed u&m the B quota is alro subject 
t0 8 levy of up t0 37.5 percent of the kitemention price. Betmien 
1981/82 8ad 1989/86, bowever. the EC incurred 8 deficit of about 
k!CU 400 mllliou because these levies were insufficient to cov8r the cost 
of export refdnds. In order to reduce th8 8xisting d8ficit over the next 
five yurs. m 8dditioarl levy, known as th8 "eli8hUfOn levy; was 
introduced in Dsmxber 1985; the levy, which uses about ECU 80 million a 
year, v8rler fro8 country to couutry to reflect the magnitude of 
production levi88 paid by producers over the 3-ye8r p8riOd mdlng 1985/86. 
In 1986/87, 8xport refunds ro8e suhrtantlally and a special levy, known 88 
th8 '8pecirl l lhh8tion’ levy, vu introduced to elininate additional 
finracing g8p8 8s they occurred. 
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T8ble 38. RUrope8n Comunity: Sugar @Ot8 Allocations by Country, 1X2/83-88/89 

. (Inooftons,v aiua>l/ 

Ju&y/Jw Ouot, ws 
country 1982/83 1983/84 1984/85 l98S,86- 1986/87 1987/88 1988/89 

R8rb8do8 53.6 
Belize 42.8 
Congo 5.4 
C&e d'Ivofre 0.0 
Fiji 177.8 

53.6 
42.8 

z 
177:8 

54.4 54.4 54.7 54.7 54.7 
43.6 43.6 43.8 43.8 43.8 
10.9 10.9 11.1 11.1 11.1 
10.9 10.9 11.1 11.1 11.1 

179.2 179.2 179.7 179.7 179.7 

GUY- 171.4 171.4 172.8 172.8 173.3 173 3 173.3 
India 2/ 0.0 10.9 10.9 10.9 10.9 10.9 10.9 
JaulC8 128.6 128.6 128.6 128.6 129.0 129.0 129.0 
R8ny8 4.3 4.3 5.4 5.4 0.0 0.0 0.0 
Nad8gucar 10.9 10.9 11.5 11.5 11.7 11.7 11.7 

&B18Wi 21.7 21.7 22.4 22.4 22.6 22.6 22.6 
nauritius 529.6 529.6 532.5 532.5 533.7 533.7 533.7 
St. Kitt8 and #evis 16.1 16.1 16.7 16.7 16.9 16.9 16.9 
Swaziland 126.5 126.5 127.7 127.7 128.0 128.0 128.0 

T8nmnia 10.9 10.9 10.9 10.9 11.1 11.1 11.1 
Trinidad and Tobago 75.0 75.0 47.3 47.3 47.6 47.6 47.6 
Zidmbwe 27.2 27.2 32.6 32.6 32.8 32.8 32.8 

Tot81 l-418 l-414 

Source8 : Regulation 3225/80 (Protocol No. 7) giving the text of the Second Lome, 
Commntion. Regulation 1255/82 on Zimbabwe's 8cceaslon to the Lome Convention. 
B4gulrtlon t243/84 partially restoring India's quota. Regulation 1764/84 giving 
the Cots d'Ivoire an ACP quota. ROgUl8tiOn 1763/84 giving full ACP membership to 
St. Cristopher and Nevis, and Regulation 1256/82 doing the muse for Belize. 
Couacil Decision 75/456/EEC of July 15, 1975 on India’s sugar quota. Notices of 
th8 Comission in Officio1 Journal Cl12 (R8y 13, 1978). C97 (April 18, 1979), Cl08 
(April 29, 1982), Cl24 (Hay 15, 1982). and C328 (December 14, 1982). Reallocation 
of Trinidad's shortfall and Kenya's shortfall by Commission Decisions. 

u Conv8rted from white eqUiV8lent at 0.92 white tOnS - 1 raw ton. 
2/ 10,000 tons. 
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declined from 2.3 million tons in 1980 to leaa than 1.8 million tons in 
1987. 

As a consequence of th8 policies pursued in many countries, the 
volume of internationally traded sugar has generally contracted during the 
',9808. Reflecting the insulation of producers and consumers from free 
market prices, the volume of net exports at competitive free market prices 
declined from 21.7 million tons in 1912 to 18.2 million tons in 1986, but 
rose slightly above that level to 18.5 million tons in 1987. In 1987, 
only 27 percent of world sugar production entered international trade, 
compared to over 31 percent in 1980-81; the free market accounted for less 
than 18 percent of world production in 1987. 

As about one third of world sugar trade is conducted under special 
long-term bilateral and multilateral arrangements on terms typically 
providing for higher prices than those quoted on the free market, the 
aPrei-age unit value of sugar exports has substantially exceeded prices on 
the free market. In U.S. dollar terms, the value of sugar exports, which 
has fallen from $14.8 billion in 1980 to $14.3 billion in 1985, has been 
recovering in recent years, and this is almost entirely attributable to 
the rise in average unit values (Table 39). In 1987, export volume is 
estimated to have 1nr:eased slightly, reflecting higher exports from 
indUStrl8I Countries, especially Australia and the EC, and also increased 
exports from developing countries, including the Dominican Republic, 
Mauritius, Mexico, and the Republic of South Africa. On the import side, 
a large increase in the volume-of sugar imported by China more than offset 
a large decline in U.S. imports. In 1988, despite a 2 percent decline in 
export volume, sharply rising prices are estimated to have further boosted 
export earnings from sugar. 

Although free market prices are expected to strengthen further in 
1989, prospects for a sustained rise in prices are small. The average 
response time of producers to higher prices has been reduced since the 
mid-1970s. Since then, the EC has emerged as a major producer of beet 
sugar, the output of which can be increased substantially in less than a 
year. Brazil also has sharply IntXn88ed cane production, and if only a 
small share of the large volume (60 percent of cane production) currently 
used to produce ethanol were shifted to sugar production, this could 
importantly augment world sugar supply. Furthermore, other producing 
countries, which have reduced production in recent years in response to 
low world prices could respond by re-expanding output. 

Whereas industrial countries aCCOunted for the major share of import 
demand in the mid-1970s, import depurnd subsequently has shifted toward 
developing countries, with relatively higher price and income elasticities 
of demand. Higher world prices could reduce denand growth in developing 
countries as well as stimulate further displacement of sugar by more 
competitively priced alternative sweeteners in industrial countries. 
Furthermore, much of the forecasted rise in production in 1988/89 is 
expected to be in sugar importing countries, including China, India, and 
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the U.S.S.R., and this is expectad to lead to a further shrinkage in the 
volume of internationally traded sugar. 

World supplies of bananas available for export in 1988 continued to 
rise despite a deterioration of export prospects for the Caribbean 
countries on account of hurricane Gilbert which brought shipments from 
Jamaica to the United Kingdom to a complete halt. World trade in bananas 
expanded for the fifth consecutive year. In 1987 trade had grew by 
2.8 percent reaching a volume of 7.5 million tons. Substantial increases 
in export volume were registered in some of the member countries of the 
Union de Poises Export&ores de Banano (UPEB) and by Ecuador, which had 
its best export performance in 10 years. Among the Asian b8n8n8 
producers, exports from the Philippines in 1987 declined by 9 percent. 
Import volume increased by nearly 4 percent in the EC. Per capita imports 
of the Federal Republic of Germany rose to 11.1 kg, the highest level in 
the EC and only 0.3 kg below that of the United States. 

The export/import matrix for trade in bananas for 1987 confirms the 
traditional close links of certain exporting regions with certain 
importing regions: Central and South America are the predominant 
suppliers for North America; Africa and the Caribbean countries mainly 
provide the supply for Europe; end the Philippines is the main supplier 
to Japan. Trade within the EC has increased following the entry of 
Portugal and Spain. 

The divergences in movements in banana prices in different parts of 
the world in 1988 mainly reflected developments limited to individual 
markets (Table 4O);'compared to previous years, exchange rate movements 
were of less .iimportance. Prices in the United States surged considerably 
in early spring when weather damaged production in Costa Rica and Panama 
and rejection of a shipment from Central America caused some tightening of 
SupPlY. Prices remained above the 1987 level for the rest of the year due 
to supply problems in a number of producing countries as a result of 
adverse weather and labor disputes. Prices in German ports in 1988 on 
average were 8 percent lower than 1987; due to an inadequate supply of 
competing fruit, prices for bananas firmed in the first half of 1988, but 
in the second half of the par dropped wei1 below the previous year’s 
level. French import prices, in contrast, were above the 1987 level by 
nearly 3 percent, but 8s with the case of Germany, there was also a 
decline in the second half of the year. In Japan, prices were on average 
8 percent higher than in 1987 owing to 8 slow recovery of production and 
8XpOrtS of th8 Philippines. 

The Intergovernmental Group on Bananas of the FA0 projects an average 
yearly growth of 0.6 percent to 0.9 percent for the worldwide export 
vohu18 and of 0.9 percent for import vo1um8 for the period 1990-91. 
Within this global framework, the largest growth in the supply of bananas 
for export is projected for Costa Rica, Honduras, and Panama among the 
UPEB countries; among Caribbean countries, in St. Lucia and Jamaica; and 
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in Africa, for Cameroon and Somalia. Exports from the Philippines are 
projected to reaaln unchanged. The projections vith respect to demand 
growth may prove optimistic. They Vera made in the wake of a period of 
especially favorable conditions for banana exports on account of a severe 
winter in Europe which reduced supplies of competing fruit and led to 
increased demand for b ananas both in Western European countries and the 
U.S.S.R. Indeed, some analysts believe that per capita imports in the 
main importing countries have reached an upper level, and the growth of 
total imports may therefore be limited. This pattern would reflect not 
only a decreasing and then negative income elasticity of demand, but also 
the increasing availability of competing fruits at competitive prices. It 
would require substantial increases of demand in other import areas where 
volumes are comparatively small to compensate for these developments in 
the major markets. With reference to supply, it should be noted that 
supply shortfalls from indl-idual countries can easily occur because of 
adverse weather, labor disputes, transportation difficulties, and other 
problems. As a result of these shortfalls, large short-term price swings 
may occur in particular markets for bananas. 

Prospects for the world banana market depend not only on these supply 
and demand developments, but also on national and international trade 
policies. Japan's lowering of applicable rates in its generalixed system 
of preferences helped to increase import volumes during 1986-87. The 
international bananas market will be influenced by the outcome of the 
negotiations on tropical products within the Uruguay Round of the GATT. 
It may also be affected by the planned unification of the EC market in 
1992. In the EC, a co-on external tariff of 20 percent is applied, but no 
duties exist for imports from ACP (African, Caribbean, and Pacific) 
countries under Protocol 4 of the Lo& Convention. Imports into France, 
Italy, and the United Kingdom are limited by licence to an emount assessed 
ad required to satisfy demand, after account has been taken of ACP 
imports. The Federal Republic of Germany has a duty-free quota that has 
so far been large enough to cover all its imports which originate mainly 
In the UPRB countries and Ecuador. In addition, preferential arrangements 
apply to the EC's own banana growers. 

III. Beveranes 

Market developments relating to coffee, tea, and cocoa are discussed 
In this section. Although the beverage use of cocoa is secondary to Its 
use in chocolate confectionery, cocoa is included in this group of 
commodities because of its traditional association with coffee and tea as 
a beverage and because It shares with them certain characteristics with 
respect to supply. Of the three commodities, coffee, which in terms of 
value is one of the most important commodities in international trade, has 
a much greater weight in the various composite indices used in the 
discussion than do tea and cocoa. 

The demand for these commodities, which is largely determined by 
taste and tradftion, tends to be stabie and price inelastic over the short 
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run. kcopt in periods of very large price chmgos, there is little 
ntbstltutiom in connnption between these coarodities. Varfations ln 
prices ue mainly associated with voathor-related short-run fluctuations 
and longer cyclical changes in supply in lagged response to price8 for 
these c'tloa, 

owing to the dominant role of supply factors, beverage pricer 
(c&tt 5) have tended to move independently of the prices for other 
c-ties over the last several years (so8 Chart 2). This pattern vas 
ropoatod in both 1987 and 1988. In 1987, a large increase in production 
contributed to a 36 percent &cline in tams of SDRs in the overall index 
of bemrage prices (Tablos 41 and-42). Although the beverage production 
index doclinod somevhat in 1988--crop yoar 1988/89 ia the “off”-year in 
the m-you Bruilian coffee production cycle--vary large carryover 
l tochs augmnted available supplier and the price index fell by a further 
4 percent. 

A drought in the coffee producing ueas of Brazil which reduced the 
1986/87 (April-Harch) Brazilian crop cawed world coffee prices to rise 
sharply in late 1985 and early 1986. u As a result of the rise in 
pricoa, export quotas undor the 1983 International Coffee Agreement were 
iacrouod in I3ovomber and Deco&or 1985 and cwplotoly suspondod in 
Fobruuy 1986. The drought reduced the 1986/87 Bruiliun coffee crop by 
about 10 porcont to 15 uilllon 60 kilogram bagm u compared to a crop of 
&out 25 million bags that right have been expected with nomal weather in 
M l off-yorrm of the tvo-year u8bic8 coffee production cycle. The period 
of high prices was quite transient, hovevor. Prices weakened beginning in 
April 1986 and continued to fall in subsequent months because of a large 
rise in axports follming the susperwfon of export quotas and on account 
of indications that the drought would have lfttle or no long-term effect 
on coffee production in Brazil. Prices recovered briafly in September 
1986 due to another spell of dry weather in Brazil but declined during the 
final quarter of 1986 and in most of 1987. The fall in pricea is 
attributable to a failure by the members of the International Coffee 
Organitation (IGO) to agree on the relntroductlon of quotas and the 
prospect of a recovery in the 1987/88 Brazilian coffee crop. In fact, 
the 1987/88 Brazilian crop vas a racord 43 rillion bags. 

After protracted negotiations, in October 1987 the International 
Coffee Council agreed to reintroduce export quotas for the 1987/88 coffee 
year. The initial global quota was set at 58 million 60 kilogram bags-- 
the l M level as at the beginning of the 1985/86 coffee year. The range 
betwean which prlcas are to be stabilized vas also left unchanged at 

JJ The Brazilian crop year is April/l%arch and therefore differs from 
the international (October/September) coffee year on which most of the 
discussion in this section and the data in Table 40 are based. 

--..__ -__. ----- --. 
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T&lo 41. Riaoa of Bwuyaa, 1879168 
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Table 42. Movement6 in the Price6 of Beversger 
6nd Rsluod Economic Indicators, 1982-88 

1982 1983 1984 1985 1986 1987 1988 

Prices of beverages JJ 
In SDRs 
In U.S. dollus 
Real 2/ 

Csnappsr price index in 
G-7 countries 

In SDR6 
In U.S. dolluo 

Be61 GDP in G-7 countries 

World consumption of 
beverages 2 

Index of consumption &/ 

World supply of bevemges u 
Index of production 
Index of supply I/ 
Index of closing stocks 

7.3 11.9 20.9 -10.8 0.0 -34.9 -4.1 
0.4 8.2 16.1 -11.7 15.3 -28.0 -0.1 
2.6 11.4 19.6 -12.3 -2.0 -35.9 -5.8 

6.7 4.9 4.6 3.5 1.0 0.5 3.0 
-0.1 1.6 0.3 2.5 16.7 10.7 7.0 

-0.4 2.9 5.1 3.4 2.7 3.4 4.2 

2.1 

-13.1 
-2.2 
-9.1 

0.0 3.4 

9.3 
4.3 

-4.8 

-0.7 

4.0 
2.0 

14.3 

2.7 1.9 

5.1 
0.6 

-7.6 

-9.9 20.0 
-4.1 10.5 

-13.2 36.0 

2.2 

-4.1 
4.9 
5.2 

sources : -ities Division and Current Studier Division, Il¶P Research 
Deputrsnt. 

J,/ Refers to IHF world index of prices of beverages. These percentages differ 
from those reported in the m which refer to the price index of 
beverages ated bv devv 

2/ Index of dollar price6 of beverages &lued by the fndex of dollar unit values 
of manufactured export6. 

&’ Overall indicer constructed using the game weights for the indices of 
individual cosmoditieo as in overall (world) price index. Crop year data for 
agricultural conmodtties are rllocrted undsr the earlier cslendar year. e.g., crop 
year 1980/81 under 1980. Commodity coverage of indicer of consumption and stocks Is 
less comprehensive than cwer8ge of indices of prOdUCtiOn and supply. 

W Data on consumption include some working iuventories for coffee in importing 
countries and movements in these inventories contribute to the variability of this 
serle6, puticululy In the period 1983-85. 

I/ Production plu6 m-of-yeu 6tock6. 
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Sl.20 a& $1.40 a pound. u Aa tha composite indicator price (CXP) was 
wall b8lou tha floor prica of tha l tabilization range, the Council also 
agreed on mpplenntary ~asurS8 parrittiry quota cuto of up to 4 million 
bqs Wring the October to Dacm&ar 1987 quarter. Iha impact on prices of 
the reintro&ction of quotaa and an lmadtate quota cut of 1.15 eillion 
byrinurlyOc~rruquit.~~d~nueof~ importdemand 
raflecting a high lwel of coffaa stocks in conmming countriam and large 
&f-ta at the end of the 1986/87 coffoa year. The transitional 
arraageunu for the first quarter of the coffae yaar were not implemented 
during the mat of the quarter bacauae the CIP reuirwd just abova $l.lS a 
P-=l. 

Tha price diffarantfal bemman robuata and other mild arabica 
coffeea, uhich historically haa been at about 10 percent, wi&nad 
considarably during the course of the 1987/88 coffee year due to a 
abwtaga of quality Coloabian and other mild uabica coffaas and a 
aurfait of robusta and lw quality arabica coffees. In the period batueen 
hbruary 1986 and tha and of Saptmber 1987, uhen quotaa wore not in 
affect and rul prices of coffoo uere quite low, proceaaorm in North 
America azsdileatam Buropa incremod the praportion of high quality 
arablcaa in thelrblenda. It appears that there may be a distinct 
caaauar praference for this w of coffao, which had bean masked by the 
applicatioaof ICG export quotas. During the 1986/87 coffee year, uhen 
export quotm wets not in affect, exporu of othar mild and Colombian mild 
coffoea accountad for 51.9 percant of l xporta by ICG mambern to importing 
8ambera. m quotu wets ralntroducad at the beginning of the 1987/88 
coffeoymar, the abare ofothormil& andColombianmil& was reduced to 
43pucent of tba total quota. The impact of tha diacrapancy between the 
quota allocated for other mild uabica coffeoa and the underlying market 
krlrd for the8e types of coffaa ua8 not evident in the price differential 
be-n robusta and mild arabica coffaea during the lut quarter of 1987 
becausa of large stocks in coaaumiug countrioa and shipments in transit. 
The difforantial widened substantially, however, during 1988. 

Two quota cuts of one million bay uch uera triggered in January 
1988 bocuwa th composite indicator price continued to remain below 
$1.20 per pamd. Pricar recoverad in Pabruary and moved above the 
$1.20 per pound level for a brief period on account of a sharp increase in 

B/ The ICG'o composita indicator is an avarage of the ICO indicator 
prices for robust8 and “other milds.a Both are physical prices for 
l p8cific grades of coffee. The robu8ta indicator ir an average of prices 
ox-dock Ilaw York (Angola Anbriz 2118, C&e d'Ivoire Grade XI, and Uganda 
Standard) amd ex-dock Ls Havre/Haroeille (C&e d’Ivoire Superior Grade II, 
Cauroon Superior Grade I, Central African Superior, and Madagascar 
Superior Grade II). The .other dlds' indicator ir an average of prices 
of arabica coffee ex-dock Hew York (tl Salvador Central Standard. 
Guatemala Prime Washed, Mexico Priw Uashed), and ex-dock Bremen/Hamburg 
(El Salvador High Crouu. Guatemala Hard gean, and Nicaragua Strict 
High Grown). 
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the price of other milds coffee. This increase was caused by high 
1-1 roaster M, undmrshipmnt of quotmm durfq the fourth quarter 
of 1987 and speculativa purchases on futures markets. Vests robusta prices 
cauaad t&m indicator price to fall bmlow the $1.20 per pound level in 
Harch 1988, and dmapitm two mrm quota cuts of l.S million bags each in 
July, the indicator price continumd to rmmain bmlow the $1.20 par pound 
lmvml uatll the and of Sapte&mr 1988. Thus. in spite of five quota cuts 
-ting to a total reduction of 6.5 rillion bags in the quota for the 
1987/88 coffee ymar, coffee prices r-ined bmlov the lover lavml of the 
price l tabiliaation range during 11 loptha of tki ymmr. ~apita the quota 
cuta, supplies of rmbustm coffee continumd to bm plentiful throughout the 
1987/88 coffme ymar and robuata prices rmaainmd wmak. The aain inpact of 
tha prorate quota cuts was to furthmr reduce the availability of the mild 
arabica coffees for which dmmnd was relatively strong. This lad to a 
atrengthmaing in prices for uabica coffee and to a widmning of the price 
differential bmtusan robuata and other mild (arrrhica) coffees. The price 
diffmrmntial for othmr pil& coffee over robuata coffee, which increased 
from 11 pmrcant in September 1987 to 20 pmrcent in Decoder 1987, widened 
furthmr to 63 pmrcmat in July 1988 before narrowing to SO percent in 
Septamber 1988. 

Aftar &clfning to 83 million bags in the 198S/86 international 
coffee ymmr (Octmbmr/Smptmmbmr) on account of the l ewre drought in 
Braail, umrld coffmm production recovered to 96 sillion bags in 1986187 
and to nmarly 97 million bags in 1987/88 largely as a result of a recovery 
in Brazilian coffaa production (Table 43). In addition, coffee production 
in Colodia incrmumd frar 20.8 tiIlion bags in 1966/87 to 13.2 million 
bags in 1987188, uhile coffee production in India dmclinmd from 
3.7 oillion bmgs to 2 million bags during the s- oeriod. The recovery 
in Brazilian production, which is mainly mashed arabica coffee, caused 
thm &arm of arabica coffee in total wrld production to rise from 
75 percent in 1989/86 to 79 percent in 1987/88. her production in 
am&ur countries of the Organisatfon Afrfcafne et Halgache du Cafe 
(OAHCAF) rmducmd world rob-ta production from 21.4 niUion bags in 
1986187 to 19.7 million bage in 1987/88. 

World coffee consumption has increased at an annual rate of about 
1.3 pmrcant in 1986/87 and 1987/88. Consumption in importing countries 
accounts for about 77 percent of tots1 world coffee consumption; the 
reuindar--about 19-20 million bags each year--in consusmd in the 
mxpmrtixq cmuntriao. High coffee prices led to a daclfne in consumption 
in the importing cmuntries. to 6S.6 million bags in 198S/86. As prices 
fmll in X986/87 and 1987/88, consumption recovered to 66.6 million bags 
and 68.S Billion bags, rmspmctively. Dmspite the low price level during 
thus two crop years, coffee consumption in the principal isporting 
countries in Western Europe and North America grew at a relatively slow 
rate becauu Baptnd for coffee in thmsm well established and nature 
mkmtm Is inmlaotic with respext to both price mnd incomm. Growth in 
coffee coruuPptioa has also been -red by the fact that a large drop in 
green coffee pricer has not been reflected by a corresponding percentage 
drop in rmtafl prices for roasted and soluble coffee, largely because 
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Tdle 43. Coffoo: World collrodity Balawe, lQ62/83-W/89 
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processing and marketing margins tend to be relatively stable over time. 
In addition, the growth in coffee consumption In these markets has been 
restrained by competition from soft drinks and other beverages. 

ICC data indicates that household purchases of coffee in the United 
States declined from 9.27 million bags in 1984/85 to 9.11 million bags in 
1985/86 when coffee prices rose sharply. Thereafter, falling prices 
contributed to a rise in household purchases, to recover to 9.25 million 
bags In 1986/87 but in 1987/88 despite a continuing drop in prices, 
consumption declined to 8.60 million bags. These results are corroborated 
by another ICO study which shows that after increasing slightly in 1987, 
per capita consumption In the United States appears to have resumed its 
downward trend. Household purchases in ten European importing members 
held relatively steady during this period, at between 16.3 and 
16.5 milllon bags, respectively. Coffee consumption in Japan, on the 
other hand, has increased at annual rate of about 3.8 percent during the 
last five years because coffee is a relatively new product with a high 
income elasticity of demand. Coffee is promoted as a young person's drink 
in Japan and competes more directly with soft drinks than in many other 
countries. 

The excess of world coffee consumption over production in 1985/86 
led to declines in world coffee stocks from 66 million bags by the end of 
1984/8S coffee year to little more than 62 million bags by end- 1985/86. 
With the recovery in world coffee production and slow growth in 
consumption, closing stocks rose to over 70 million bags In 1986/87 and to 
an estimated level of 78 million bags in 1987/88. The level of stocks 
afloat and in free ports increased at the end of the 1986/87 on account of 
large shipments made prior to the reintroduction of quotas in October 
1987. The reimposition of export quotas contributed to the sharp 
Increase in stocks in exporting countries by the end of 1987/88. 

Earnings from coffee exports rose from $10.5 billion in 1985 to 
$13.8 billion in 1986 owing to sharply higher world coffee prices 
(Table 44). Despite the suspension of quotas in February 1986, export 
volume declined by 400 thousand tons because high prices curtailed import 
demand. In 1987, low market prices and an absence of quotas during 
9 months of the year, led to a recovery in exports to 4.2 million tons. 
Earnings, however, declined to $9.2 billion because of low market prices 
and export unit values. Although the volume of exports was constrained by 
export quotas, earnings are estimated to have increased to $9.6 billion in 
1988, on account of some recovery in world market prices. 

In the period between Harch 1986 and October 1987, when quotas were 
not in effect, the differential in export unit values of sales to quota 
and nonquota markets narrowed considerably. Discount sales to non-members 
of the ICC became a cause of major concern to the Executive Board of the 
ICC during 1987/88. The International Coffee Agreement contains control 
measures and penalties to prevent sales to nonquota markets at discounted 
prices and to prevent coffee leaking from nonquota markets into quota 



- 101 - 

Table 44. Coffee: Export Earnings, 1985-88 

1985 1986 1987 1988 J,/ 1985 1986 1987 1988 JJ 

(Values) 

Earnings (in billions) 
Developing countries 

To ICO members u 
To nomembers of ICO 

7.1 7.1 

1.2 1.1 0.8 0.7 

Volumes (in millions of tons) u u a Zp !a aa.4 L.2 2.2 
Developing countries 4.2 3.8 4.2 3.9 4.2 3.8 4.2 3.9 

To ICO members u 3.6 3.4 3.6 3.3 3.6 3.4 3.6 3.3 
To nonmembers of ICO 0.6 0.4 0.6 0.6 0.6 0.4 0.6 0.6 

Unit values (a ton) 2.4803.1401.7101.830 2.5103.680p.22o2.460’ 
To ICO countries 2,S40 3,130 1,760 1,920 2,S80 3,680 2,280 2,580 
To nonmembers of ICO 1,970 2,770 1,290 1,360 2,000 3,2SO 1,670 1,830 

Market prices 
ICO daily composite 

indicator (a ton) 
Other milds s 
Robusta &/ 

2,900 3,200 1,830 1,890 2,940 3,760 2,370 2,540 
3,160 3,620 1,920 2,220 3,210 4,250 2,480 2,980 
2,630 2,790 1,740 1,560 2,670 3,270 2,260 2,100 

t-in 

Sources: Export data are based on statistics of the International Coffee Organization 
(ICO); Commodities Division, IMF Research Department for market prices. 

JJ Data on exports are estimates of Co=odities Division, IHF Research Department. 
2/ Includes exports of an estimated 0.1 million bags a year from nonmembers of ICO. 
J/ Ex-dock New York and Bremen/Hamburg. 
k/ Ex-dock New York and Le Havre/harseilles. 
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markets. In practice, however, sales to nonquota markets have been 
difficult to monitor. 

In early October 1988, the ICO agreed on an effective global annual 
quota of 56.0 million bags for the 1988/89 coffee year. Under the 
transitional provisions for the first quarter of the coffee year, two 
quota increases of 1.0 million bags each could be distributed if the 
lS-day moving average of the CIP exceeded $1.14, cents per pound. No quota 
cuts were permitted during the first quarter. The quota distribution was 
determlned.by means of a formula which took account of exportable 
production, previous exports and the level of stocks. Despite an apparent 
shortage of Colombian and other mild coffees, the application of the 
formula resulted In a reduction in the share of Colombian milds in the 
total quota and left the share of arabica coffee unchanged. The apparent 
shortage of mild arabica coffees was partly addressed by the rules 
governing the manner in which quota increases and quota cuts are 
distributed between producers of arabica and robusta coffees. Under the 
transitional provisions for the first quarter of 1988/89, increases were 
to be apportioned between exporters of arabica and robusta coffees 
according to the differential between the lS-day moving averages of the 
other milds and rob?lsca indicator prices. Owing to a large differential 
between the indicator prices for other mild arabica coffee and robusta 
coffee, two quota increases of 1.0 million bags each during the first 
quarter of the coffee year were both distributed, in their entirety, among 
arabica producing members of the ICO. From January 1, 1989 onwards, the 
1loor and ceiling prices of the $1.20 to $1.40 target range would seLve as 
the triggers for prorata quota cuts and increases. However, the 
distribution of quota cuts and increases between the arabica and robusta 
group of members entttled to basic quota will continue to be determined by 
the IS-day moving averages of the other milds and robusta prices 
respectively. u 

World coffee production is expected to decline by about 3.3 million 
bags in the 1988/89 international coffee year largely because of a drop in 
production in Brazil which, however, is likely to be partly offset by 
increased production in other countries. Production in the 1988/89 
Brazilian crop year (April/March) will be affected by the "off-year" of 
the two-year arabica production cycle, frosts in July 1988 and very dry 
weather during the fourth quarter of 1988. On an International crop year 
basis, Brazilian production is expected to decline from 32 million bags in 
1987/88 to 25 million bags in 1988/89. Production in India, on the other 

u For example, if the 15-day moving average of the composite indicator 
price is at or below $1.20 per pound, export quotas shall be reduced 
prorata by 1 million, bags but if the 15-day average of the other milds 
indicator price is at or above $1.30 per pound, exporters of arabica 
would be exempted from the quota cut. Similarly exporters of robusta 
would be exempt from the quota cut, if the lS-day average of the robusta 
indicator price is at or above $1.30 per pound. Similar provisions arz 
applicable for quota increases. 
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hand, is expected to increase by more than 60 percent, from 2.0 million 
bags to 3.3 million bags, because of the "on-year" in India of the 
biannual arabica production cycle. Robusta production is projected to 
rise by 2.2 million bags largely on account of an anticipated production 
increase in OAHCAF mepber countries. World coffee consumption will 
continue to lag behind world production owing to the slow rate of growth 
in consumption in the main coffee importing countries, supply constraints 
8tePPPaing from the ICO quotas, and a relative scarcity of higher quality 
mild arablca coffees. As a result of these developments, closing stocks 
are expected to rise by 4 million bags to 82 million bags. The ICO 
composite indicator price is expected to remain near the mid-point of the 
target price range and the differential between prices for other mild and 
robusta coffees is expected to continue to remain large. 

The current coffee agreement will expire at the end of September 1989 
unless it is extended. Devising a means of eliminating discount sales to 
nonmembers and introducing greater selectivity into the quota allocation 
process to ensure consumers adequate supplies of high quality mild arabica 
coffees are likely to be two particularly contentious issues in the 
negotiations on a new coffee agreement. Coffee price movements beyond the 
end of the 1988/89 coffee year will be crucially dependent on the outcome 
of these negotiations. Fallure to conclude a new agreement, or to extend 
the current agreement, will most likely result in a sharp drop in coffee 
prices. 

Tea prices rose substantially in 1983 and 1984 but declined sharply 
in each of the following three years. The average annual price of tea 
increased from $1.93 per kilogram in 1982 to $2.32 per kilogram in 1983, 
peaking at $4.29 cents per kilogram in January 1984. Prices, which 
averaged $3.46 per kilogram in 1984, fell to an average of $1.98 per 
kilogram in 1985 and continued to drop to $1.93 per kilogram and $1.71 per 
kilogram in 1986 and 1987, respectively. J,/ Prices remained low at 
$1.79 per kilogram in 1988. 

The boom in tea prices, which lasted from the fourtn quarter of 1983 
to the first quarter of 1985, resulted from a drought in 1983 in India and 
Sri Lanka and a partial ban on tea exports imposed by India to protect 
the supply of tea in the domestic market. In 1984, world tea supplies 
Increased by 6 percent and by a further S percent in 1985 as production 
rose in response to the high prices (Table 45). Although tea is a 
perennial crop with a long gestation period, the supply of tea is fairly 
elastic with respect to price because output can be increased 
significantly in the short run by "coarse plucking" of more than the usual 
number of leaves. World tea production In 1986 was virtually unchanged 
from 1985 on account of weather-related production declines in India and 

JJ Price quotations refer to the London auction price, average all 
teas. 
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Table 45. Tea: World Cormadity Balance, 1982-88 

(In) 

1982 1983 1984 1985 1986 1987 1988 u 

Production 
Green tea 

china 
Other countries 

Black tea 
India 
Kenya 
Sri Ianka 
Other countries 

Consumption (black and green) 

Tea producing countries 2/ 
china 
India 
Japan 
U.S.S.R. 
Other countries 

Tea importing countries 2/ 
As ian countries 
United King&m 
Other countries 

Implied change in total 
stocks 

Closing stocks in the 
United Kingdom 

% 
250 
170 

1,510 
560 
100 
190 
660 

%i 
370 
100 
140 
320 

240 
190 

1,600 
580 
120 
180 
720 

% 
170 
440 

30 

240 
180 

1,740 
640 
120 
210 
770 

420 
90 

1so 
290 

% 
180 
470 

30 

240 
180 

1,840 
660 
150 
210 
820 

a!2 
250 
160 
so0 

40 

260 
180 

1,800 
620 
140 
210 
830 

2.194 

420 
90 

150 
320 

2x! 
250 
160 
510 

60 

300 
190 

1,850 
670 
160 
210 
810 

160 
520 

320 
190 

1,950 
710 
160 
240 
840 

480 
100 
150 
440 

Sources : Estimates of Commodities Division, IHF Research Department, derived from 
statistics of the International Tea Committee and the UN Food and AgriCdtUre 

Organizatfon. 

u Estimated by Commodities Division, IHF Research Department. 
2/ For India, adjustments have been made for stock changes: for other countries 

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

do not produce tea on a large scale. 
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Kenya which were largel, '7 offset by an increase in green tea production in 
China. 3ricea remained relatively stable during 1986. 

In 1987, world tea production reached a record 2.3 million tons owing 
to an increase in production in most of the major tea producing countries. 
Production in India increased by 8 percent mainly because of favorable 
weather conditions throughout the year. China also harvested a record 
crop of SO8 thousand tons, of which about 60 percent was green tea. 
Although production in Sri Lanka was affected by dry weather during the 
first half of the year, a recovery in output during the second half caused 
output for the year to remain unchanged. In Kenya, ideal weather 
conditions in 1987 contributed to a record harvest of 160 thousand tons. 
Weather conditions were favorable in most of the major tea producing 
countries in 1988 and, despite the very low level of real tea prices, 
world tea production is estimated to have increased to a record level of 
2.5 million tons. Substantial production increases are estimated for 
India, Sri Lanka, and a number of smaller tea producing countries. In 
recent years, partly because of the low level of tea prices, much of the 
increase in production in the major tea producing countries has been 
principally due to improved yields as opposed to an increase in the area 
under tea cultivation. 

The pattern of world tea consumption has changed significantly during 
the last two decades. Competition from soft drinks and other beverages 
and a change in the beverage consumption habits of younger-age groups has 
caused tea consumption in the developed market economy countries to 
stagnate or in some cases even decline. Apparent per capita tea 
consumption in the United Kingdom, the world's largest tea consuming 
country, declined from a peak of 4.50 kilograms in 1961 to 2.77 kilograms 
in 1984-86. Similarly, imports into the United King&m declined from a 
peak of 240 thousand tons in 1961 to 160 thousand tons in 1987. On the 
other hand, population and income growth has contributed to a rapid 
increase in tea consumption in the Widdle East, North Africa, South Asia, 
and the U.S.S.R. Between 1970 and 1986, tea consumption in India grew at 
an annual rate of 4.5 percent while consumption in Pakistan increased at 
6.5 percent. During the same period, consumption in the U.S.S.R. 
increased by 6.3 percent and in Iran and Iraq it rose at annual average 
rates of 4.4 percent and 5.6 percent respectively. Consumption in Africa 
increased at 4.2 percent in the same period, mainly on account of 
increased consumption in Egypt, Morocco, and Tunisia. More recently the 
growth in tea consumption in the petroleum exporting countries has slowed 
perhaps on account of declining revenues associated with the fall in 
petroleum prices. 

The sharp price decline since 1984 lowered earnings from tea exports 
from $2.5 billion in 1984 to $1.7 billion in 1986 (Table 46). In 1987, a 
small increase in export volume more than offset a continuing fall in 
export unit values and earnings rose slightly to $1.8 billion. Earnings 
are estimated to have recovered to $2.0 billion in 1988 because of a small 
increase in both export volume and export unit value. Earnings in terms 
of SDRs fell steeply during the period between 1984 and 1987 on account of 
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Table 46. Tea: Export Earnings, 1985-88 

1985 1986 1987 1988 u 198s 1986 1987 1980 u 

Earnings (in billions) 
Developing countries 

Volumes (in thousands 
of tons) 

Developing countries 
India 
Kenya 
Sri lmka 
Other 

Unit values (a ton) 

Market prices (a ton) 2/ 

E . 

SE 
f222 
139 
198 
450 

t-in 

E K $5 . . . 

i+wiw% 
'203 '204 '220 
133 LSO 156 
208 201 213 
474 463 476 

A&zQ1.4001.410 

l.&Qu2!2L,330 

(Valuasfn 

E E Ki ILp . . . 2.0 

?%s$c%E 
l 222 '203 ‘204 '220 
139 133 150 156 
198 208 201 213 
450 474 463 476 

Sources: UN Food and Agriculture Organfzation, 1987 E&QJ&a Ye&& (Rome) for exports; 
Commodities Division, IHF Research Department for market prices. 

JJ Data on exports are estimates of Commodities Division, IHF Research Department. 
2/ London auction price, average all teas. 
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a depreciation in the value of the U.S. dollar. In SDR terms, earnings 
from tea exports declined from SDR 2.5 billion in 1984 co SDR 1.4 billion 
in 1987 before rising slightly to SDR 1.5 billion in 1988. 

Over the next several yoare production in high-cost countries is 
likely to stagnate on account of declining profitability, but because of 
cost reductions through higher yields, production in other countries, 
such u Xndia and Kenya, will continue to expand. A large part of the 
rise in production in these two countries is likely to be absorbed by 
increased domestic consuaptlon. Growth of consumption in the developing 
countries and the U.S.S.R. is expected to continue to grow owing to the 
lov level of prices and population growth although import demand for tea 
in t&s U.S.S.R. may be constrained by the availability of foreign 
exchange. Similarly, developments in oil prices will be an important 
determinant of tea import deaand in the oil exporting countries. As tea 
production and tea consumption move into better balance, prices can be 
expected to recover from their current low levels. 

3. Cocoa 

Cocoa prices, which have been declining for a number of years, fell 
sharply during 1988 because of excess supplies carried over from the 
prsvious four crop years and the prospect of another surplus in the 
1988/89 (October/September) crop year. Monthly averages of the 
Intsrnatlonal Cocoa Organization (ICCO) daily prices, which are the 
avuagae of futures markst prices on the London Cocoa Terminal Market and 
the Raw York Cocoa, Coffee and Sugar Exchange, fell from $2,255 per ton in 
1985 to $2,068 per ton in 1986 and $1,998 per ton in 1987. Prices 
declined sharply during most of 1988 whenit became apparent that 
production would exceed consumption for the fourth consecutive year. 
Desplte purchases by the buffer stock of the International Cocoa 
Organizatlon (IWO) and a *no sales policy" by C&e d'Ivoire--the world's 
largest cocoa producer--prices had declined to little more than $1,200 per 
ton by September 1988. Prices increued to over $1,500 in December, 
houever, mainly on account of news reports of an arrangement between C&e 
d’lvoire and a French trading company to purchase and store a large amount 
of Ivoiriea cocoa in Europe. 

8ecauee of the long gestation period and perennial nature of the 
crop, COCOI producers have adjusted to price charzgee only after relatively 
longtime lags. The possibilities for changing the level of production 
in the short run, by varying the level of inputs or the intensity of 
hameeting, ue quite limited. Consequently, the short-run elasticity of 
supply tends to be quite lov. The longer-term price elasticity of supply, 
houever, tends to be higher because of the level by which production can 
be adjusted by varying the area under cultivation or adopting new 
production technologies. Longer-run supply changes have imparted a 
cyclical pattern to cocoa production.and prices; low production and high 
prices tend to encourage incrsased plantings which, after a lag of several 
years, are followed by a period of much higher production and lower 
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prices. The short-term effects of adverse weather patterns is 
superimposed on this underlying long-term cyclical pattern. 

A sharp fncreue in world cocoa production in lagged reeponee to the 
high real prices of the mid-19708 is largely reeponeible for the excess 
supply situation that has characterfzed the world cocoa market in eight 
of the lut ten years. Mainly u a result of large-scale new plantings 
with high-yielding hybrid varieties and the rehabilitation of older areas, 
world cocoa production increased by 40 percent in the period from 1977/87 
to 1987188. The total area under cultivation expanded from 4.17 million 
hectares to 4.50 million hectares during this period. Particularly large 
production lncreuee were recorded in C&e d'Ivoire where cocoa is mainly 
a emallholder crop; officially-•poneored new planting and rehabilitation 
echamae contributed to the growth in the area under cultivation--from 
0.95 million hectares in 1976/77 to 1.35 million hectares in 1986/87. The 
area under high yielding hybrid varieties increased from 80 thousand 
hectares to 210 thoueand hectares during the same period. Similarly, the 
area under cocoa cultivation in Brazil increased from 486 thousand 
hectares to 708 thoueand hectares over the same period, vhile the area 
under high-yielding varietiee more than quadrupled, from 80 thoueand 
hectares to 345 thousand he:tares. In Malaysia, which has a long 
tradition of tree crop agriculture, cocoa cultivation has been rapidly 
adopted by eaallholdors and large estates. There has been a more than 
sixfold increaee in the area under cultivation from 49 thousand hectares 
in 1976177 to 315 thousand hectares in 1986/87. All of the areas under 
cultivation in Malaysia are planted with high-yielding hybrid varieties, 
On the other hand, in Ghana which was the largest cocoa producing country 
in the world as recently as 1976/77, the area under cocoa cultivation has 
declined from 1.23 million hectares in 1976/77 to 0.91 million hectares in 
1986/87 primarily because of low real producer prices for cocoa. 
Similarly, the area under cultivation in Nigeria declined from 
625 thousand hectares to 470 thousand hectares during the same period. 

The above changes in the total area under cocoa cultivation and the 
increaee in the area under high-yielding varieties has had a major impact 
on both total world cocoa production and its geographical distribution. 
During the last decade, world cocoa production increased from. 
1,513 thousand tons to 2,104 thousand tons (3.3 percent annually, on 
average) . Production in G&e d’Ivoire more than doubled--from 
300 thousand tone in 1977/87 to 660 thousand tons in 1987/88. During the 
same period, production in Brazil increased from 280 thoueand tone to 
400 thousand tons while Malaysian production increased from 170 thousand 
tone to 230 thousand tons. Malaysia currently accounts for about 
11 percent of total world cocos production. Efforts to rehabilitate and 
modernize the industry appear to have arrested a long-term decline in 
cocoa production in Ghana, where production reached a nadir of 
160 thousand tons in 1983/84 before recovering to 230 thousand tons in 
1986/87. Dry weather caused production to decline to 190 thousand tons in 
1987/88. With the tncrease of cocoa production in Asia, world production 
has become geographfcally more dispersed. This development, which fs 
expected to continue, is likely to increase the stability of world cocoa 



supplies because total world co&a production would be leas susceptible 
to adverse weather conditions in any one of the major cocoa procixing 
regions. 

The demand for cocoa is derived from the demand for chocolate and 
other cocoa-baaed products. The price and income elasticities of demand 
for cocoa are quite low because two thirda of world cocoa is consumed in 
long established and relatively mature markets in North America and 
Western Europa. Japan and the U.S.S.R. are other important cocoa 
consuming countries. Price and income elasticities of demand for cocoa 
tend to be high in developing countries. After stagnating for moat of the 
19708, world cocoa consumption has grown at an average annual rate of 
about 3 percent during the 1980s mainly because of a fall in real cocoa 
prices and a rise in real GDP in the traditional cocoa markets in North 
America and Western Europe. in increase in the level of vertical 
integration and concentration in the cocoa proceaaing and manufacturing 
induatriea in the main consuming countries has resulted in a concomitant 
fall in competition through price. This has probably attenuated the 
effect that falling cocoa prices have on consumption because low cocoa 
prices are often not reflected in the price movements for chocolates and 
other cocoa-based confectionery products. Hors recently, the effect of 
falling cocoa prices has to some extent been offset by a rise in the 
price of sugar, which is one of the main ingredients of chocolate and 
other confectionery products. 

As a result of the differential rates of growth in world cocoa 
production and consumption there has been a large buildup of world cocoa 
stocks. The ratio of end of season stocks to total consumption, as 
measured by grindings, rose from 27 percent in 1983/84 to 45 percent in 
1987/88, when the level of stocks was equivalent to more than five months 
of world cocoa consumption in 1987/88 (Table 47). Of this amount 
250 thouaand tons are held in the buffer stock of the ICCO. These buffer 
stock holdings consist of 100 thousand tons purchased by the 1980 
Agreement and transferred to the 1986 Agreement, 75 thousand tons 
purchased during Hay/June 1987 and a further 75 thousand tons purchased 
during January/February 1988. Buffer stock purchases ceased at the end of 
February 1988 when the buffer stock had reached its maximum capacity of 
2so thouaandtona. A lack of agreement in the ICC0 on a further revision 
of the intervention prices and large arrears in the payment of export 
levies collacted by producing members haa effectively precluded any 
agreement on the modalities for the implementation of the withholding 
scheme. 

The price depressing effect of this stock buildup was particularly 
pronounced because the buildup occurred during a period when the 
requirement for stocks relative to consumption was falling because of 
improveaemta in transportation and shipping in producing countries as well 
as changes in inventory management techniques in consuming countries. The 
increase in concentration in the cocoa bean processing and manufacturing 
industries haa also tended to reduce the need for cocoa atocka. 
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Table 47. cocoa Beans: World Comodity Balance, 1982/83-88/89 

usuhQsm of tQM) 

1982183 1983/84 1984/85 1985/86 1986/87 1987/88 1988/69 u 

Cro88 production 
Brull 
Cameroon 
Cbte d'lvoire 
Ecuador 

Halayaia 
Nigeria 
Other countries 

Production adjumted for 
1088 in weights 

Grindings (consumption) 
Cocorbeanproducing 

countrior 
Europour Comunity 
U.S.S.R. 
United States 
Other countrler 

Closing stock8 
Comercial atocka 
ICC0 stock 

Stocka/griIKlinga 
ratio (in percent) 

110 110 120 120 120 
360 410 570 580 620 
40 40 130 110 90 

180 160 180 220 230 
70 80 100 120 170 

160 120 160 110 100 
280 280 290 330 330 

% 
130 
660 

80 
190 
230 
150 
320 

130 
680 

80 
250 
250 
140 
360 

l-494 l-944 

1.99Q 

480 510 600 640 600 630 650 
580 610 640 630 6S0 720 740 
150 140 160 140 160 150 160 
190 210 200 190 230 240 260 
230 230 250 240 270 250 280 

E 
100 

41 

e 
100 

Et 
100 

30 

UQ 
550 
100 

35 

iii 
173 

39 

E 
250 

45 

% 
250 

27 50 

Source : International Cocoa Organization (ICCO), v of Cocm Stat- 
(l.an&n), various issues. 

JJ Projected by Comamditiea Division, II4P Research Department. 



u;th thi ICC0 effectively out of the market and the prospect of a 
sharp trtcrt?rse in world stocks, monthly prices to fall to $1,239 a ton in 
Septexber 1988. A shortage of Vest African cocoa in the physical market 
owing to the sales policy of C&ta d'fvoire caused the preniux for this 
type of cocoa to rise sharply during the second and especially the third 
quarter of the year. News reports of a scheme by Cbte d'lvoirc to remove 
up to 400 thousand tons of its cocoa from the world market by selling it 
to a French trading coapany which would then store it in Europe, caused 
prices to recover during the final quarter of the year. By December the 
awrage monthly price had recovered to $1,903 a ton. 

&tveen 1985 and 1987, earnings of developing countries from cocoa 
beana and cocoa product exports remined relatively stable at between 
$3.7 billion and $3.9 billion per year because the effect of a gradual 
fall in prices was largely offset by an increase in export volume 
(Table 48). In 1988, however, earnings of developing countries from 
cocoa bean end cocoa product exports arc estimated to have declined 
sharply to $3.0 billion because market prices fell by 21 percent vhile 
total cocoa export voluae is estimated to have increased by only 
5 percent. Gwing to the depreciation of the U.S. dollar, total earnings 
of daveloping countries from exports of cocoa beans and cocoa products 
declined steadily from SDR 3.7 billion in 1985 to SDR 2.9 billion in 1987 
and an eati-ted level of SDR 2.2 billion in 1988. 

It appears that world cocoa production in the 1988/89 cocoa season 
will once again record a substantial increase and exceed world cocoa 
consumption for the fourth consecutive season. Despite the sharp fall in 
world cocoa prices, production is expected to continue to increase as new 
plantings COPB into production and young trees reach their optimum bearing 
age. Favorable growing conditions in C6te d*Ivoire and a relatively high 
producer price are expected to contribute to another record crop in that 
country. Sixilarly production in Halayaia is also expected to Increase 
substantially. In Braail production is expected to atabilize around a 
level of 400 thousand tona because low cocoa prices and a high domestic 
rate of inflation have reduced the profitability of cocoa cultivation. 
Relatively high world market prices for West African cocoa and the 
continuing rehabilitation and development of the industry in Ghana and 
Nigeria arc expected to contribute to a continued recovery in output in 
these countries. In Ghana, increasing output from new plantings in the 
western part of the country is expected to more than compensate for the 
declining productivity of trees in the Ashanti region. Higher returns to 
producers following the abolition of the Karketing Board are expected to 
contribute to a continued racovery in cocoa production in Nigeria. 

The growth in cocoa consumption that has taken place because of the 
steep fall in real cocoa prices is expected to continue. Competition 
through reductions in the nominal prices of chocolate and other chocolate 
pro&ta is likely to be reduced on account of growing concentration in 
the cocoa manufacturing industry although increased nonprfce competition 
through product differentiation and larger promotional expenditures will 
likely result in increased cocoa consumption. The structural imbalance 
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Table 48. Ctxioa: Export Ehrninga, 1985-88 

198s 1986 1987 1988 u 1985 1986 1987 1988 u 

Reruiags (in billiona) 

Bealu 
Developing countries 

Products y 
Developing countries 
lnduatrial countries 

Volumes (in thouaend 
of tons) 

bana 
Developing countries 

Prducta 2,/ 
Developing countries 
Induatri81 countrier 

lnit values (a ton) 

Beans 
Developing countries 

Producta2/ 
Developing countries 
Industrial countries 

Farkat prices of cocoa 
beans (a ton) u 

1.3Q4ulQ1.429f.485 
1,304 1,110 1,429 1,485 

% E E % 
282 270 291 310 

u2zQ1,7601.490~ 2.0502.0601.930 
2,020 1,760 1.490 1,100 2,050 2,060 1.930 1.480 

3AuQ2.5BOm1.780 3.0803.9302.8_792.390 
2,790 2,170 1,950 1,490 2,830 2,540 2,520 2,OOC 
3,450 3,240 2,760 2,160 3,500 3,800 3.570 2,90G 

2.23oAa2LuQ1.180 

2.8 2.2 

0.9 0.8 

Lzt!sulQr,t291.485 
1,304 1.410 1.429 1,485 

e % 562 371 u!2 400 
282 270 291 310 

2.26Q2.0702.OOQ 

Sources: DN Food and Agriculture Organitation, 1987 FA0 Trade Ye- (Rome) for 
xporta; for cocoa beena, export &ta include only exports from cocoa beun producing 
ountriea; Comoditiaa Division, Il4F Research Department for market prices. 

&/ Data on exports are estimates of Comoditiea Division, UlF Research Department. 
2/ Cocoa products are obtained by grinding cocoa beana. They consist of cocoa butter, 

xoa powder and cab and cocoa p-ta, all of which are derived entirely from cocoa beans 
1/ Averages of ICC0 daily prices. 
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between world cocoa production and consumption is expected to continue 
for several more years. 

With vorld stocks already at record levels, and a projected surplus 
of production over consumption for the 1968/69 season, the outlook for 
COCOI prices in 1989 is quite bearish. The substantial quantity of 
Ivoirien cocoa reportedly destined for longer-tern storage in Europe is 
likely to overhang the market and inhibit any significant recovery in 
prices. Lack of agreement in the ICC0 on the mo&litiea for the 
implementation of the withholding scheme and mounting arrears in the 
payment of export levies, appear likely to preclude any intenrention by 
the organization to support market prices. Indeed, a lack of funds may 
necessitate premature liquidation of a small part of the ICC0 buffer 
stock to pay operating expenses. 

IV. J 

After rising substantially in 1987, the overall price index for 
agricultural raw materials increased only modestly in 1988 (Table 49 and 
Chart 6). Price increases were recorded for logs, natural rubber, hides, 
and especially wool and jute, while prices for other agricultural raw 
materials declined. In the cases of tobacco and sisal these declines were 
alight, but the price of cotton fell by nearly 20 percent (measured in 
SDRs). 

The weakening trend of prices for agricultural raw materials would 
appear to be related predominantly to the gradual &cline in growth of 
world consumption of agricultural raw materials since 1987. The growth in 
the index of world consumption for these comodities fell from an average 
of about 5 percent per annum during 1984-86 to 2.3 percent in 1987 and 
1.9 percent in 1988 (Table SO). Although the growth of world production 
also fell in 1988, from over 5 percent in the previous year to under 
4 percent, tha adjustment was insufficient to sustain the sharp rise in 
agricultural raw material pricas oboe-ad in 1987. 

As with moat other non-fuel primary comoditiea, price developments 
in 1989 will be influenced greatly by the growth in the world economy. 
Against the background of the price adjustments in 1988, if economic 
grovth remains strong, the rate of grovth of consumption of agricultural 
raw materials could match the rates of the mid-1980s. Other factors, 
hovever, vi11 continue to be important. These include the increasing 
productivity of agricultural producers in industrial as well as developing 
countries. and technological factors that aay,be adversely influencing the 
world demand for some agricultural raw materials. 

The average annual price of hardvood logs, in terms of U.S. dollars, 
has increased steadily from $136 per cubic meter in 1985 to $233 per 
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fsblo 4s. Pricm oi A6ricultural Rme Ustarisls, 1979-68 

Imda of nodilmr 
Ricer of WI8 21 Natural Staple Fin. 

Aaxicultural tcubic 
Yeur Raw Materials A/ mater) 

Tobacco %/ Rubbrr i/ Cotton a/ wool g/ Jute 21 Sisal &/ Bides 91 
mound) m-d) womd) mil.opmaP (fan) mm) (Pound) 

1979 
m6o 1%: 
lQ81 OS:5 

1062 1063 1:-t 
ls84 116:Q 
19415 98.6 
lQ66 87.6 
1967 105.8 
1068 X11.6 

1907 I 91.9 
II 06.6 
III 112.6 
Iv 122.3 

1988 I 110.9 
II 114.5 
III 111.1 
Iv 108.7 

1970 
1980 
lQ81 
1982 
1083 
1004 
1985 
1066 
1987 
lS68 

1887 I 

tS60-16QI _---------_-------------------- (Xn )------------------------------- 

92.0 
100.0 

87.5 
63.7 
65.2 
81.4 
77.7 
76.9 

105.4 
119.3 

60.0 

170 1.35 0.57 0.77 5.25 385 713 0.73 
196 1.43 0.65 0.84 5.97 314 765 0.46 
156 3 61 0.51 0.84 6.13 276 645 0.42 
156 1.83 0.39 0.73 5.73 283 595 0.39 
145 1.86 0.48 0.84 5.40 298 571 0.45 
167 1.86 0.43 0.81 5.59 531 584 0.59 
136 1.04 0.34 0.60 4.95 583 525 0.51 
151 1.64 0.37 0.48 4.65 272 515 0.64 

z 1.57 1.63 0.4? 0.54 0.75 0.64 11.65 7.13 321 370 512 526 0.80 0.08 

176 1.56 0.41 0.65 5.36 283 SlO 0.65 
163 l.SS 0.43 0.74 7.cs 307 910 0.83 

5: 1.56 1.62 0.47 0.48 0.85 0.76 8.22 7.90 330 353 510 517 0.85 0.66 

245 1.61 0.50 0.69 10.48 370 520 0.89 
242 1.56 0.60 0.67 12.88 370 52s 0.96 
213 1.59 0.57 0.60 12.04 370 530 0.88 
233 1.75 0.48 0.59 11.20 370 530 0.78 

III 1:x:: N 126.1 

1968 I 116.6 
II l20.4 
III 110.7 
Iv 113.3 

-------____--_----_---------------- (In)---------------------------------- 

132 1.04 0.44 0.60 4.06 298 S51 0.57 
150 1.10 0.50 0.72 4.59 241 588 0.35 
132 1.36 0.43 0.71 5.20 236 547 0.3S 
141 1.66 0.35 0.66 5.19 256 539 0.35 
138 1.74 0.45 0.79 5.05 279 534 0.42 
163 1.81 0.42 0.7B 5.45 518 570 0.57 
134 1.82 0.34 0.30 4.88 574 517 0.50 
129 1.40 0.31 0.41 3.97 232 439 0.55 
171 1.22 0.35 
173 1.21 0.40 x:z 

5.50 248 396 0.62 
8.67 275 392 0.65 

141 1.23 0.32 0.51 4.25 225 404 0.52 
141 1.20 0.33 0.57 5.45 237 394 0.64 
179 1.22 0.3? 0.66 6.18 266 399 0.67 
220 1.21 0.36 0.56 6.13 283 385 0.64 

179 1.18 0.37 0.50 7.66 271 380 0.65 
177 1.14 0.44 0.49 9.42 271 304 0.70 
164 1.23 0.44 0.46 0.29 285 409 0.68 
174 1.30 0.36 0.44 8.34 275 395 0.50 

-- 

SOUXCe: Wditi.8 Division, IW Rmrasrch Dmpswmnt. 

u Tho vet#Itr in the index ue 88 folios: io68, 45 parcbnt; cotton, 17 prrcent; wool, 10 p8rcent; 
nstursl &es, 11 pWc=t; tobscco, 11 percmt; hidor, 5 percent; juts sud sisal, lmss than 1 parcmt. 

a/ lbbyatm mermti l.088, evarae *hoLerafr price, Japan. 
z/ lIdtad Sktom, 8voraga. l stimsted prfcas rataived by producata. 
i/ thhysim ES%, 2.0.b. l%lqmf~/Stryqore Ports. 
1/ Liverpool Iradar A, t.i.f. Livmrpool. 
6/ U.K. Dashion, 64'8 clean, dry c&ad bsrls. 
T/ Boyldosh 6WD. f.o.b. Chitts6oqKhslna. 
ii/ East diricm orilin, upgrsdad, c.i.f. Eurapmn ports. 
$/ U.S. vbo1088A@ price, f.o.b. shipptry paint, Chicago. 



- 114a - 

CHART 6 

Prices of Agricultural Raw Materials in SDRs, 1980-88 

(Indices: 1980=100) 
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Ieble so. bvuwnts in Pricea of hgricultural Raw Hatarialo end 
Related Econaaic Indicators, 1982-86 

1882 1983 1984 1065 1966 1967 1988 

Prima of agricultural 
raw matarid I/ 

In SDRa 
In U.S. dollua 
Reti 21 

Petrolem prican 3/ 
In SDRs 
In U.S. dollar8 
Roe1 2/ 

unit vhle of 
amnufactured exports 

In SDRS 
In U.S. dollars 

Domwtic prices in 
G-7 countrims 

Conamer price index 
In SDRs 
In U.S. dollara 

GNP deflator 
In SDRS 
In U.S. dollrra 

Econaaic activity in 
07 countries 

Real GNP 
Industrial production 

-:*; 
-2:2 

5.3 11.6 -14.0 -12.0 20.8 5.5 
1.9 7.2 -13.0 -1.6 33.6 8.3 
4.9 10.3 -15.5 -13.8 18.8 3.4 

$0' 

-6:0 

-6.S 3.9 -3.6 -55.7 16.8 -23.5 
-9.6 -0.4 -4.5 -48.8 26.7 -20.4 
-7.0 2.7 -5.4 -56.5 14.9 -25.0 

4.5 0.4 1.2 1.9 1.9 1.6 2.0 
-2.1 -2.6 -3.0 1.0 17.7 12.0 6.0 

6.7 4.9 
-0.1 1.6 

6.S 5.2 
-0.4 1.8 

4.6 3.5 
0.3 2.5 

4.2 2.9 
0.0 1.9 

1.0 
16.7 

if:: 

30 
1::: 7:o 

28 
1::; 6:9 

-0.4 
-4.0 

2.9 
3.7 
4.0 

::: 2: 
9.7 4.6 

2.7 
1.1 
1.9 

i:: 
4.2 

4.3 X:? Domastic fixed invartumnt -5.2 

World consumption of 
agricultural 
raw amterials A/ 

Index of consumption 2.6 2.7 4.0 5.2 5.2 2.3 1.9 

World l upply of 
agricultural 
rme amtoriala A/ 

Index of production 0.2 
Index of supply I/ 0.1 
Index of closing stocks 4.1 

1.4 

-5:: 

6.8 0.0 
6.4 

36.0 

-2.3 
0.4 

-16.4 

5.2 
1.1 i*: 

-5.4 412 

sources : Camaodities Division and Current Studier Division, IHF Roaauch 
Dopaxbaent. 

11 
Ihose 
which 

21 

ReFora to IMF world indax of prices of egicultural raw materials. 
pucentagaa differ fraa those reportad in the World Economic Outlook 
rofar to the index of commodities 9 bv dWeloDina countries. xtaor ted 
Index of dollar prices of agricultural raw materials daflated by tha 

index of dollar unit valuea of manufactured exports. 
3/ Simple average of spot prices for U.K. Brent, Dubai, and hlaaka North 

Slopa cruda petrolmum, reflacting world consumption of light, q ediura, and 
haavy cruda. 

. . A/ Ovarall indicas constructad using tha rame raiahts for the indices of 
individual comacditiar as in ovarall iworld) price index. Crop yaar data 
for yriculturd coamodities l re &iVan undar tha l arllar calendar yaar. 
a.6.. crop yaar 1980/81 undar 1980. The canaodity cowrage of the indices 
of consmption and stocks is lass comprehensive than the covarage of the 
indices of production and supply. 

1/ Supply is defined as production plus beninning-of-year stocks. 
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cubic meter in 1988. u The rate of increase of hardwood log prices 
increased from 11 percent in 1986 to 46 percent in 1987, but decelerated 
to 5 percent in 1988. The major factors contributing to the deceleration 
were the sharp slowdown in housing starts in Japan from the second quarter 
of the year and a buildup in log inventories. The U.S. dollar price of 
sawn hardwood 2/, which rose by 4 percent in 1987, increased by about 
9 percent in 1988. Sawnwood prices tend to be relatively more stable than 
log prices because they mainly reflect average long-term contract prices. 

In 1988, world production of hardwood logs is estimated to have 
decreased moderately, while production of sawn hardwood increased slightly 
(Table 51). These developments reflected the adverse effects of 
intermittent bad weather on logging operations of tropical hardwood log 
producers in Asia and the maintenance of restraints on log exports by the 
Philippines and Indonesia. In North America, forest fires and the summer 
drought hindered logging operations. In addition, groups of loggers in 
Canada and the United States were on strike during part of the second half 
of the year. 

On the demand side, the housing boom in Japan, which started in mid- 
1986 in response to the expansion of concessional housing loans, had 
tapered off by April 1988. For 1988 as a whole, Japanese housing starts 
increased by about 1 percent, compared with 23 percent in the previous 
year, thereby slowing demand for hardwood logs to be processed into 
sawnwood in Japan. In the United States, housing starts, which had 
declined by 10 percent in 1987, declined further by about 11 percent in 
1988, primarily because of rising interest rates. The resulting adverse 
impact on the demand for sawn 'lardwood in the United States was not as 
strong as the decline in housing starts indicated. The incidence of the 
decline in housing starts involved mainly multifamily dwellings, which 
are less wood-intensive than single family dwellings. Moreover, demand 
for sawnwood was buoyed by furniture industry need8 and the increased 
rehabilitation of existing dwellings in the face of escalating new housing 
prices. Demand for hardwood in the European Community appears to have 
declined, although demand was supported by the prolongation of the 
construction season because of a mild winter. Imports of tropical logs, 
which declined by about 8 percent in 1987, declined further by 4 percent 
in 1988. Imports of tropical sawnwood, which rose by 19 percent in 1987, 
declined by an estimated 2 percent in 1988. 

The volume of hardwood log exports is estimated to have declined by 
6 percent in 1988, reflecting mainly reduced exports by Halaysia 
(Table 52). Nevertheless, because of the increase in international 
prices, world export earnings are estimated to have declined only slightly 

u Owing to the many species of hardwood logs traded, no one price 
series is fully representative of trade in hardwood. The price series 
used in this discussion is the price of a major species of hardwood logs, 
Malaysian meranti, in the largest importing country, Japan. 

2/ Malaysian meranti, select and better quality, c.i.f. French ports. 
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Table 51. Hardwood Logs and Samwood: World Production, 1982-88 

(In of cubic met-) 

1982 1983 1984 1985 1986 1987 u 1988 JJ 

wls 

Industrial countries 
Developing countries 

Brazil 
china 
Indonesia 
Malaysia 
Other 

U.S.S.R. and Eastern 
European countries 

Sawrrvood 

Industrial countries 
Developing countries 

Brazil 
china 
Indonesia 
Malaysia 
Other 

U.S.S.R. and Eartern 
European countries 

24.2 

56 61 63 63 68 69 69 
153 158 163 158 161 170 168 

17 17 18 18 19 19 19 
17 18 21 21 21 22 22 
22 25 27 24 25 26 26 
33 33 31 29 29 36 34 
64 65 66 66 67 67 67 

33 

29 30 31 30 31 31 31 
61 63 65 67 67 69 70 

9 9 9 9 10 10 10 
9 9 9 9 9 9 9 
7 6 7 7 7 7 7 
6 7 6 5 5 6 6 

30 32 34 37 36 37 38 

18 18 18 18 18 19 19 

222 

33 

2u 

34 

114 

2% 

34 

2s 

35 

lu 

35 

IA2 

zu 

36 

lzQ 

Source: UN Food and Agriculture Organization, 1986 Yeuook of Forest Producta 
t-=1 l 

J,/ Estimated by Commodities Division, IMP Research Department. 
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Table 52. Hardwood LO68 aud Saummod: Export Earnings, 1985-88 

1985 1988 1987 A/ 1988 L/ lQ85 1986 1987 A/ lQ88 L/ 

Euningr (in billions) 2/ 
Indwtrial couutrims 
Dmmlopiry countries 

Volwer (in millions of 
cubic meters) 2/ 

Industrial countrios 
Davalopiu~ countries 

klalayda 
Othu 

Unit values 
(a cubic metar 1 &/ 

Industrial couatrias 
Dwalopi~ couutrios 

Mukot priors 
(a cubic m&or) z/ 

S-d 

Earnings (in billions) 2/ 
Indu8trial countries 
Dwolopiry countries 

volwms (in millions of 
cubic wtus) 2/ 

Industrial countries 
Dweloping mJtXtri@S 

Haleysia 
Other 

unit values 
(a cubic motor 1 2/ 

Iudurtrial countries 
Dovolopi~ countries 

Hukot prices 
(a cubic motor) A/ 

(Yelu*s in SDR8) (Values in U.S. dollars) 

k-i+! 
1:8 1:5 

E $4 
1:s 1:8 

e 
1:8 

et 
1:8 

i+! 
2:5 

Li 
0.4 
2.4 

30.028.8 
2.8 3.1 

26.9 25.6 
19.8 19.0 
7.1 6.6 

ww . . 
29.2 27.3 
22.9 21.0 

6.3 6.3 

30,o 
2.8 

26.9 
19.8 

7.1 

YF 
25:6 

w 
29:2 

19.0 22.9 
6.6 6.3 

30.6 
3.1 

27.3 
21.0 

6.3 

B 52 69 a z!l 74 89 22 
102 100 102 104 104 117 133 140 
86 59 65 66 67 69 85 89 

$$f+ 
1:s 1:4 

2.2 2.2 
0.8 0.7 
1.5 1.5 

2.3 
0.7 
1.5 

E 
1:7 

2.9 
1.0 

ZJl 
3 .O 

1.9 2.0 

11.9 12,5 
2.8 3.1 

8.7 9.0 
2.7 3.0 
6.0 6.0 

13.213.3 
3.2 3.2 
9.8 9.9 
3.8 
8.0 ii:: 

11,9 
2.8 
8.7 
2.7 
8.0 

A$+ 

Q:O 
3.0 
6.0 

13,2 
3.2 
9.8 
3.8 
6.0 

AZ& 
. 

:*; 
6:0 

SW!+ 
175 157 

272 227 

169 
241 4e 
151 lb9 

$8 
177 

2’)6 

213 
294 
184 

8% 
195 

226 
328 
200 

266 

sources : UN Food md A&culture Orgsnfzation, lQ86 Yearbook of Forest Products (Rome); 
Camodftios Division, IMF Ressarch Department. 

11 Data on l xporta are estimates of Caassoditiss Division, IUF Rmsesrch Department. 
21 Includes U.S.S.R. and Eastern European countries. 
s/ l4alsysian maranti logs. svsrags wholssale price in Japan. 
A/ Malaysian muanti, sslect snd better quality, c.1.f. French ports. 
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in terms of both U.S. dollars and SDRa. The va)iuae of exports of sawn 
hardwood is estimated to have risen slightly in 1988, reflecting 
continued efforts by developing country producers to export aawnwood 
rather than logs and sustained demand for saw-wood in major markets. As a 
result, world export earnings from aaunwood are estimated to have grown 
slightly in term of U.S. dollars. 

The volume of trade in hardwood logs and sawnvood in 1989 is expected 
to remain close 'to 1988 levels. Housing starts in Japan are alao expected 
to remain at about the prevloua year’s level. In the United States, some 
further decline in housing starts is anticipated if interest rates do not 
ease. In the absence of renewed demand pressures from major consuming 
countries, increases in the prices of logs and aawnwood are likely to be 
moderate during 1989. Market pressures are expected to be generated 
minly from the supply side, as a result of weather related difficulties 
in producing countries and the maintenance of restrictions on log exports 
by Southeast Asian countries. 

2. Tobacco 

Uorld consumption of unmanufactured tobacco is eatimsted to have 
grown marginally to 6.1 million tona dry weight in 1988. Lower demand in 
Europe, Japan, and North America due to rising prices, enhanced smoking 
restrictions and anti-smoking csmpaigns wea offset by rising consumption 
in developing countries, notably in China, the world's largest cigarette 
manufacturer and consumer. World leaf production in 1988 is estimated at 
about 6.5 million tons farm sales weight or 5.7 million tons dry weight, 
up 5 percent from 1987, with most of the expansion attributed to China, 
the United States, snd Brazil (Table 53). The estimated increase of 
production in China, by 18 percent to 2.3 aillion tona, my, however, be 
overstated because heavy rains in major growing areas au~y have led to a 
lower than expected harvest. In any event, a 12 percent increase in 
hectarage led to a sizable increase in Chineae production. In the United 
States both improved yielda and extended areas of production contributed 
to an 11 percent increase in production. Despite a reduction in the 
cultivated area, record yiel& occasioned by favorable weather conditions 
and improved farm management prrctices are estimsted to have resulted in a 
record production level of 420 thouaand tons in Brazil. The 30 percent 
lower production estimated for India compared with 1987 is attributable 
mainly to a 23 percent reduction in planted area. 

Uorld exports of unmsnufactured tobacco are estimated to have risen 
to around 1.36 million tons in 1988, following levels of 1.32 million tons 
and 1.34 million tons in 1986 and 1987, respectively. Seven countries 
(United States, Braail, Italy, Turkey, Greece, Zimbabwe, and Malawi--in 
that or&r) account for about two thirds of world exports. ^J.S. exports 
increased to 220 thousand tona from 200 thousand tona in 1987, partly due 
however, to some delayed shipments from the previous year. Braailian 
exports were projected to rise to 180 thousand tona, up 6 percent from the 
previous year. Both Halawi and Zimbabwe, where tobacco currently 
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Table 53. Tobacco: World Leaf Production, 1982-88 

. (fn of tons.farne 1 

1982 1983 1984 1985 1986 1987 1988 u 

World 

Industrial countries 1,350 1,160 1,370 1,280 1,110 1,130 1,200 
United States 900 650 780 690 530 540 600 
Other 450 510 590 590 580 590 600 

Developing countries 4,900 4,160 4,430 5,050 4,230 4,440 4,680 
china 2,200 1,400 1,820 2,450 1,710 1,950 2,310 
Brazil 420 390 410 410 390 410 420 
Greece 120 120 140 150 150 140 140 
India 520 580 490 490 440 460 320 
l48lawi 60 70 70 70 60 80 70 
-=m 210 230 180 170 160 180 170 
Zhbabue 90 100 120 110 120 130 110 
OthU 1,280 1,270 1,200 1,200 1,200 1,090 1,140 

U.S.S.R. and Eastern 
European countries 640 

U.S.S.R. 310 
Other 330 

680 660 690 660 630 610 
390 370 390 320 300 300 
290 290 300 340 330 310 

Source : U.S. Department of Agriculture, WorldTobaccoSituaticzn, years 
1984-88. 

u U.S. Department of Agriculture estimate. 
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repressnts the most important export crop, as vell as Greece increased 
their export voluvee, whereas shipments from Turkey declined sharply. 

Uorld stocks, dovn 3-5 percent at the beginning of the year from 
1987 levels, were estimated to have been reduced further to about 
5.4 million tons by the end of December 1988, representing slightly less 
than 11 months of world tobacco industry production. In the United States 
the overall level of raw tobacco stocks as of July 1988 amounted to 
1.7 million tons, or 15 percent lower than at the beginning of the year 
and 10 percsnt less than in April 1988. 

Prices for leaf tobacco on the major auction markets increased in 
1988 but the increases varied greatly from place to place. In Zimbabwe 
and Halawi, prices in terms of U.S. dollars were significantly above 1987 
levels--68 percent and 19 percent, respectively--due to improved qualities 
and shortages in some grades. In the United States auction prices for 
flue-cured tobacco were averaging only 2 percent higher than in 1987. The 
higher prices together vith larger export volumes contributed to 
increasing earnings for almost all tobacco exporting countries (Table 54). 

Cigarette manufacture accounts for some 90 percent of world tobacco 
usage. Global output of cigarettes increased by around 3 percent in 1987, 
to 5,120 billion pieces and has been estimated to have reached about 
5,200 billion pieces in 1988. The expansion in both years was largely 
the result of significant increases in Chinese and U.S. production. In 
China, which accounts for about 28 percent of world cigarette production, 
growth of output reflects expanding domestic consumption. By contrast, in 
the United States, which accounts for about 14 percent of world cigarette 
production, domestic consumption decreased in 1988 while exports increased 
by 15 percent, particularly to Japan, the Republic of Korea, and Taiwan 
Province of China. U.S. domestic consumption is estimated to have fallen 
to some 568 billion pieces. In Japan domestic cigarette production 
decreased by 10 percent in 1987 and is estimated to have fallen by another 
4 percent in 1988, reflecting in part the effects of import 
liberalization. In 1988 the shere of imported cigarettes in the Japanese 
market was about 12 percent, of which 95 percent originated in the United 
States. After a reduction in cigarette consumption in Brazil in 1987, an 
increase in the range of 3-4 percent is estimated for 1988. 

Uith regard to 1989, a further expansion of tobacco production seems 
likely. In the United States, the flue-cured tobacco program for 1989 
includes an 18 percent rise in the basic national marketing quota, a 
12 percent increase in the national acreage allotment and a price support 
level 2 percent above the 1988 level. In Zimbabwe, rising production 
costs could affect profitability of tobacco production limiting further 
growth. Global consumption is not expected to change appreciably, as 
falling demand in industrialized countries will once again be offset by 
expanding consumption in developing countries on account of rising incomes 
and improving living standards. Small price increases seem likely in 
1989. When the 1988/89 burley marketing season in the United States 
opened on November 21. 1988, prices were 6 cents per kilo above the 



- 122 - 

Table 54. Tobacco: Export hrningm. 1985-88 

1985 1986 1987 1988 u 1985 1986 1987 1988 JJ 

Earnings (in billions) 
Industrial countries 
Developing countries 
U.S.S.R. and Eastern 

European countries 

Volumes (in thousands 
of tons, dryweight) 

Industrial countries 
United States 
Other 

Developing countries 
Brazil 
nalawi 
Zimbabwe 
Other 

U.S.S.R. and Eastern 
European countries 

Unit values (a ton) 
Industrial countries 
Developing countries 
U.S.S.R. and Eastern 

European countries 

Market prices (a ton) 2/ 

LQ 2.J LQ LQ 
1.9 1.4 1.2 1.2 
1.9 1.6 1.6 1.6 

0.2 0.3 0.2 0.2 

Yv-=Y%% 400 
250 220 200 220 
170 180 230 210 
890 830 840 860 
200 180 170 180 

60 60 60 60 
100 100 100 100 
530 490 510 520 

80 90 70 70 80 90 70 70 

2.8602.5101.2802.210 
4,380 3,500 2,910 2,780 
2,180 2,000 1,910 1,880 

2,580 2,790 2,840 2,750 2,620 3,280 3,670 3,700 

u2QLQu2.6802.660 

1.6 1.6 

0.2 0.3 0.3 0.3 

250 220 
170 180 
890 830 
200 180 

60 60 
100 100 
530 490 

t%R% 
2:210 2:340 

6.0603.610 

*- 430 
200 220 
230 210 
840 860 
170 180 

60 60 
100 100 
510 520 

u4!22.970 
3,760 3.740 
2,460 2,52tr 

3_.4703.580 

Sources: UN Food and Agriculture Organization, 1987 (Rome) for 
exports; Cozzzodities Divieion. IEF Research Department for market prices. 

1/ Data on exports are estimates of Comodities Division, IRF Research Department. 
2/ United States, average estimated prices received by producers. 
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opening values far the previous year. Strong denand and good leaf quality 
pushed these auction prices further upward during the marketing season. 

Netural rubber prices weakened in the mid-19808 because of rapid 
grovth in the output of nstursl rubber, low synthetic rubber pricss, and 
in 1985 and 1986, a slowdmn in tii& rste of economic growth in industrial 
countries. u In 1985, the fall in prices vas checked by substantial 
purchsses by the buffer stock of the 1979 Internstionsl Natural Rubber 
Agreement (INRA). Thasa purchsses ware made to dafend the floor price in 
the agreement. Prices rose shsrply during 1987 and the first half of 1988 
bemuse of rising consumption, veathar-related supply shortages, sharply 
higher demsnd for latex concentrates, and a rise in synthetic rubber 
pricas steming from advsncing crude oil prices. In terms of U.S. 
dollars, natural rubber prices increased by 22 percent in 1987 and by a 
further 22 percent during the first half of 1988. Prices remained firm 
during the third quarter of the year before declining by 16 percent during 
the fourth qusrtcr. 

The demnd for rubber, which is &rived from the demand for tires and 
other rubber msnufactures, is closely related to the level of industrial 
production in the main rubber cousuming countries. The demand for 
nstural rubber is also influenced by prices for synthetic rubber, which is 
a substitute for natural rubber in msny end uses. Kovaments in the price 
of crude oil hsve a mejor impact on synthetic rubber prices because 
synthetic rubber is msde from petrochenical feedstocks. 

In 1987, demand for natursl rubber increased because of a rising 
level of economic activity in the industrislited countries and a recovery 
in crude oil prices which contributed to an increase in the price of 
synthetic rubber relative to natural rubber. As the supply of natural 
rubber is highly inelastic with respect to short-tom prices, strong 
demsnd fm natural rubber led to sharp price increases in 1987. Demand 
for natural rubber latex remained strong throughout the year because of 
fncreued svsreness about AIDS and a related shsrp rise in demsnd for 
mdicsl exsminstion gloves and condoms. Diversion of latex into the 
production of latex concentrates reduced supplies of sheet rubber and 
contributed to the rise in prices for first quslity ribbed smoked sheets 
(RSSl). The INRA market indicator price (XIP) u, which rose, in line 
with the overall rise in prices, breached the agreement's upper 
intervention price of 233 Malaysia/Singapore (K/S) cents per kilogram in 

j,/ Price quotations for first quality ribbed smoked sheets (RSSl), in 
bsles, spot, f.o.b. Kslaysia. 

2/ The XIP is defined in the 1979 Internstionsl Natural Rubber 
Agreement (INRA) as the average official price for RSSl, ESS3, and TSR20 
quslity rubber on the Kusla Lwmpur, London, New York, and Singapore 
msrkets, expressed in equslly weighted Nelsysian and Singapore cents a 
kilogram. 
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lste August 1987. u In Septe&er 1987, this triggered the first sales 
from the 360 thousand ton INCA buffer stock, which had been l cclrpulated 
since the sgreuant entered into force in October 1980. Despite buffer 
stock aslea of 100 thou661~I tons during the lut four months of 1987, 
prices remained buoyant. 

Prices incressed much more rspidly Wing the- first six months of 
1988 bemuse of coutimaed strong import dennd snd a tightening in the 
supply 6itwtion. Rubber production tends to be 6e66on6lly low in the 
period betueen Pebmary and Hay becsuso of vintering. 2/ In 1988, the 
period of low production was prolqed by late tintaring in Thsilsnd. 
Dwsnd for nsturel mbber, on the other hand, rose becarue of strorg 
growth in industrial production in the G-7 countries and unusually large 
purchsses by china of both lstex snd dry rubber. The snnualized rstt of 
growth of industrial production in the G-7 countries incre86ed froa 
1.7 percent in the first quarter of 1987 to 4.9 percent in the second 
qusrter, 7.9 percent in the third quarter, and 8.0 percent in the fourth 
quuter. The rate of incresse, which dsceler\tsd to 5.7 percent during 
the first qusrter of 1988, slowed down further to 2.7 percent in the 
second quarter before recovering to 7.7 percant in the third quarter of 
the yur. 

I'he price of latex concentrstes rose wh more shsrply thsn for dry 
rubber during the first hslf of 1988. Strong demand for natursl rubber 
liquid lstex concentrates used in the production of medical axsminstion 
gloves snd condoms. tight lrtex concmtrete supplies, and 18rge latex 
concentrate purchases by chins sccounted for the increases. Diversion of 
latex into the production of liquid lstex reduced supplies of preaiua 
grades of dry rubber such as RSSl. Initially, however, the diversion of 
latex uas constrained by the inst8lled cap8city of the centrifuges used to 
produce 18tex concentrates. With a shsrp rise in latex prices, the price 
premium for 60 percent Halaysian centrifuged latex over RSSl in London 
rose from 9 percent in December 1987 to 154 percent in July 1988. Sales 
from the INCA buffer stock, which incressed the supply of dry rubber 
grades available to the market, contributed to the vfdening of the price 
differential between latex concentrstes and dry rubber grsdes. The 
underlying strength of the market vu so great, thet despite ssles of more 
t&n 200 thoussnd tons froa the INCA buffer stock during the first half of 
1988, the HIP breached the upper trigger action price of 242 N/S cents per 
kilogrsm in Janusry 1988 and broke through the upper indicative or ceiling 
price of 270 H/S cents per kilogru in lste Hay. In June 1988, the MP 
pesked at 291 H/S cents per kilogram. 

With the seasonal decline in demand associated with lower factory 
output during the sumner holiday period in the United States and Europe, 

u See m Sumey, December 10, 1984. pp. 370-71 for an outline of the 
oper8tion of the INRA. 

v A seasonal reduction in the latex output of rubber trees which 
normslly occurs in the second quarter of the year. 
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which coin~ide6 with 8 recovery in production following the end of the 
wintering seuon in Southeut Asia. prices beg&n to decline in hly. 
Pricu continued to f&l1 duriug the reminder of the ye&r bemuse of a 
levellag off in the groutb of import deund urd a limited increue in 
production in response to the high prices during the first h8l.f of the 
ye&r. Ram 8 puk of 66.3 U.S. cent6 per pound in Jum 1988, the price of 
RSSL fell to 48.6 cents per pamd in December 1988. By Dwembem 1988 the 
l4IP hsd declinsd to 234 n/S cents par kilogru. Buffer stock sales, 
which continued 8t A ucb slower r8te during the second half of 1988, are 
estiorrted to ham reduced the IMRO buffer stock to &out 20 thousmnd tons 
by the end of 1988. htaX PrOdUCtiOIi C8p8City d 18teX SUpplieS role in 
response to the very high pruis for lstex concentrstu, uhich coincided 
with 8 deuler8tion in the r8te of increue in 18tex consumption caurfng 
18tOX price6 to f&l1 slmrply. By the end of the ye&r the price 
differentir~s be-en the verious grsdes vere moving touerd the levels of 
previous yeus. 

World produCtion of nuur01 rubber grew by 7.2 percent in 1987, 
largely u 8 result of produCtion iarreu86 in Thflarkd and Indme6i8 
(Table SS). Production in Thailand rose by 18 percent while Indortesian 
production l xpsnded by 14 percent msinly on account of increuing 
production from new plsntings 8nd from trees reAchit& their most 
prodwtive 8ge. A dmalu6tion in the Indaarsiuh rupiab in late 1986 may 
6160 hsve contribueed to the rise in 1I&doXeSiu output. Vorld production 
is estimted to b8ve incrrued by A further 2.9 percent in 1988 primrily 
b6CAU6. of contimed production incr666es in Thsilsnd sad hdOIt66iS. Thel 
hi& level of prices in lue 1987 ud l uly 1988 induced 8 ltrfted 
production response through more intmsiva Upping 8nd l xploit8tion of 
previou6ly dadoned older 8reu. Production in H818y618, the lugest 
producer, hu slowed becma6e of rising l&or cost6 8nd the sub6titutfon of 
palm oil ud coco8 for nabber. ybe6e SUbSt8XtiAl hCreUe6 in world 
prodwtion fell short of the groutb in world n8tur81 rubber consumption 
uhkh increued by 8.8 percent in 1987 md by 8n estimated further 
5.8 percent in 1988. The &ficit between production 6nd consumption, of 
50 thowud ton6 in 1987 ud 8x l stix8ted 190 thou6ud tons in 1988, vu 
mat by ulu from tha U0W buffu stock. c6meYrCiAl StoCkS Are estid8ted 
to h6ve rism by SO thousmd tom in l 8Cb yea. 

A rise in export volume md unit 1701~ r86ultfng fro8 the growth in 
produCtion 8ud prices in 1987 c6u66d l srniags fra nstur01 rubber exports 
to ihcreue from $2.9 billion in 1986 to $3.6 billion (Table 56). 
Urnlugs 8ro estixated to hmre risen furthor, to $4.1 billion in 1988, 
beuuse of the 6ub6t8nt181 rise la n8tur81 nabber price6 during the first 
h8lf of the year 8nd an InCreuo in export volume. I&spits the sh8rp fall 
in pricu during the secoud h8lf of yur, the 8ver8ge level of prices and 
export uait values in 1988 vu sub6t8nti8~ly~higher th8n in 1987. 

As production 8x4 comuqtion mve into better balmce in 1989, 
natural rubber prices 8re expwted to rain firm, at 8round end-1988 
16tra16. lktur&l rubber &uud ad con6umption 8re likely to grow more 
slovly due to a moderation in the ram of output groyth in the mjor 
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Tsble SS. NAturrl Rubber: World Comodity Iklsnce. 1982-88 

(fn) 

1982 1983 1984 1985 1986 1987 1988 u 

Production 
Indonuie 
'I'alsysir 
TbOi18Ikd 
Other countries 

ConsuEption 
Em- Q---Y 
J4= 
Ilaitad States 
Other COUIhtri66 

C106il4 StOCk6 
Comsrcid StOCk62/ 
INRA buffer stock 

Yc% 
1,490 1:560 

5150 590 
830 880 

440 500 
660 

1.910 2,090 

t%i 
1:s30 

630 
980 

5i 
s20 
7so 

2,210 

YE 
S40 
760 

2,260 

e 
l&O 

780 
1,080 

540 
740 

2,330 

s! 
'360 

% 
s70 
790 

2,610 

E 
'260 

990 
1.070 

s90 
820 

2,790 

source : IntsrnstiouslRubbsr Study Group. # (bndW. 
VUiarU i6sWS. 

u gsttits6by carodity Divi610n, I)Ip ikSe&rCh Dsp&rt#nt. 
2/ Stocks in store ue lower thsn cumulative nst buffer stock purchsses due to 

defrults. csmellrtions, rejections, 1066e6, snd dsmsge. 
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Table 56. N0tunl Rubber: &port lkrniny, 1985-88 

198s 1986 1987 1988 u 198s 1986 1987 u 1988 u 

Euuiqp (in billioru) 
tkVd~~COWltX'i66 

Vol- (in dlfioM 
of tolu) 

hV6~~~COUlBtZ1.6 
t-i8 

zz2 
Otbsr 

that vams (8 ton) 740 660 710 770 750 780 920 1,030 

H8rbt pricu (a tom) 2/ 7S0 690 760 880 760 810 980 1.180 

2.7 2.5 2.8 3.1 2.7 2.9 3.6 4.1 
2.7 2.S 2.8 3.1 2.7 2.9 3.6 4.1 

3.6 3.7 3.9 62.0 
3.6 3.7 3.9 4.0 
1.0 1.0 1.1 1.1 
1.S 1.S 1.6 1.6 

x:: 0.8 0.4 0.9 0.3 0.9 0.4 

3.6 3.7 3.9 4.0 
3.6 3.7 3.9 4.0 
1.0 1.0 1.1 1.1 

1.6 
0.9 
0.4 

Sourcu: Dau on exports frsm UN Food awl AgricultumI Organix8tlon, 1986 
x!m&sJ(~~.~iacluboml y uporta of dher probciq Countries; Cmities 

. Rueuch Depument for urbt prices. 

u D8a on oxports are utim8tm of Camoditiu Division, IHE' Roseuch Daputmmt. 
;U Mdaydaa ESSl, f.o.b. lhlaysian/Siqppore ports. 
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inciu6tri6l countries. Ihe fall in price6 in the second h8lf of 1988, 
bouwer, is likely to u&e rutursl rubbar more coxpetitive with synthetic 
rubbar. The strength of wrt demand fra China, uhich vas 8 major 
fsctor in the price rise during the first h8lf of 1988, remains a key 
rmhrarrr fector. Production is expected to contimo to grow uinly becsuse 
of increued outr-rt from Indonssis snd I'bsilsud. The 1987 Internstionsl 
Nsturrl Rubber Agresmsnt entered into force provisionslly in Jsmsry 1989 
axl the first sessicm of the Council of the 1987 IlJIU (scheduled for 18te 
arch-urly April 1989). is expected to review the range over which prices 
are to be stsbilited. Should the need arise. the buffer stock unsger of 
the 1987 IHRA hss smplo resources to intervene in the urket to support 
the floor price. Since wst of the buffer stocks scquired under the 1979 
Illliu hsve beon sold. bouever. the sgroement will not be 8ble to exert A 
modmating influence on upwArd movexents in rutursl rubber prices. 

4. - 

l'be recent history of fibers production end trsde hss been urkad by 
chsllenges and opportunitie6. For individual countries the tutur81 
fiberr sector, u with other comodity sectors, is vulnerable to the 
effect6 of Mture 864 to economic sud politic81 developments th8t can 
disrupt patterns and trends. From a glob61 perspective, producers of 
~tur81 fibers hsve h8d to meet competition fra producer6 of synth6tfc 

f6brfCS snd the nei technologies wed in uterir'.s hsndling. They hsve 
61~0 bsd to operate uitbin the context of the Multifiber Arr8ngemnt 
(WA), which since 197s h8s established limits, ssncttoned by the Cenerrl 
Agxoeunt on Tariffs and Tr&de (GA=), on the -1 grovth in the volume 
of export6 of A broad range of textiles And appsrel from Japan and the 
developing countries to the EC. the United StAt66, and other MjOr 
industrial countries. 

These developments Adversely affected the growth of deaand for 
natural fibers but they 8re not irreversible. The Urugusy Round of 
multil8ter81 trsdo aegoti8tion6 offer6 en ixportsnt opportunity for the 
d6VelOping and industri81 COuXWie6 to reach an agreement on 6 ph86ed 
ellainstion of the I¶ultifiber Arrsngemsnt. Also, in recent ye&r6 the 
wi&Spre8d use of synthetic fabrics in clothing kus been 8CCorpAnied by a 
reneued interest in cotton snd wool becsuse of the greater insulating 
qualities and coafort of natural fibero. Firully. louer relative prices 
of natur01 fibers, including jute urd Allied fibers, xsy be expected to 
induce innovative, new uses for these fibers, improving their longer-tern 
prospects to sccomodste stronger vorld demand. 

a. Cotton 
0av coeton is tradad on a number of comodity exchanges located 

l;rinctpally in ths ujor market-oriented, cotton producing and consuming 
countries. The largest of these are the New York Cotton Exchange and the 
Liverpool Cotton A66oci8tion. The exchanges trads in a variety of cotton 
staples and frequently have facilitfer for trading in COttOn future6 with 
delivery terms as long as one year ahead. 
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Short-tam price -nte in the l xchen6.e era influenced by 
production end coneumption proepecte throu6hout the vorld over the course 
of 8 crop yeer (Augmt/July). Thue, the exchuqe prlcee of cotton exe 
herpi influoncod by day-to-day forocuu of globe1 cotton production, 
reports of l toru thrutoaimg cotton 6rouin6 rqione. end periodic 
SDWUDmmDk Of thS UhiDiSCrSttVS d0tdh Surro\mdk~ XUtiODd pOlkiS 
affecting cottoa production end tr8de. 

LIlory the most prominemt nationel polictee 4irying on world cotton 
market cosdttioue is the U.S. cotton progem vhicb immlvoe strict import 
quotae end 8 coqlu l yetu of crop loene aad axport urketiq incentives. 
Despite the export incentive* mdecreqe limitetione under the progru, 
in rumnt years tba program ham rmsultod in grawiag U.S. goverament~ 
l tockpiloe of ttm cmty, vhf& when budgot l&mite for the program l e 

roacbmd met be r&aced by l placingm excuse l tocke on the uorld urkot. 
The cablxution of import controle end porlodic diepoeel of l xceee l tocke 
tend to doprose cotton prime on excheqo 8ukete worldwide. 

In other cotton producing countrioi, puticulerly countries thet heve 
8 l trory cuperetive edventa6m in the production end export of reu cotton 
eucb u Eapt end Pekietu, policiu ue l uetiue enforced to roetrict 
thm value of cotton l %porte end riairu uport prices l e preecribod by 
tb golmrmult. Thee policioe, ubther undertaken to l efqaud supplies 
of cotton for domestic textile mille or to deliberetoly affect vorld 
euppliu, contributa, s, to higher world prime for 
cotton. 

World productiou of cotton la the 1980s roached l pock of nearly 
19 million tone in the 1964/65 crop year, vbn CUM, the fhritod States 
end 8 aumbar of emellor producore incroamd their volun of production in 
rupouea to th hi6h prim for cotton in the 1983/M crop yea--the 
highut rocordad in tha 1960e (Teblo S7). Since 1964/M, world output hu 
declined to l love1 of&out17 mllliontone par ennum, wbila uorld 
prices heve decliaed some&et mm* l he.rply, ffnally ettainixq et the l ad 
of 1967/66 l love1 ebeut 20 percmnt belou the bi6b price ruched in 
1983/W. 

In 1987/86, world productiou of cotton incrueed over 13 percent, 
achieving a love1 of 17.5 mlllion ton8. Produurr in most cotton growing 
rqione incraamad production over the year. Despite the drou@t in the 
United Strtoe end damage to crops from major storms La tha Gulf of Mexico 

rogione of North end Centre1 Auriu, production in the United States, 
Mexico, end the Centre1 American countrioe increeeod eppreciebly. In 
Asia, production levole worm l leo threatened by floode in the Punjab 
regiaa of Pekieten d othu advarea natural coditione la the cotton 
grovhg regione of Chine. bvertheleee, recorded production in theee 
couatrioe end other parts of Ada eleo increued eppreciebly. Only in the 
U.S.S.R. did production docline. l lbeit medutlp. from 2.7 million tone in 
1966/67 to 2.5 million tone in 1967/66. m eullor produure, Suden 
aperiancal l owvhet lowr production levole ortry to severa f2oode In 
soy ueu of the country. 
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Ieble 97. Raw Cotton: Uorld Ceuodity Bela~e, 1962/83-68/69 

(In) 

Fro&lction 

U.S.S.R. 
UnitedStates 
Other cowtries 

conewption 
chine 
U.S.S.R. 
United Statue 
Other countriu 

Closing l tocke J/ 
china 
U.S.S.R 
United Statas 
Other amutriee 

1982/83 1983/86 1984flS 1985/86 1986/87 u 1987/88 2/ 1968/89 2/ 

lx 
217 

e 
2:s 

2.6 1.7 
6.0 S.8 

23 
210 
1.2 
8.0 

ii+ 
0:6 

t-t 
0:s 

1.7 0.6 
2.9 2.6 

5-i 
210 
1.3 
8.3 

f+ * % 
2:s 2:u 2:7 

* 
2:s 

2.0 2.9 2.1 3.2 
7.15 7.6 7.1 7.6 

% % * 
2:o 2:o 2:1 
1.2 1.4 
6.6 9.2 

E Y-i E 0:s 0:s 0:s 
E 
0:s 

0.9 2.0 1.1 1.2 
3.9 4.0 3.8 3.6 

Fi 
2:o 
1.7 

10.2 

6.5 
2.7 
3.3 
8.3 

4.4 
2.0 
1.5 

10.3 

I-s 0:s 
1.7 
3.8 

source : Intenutioael Cotton Advisory Cemittae, Cattan: 
(Uuhington),various ieeuee. 

Note: The comodhy b8lanco statistics refer to all eteploe. 

u Internetlone Cotton Advisory Comittee estimate. 
2/ Internetlone Cotton Advisory Cemittee projection. 
;r/ H8y not agree with production and coanrption data becauuo of differences in 

covmrage. 
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Rofloctiry tha recent tncreuo of damand in induetrial countries for 
epparel of natural fib. re, conewption of cotton remained et record levels 
in 1987/86. No appreciable pouth of demend occurred, however. Moreover, 
grwth of intermdiata demend for cotton yarae and fabrics mng text110 
producusvotlduldovu r~rt8dospoci~t7wekthrou6houtthe yur, 
proqtiq OIy imreaein@y 4ortmt textile producer--Chha-- to raduco 
it8 plannd iann8tmrt in edditioanl production fecilitiee. In part, 
dnaad for cotton uy Herr boon c~~utr&wd by tighter tinietration of 
IPA quotu & by tracoreafntiae aqpadord by the ht6hly protoctioniet 
U.S. tatfla bill that ru &b&& during 1988 la the U.S. Congress but 
vmumdby ttm Pro~i&ntiaSoptahorl988. It ie l leo possible. houwor, 
thttho r-tporthofpopuluity of cotton6oodsin reuilurko~ 
couldaotk~wnul,upacl&7~ttho~lyra\rab oftho nurly 
b0 percat price rieo for rev cotton mr tha 1986/87 aad 1987/88 crupa. 

World stocks of cottan declimd l li6htly in 1967/86. In caprrfeon 
touorldcoluuqtion. hwwmr, they rmultndatatnry hi~lml. bout 
bo pmrunt. The~~cetockdecl~ecccurrodiaChine. ouinginput 
tomf~~rcropdamapinem raglone of tbo country. In tb UnitedS~toe 
l tuhe iacrued l li6htly, yialy be- the U.S. cotton prolpa, on 
balam*coDtiwedto oatour- pro&-are to withbold a subs~tial part 
of their output from tbo urkmt. omec~aofthievutho 
m ID Octabot 1988 that U.S. farmer8 w8t eat uida from cotton 
ptsbuEcioa2Spaca~toftholracruy,up fr# tbaprwbu8raquirmnt 
of l2.5 percoat, ln or&r to qualify for tlm 1988/89 program of crop 
Lean8 wd mqiort wrclutiq facmntivme. 

During 1966 tbe L&vow1 priu of mad&m eteple cotton--t& most 
-17 P- g&e of cottaa--fall etrdlly, from about 72 U.S. cents 
pu pomd in Jawary 1988 to &out 61 cent par pound in Doe&r 1988. 
Priua of an-yurcottonfuamas ~rtilylodthir tread. Inurly 
1968, w& fiatus prima gmmrally raflutod markat l antlnnt that 
probc+loo wuld outpee tb grwtb of dmmmd &lng the 1987/88 crop 

Inmid-1988, futuruprlcu roe0 8ubst8atiallyoa tbm etreqtb of 
czit -rDa about ttw U.S. drought. As tLnu furs ed8idod, hwwar, 
tb*dauwudtre& ofpricm uwroost&lMwduithcoatiawdnam of 
wak tatt11. dll doMad for CottaD 78rTb aad l atfmmtae of only 8Mll 
rohactiae La uorL&ide cotton stock. In SqBurkr 1988, w cOIIC*IIU 
about t&lmlof uorldpreduction uwo incoumc tion 84th roports of 
advar8ouutb8r d8vel~t8inAeir. At par-end. f&urea cmatrecte for 
dlatamtpooitfm contfnud to cell atadiecounttonear poeitioru, but 
spot pdcu demonstrued em l treqtbeaiq on tbe brrie of facreesia6 
mill M mb UI amor- rho-11 in the production of lory-ruplo 
cotta in 1988/89 owin6 to &vmrrr crop yielda in Egypt. 

?oUa their etiurrttil riu in 1967, both the value end volw 
of uorld mxporta of cotton ua oetlmatod to balm daclimd in 1966 
(T&lo 56). &port e ue l atimetod to h8vm doelined about 
lS puunt, from SDU S.2 billioa la 1987 to SW 4.5 billioxa in 1966. uhflr 
tbe volur of uorld export is eat-ted to bva declined ebout 7 percont, 
from S.S million tone in 1987 to 5.1 rillion tone in 1968. Roducad aport 
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Table S8. Cotton: lbrport w, 198%86 

1985 L966 1967 1968 u 198s 1966 1987 1966 u 

1.0 1.0 1.1 1.0 1.1 1.2 1.4 1.3 

Earday (in billlom) 
Idu8trial cmmtrta* 
Dw81opIng cowtriu 
U.S.S.R. ad 6aetmm 

Ruropun countA** 

Volmee (in mllllons 
of mDs) 

Indcutftal countries 
Unit.& Sutma 
Otber 

Dwdopiq cotmtrire 

uYP+ 
Other 

U.S.S.R. ad Raetorn 
lsuwpuD camtriu 

Unitvalrue (atom) 
Iadrutrialcowlufm* 
Davmlapimgwumtrfu 
U.S.S.R. and Resurn 

&uropu~ comtrioe 

ff 
1:1 
0.2 
2.3 
0.4 
0.1 
1.6 

E E E 
0:7 1:2 1:2 

!+ 
1:1 

0.2 0.3 0.2 0.2 
3.0 3.1 2.9 2.3 
0.6 0.8 0.7 0.b 
0.1 0.1 0.1 0.1 
2.3 2.2 2.1 1.6 

3 
0:7 
0.2 
3.0 
0.6 
0.1 
2.3 

z 
1:2 
0.3 
3.1 
0.6 
0.1 
2.2 

Pi 
1:2 
0.2 
2.9 
0.7 
0.1 
2.1 

0.7 0.7 0.6 0.8 0.7 0.7 0.6 0.6 

k% 
1:320 

fdp 25Q i!i l.ooo 1,000 
850 820 770 

t%t 
1:340 

kit! 1:OOO kiti 
1:aGO 

E!t 
l&O 

1.W 1.360 1.340 L.2So 1,WO L.190 1.730 1.660 

I.500 900 1.280 1.040 1,320 l,D60 1.650 1,400 
3.560 2,960 2,76D 3,590 3.610 3,170 3.590 4.620 

Sources : unitad Netiome, Food ad A@w.Ltura organixati8n, 
(Rome) for uport8; - SDd atiu Dsvlmtom, InF Roaurch Deparmu 
pricu. 

U DUS OQ ~po?ts are l etimetoe of mttioe Division, IIW Rouuch Deparmnt. 
2/ LivupooL Ila8x A. c.1.f. Livupool. 
l/ Qypts.aD. c-1-f. Uvorpool. 
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earnhge end volume wre experienced utclely emq both induetrial and 
developin countries, iacludin6 thoUnitodStatae andchina. The 
U.S.S.R., howvu, didnotradwe its cottonaxportvolwe eppreciebly. 
Across arportiq countrfu, thm reduced rolrrw of uportm predeminently 
mirrors the uuhmas in 1988 of grauth in intormdfate &mm& for yune 
a& othu primary tutile prohcts and possibly the indirect offocre of 

i#=reuia&y birdfalC NFA quota lirita on trrtila aad apparel exports to 
the major iabwtrial countriu. 

The outlook for 1988flO cotton pricea hlngea m l mral perennial 

factors, fnclo~ * l trmagth of final dnmd for cotton apparel and 
ralatd *, netload policlu iaflwnciq tbe dociaioae of farmers to 
cultivam cotton. ad WcolrrriPtiu D climettc conditions in 

the ujor cotton producing ro@me of the uorld. 

Aemmiq Contiaud unutfriafJ &out the fu&anntaletren6thof 
ffzml alma& for cotton producu. tim prospects for iacrua8d cotton 
coanqtion fn the next crop you arm limit&. One possibility is that 
chm dul5.m of pricu for cotton in 1987/68 may, howwr, induce sow 
rnkrti~ZU88iDbMIMi. 

In 1966/89 thre h liluly to be coneidorablo focue on the proepacte 
for rathad grouth of cottoa prodwtion, uhhh uauld m&lo cotton l tocke 
ta rat&mm toron trdit%asl hvmlslnrd~tionto coarurptioau4 wuld 
W8blOp~ilMbDCfNd~UCb8DgU to firm if not rmree their 
rec8utdocliln8. In this ram, tb rm&Etian of SC- aLlotmonte and 
tb ~offemcutmmbt pr%aoe for cotton incomju~~tionvithcrop 
loaamudar t& U.S. cettaaprogrmd6Nproroulmr prodwtionin the 
united states. Morewar, the lowr cotton prfcoa feted by produure 
wrL&ida at tin endof t&1987/88 cropyurmy result inseoe voluntary 
ro&ctiom of uorld cotton production in &he 1986/89 crop year. 

Doepita thou coe8elduatione, aud-1986 futuru priua +ryyet that 
cottalpricuwillcosuixutokumak. Altbqh futuroe prima can 

--7n* aacamt of m daetant futuru pricrr mmy bm 
~i~ofcolrr~~r~lr~t~~ttht~r~tr~~ 
profarmu of cammrs for cotton fabrlc8 uill not bo l ueM or that 
tb curmat hQh lml of uorld cotton etoclu till not k appruiably 
rokacul through louar production lmls. 

Tbmtactlwoftho wolmr~tei8tbS7dxm7~turee&cb8nge 
~prmi~s~ttr~~~~~~con~icuforblivnyurpto 
18mttu abead. prrhmruin the lhttmdK3qdom,UaitodStacm~, and 
other -uiu also provide mu&mm for uool tmdmre and brokara, but 
wolfuatrwtrtdyryis~rallylhitadinvoluw. 

utboulb-- for rarwolaro highly intagatadouin6to 
ready cl'LmiCltions batuwa couutriee, netional8arkote are l qaentad to 
a dogru by controls impad by eclr cemtriu on wool fqmrte. For 
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inetance, the United States inpoe** dutiae on ema gradae of wool to 
protact loo81 producore World trada in vool is also influancod by 
production control l chanee in both oxporting and importing countries. The 
narkatiq boards of Australia, NW Zaaland, and South Africa, seek to 
rqplate export pricoe to *one dagroe, vhila in *one inporting countries, 
euch u tha Unitad States, vool probction is subeldirad throw direct 
cub pa7nsnte folloving price-paritp and otbar incone uintenance l chenae. 
Finally, lika those of cotton, vool tantilo and apparel items are 
6anarally covorad by isport quotae l nforcod by tha major induetrial 
coatriu under tb Multifibor Arrmgaent . This inhibite the growth of 
world dansnd for rav vool and tande to conetrain its price. 

Iha production of raw uool grw at an mrege annual rate of 
2 parcant batvaon 1962/63 and 1966/67 (July/Juna crop years), vith vorld 
l tocke maintained by producers and narkating boar& in tha principal wool 
produciag countries --Auetralia, Raw Raaland, and South Africa--remaining 
rolativaly staady in the raqe of 150-200 thoueand tone (Table ST). 
World pricoe for fina and coarse 6radas of wool changed little over this 
pariod, u vorld consumption of uool 6rev et a-et exactly the eeme 
evarage -1 rata ee vool production. 

Since the 1966/87 l euon the economic circunstancee of vool producers 
heve irprmd ruukably, vith prices rieily sharply for most grades of 
the flbar. Strong danand, particululy for finer wool l pparel and blended 
vool fabrics, bae bamn the principal factor. Howaver, favorable weather 
la most producing ragione have also contributad inportantly to the higher 
lmle of production and producer earning, l epacielly in hmtralia. The 
ebarp incraase of vorld danand for rau vool in 1987/88 is reflected in the 
dacllne by naarly SO parcent of stocks held predominantly by the aarketing 
boards of tba najor producing countries. Indaed, 1987/88 stocks fell to 
thair louaet lml in over l dacada, meking concerted efforts to resist 
the upvard novanant of prices impractical. At the end of 1987/88, stocks 
naintalned by tha Auetralian Wool Corporation end other Auetrelian 
izatarute had fallen to about SO thowand tone, or lees than half of the 
lml ruordad in 198S/86. 

In 1987/88 cl11 demand for rev vool in the principal countries 
produclngvoolnanufacturee --China, Italy, Japan, the United King&m, the 
U.S.S.R., and tha United States--vu espacially strong for the finer 
grades of ~001, which are produced ~1~17 in Australia. Consunptfon of 
coarear gradae of wool, produced in Rev Zealand, South Africa, and other 
countries incraased at a elwer rate. Thus, for exe&e, in 1987 U.S. 
producers of uoreted apparel incroaeed their damande for fine vool by more 
than 2S parcant while reducing their damande for coarse vool by about 
20 percant. 

Over +A 1987/88 season, prices of fine wool rose about 80 percent, 
from $2.44 per pound to $4.49 per pound. Reflecting slower growth of 
daund over the same pcrfod, prices of coarser grades of wool rose about 
30 percent. Throughout the period, vool futures were sold at a premium on 



- 135 - 

Table 59. Raw Wool: World Commodity Balance and World Exports, 
1982/83-88/89 

Uuluwmd touuz.ban b**W 

Julv/Jygs CroD Years 
1982/83 1983/84 1984/8S 1989/86 1986/87 1987/88 1988/89 u 

Production 
.4ustralia 
New Zealand 273 
South Africa 65 
Other countries 856 

YE 
271 

61 
863 

277 266 261 260 
60 56 52 54 

862 861 880 888 

%i 
252 

55 
917 

1.749 f-878 Consumption 2/ l-587 

Closing stocks u m 
Auetralia 67 
Nev Zealand 50 
South Africa 10 
Other countries 40 

% 
34 
2s 
49 

E 
14 6 17 6 

9 2 2 1 
47 52 44 36 

E 
14 

2 
38 

Exports Ill l2.a 
Australia 339 356 
New Zealand 269 259 
South Africa 27 37 
Other countries 76 79 

268 
36 
61 

Et 
240 

27 
75 

824 
497 
259 

23 
75 

236 
19 
67 

. . . 

. . - 

. . . 

. . . 

. . . 

Sources : Comnvealth Secretariat, yool wterly, No. III, 1988; and Rrnd 
staff estimates. 

JJ Comonvealth Secretariat forecasts. 
u F'und staff estimates of apparent consumption based on reported production, 

exports, and closing *to&e. 1982183 estimates assume 1981/82 closing stocks of 
122 thoueand tons. 

2J Stocke held predominantly by national markating boards in the major wool 
producing countries. 
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the Sydney exchange, apparently reflecting the expected continuation of 
strong textile mill demand for of all grades of rev wool. 

The outlook far raw wool in 1989 must be tempered by uncertainty 
about the prospects for continued strong growth of world demand for wool 
and wool products. The current high prices for raw wool may be expected 
to moderate the growth of demand in some measure and to stimulate nev 
competition from synthetic fabrics. At end-1988, the Liverpool price of 
fine wool was $4.79 per pound, eubetantially below the hay 1988 high of 
$5.93. The price of coarse wool vae l ubetantially the same as the 
1987/88 average price, about $2.00 per pound. If final demand for wool 
apparel remains unchanged in 1989 and the marketing boards of the major 
producing countries seek to rebuild their stock levels, prices for rev 
wool may increase from their end-1988 levels. Should production continue 
to grow strongly, however, prices are likely to decline in 1989. 

Jute is not traded extensively on commodity exchanges. Reported 
prices are principally contract prices for exports negotiated by 
international brokers vith jute producers in Asia and other producing 
regions. Few controls are imposed on imports of raw jute by industrial 
countries. In these countries, j u e continues to have important uses, but t 
durable and more competitively priced synthetic packaging materials and 
fabrics, predominantly of polypropylene, have gradually grown to have the 
largest market share. Also, innovations in bulk handling of many 
agricultural and other commodities have reduced the general demand for 
imports of packaging materials. 

Similar considerations factor into the declining growth of demand for 
jute products in developing countries. However, in some developing 
countries various controls have been placed on imports of raw jute and 
jute products in or&r to promote local production of synthetic fabrics 
for commodity and materials handling. Considerable economic costs often 
arise in such cases, both in terms of the capital required to establish 
local production facilities for synthetic fabrics and the direct costs to 
consumers of substituting domestic goods for imports of lower priced jute 
or synthetic materials. 

Yinally, international prices of raw jute are influenced to sane 
extent by the efforts of exporting countries to enforce minimum prices for 
jute exports. Enforcement of these controls varies, but the controls 
tend to reduce the level of world exports for raw jute and thereby to 
raise world prices i;f the commodity. The International Jute 
Organization, founded in 1982 by both jut'c consuming and producing 
countries, is expected to renegotiate its Charter in 1989. The agreement, 
however, is expected to place continued emphasis on the development of 
information and marketing services to benefit jute growers and 
manufacturers, and not to incorporate proposals by the producing countries 
to establish a price stabilizacion scheme. 
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The price of raw jute exports in the 1980s reached a peak during the 
1984/85 crop year (July/June) when, owing to severe floods, sizable crop 
losses occurred in BanglaQsh and India--the two major jute producing 
countries--and exports, particularly from Bangladesh which traditionally 
supply about three fourths of world jute exports, were appreciably 
reduced (Table 60). In the crop years 1985/86 and 1986/87 world 
production expanued sharply above the levels recorded in 1983/84 and 
1984/85, and world sxporte regained their previous levels. In 1986/87 
jute stocks rose nearly threefold, from 490 thousand tons to just over 
1.5 million tons, in response to &clfning dem8nd for jute products. As a 
consequence, jute export prices fell to their lowest level of the decade-- 
about $270 per ton (see Table 49). 

In 1987/88 the price of rav jute exports rose more than 30 percent, 
to about $370 per ton. Reflecting continued weak world demand for jute 
and jute products, total consumption fell nearly 10 percent to about 
3.3 million tons. The price increase, however, reflected the onset of new 
declines in the level of production in Bangladesh, again owing to floods. 
As in 1984/85, total exports fell sharply, from over 500 thousand tons in 
1986/87 to about 350 thousand tons. 

The outlook is for continued higher prices for raw jute in 1988/89, 
owing in part to the continuing effects of the severe floods in Bangladesh 
in mid- 1988. Additionally, expected increases in the prices of 
alterrmtive crops in Asia, such as rice, may contribute to further 
reductions in jute productlon and thereby strengthen jute prices. Over 
the longer term, however, production is expected to be restored to 
hiaer, more normal levels. At the saae time, in the absence of 
innovative or new uses for jute, world demand for the comodity is 
expected to continua to decline. Thus, the msdium-term outlook for juts 
pricer remains less than favorable for jute producers. 

d. Uml 

The price of sisal, a hard fiber used primarily for rope and cordage, 
increased by about 3 percent in 1988, following a decline of 2 percent in 
1986 and little ch8nge in 1987. l/ BegintUg especi8lly in the later part 
of 1988, purchases of the comodity began to demonstrate considerable 
strength, reportedly in anticipation of substantially higher demands for 
sisal in 1989 in the major industrial countries. Increared demand was 
strongest for sisal produced by estates in the Bast Africar, countries of 
Tanzanls mnd Kenya. In Hadagascrr, the third UjOr dir81 producing 
country in Africa, drought conditions continued throughout the year, 

. limiting the country's ability to meet the increue of overseas interest 
in purchasing the commodity. 

u The price refers to East African sisal, uugraded, c.i.f. European 
ports. 
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Table 60. Jute: World Comodity Balance and World Exports, 
1983p-88189 

JulvlJrsrnCrqpYUr 
1983/84 1984/85 1985/86 1986/87 1987/88 u 1988/89 2/ 

opening stocks u 
Bmgl8desh 240 
Iadia 180 
Th8ilUKl SO 
Other countries 60 

Production 
Bangladesh 
India 1,190 
Thailand 250 
Other countries 765 

Consumption u 3.2ro 
Bangladesh 670 
India 1,200 
ThJlilrnd 160 
Other countries 1.180 

Exports 322 
Bangladesh 344 
India . . . 
mi1Ukd 40 
Other countries 63 

E 
170 
100 

30 

%i E!i 
1,310 2:210 

200 260 
890 1,080 

YE 
1,360 

220 
1,150 

. . . 
21 
67 

% 
120 

SO 
so 

1,560 
280 

1.450 

E! 
10 

9 
89 

% 
770 

30 
100 

1,260 1,120 
240 170 

1,300 890 

%i % 
1,270 1,260 

170 220 
1,710 1,180 

18 7 
S 6 

116 91 

YE 
770 

90 
120 

620 
30 
90 

iLa9. 
720 

1,140 
180 
870 

1,360 
180 

1,120 

% 
9 
9 

80 

Sources : UN Food and Agriculture Or~nitation (FM)), Jute. Kenaf. 
ud Pm, and Fund staff estimates. 

u FA0 estimate. 
2/ FA0 projection. 
3/ Fund staff estimates of apparent consumption based on reported 

opening stocks, production, and exports. 1988/89 estimates assume 1989/90 
opening storks of 1.2 million tons. 
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Demand for Bruilian si8al 8180 increued in 18te 1988. However, 
increuor in foreigr or&r8 were not 88 large u those reported for Ea8t 
African 8i8al. A8 8 cotuequence, official export price8 for Bruilian 
8-1 rrvinrrd laqelp unchanged in the latter half of 1988. Notably, 
hwmvmr, the Bruilim l uthoritie8 had 8lrudy l 8tablished rowwkmt higher 
prim8 for tha couatry’8 exports of the comodity e8rly in the year. 

In 1989 export prkem for 818al are likely to increase by a amall 
smnxnt. Hi-r: export earning8 are likely to be earned by the $ut 
AfriCrn countri88, orpocially Tanzania wher8 rec8ntly adopted economic 
reform sbuld promote irprovumnt8 in tha rupply of rird for export. In 
Broil, the outlook for sub8tantial gain8 in export earnings i8 more 
uncertain given the intero8t8 of local manufacturer8 of siral product8 in 
lfriting growth of raw 8i8rl export8 in order to 8afeguard adequate 
8upplie8 of the comodity for dow8tic ~088 8t relatively low prices. 

Over the put two &c&e8 there hu been 8 major charge in the 
structure of thevorld tanning industry. The developing counttier have 
ctmqpd from net exporter8 of hid88 ud 8kin8 in the 19608 to net 
importer8 in the 19808, while the.8hue of the indu8trial countrier in the 
value of global export8 of hide8 and 8kin8 ha8 increased from two thirds 
to rwuly 90'perCent,oWE the 8am8 period. The mart rapid povth of 
t8aning capacity and leather goods output v the &veloping countries 
ha8 occurred in East A8ia, particularly in the Republic of Korea and 
Taivm Province of China, 8nd to 8 le88er extent, in &tin America. Italy 
Will ramin the world'8 largest irporter, followed by Korea and Japan. 
The price of bide8 quoted in thi8 section is 8 U.S. wholesale priC8--th8 
price for hide8 of heavy native rteerr, over 33 lb8, f.o.b. Chicago. 
While the 8upply condition8 on thi8 market relate primarily to the United 
States, the world'8 large8t beef producer, demsnd reflect8 &velopments 
both in the United State8, md abroad, particul8rly in Eut A8ia. 

k8i8ted by buoyant world economic growth and growing demand for 
footwear urd leather good8, the dollar price of hid88 increued steadily 
each yur to more than double over the period 1982-87. In 1987, there 
VU 8 mode8t increcue in th8 global rupply of hide8 ti skims, reflecting 
higher 8laughter in the U.S.S.R., due to a shortage of feed grainrr, and in 
the KC u&d Awtr8lia. u In the United Stator, however, cattle rlaughter 
declinad by 3 percent, and with rtrong d8mand from both domertic 8nd East 
A8lan buyer8 the price of hide8 continued to rise. The depreciation of 
the U.S. dollar g8ve stimulus to the tanning industry in the United States 
by imprming it8 export competitivene88. In Europe, by contraot, the 
t8nning industry ~88 rcrlatively rtagmnt reflecting the competitiveness of 
Eut Asian footwear and le8ther good8; demand for European upholstery 
leather, houever, remained buoyant. 

y See the di8CuSSiOn on beef in Section II above. 
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Continued strong &at &fan demand for U.S. hi&s resulted in a 
sharp price rise in the firrt four months of 1988 to a per)t of 100 cents a 
pound la April. However, buyer ra818tamce to high prices, particularly 
for aporta footvear and garments. set in and, combined vith an increase in 
supply re8ultiag from the drought-induced 8laughter of the U.S. dairy 
hard, the market l 88ed conrider8bly in rubaeqwnt months vith prices 
falling to 84 cents a pound in July. A rocmmry to 93 cents a pow& 
occurred in August, a8 itbec8m8 apparent that the drought had not raised 
the 8lrughter of beef cattle appreci8bly, 8nd that lower 8upplies were 
likely for th8 re88inder of th8 yur. Mon8thol8s8, waker rota11 dem8nd 
for leather good8 8nd the 8tabilit8tion of the U.S. dollar moderated East 
kian demand for hid88 during the follouing months, and prices declined to 
77 coata a pound by year-end. The price of hide8 in Europe followed 
fairly clo8ely the pattern of developm8nt of the U.S. price during the 
course of 1988. 

The ueakne88 of retail &und for leather goods obrenred in the 
second half of 1988 uy continue to influenoe urket condition8 in the 
fir8t quarter of 1989, and a further mode8t price reduction 18 anticipated 
in thi8 period. However, price8 8hould move upward during the reminder 
of 1989 on account of a significant reduction in the global supply of 
hide8. herd rebuilding 18 expected in Argentina, Australia, Cana&, and 
the United States, and a lover rate of rlaughter is projected for the EC 
in roqonse to the inposition of limit8 on intamention purchues. 

In 1988 the price8 of a number of wtal8 ro8e to record levels 
(Chart 7 and Table 61). In term8 of SDk8 the 8v8r8g8 l Xnua1 price of 
nickel increued by 172 percent, that of l luainua by 97 percent, zinc by 
SO percent, and copper by 40 perceat. Price8 rose even aore sharply when 
na8ured in terns of U.S. dollars. Notwith8tanding the 8trong upward 
trend, vide fluctuations uere recorded in the prices for nickel, l luXinum, 
8nd copper over the cour8e of the year. The dollar price of nickel 
iucreued by 123 percent from Jaauary to April, fell by 36 percent over 
the follouing 81X months, and recovered by 46 percent during the remaining 
tuo months of tha 7.u. While the price of copper fell by 17 percent from 
January to Augu8t. it rose 59 percent over the folbving four month8. 
After a steep rise in the price of l luXinuX (by 79 percent) during the 
first half of the year, the price wukened during subsequent months, and 
in December it wai 31 percent below the peak June level. Zinc prices 
moved 8teadily upward8 during the year. Relatively 8aull increares were 
recor&d in price8 of lead, tin, 8nd phosphate rock, while the SDR price 
of iron ore in 1988 mmined unchanged at the 1987 level. 

The large price rises for most metal8 Vera 888ociated vith the 
effect8 on consumption of a sharp acceleration In the grouth of industrial 
productlon aud dormstic fixed investmenr in indmtriel countries, 
erceptiomlly lov stock levels and the absence of substantial excess 
productive mpaeity. Industrial production In the G-7 countries grew at 
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CHART 7 

Priws of Minerals and Metals in SDRs, 1980-88 
(Indices: 19801100) 
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Table 61. Ricew sf Hlnetala rPa ?&a&. 1679-66 
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en -1 rate of 1 percent in 1986, 3 percent in 1987, and 6 percent in 
1988 (Table 62). Fixed immstrmt showed a similar dmmlopaent, with an 
increase of 2 percent in 1986. 4 percent in 1987, and 8 percent in 1988. 
Much of the excess production cepacity that had overhung the market for 
metals earlier in the &cede was closed during 1983-87, as the prolonged 
period of low prices forced producer8 to rhut doun high-cost, 
unprofitable facilities and 8harply cut production costs at others 
throu& reduction8 in the labor force and in r8gar. Despite the upturn in 
prices, producer8 have bun reluctant to reactivate praviou8ly clored 
f8cilitie8 or to undertake mabatantial expansions of existing capacity 
baauae of uncertainty over how long thouorld economic l xpuuionvould 
continue. The luge stock overhang of metala that had accumulated during 
1980-82 vu rtmdily reduced and by the end of 1987 stocks had fallen to 
verylovlevel8. In 1988, stronger than expected deund, accompanied by 
supply diauptions in important producing countries, led to an even 
further depletion of 8tocks. 

The combined value of export earnings from four major metals--copper 
(refined), aluminrro (ummught), iron ore, and tin (metal)--increased from 
an average of SDR 19.4 billion in 1985-87 to SD% 26.9 billion in 1988 (see 
Table 4). The grovth of earnings in 1988 is mainly attributable to the 
sharp increuer in average unit values, u the combined volumes of these 
exports vu only 5 percent above the 1985-87 average. Of the increase in 
exports receipts from these four metals froa 1985-87 to 1988. about two 
thirds ia attributable to l luminu~, orw third to copper, while earning@ 
from iron ore and tin l xportr declined. Over ona half of the increue in 
export earnings accrued to industrial countries, l omuhat more than one 
third to developing countries, and the ruainder to the U.S.S.R. and 
Eastern Europem countries. As a result, the rhme of developing 
countries in export receipta from the four metals declined from 49 percent 
in 1985 to 43 percent in 1988, while the rhare of fndwtrial countries 
rose from 43 percent to 47 percent. This shift in trmb shares is mainly 
attributable to the rapid axpausion in alumhum mrning~, a metal 
predominantly exported by industrial countries. 

The somewhat slower vorld economic growth projected for 1989 and 1990 
combined with increued metals production is expected to lead to price 
declinu for a number of metals during 1989 and 1990 from their average 
1988 levels. Blur- term supplies, are, however, expected to remain tight 
for soee time, until stocks are gradually restored to more normal levels. 
Haace. even minor supply disruption8 could lead to large price incraeses. 

After a prolonged period of low price8 from 1982 to 1986, wing 1987 
end 1988 the price of copper rose rubsturtially. In 1988, for the first 
tin, the mruaga ennu~l price of copper exceeded $1.00 a pound. The 
price of copper declined from an average of $1.11 a pound in the first 
quarter of 1988 to $1.04 a pound In the third quarter, but increased 
dramatically by 42 percent to $1.47 l po\md in the fourth quarter. On 
account of stronger than expected consumption, during 1988 world copper 



- 143 - 

Table 62. Movennts in Prices of Xfnersls and Metals and 
Related Economic Indic~tora. 1982-38 

1982 1983 1984 1985 1986 1987 1988 

Ricu of rinrr8ls and rtala u 
In SDRS 
In U.S. dollam 
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4.5 0.4 1.2 1.9 1.9 1.6 2.0 
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-4.3 12.0 1.8 5.2 0.8 -0.4 2.9 

-4.2 3.6 5.5 -0.7 2.7 3.7 2.0 

-6.2 0.9 5.9 1.0 -0.2 2.7 4.5 
-3.3 5.0 5.0 -0.6 -0.8 0.8 1.1 
19.9 -1.0 -10.2 -4.7 -7.8 -20.2 -2.0 
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than the cowrags of the indices of production aad supply (includes iron ore and 
pbQ@-. =a. 

v Supply 18 defined u production plus a-of-yea stacks. 



- 144 - 

stocks contimed to Qcline f-already very loulmls; this tight 
supply l ituUion uu aggrmtod by pro&action shortfalls in &Zre 8nd 
Wia, by production lmls in Chile and ths United States that fall 
short of l xpeccrtions aad, in tbo fourth quarter, by a 52-&y rfners' 
strika in Peru. 

Yhe copper quotations in this sections refer to Grads A cahodes, 
c.1.f. European ports, u tradmd ta coatracu of 25 metric tom at tbe 
hxiou Xstal h&sage (IAS): ths IAR pmwidu coutruts for hiCgr grade 
cathodss for all bustaru days up to 3 loaths aad a monthly contract for 
up to 15 maths foruard. Yhe IJlE discontinued its standard coppu 
cencrsct in Jwuuy 1989. btb 8-d aad MrpI grada copper are tra&d 
at ths Coaodity Exchwga (-1 la ROW York in contracts of 
25,000 pounds covering the current calendar month, the two succeeding 
wnths. snd selected tenths falling within a 230wnth period beginning 
with the current aonth. 

Uorld conswption of refined copper, which is used uinly in 
constnaction, l lectriul and electronic products, and transportation 
equfpmsat. is utlmatmd to have increased by just 1 percent in 1988, 
folloving increases of 4 percent and 3 percent in 1986 and 1987, 
respectively (Table 63). The sull increase vu, bowwr , in contrut 
ritb a forecut l uly in the year of a sull decreue for 1988. Japanese 
coamaption is l stisated to have l xpsnded by more than 5 percent on 
account of a surp in capital apendiag and a high Iml of construction 
8ctivity. Cons~tion in the Federal Rspublic of Germany is estiuted to 
have increased by 4 percent, reflecting the accelerated growth in 
industrial prodwtion snd bu8inus fnvumsnt, and the strong export 
porformaace of the econay. Although the grout% in industrial production 
in the United States rose froa 3.8 percent in 1987 to 5.8 percent in 1988 
ud business iuvesasnt from under 3 percent to 10 percent, copper 
consumption rose by only 1 percent. 

After a period of slw growth, fros 1982 to 1986, world sine 
productloa increased by 3 percent in 1987. The growth rate turned 
nsytive in 1988--to an eatLute -1 percent--despite M increase In 
-P=-Y- Grovth of production in Mexico, Papua #ev-Guinea, and the 
United States is l sthstsd to hava bsen largely offset by steep reductions 
in the output of Peru, Zaire, and Zambia. In Peru, the m&or of work 
stoppages in the copse of 1988, includtry the national minus' strike 
from mid-October to m&d-December, reduced sine output to about three 
quoters of the 1987 lml. 

World production of refined copper increased by an estimated 
4 pucsnt in 1988, a higher rate of increue than that recorded for mine 
production which vu ude possible by some reduction in copper ore stocks 
and an increase in scrap recovery. A 21 percent increase in refined 
production in the United States, the largest producer of refined copper, 
together with 8 9 percent incraua in Chile and 4 10 percent increase in 
Canada outveighed proouction shortfalls in Peru, Zaire, end Zubia. 
Production in Peru fell by about 23 percent largely on account of the 
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strikoa. while production in Zaire and Zambia both fell by about 
15 parent on account of reduced mine output and refining equipment 
8hutagar. 

Aa coarrrption of refired copper axcoadad refined production from 
19& tbrougb 1967, wrld copper rtocka wan reduced from nearly 10 weeks 

:f r 
tion at the end of 1983 to little mro than 2 uealu et the and 

. Stocks kwraemd fn 1988, hut deteriorated again touards the end 
of tba year, mainly due to the Perudan rtrlb and lover than expected 
output in Qiila-moving to production problau at CODFLCO, the main copper 
capaay in Chile and the uorld's lugost producer. GODELCO lowrod its 
outputforecutr uwra.ltimu duria& tha year, rovi8ing the total output 
f-0 for 1910 again in Decahu to 1088 than 1.1 million tone, or 
S percent klw the projections at tha beginning of the year. By the end 
of 1968, comercial #tacks ware once a@n art-tad to have fallen to the 
aquivalont of about 2 weeks of consumption. 

8xport l asnings of both copper ore and refined copper in 1988 are 
utimatad to hew riren l brtantially almost entirely becawe of a rise of 
aauly SO percent in the average unit value (Table 64). largely 
reflecting the production problem in Peru, Zafrt, and Zembie, the export 
valmar of refined copper ue l rtimacod to have declined although that of 
copper ore i8 l stinted to hew increuod. 

Over the near term, sm ralaxation in the tight market conditions is 
uqmckd. Production is projected to expand at the Ok Tedi mine in Papua 
lhu Cubaa, at tba km8 Conm project in Portugal, and also in Chile, 
uharm &spite continuing problem with a new fluh furnace at the 
Chuquicsmata mine, CODULO's output is foracut to rise from about 
1.98 million tone in 1988 to 1.2s million in 1989. In Peru, a gradual 
return to norul production tavels ir anticipated. With world copper 
consumption expected to remain et l bout, or slightly below, the 1988 
level during 1989, a weakening in the average price level of copper is. 
not unlikaly. Quotations on the New York futures markat for copper 
indicate substantial easing of prices during the course of the year. 
Hownmr, until stocks are rebuilt, from the historically lov levels 
prevailing at the and of 1988, any'aupply dfsnrption or unaxpactod 
strength in consumption could cause prices to rise subrtsntially. In 
additfon, uncertainty conccrniug the outcome of labor negotiations in 
Hortb Amrfca, which are anticipated in the spring of 1989, could provide 
tbe impetus for some reneved price volatility in the first half of the 
year. 

The average price for aluainum rose by 63 percent to a record level 
of $2.547 a ton in 1988. This aharp increue folloved increaser of 
10 percent in 1386 and 36 percent in 1987, with the result that by 1988 
the l luminum price was, on average, nearly 150 percent above the average 
of three years earlier. During 1988, however, the price of aluminum 
fluctuated widely. It rose from about $2,000 a ton in January to a high 
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Tab10 64. Coppor: Export Suainjr, 1965-68 
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f/ Data OUI exports uo l timatu of Cditior Division. MP Rosoucb Dapartmemt. 
;W Coppr content. 
a/ landon Hotal WchPyo, spot dalivory, hi6h.r grsde cathodes, c.i.f. U.K. ports. 
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of over $4,200 in mid-June, with most of the increase occurring in late 
Kay and early June. By late June, the price fell sharply and then drifted 
down to an average of $2,300 in October before leveling off at about 
$2,450 at the end of the year. Tne major factors underlying these price 
movements during 1988 were strong demand for aluminum, particularly from 
the automotive industry, low inventories of the metal, a strike at a 
large Canadian smelter, and concerns about pO88fble work disruptions 
elsewhere. 

Prices used in this section are the cash quotations at the I.&E for' 
standard grade metal with a minimum 99.5 percent aluminum content, c.i.f., 
European ports. These contracts were, however, terminated at the end of 
1988 and all trading in line with market requirements was based on 
existing contracts for high grade aluminum. I.HE transactions on aluminum 
are in contracts of 25 metric tons and cover all business days up to 
3 months and monthly contracts for up to 15 months forward. Aluminum is 
also traded at the COMEX, but this market has not an important position 
in international price formation on account of very thin trading volumes, 

World consumption cf primary aluminum, which is widely used in 
building and construction, transportation, consumer durables, and 
packaging is estimated to have risen by about 3 percent in 1988, Qwn 
from a growth rate of 6 percent in 1987 (Table 65). The growth of 
consumption in Japan accelerated from 3 percent in 1987 to 10 percent in 
1988, with the increase being attributable mainly to increased use in the 
automotive manufacturing sector. In the United States, consumption was 
only slightly above the previous year's level, despite considerable 
growth in the beverage can market and an increase of about 6 percent in 
automobile production. With strong investment expenditure, construction 
output ) and a boom in car sales, the United Kingdom registered a strong 
increase of 6 percent in consumption, Italy an increase of 4 percent, and 
the Federal Republic of Germany an increase of 3 percent. Only marginal 
increases are estimated for the other European countries which are also 
major markets for aluminum. 

World output of bauxite, the mineral used in aluminum production, 
grew by an estimated 5 percent in 1988 to about 100 million tons. The 
expansion is mainly attributable to increased production in Australia and 
Jamaica, a recovery of production in the U.S.S.R. from the low 1987 level 
to more typical levels of preceding years, and a partial recovery of 
production in Suriname. 

World production of primary aluminum is estimated to have grown by 
6 percent in 1988 following a 5 percent rise in 1987. The expansion of 
output was facilitated by an increase in utilization rates to almost full 
capacity as well as by the opening nf lrew capacity. In the United States, 
the world's major aluminum producer, production in 1987-88 recovered from 
the sharp 1985-86 decline owing to the much higher prices and a weaker 
U.S. dollar which enabled U.S. producers to recapture market shares. U.S. 
production grew by 18 percent in 1988 to nearly 4 million tons, with 
almost all of the available capacity fully utilized. This gain in output - 
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Table 65. Aluminum: World Commodity Balance, 1982-88 

t-millions 

1982 1983 1984 1985 1986 1987 1988 J,/ 

Bauxite production 
Australia 
Brazil 
Guinea 
Jamaica 
SUrinalDe 
U.S.S.R. 
Yugoslavia 
Other countries 

Alumina production 

Aluminum 
Primary production 

Australia 
Brazil 
Canada 
Germeny, Fed. Rep. of 
Norway 
U.S.S.R. 
United States 
Other countries 

Primary consumption 
china 
France 
Germany, Fed. Rep. of 
Japan 
U.S.S.R. 
United States 
Other countries 

Karket balance 2/ 

Ending stocks 1/ 
Metal exchanges 
Producers 

i-E 
4:2 

11.8 
8.2 
3.1 
6.4 
3.7 

16.9 

0.4 
0.3 
1.1 
0.7 
0.6 
2.4 
3.3 
5.2 

0.6 
0.6 
1.0 
1.6 
1.9 
3.6 
4.8 

-Q&l 

22 
0.3 
2.9 

Stocks/consumption ratio 
(nuder of weeks) k/ 11.7 

$3 
5:2 

Et 
6:4 

R 
5:8 

E 
6:4 

13.0 14.7 14.0 14.8 
7.7 8.7 6.2 7.0 
2.8 3.4 3.7 3.7 
6.3 6.2 6.4 6.3 
3.5 3.3 3.5 3.5 

15.7 18.1 18.2 18.5 

16.3 16.3 
7.7 8.5 
2.6 3.4 
4.9 6.3 
3.4 3.5 

19.2 19.6 

2Lla&& 

% 
0:4 
1.1 
0.7 
0.7 
2.4 
3.4 
5.1 

ti 
0:5 

f+ 
0:s 

1.2 1.3 
0.8 0.7 
0.8 0.7 
2.3 2.3 
4.1 3.5 
5.4 5.6 

0.9 
0.8 
1.4 
0.8 
0.7 
2.4 
3.0 
5.5 

1.5 1.5 
0.7 0.7 
0.8 0.8 
2.4 2.4 
3.3 3.9 
5.8 5.9 

% 
0:6 
1.1 
1.8 
1.9 
4.2 
5.2 

% 
0:6 
1.2 
1.6 
1.8 
4.5 
5.3 

0.7 0.8 
0.6 0.6 
1.2 1.2 
1.7 1.6 
1.8 1.7 
4.3 4.3 
5.6 5.9 

-LA Ju Gut -eb. 

E 
2:o 

E 
2:6 

iFi 
2:2 

if 
r:9 

1.2 1.2 
1.7 1.9 
1.8 1.8 
4.5 4.6 
6.5 6.6 

-La -It?2 

7.6 9.3 8.0 6.4 4.5 4.8 

Source: m Staa (Imadon: World Bureau of Ketal Statistics), 
various issuea in 1988. 

J,/ Estimated by Comodfties Division, II@ Rerearch Departmnt. 
u World production lainus world consumption. 
u Kay not agree with production and consumption data because of differences Fn 

coverage. 
&/ Reported cooPtercia1 stocks expressed as weeks of world consumption. 



- 150 - 

accounted for more than 60 percent of the world's increases in 
production. Comparatively small production increases were registered in 
Australia, Brazil, India, and Venezuela. 

The scrap aluminum market has gained importance in the current tight 
market conditions. Scrap is widely used for cansheet and castings. 
Particularly in Europe, more eqhasis is being placed on the recycling of 
aluminum container products, such as beverage cans. The secondary 
industry provides above one third the volume of primary aluminum consumed 
in Europe. 

World primary consumption of aluminum outpaced world primary 
production by a considerable margin in the first half of 1988 but 
production outpaced consumption during the second half of the year. 
Commercial stocks at the end of 1988 are estimated to have been the 
equivalent of close to 5 weeks of world aluminum consumption--slightly 
higher than at the end of 1987 but only about half the amount four years 
earlier. Stocks on the London Metal Exchange (I&E) at the end of 1988 
were well above the exceptionally low levels that prevailed throughout the 
first half of 1988. Prospects for continued easing of the tight market 
situation in the near future are not unfavorable. Production is expected 
to register further growth owing to capacity expansions in late 1988 and 
others envisaged for 1989-91. In October 1988, a major U.S. refinery 
(Burnside), closed in 1985, was recommissioned to come on stream at the 
end of 1988 with a yearly capacity of 500 thousand tons. Roughly 
1 million tons could be added between 1989-91, from Venezuela, Jamaica, 
Australia, and other countries. Venezuela is planning to expand its 
primary slrrrninux production capacity from 420 thousand tons in 1988 to 
860 thousand tons by 1990 in line with bauxite mine developments; bauxite 
output, which was only 240 thousand tons in 1987, is forecast to reach 
1 aillion tons in 1989. In Jamaica, restarts of refineries are expected 
to increase ,sluminum production by 200 thousand tons in 1989 and 
500 thousand tons in 1990. Australia's output of aluminum is forecast to 
rise by 15 percent to 1.23 sillion tons due to a new smelter in Victoria, 
which reached its capacity in September 1988 and is scheduled to increase 
its output rate by 10 percent during 1989. The construction of a 
200 thousand ton aluminum smelter in France to start production in 1991 
was announced in November 1988 and there are also plans for a new smelter 
in Saudi Arabia and an increase in the Brazilian productiun. 

Aluminum consumption is expected to grow moderately in 1989, 
supported mainly by the beverage container and transportation markets. One 
factor that will influence demand growth is the development of the 
competitive position of aluminum over other.materials, especially copper 
and plastics. Although high aluminum prices during the first part of the 
year temporarily reversed this relationship, in the second half copper 
prices rose while those of aluminum declined, thereby supporting the 
competitiveness of aluminum in spite of its high price. 

In the absence of important supply disruptions, these developments 
are likely to lead to a weakening of the aluminum price from the average 
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level of 1988. To the extent tbst inventories are rebuilt, the tendency 
towarda price volatility should also be reduced. The signing of new 
three-yeu labor contracts by U.S. aluminum producers, six months ahead of 
schedule, has removed one potentially hjor disruptive element to supply. 

The large price rises of aluminua in 1987 and 1988 were reflected in 
the increases in export earnings of l luminum (Table 66). Global earnings 
from the export of unvrought aluminua in 1988 are estimated at 
SDR 14.5 million. This amount is roughly double that of 1985-86 and is 
greater than the export earnings in 1988 for any other non-fuel primary 
comdity, including wheat, the traditional leader. Over 60 percent of 
the earnings from exports of unwrought aluminum were obtained by 
industrial countries, over 25 percent by developing countries and 
10 percent by the U.S.S.R. and Eastern European countries. Less than 
10 percent of the rise in earnings from 1986 to 1988 was attributed to 
volume4 increases. Over the saxe period earnings from exports of bauxite 
changed little; the large price rise of aluminum was only weakly 
reflected in the price of bauxite and the increases in the volume of 
bauxite were also relatively small. 

3. Iron 

Throughout much of the 1980s demand for iron ore has been weak, 
reflecting developments in the steel industry, and overall excess 
capacity in ore production that has co-existed with increasing production 
of high quality, low cost ore from new projects. While c.1.f. dollar 
prices in European ports increased by 4 percent in 1988, much of the 
change is attributable to rising costs of transportation which account for 
abotlt 25 percent of c.1.f. prices. Thus, despite an increase in 1988 of 
over 6 percent in world output of steel, the main determinant of the 
demand for iron ore, and a 35 percent increase in the dollar price of 
steel (31 percent in SDRs), on a f.o.b. basis the price for iron ore 
continued to weaken. Even c.1.f. prices in 1988 were below the levels of 
the 1980-83 period. 

The international marketing of iron ore is mainly conducted within 
the framework of long-term contracts with annual renegotiations of prices. 
Over the years, typical market patterns have developed; Australian 
exporters negotiate with Japanese steel mills, Brazilian and Swedish 
exporters with Germsn buyers, and Canadian iron ore producers with U.S. 
steel mills. Even the timing for the settlements seemed to follow a 
pattern where the negotiated price between the Brazilians and the Germans 
set the path for other negotiations; in the last three years, however, the 
Japanese have led the annual price rounds. 

The increase in steel production in 1988 was the largest since 1984 
(Table 67). Reflecting the robust growth in industrial production and 
business investsent, crude steel output in industrial countries increased 
by 9 percent. As a group, industrial countries accounted for two thirds 
of the global expansion in output. Crude steel output in the EC is 
estimated to have risen to 136 thousand tons, about 17 percent of world 
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Table 66. Aluminum: Export Earnings, 1985-88 

1985 1986 1987 u 1988 l/ 1985 1986 1987 JJ 1988 JJ 

Earnings (billions) 
Industrial countries 
Developing countries 

Volumes (in millions 
of tons) 2/ 

Industri81 countries 
Developing countries 

Guinea 
J4UlULiCa 
Other 

Unit values (a ton) 
Industrial countries 
Developing countries 

Unwroughtaluminm 

Earniqgs (billions) 
Industrial countries 
Developing countries 
U.S.S.R. and &stem 

European countries 

Volumes (in millions 
of tons) 

Industrial countries 
Developing countries 
U.S.S.R. and Eastern 

European countries 

Unit values (a ton) 
Industrial countries 
Developing countries 
U.S.S.R. and Eastern 

European countries 

Market prices (a ton) u 

13.0 13.2 14.0 14.1 13.0 
2.6 2.9 3.4 3.3 2.6 

11.4 9.2 8.7 9.8 11.4 

eckz??i . . . 
29.2 27.0 23.7 

ti E E 
1:s 1:9 2:s 

0.8 0.8 0.9 

0.8 0.8 0.9 0.9 0.8 0.8 0.9 0.9 

1.1201.0801.310 
1,150 1,100 1,350 
1,110 1,100 1,380 

980 960 1,030 1,650 

% 
3:9 

1.5 

1.899 

5.7 
25.3 
13.2 

2.9 
9.2 

1Lz 
5.6 

26.1 
14.0 

3.4 
8.7 

6.3 
27.2 
14.1 

3.3 
9.8 

2u 
17.9 
30.7 

% 
312 

E2 
5:3 

0.8 0.9 1.2 2.0 

E 
1:8 

LA 
4.3 
1.9 

1.7OQ 2.7_50 
1,740 2,840 
1,780 2,790 

1,000 

1.044 

1,130 1,330 

l-574 

2,220 

2.5Go 

if 
0:s 

Sources: UB Conference on Trade and Development (UNCTAD), -of 
m Stcu, 1987 and World (London: World Bureau of Metal 
Statistics), various issues 1988, for exports; Commodities Division, IXF Research Department 
for mrket prices. 

jv Data on exports are estimates of Gomodifies Division, XMF Resesrch Deparwent. 
a/ Actual weight. 
2/ LondonRetal Exchange, spot delivery, 99.5 percent aluminum, in the form of T-bars OK 

ingots, c.i.f. European ports. 
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Table 67. Iron Ore: Uorlbi CudiLy Balmce Together 
with Production of Pig Iton utd Steal, 1982-88 

1983 1983 1984 1985 1986 1987 1988 u 

ComodLtyb8labce 

Production of iron ore 
AustraIi8 
Brazil 
china 
U.S.S.R. 
United States 
Other countries 

Apparent coneuaptloaa 
of iron ore 1/ 

Bruil 
china 
Germany, Fed. Rap. of 
Japra 
U.S.S.R. 
Unitad Statar 
Othex comtrie8 

Reduction of pig iron of 
WhiCh: industrial 

countrle8 

Productfob of crude steel 
Ofwhicb: irtdmtri81 

countrie8 

93 92 112 128 129 136 
107 114 122 132 190 157 
244 24s 247 248 250 291 

37 39 52 so 39 48 
244 21s 249 2S3 2S7 292 

xso 
162 
253 

255: 

% % % % % % % 
109 118 128 142 164 168 170 
40 37 44 46 42 40 44 

122 110 126 12s 116 112 120 
201 202 203 204 203 206 208 

49 48 64 60 Sl 60 67 
280 240 284 292 298 314 343 

&La 442 441 3x2 442 IPQ a22 

221 220 240 241 222 22s 242 

646 uz 2139 zls ll4 2% m 

323 328 3S8 3ss 330 337 368 

source: m, Ul!l Confmr~a on Trade and Development 
(WCTAD), 8nd preliminary IRKTAD data. 

JJ gWmatedby Comoditier Division, IMF Research Department. 
2/ Production minus exports plur imports. 
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production, vith Belgium, the Fe&r81 Bmpublic of Germmy, 8acl the United 
fbgdcm accounting for most of th8 increue. In Japan, crude steel 
production &rev by over 7 percent to 105 thousand tons. In both the EC 
and hp8n the increases in production 8re usocfrted with subst8ntially 
higher production of c8pit81 goods 8ud 8utomobiles. Output of crude steel 
In the United States in 1988 rose by over 12 parcent to 90 thousand tons. 
Demad for steel for we in the ~chinay and equipment sectors ~8s 
strong, 8ktmugh this was p8rtly offset by 8 sloudoun in private 8ud 
public construction activities 8x4 8 &pressed petroleum 8nd g8s sector. 
Pmductioa in the newly industri8lirhg 8conomies of Ad8 and In Brcull 
ilso expanded ?8pitiy. Output is estimated to lmve increued by 
44 percent in T8bma Ravince of Chiar, by 14 parcent in the Republic of 
Korea, and by 11 percent in Brazil. thly 8 sullfncre8se of 8bout 
1 percent, howver, is estimated for the U.S.S.R., the world's largest 
steel producer. Volunt8ry re8tr8int rgreements 8mi import regulations 
continued to restrict intermtionol ateel trade in 1988. 

In line with the increases in steel production and in response to 
steadily rising prices for crude steel and scrap, world pig iron 
production is l rttited to h8ve incre8sed in 1988 by 8bout 6 percent. 
About 010 thirds of pig iron productioa ~8s provided by industrial 
countries. World production of direct reduced iron is 8180 estimated to 
hrps expanded, due puticululy to 8 34 percent rise in Brazilian 
production. 

In response to th8 rise in steel production, iron ore production rose 
by 3 p8rc8nt in 1987 8nd is estimted to h8ve increased by a further 
4 percent in 1988. Host of the iacrsue in output in 1988 is 
8ttributeble to Bruil (33 $mtcent), Auatr8liP (33 percent), and China 
(12 percont). Since 1983 Bruiliur iron ore production has increased by 
63 FKWent. 88idy on 8CCOUnt of expended production 8t the C8r8j88 
project, where low-cost high quality ore is produced. 

About 39 percent of vorld production of iron ore is traded 
intem8tioMlly. After sugrutiug 8t 8n 8verage level of about 
367 million tous during the period 1985-87, the volume of exports 
increueC by 5 percent in 1988 (Table 68). The volume of exports from 
fudustri8lized countries, vhich h8ve been on 8 daxlining trend, grew by 
7 percent in 1988. lf8fnly because of increased shipments from Brazil, the 
volw of exports from developing countries rose by 4 percent in 1988. 
Owing to lover export unit v8lue8, only 8 negligibls increase in eunings 
from iron ore exports in terms of dd18r11 was recorded uhile in terms of 
SDBa errsings declined. 

Although it is unlikely that the growth in world steel production 
that occurred in 1988 will be sustairmd in 1989, stronger dspand for iron 
ore in 1988 has reduced iron ore stocks md created sore favorable 
conditions for iron ore producers In their price negotiations with 
consuurs . Rice nagotiations for 1989 shipments of irou ore atarted in 
November 1988 in both Europe and Japan following the usual bilateral 
p8tt4Wl. Repeating the course of events in 1988, the first settlement was 
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Table 68. Iron Ore: 8xport Earnlqgs, 1985-88 

1985 1986 1987 1988 u 1985 1986 1987 1988 &f 

Ermings (billions) 
Xndustri81 countries 
Developing countries 
U.S.S.R. and &tern 

Ruroptua countries 

s 
3:o 

0.9 

2 
2:7 

5 
2:4 

t-k 
2:3 

E 
3:1 

z 
3:1 

EE 
3:o 3:1 

1.1 1.2 1.2 

E fE% 
80 80 91 
31 30 33 
32 32 28 

175 180 186 
92 97 107 
32 29 30 
51 54 49 

47 45 47 

if f E 
18 1' 17 

23 27 26 

0.9 0.9 0.9 0.9 

VO~UDMI (in millions 
oftons) 

lndwtrial countries 
Auatr8lir 

Other 
Dtveloping countries 

Brazil 
Indi8 
Other 

U.S.S.R. and Rutem 
Europun countries 

85 80 
32 31 
36 32 

175 175 
92 92 
29 32 
54 51 

E 
80 
30 
32 

180 
97 
29 
54 

91 85 
33 32 
28 36 

186 175 
107 92 

30 29 
49 54 

43 47 45 47 43 

unit vrluu (a ton) 
Industrial countries 
Developing countries 
U.S.S.R. 8d Ruttrn 

Europun countries 

ii 
18 

21 

ii it 5 5 
15 13 13 18 

20 21 19 21 

Brazilian ore prices (a ton) 
C.i.f. Ctrmm ports 2/ 224 
P.o.b. 1/ 

Sources : UB Conftttnct on Tr8dt 8nd Dtvtlopmtnt (UIICTAD), -of 
v, 1986 for txports; Comodftfts Division, Il4F Rutuch 
Ikpartmeat for mrlot pricto. 

u Datr on txports art tstimates of Comotqitits Division, IHF Research Department. 
2/ 61.5 perctnt iron ort content. 
w 64.5 percent iron ore content. 
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raached bamaen an Australian ains and Japantse stotl productrs; an 
increase in dollar pricts of 15 ptrctnt on avarap was l grted, inchding a 
13 percent rlae in prices for fins grades of ore and a 17 percont rise in 
pricer for lump ore. This stttlennt largely determined the outcome of 
negotiations bemman Corpahia Walt da Rio Dote (CVRD), a Brazilian 
producer, aad Gexun buye:s uho coacl&d a similar agrtemsnt in Decembtr; 
it ia also oxpocted to sot tht ertnd for othtr iron ort prier 
nagetiations. 

4. Ifs 

In 1988, prices for tin con&mad fo rtcovtr from rht 1986 lov that 
followed the collapse of marktt stabilizatlon optrations undtr she 
Intarnational Tin Agreements. u Trade fn contracts for tin on the U4E 
vu aueptnded in Octobtr 1985 in tht vakt of tht collapse of tht marktt 
stabilixation optruions . Tradt at tht Rue18 bmpur Tin Urket (KLTl4) was 
also suspended but rttumtd three months later in Ptbruary 1986. In 
January 1987 the KUl4 txttndtd covtrtp to include Indonasian and Thai 
efn, in addition to Halaya%an t&n. In October 1987 a tin futurts contract 
was tifroducedon tbeKualaI.umpur Gomodity Rxchangt (KLGg): the trading 
volw, bouevar,has rtuhtd low. Tin prices in this stction for the 
period sinct 1985 rtftr fo the quotations for transactions for tin metal 
by Maw York tin dealtrs, tht ltading import %arktt” sinct tht suspension 
of tin trading on the ME. 

The gradually rising pricts-- tin pricts on average wert about 
5 percent higher in 1988 compartd to 1987--refltct a moderattly expanding 
demand for tin and the succtssful management of supply. particularly by 
tht mtmbtrs of tht Associatton of Tin Producing Countries (ATPC). 1/ In 
the afttmsath of tht 1985 brtakdoun of the optrations by the Xnttrnational 
Tin Council, the ATPC trtabliahed an txport quota agreement with the 
objtctivt of gradually reducing tht ovtrhang in world stocks vhich stood 
at about 100 thousand tons at tht tnd of 1985. Tht export quota schtat 
constralned total txports of ATPC member countries to 96 thousand tons in 
tbt 1987/88 marktting ytar (Htrch/Ftbrutry) tnd to 101.9 thousand tons in 
1988/89. National txport quota allocations utrt made for tht major 
nomember exporters of tin: 26.5 thousand tons for Bras11 and 
10.0 thousand tons for China. With world consumption at 227 thouaand 
tons in 1987 and an estimattd 234 thouaand tons in 1988, the txport 
restraints resulttd in a considarable rtduction of comrcial stocks 

u In Stptamber 1988, tht ITC taruinattd its remaining activitits. A 
new international body to provide statistical inforaation and markat 
studies for the industry is wrrtntly bting discutstd mltr the auspices 
OfmKTAD. A gtneral agreement to establish a Tin Study Group was 
announctd In Dectmber 1988 and a final decision is exptcted at the third 
Negotiating Conference to bt held In tht spring of 1989. 

2/ ATFC member countries art Australia, Bolivia, Indonesia, K~leysis, 
Nigeria, Thailand, and Zaire. Brazil and China participate as obstrvers 
in the meetings of this Assocfatfon. 
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vithin a nlativtly ahort period--co about 25 thousand tons at the end of 
1988. At thtfr muting in October 1968, tht ATPC mambtr ctuntrits tgrttd 
to coatiru tkm tthtm fez t third ytu, but postpmtd the dtcioion on tht 
sixe of sow total rab i&ividual arport ~uotaa to January 1989. 

Wosld mfat production of tin la tatimattd to bva risut in 1988 by 
11 percent (Table 69). A large put of the incream occurredinbrazil 
~rtrirwoutputuur~ud~~r50~~~to#tb~~tow. Aaa 
cwaqmawa, Bruil B ttd for over 20 potcent of world mine 
productian ia 1988 c-d uith lesr thm 4 percutt in 1982. 'l%e 
l~rma8. in1988can largelyfrathe&aaonQtattof Roadonia vhtrt 
p~tiaafrararwu~w=c~trinr~~inS~~r 1987. Althm& 
boliviam psoducfioa lncreaaed by 23 percent in 1988, the level of 
productha raaiaed ltsa tbaa half that obtatnod in the tarry 1980s. With 
tbit mint rdubilitation progam.of CQnBOL tufftring from &lays, most of 
the iacsuae in Bolivia~s psduction came fram amall mints and 
cooptratias . 

Fsoduction of refinod tin grew by 10 parwat in 1988, in line with 
tht expaad4 mist activity. Refined production in Brazil increattd by 
45 ptrceat with the rtsult that Bruil's share of uurld production rost to 
19 ptrcanx. Ilorld conmqtion of rafind tin, mainly for tinplate, alloy, 
and colder, ia l stimatad to have garm by 3 percent in 1988. The ltrgtst 
advaacu wore reBlrttrtd by Chiaa and the Uaited States ulth increases in 
the osdar of 15 percent in both eouutrftr. 

In 1988 tqmrtt of tin mtttl vtxm utimattd to tmwt rtgisttrtd tn 
8 ptrctatfacseasa,maialybtcausa of risiq exporta fra Bruil of 
10 thuaamd term--nearly 50 perwut (Table 7?), Exports of 
d.a-la-coseatsatu ast utimated to have re@sttstd a small dtclina. 
Vitb minor increases in umit values, export eanhgs for tin-in- 
comcentratas are estimated to have reuintd at the prtvious ytar's ltvel 
while tasdaga for tin wtal are tstiuted to havt ristn by about 
10 parcen~. 

Maskat davalqmenta in 1989 will be largely detarminad by tht txttnt 
to lnuch elm ATFC, la cooperatioa wish Braxfl 8ad cbu, caa ruccrrrfully 
ea@&hmemHeduceaA.stingstwkabyl~t~e%ports. Thenew 
psoductiw ad txpost quota a&tat fox 1989/90 agted la tasly 1989, takes 
ammunf of the &and for larpr txporb qamkaaw som coumtriu dut to 
t!mdr fsrr: expaading tinpr&actlonazbdpro&ceioaprobleas inother 
comtsiu. Tht ATE dtcidmd to raise total exporta fos mmber countries 
to103.4 thousaadtoas from101.9 thousand toma iatbeprevious marktting 
yeas, the txtia4,SOO toasuillbe allocatedmainlytoBolivi8 
(1,soo tame) aaQ -ia (2,500 toas). Brazilacceptedanexportlimit 
of 31,500 tons andmnaagreedto8niatainft810,000 tonlimit. 
swppfagofqwtasawagmemburd rmn&era is prohibited. ‘Phtrt is, 
bwtwtr, tin pttibility of raha fra tb Amtlcut &sate@ 8taekqile 
uhichat t&end of 198Uhadstaaks oftiatquhaltnt to 9aontha of world 
comaaptiom. A U.S. Cam-t decision im 1987 tntltltd the strategic 
seockpilo to ditpott of another 5,000 taut raiting to 14,500 ttus the 
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Tehlo 60. Tin: World mty hlmace. 1982-88 

Hint pmduction 
BolivSe 
brU&l. 

ati8 

tzizzi 
U.B.B.R. 
OCbu otmtrier 

Rtfiaed prtductiw 
Bouvia 
Bruil 

fnlmrri8 

mie 
Theilaod 
U.S.S.R. 
Other oowtries 

tlarktt btltaict y 

Wrci8l stock8 u 

Sttckt/c~ oat rstio 
mwbor of ao*s) y 14.5 

ITC sto&s 22 

U.S. strstegic stocks Al!2 

% 
25 

2: 
46 
16 

ii 

Y! 
16 
32 

ix 
69 

Xf 
26 
30 
15 

33 

Y ? 
29 42 
25 28 
24 28 
44 46 
16 1s 
17 17 
44 42 

% 
17 
33 

xi 
102 

% 
17 
32 
42 

1:x 

6.0 5.6 

P P 

Ia As 

Saarcu: @@d Met- Uadm: World Buraau of Hotal Statirtfcs), 
vaxiws issues in l886, iad -ta. J& . CLwdoa: -ties Beeeuch 
Da&t Ltd.), Dud l.aa. 

u ktiaatta of Wit&es Divisiaa, IW Bmaemch DepuWeat. 
u world prtdaactita minus world cowwption. 

eommrciti stocks teporttd tt end of pttitd. 
5 'Eof t&e stoeka hmld by ITC prior to tha coll~pso of ita merket oporatfons 

inr October 1685 may not he iachded rt the end of 1985 in t-ho l erioa of cawercial 
StoeLS * 

;v camercial Stock8 uuured 88 week8 of oonswptba. 
&j ITC eredittrm ecqufred the XTC rtoch folLowimg collap80 of ITC mukeL 

tperstioaa. 
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Table 70. Tirlr Export 8arnings, 1985-88 

1985 1986 1987 u 1988 u 1985 1986 1987 u 1988 u 

Tin-in-concentratts 
Earning (in billions) 

Industrial countries 
Dtvtloping countrits 

E if % 
0:2 0:1 0:1 

Volumes (in thousands 
of tons) 

Iudustrial countries 
Dtvtloping couafrita 

Unit valuts (a ton) 8.9506.3604.250 
Industrial counWit8 10,740 5,230 5,090 
Dtvtloping couaeritr 8,430 4,100 3,990 

Tin mttal 
Earnings (in billions) 

Induatsial cmntrias 
Dtvtloping countrits 

ki E if 
1:7 0:7 0:8 

e 
0:s 

E ii+ luz 0.2 
1:7 0:s 1.0 

Volums(inthousands 
of tone) 

Industrial countrits 
Dtvtloping countrits 156 144 155 

Unit values (a ton) l!2A4QL2uLuQ 
Sndustrial ctuntrits 13,730 6,680 6,500 
Dtveloping countrit8 10,550 4,740 5,000 

Market pricts 
(8 ton) 2/ llaQu2Q5.380 3.434 lLsQb.t906,960 7.304 

x 
0:1 

ii+ E u 0.1 
0:2 0:1 0.2 

I$ 42 hi! 
10 

24 32 4: 

t+!t 
4:030 

Q.o99ulQuts?Q 
10,900 6,130 6,580 

8,560 4,810 5,160 

% % f Aa 22 
165 156 144 155 

2% 
5:040 

llJu!26.2006.650 
13,940 7,840 8,410 
10,710 5,560 6,460 

it.2 
7 

40 

2% 
5:420 

165 

sourms: t?S Confers on Trade and Dtvelopment (UIKTAD), -ok of B 
m 1981, for txports; Comoditfes Divieion, INF Restarch Department for 
aarktt prices. 

u Data on exports are estiufts of Comodities Division, Il¶F Research Departmtnt. 
u U4E smndard grade, spot dalivtry, c.1.f. Europttn ports through Dtctmbtr 1988; 

m, NW York dealer price thtrtafter. 
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total tin that could ba mada available to the market. The entry into 
oparation of naw capacity could also influence prices. In Brazil, the 
davalopmant of a nauly diecovored deposit in Roraiaa could boost tin 
production. The Naves Co-0 coppar mina in Portugal comieeioned in 
Dctobar 1988 is expacted to becoro a large producer of tin-in- 
concentrates. With full capacity baing reached by mid-1991, the 
Portuguese mine ia expected to produce 5 thouaand tone of 
tin-in-concentrates in addition to 135 thoueand tone of copper. 
Conaequently, there is ample potential for growth of tin supply, whereas 
coneumption is expected to continue to expand only at a moderate rate. 

In 1988, widely fluctuating nickel prices set new record highs. The 
first peak--$21,000 a ton for nickel traded on the ME, c.i.f. European 
ports--was reached in April. u After retreating rapidly to a level still 
well above prices in 1987, prices regained upward momentum towards the end 
of 1988 and once again broke through the $20,000 level in December. On 
average, nickal prices in 1988 were $13,780 a ton, naarly three times the 
average in 1987. 

The damand for nickel is mainly daterminad by stainless steel 
production. After grouing at an annual rate of 3 percent between 1970 and 
1986, world stainless steel production started to increase sharply in 
1987. In 1988 stainless steel production continued to expand at the 
higher rate of more than 10 percent oving to strong damand in areas of 
traditional uee and naw ueee for stainless steel in areas such as kitchen 
equipment and building faCadea. In Jepan, the world's largest producer of 
stainless etael, production reached an all-time high in the fourth 
quarter of 1988, contributing to a 16 percent annual increase in output 
over the 1987 level. 

The tight market supply conditions already apparent at the beginning 
of 1988 for nickel were reinforced by temporary production problems in the 
Dominican Republic and, to a lesser extent, &t mines in Europe and North 
America, leading to the sudden, although short, upsurge in prices in the 
spring of 1988. The supply problems vere alleviated by the expansion of 
nickel production in Cuba to about 44 thousand tone in 1988 compared with 
35 thouaand tone in 1987, as well as increasing emounte of stainless steel 
scrap coming on to the markat. Nevertheless, late in the year when it 
became evident that capital goods sectors, the main force driving 
special steel markets, were continuing to expand at rates in excess of 
expectations in Asia, Europe, and the United States, nickel quotations 
began to rise. Prices increased rapidly in December, when it also became 
apparent that the increase of 7 percent in world nickel production 
expected earlier in the year for 1988 was too optimistic on account of 

-- 
u Nickel is traded on the lHE on the same basis as aluminum except 

that the contracts are for 6 metric tons. 
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renewed production probleae, particularly in Indonee+a, but also in Brazil 
and other producing countries. 

World primary nickel conauaption in 1988 is estimated at 880 thousand 
tone, about 4 percent higher than in 1987 (Table 71). In line with the 
emergence of nev stainless steel capacities, primary nickel consumption 
expanded in the nevly induetrialixed economies. China, an exporter of 
10 thoueand tone in 1987, became an importer of nickel in 1988 owing to 
strong domestic damand for all major metals. Coneumption in the United 
States and Jepen vu maintained at the 1987 level; for both countries, 
however, this represented a high level of coneumption, about 20 percent 
above tha 1986 level. Coneuxption in the U.S.S.R. and most European 
countries continuad to stagnate. 

With coneumption eubetantially outpacing production again in 1988, 
world nickal etocke fell from the already low level at the beginning of 
the year. Comarcial stocks at the end of the year were estimated to be 
sufficient to cover 1888 than five‘weeke of coneumption. 

In 1989, nickal damand is expected to continue to be strong. In the 
first months of 1989 demand for stainless steel was particularly strong in 
Western Europa for use in the manufacture of catalytic converters for 
automobiles, in North America for all-etainleee automobile exhaust systeme 
end worldwide for use in both electric and non-electric machinery, as well 
ae in coueumar goode and petrochemical induetriee. Stainleee steel 
production in 1989 is likely to continue growing in the newly 
iuduetrialized economies and to be maintained in the induetrial countries 
at 1988 levels. Any slowdown should occur only in the second half of 
1989. Nickel production is projected to expand in the near term owing to 
capacity additione already undervay, in particular in Auetralia, Brazil, 
and Canada (Namew Laka Nine). Cuba is planning to increase its nickel 
production by another 10 thoueand tons in 1989. 

IJ4g etocke of nickal ware reported to be 2,500 tone at the end of 
December 1988 compared to about 7 thoueand tone in the mid-1980s. Given 
the exceptioually low etocke of nickal on the Ucg and elsewhere, and 
continuing strong demand, prices for nickel could be higher on average in 
1989 than in 1988. On the other hand, production costs are reported to be 
about $5,000 a ton and long-term contracts for nickel incorporate prices 
that are coneidsrably balow early 1989 market levels. In eoma 3-year 
contracts nagotiated in early 1989 between nickel producers and 
steelmakers, prices are set at the quarterly average WE cash price ae 
long ae that average falls within a range of $5,500 to $1,000 a ton; in 
caeee of IHE prices overshooting that range a pricing schedule is 
euvieaged that basically coneiete of a nixtura of actual IME prices and 
the uppar or lower price range, respectively. 

Should the price of nickel decline in 1989 or 1990, there is a strong 
poeeibility of an abrupt downward movament. 'Stainlees steel mills sell 
only 50 percent of their production directly to end users. Service 
centere represent the other major portion of the distribution network, and 
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Table 71. Nickel: World Commodity Balance, 1982-88 

t-thousands 

1982 1983 1984 1985 1986 1987 1988 u 

Mine production 
Australia 
Canada 
U.S.S.R. 
Other countries 

Refined production 
Australia 
Canada 
Japan 
Norway 
U.S.S.R. 
Other countries 

93 
170 
278 

% 
74 
87 
26 

190 
206 

Consumption 
Germany, Fed. Rep, of % 
Japan 107 
U.S.S.R. 138 
United States 125 
Other countries 221 

Market balsnce u -ia! 

Closing stocks sw 2Q.l 

Stocks/consumption ratio 
(number of weeks) I/ 16.1 

125 174 170 164 195 200 
172 178 172 166 173 175 
289 324 367 363 350 370 

% 
96 
82 
29 

192 
238 

nz 222 146 m au 
39 41 42 45 51 

112 108 111 142 140 
89 95 92 94 100 
36 38 38 45 52 

193 1x 188 191 190 
268 287 275 263 296 

% % 
115 146 
145 140 
137 141 
227 277 

m m 847 m 
75 77 81 80 

i36 127 154 152 
138 137 138 140 
143 125 148 148 
283 312 326 358 

13.8 

-id 

w 

9.8 

-u 

I22 

8.6 

-22 

lzl 

8.2 

-62 

89 

5.4 

-63 

80 

4.9 

Sources: World Hetal Statistics (London: World Bureau of Metal 
Statistics), various issues in 1988, and GRU Metal Monitor; 
Nickel/Chrome/Holvbdenuga (London: Commodities Research Unit Ltd.), December 
1988. 

L/ Estimated by Commodities Division, IHF Research Department. 
a/ World production minus world consumption. 
u Total commercial stocks measured at end of period. 
4/ May not agree with production and consu!nption data because of 

differences in coverage; cautious interpretation of these r;pta is also 
required owing to the fact that 90 percent of stocks are held by a small 
number of producers. 

w Commercial stocks measured as weeks of consumption. 
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in case of slackening dmand for etainleee steel, these canters can be 
expected to stop buying in order to prevent their inventories from rising. 
Stainless steelmakers would then be forced to make sharp adjustments in 
their production schedules. 

4. ZLw 

From a 1987 average of $800 a ton, the price of zinc advanced 
throughout 1988 with only a brief interruption in the third quarter. 
Record high prices of over $2,OGO a ton were set in the IME in February 
1989. Both high grade and special hi& grada zinc contracts are traded on 
the ME and cover delivery periods in the future on a daily basis for up 
to 3 months and on a monthly baaie for up to 15 months. The zinc prices 
in this section refer to the high grade (98 percent pure metal) cash 
contract, c.1.f. European ports. In support of the special high grade 
contract. which was introduced in September 1988, European custom smelters 
decided to abandon, as of January 1, 1988, their practice of announcing a 
reference good ordinary brand (GOB) European produce price and to rely to 
a greater extent in the W quotaeione as a baeie for pricing. 

Growth of refined zinc consumption is estimated to have accelerated 
to about 4 percent in 1988 from 2.7 percent the previous year (Table 72). 
This increase results mainly from the high level of capital expenditure 
fn many countries and continued growth in the use of galvanized sheet in 
the construction and automotive industries. The increases in zinc 
consumption were exceptionally large in North America--about 7 percent in 
the United States and about 11 percent in Canada. In Japan consumption 
is estimated to have grown by 4 percent. In Europe, France registered a 
16 percent surge in zinc consumption in line with a boom in investment and 
rising car production; although in the Federal Republic of Germany and 
Italy there was little change in zinc consumption. 

Labor disputes and technical problem in a number of countries 
contributed to the reduction of world mix output in 1988 by an estimated 
4 percent--to the lowest level since 1984. The strikes and production 
problems in Peru throughout the year reduced mine production by a level 
nearly 120 thousand tons (19 percent) below the output in 1987; in Canada 
there was a &crease in mine production of about 8 percent in 1988 
following a 20 percent surge in the previous year. 

Notwithstanding the decrease in world zinc mine production, vorld 
slab zinc output is estimated to have increased by 2 percent in 1988 to a 
record 7.2 mi?Xon tons. Canedian output is estimated to be up 15 percent 
from 1987 level, reinforcing the country's position emong the leading 
producers, whereas little change occurrad in zinc slab production in 
Japan and the U.S.S.R. Australian production is estimated to have fallen 
3 percent from the previous year. 

Strong demand, coupled with the small increase in slab production, 
led to a considerable reduction in stocks in 1988. Stocks at the end of 
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Table 72. Zinc: World Commodity Balance, 1982-88 

(Inc tm8) 

1982 1983 1984 1985 1986 1987 1988 u 

Nine production 
Australia 
C&M& 
U.S.S.R. 
Other countries 

Slab production 2/ 
Australia 
C8Md8 
France 
Germany, Fed. Rep. of 
Italy 
Japan 
U.S.S.R. 
United States 
Other countries 

Consumption u 
china 
France 
Germany, Fed. Rep. of 
Italy 
Japan 
U.S.S.R. 
United States 
Other countries 

stocke 2/&/ 

Stocks/consumption ratio 
(number of weeks) I/ 

FE! 
1,190 
1,020 
3,590 

510 620 680 690 570 610 
240 250 260 250 260 250 
330 360 360 370 370 380 
160 160 170 210 230 250 
660 700 750 740 710 670 

1,050 1,060 1,050 1,050 1,070 1,050 
300 310 330 310 320 340 

2,430 2,580 2,740 2,930 2,960 3,150 

260 270 280 250 260 250 
370 410 430 410 430 450 
200 210 210 220 230 250 
700 770 780 780 750 730 

1,050 1,050 1,050 1,000 990 1,010 
800 930 980 960 1,000 1,050 

2,290 2,340 2,410 2,570 2,670 2,790 

6.6 5.1 4.8 4.5 4.6 3.8 3.2 

1,070 1,210 
1,030 980 
3,830 4.020 

UQ 

9 
1,170 
1,000 
4,140 

zz!2 

2.0X! 
710 

1,260 
970 

4,090 

ree 

%! 
1,500 

950 
4.000 

s.u 

6.974 
730 

1,380 
970 

3,890 

2.180 
310 
700 
280 
360 
250 
680 

1,050 
350 

3,200 

2.170 
380 
290 
460 
250 
750 

1,130 
1,120 
2,890 

Sources: &rld Xetal Statisticg (London, World Bureau of Metal Statistics), various 
. issues in 1988; EBy Metal nor&&r. m (London, Commodities Research Unit Ltd.), 

December 1988; and bad and (London, International Lead and Zinc Study Group), 
various issues, Vol. 28/29, 1988/89. 

u Estimated by Commodities Division, IMF Research Department. 
2/ The persistent excess of world slab production over consumption suggests an 

underestimation of consumption (or possibly an overestimation of production). 
u Total commercial stocks measured at end of period. 
4J Does not agree with production and consumption data because of differences in 

coverage. 
5/ Commercial stocks measured as weeks of consumption. 
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1988 were estimated to have been sufficient to cover only 3 weeks of 
consumption compared to traditional coverage of about 5 weeks. 

A recovery of mine production largely because of new capacity coming 
on stream over the next three years in Australia, Brazil, Canada and the 
United States is projected. Accordingly, a gradual increase in slab 
production is expected. Consumption in 1989 is not projected to rise much 
above the level of 1988 as moderate growth in the InveetPrent and capital 
goods sectors is expected to be largely offset by less demand in the 
automotive and construction sectors. Given the traditional strong demand 
in the first half of the year, prices will remain particularly sensitive 
to supply problems and are likely to ease only in the second part of 1989. 

Unlike the prices for many other metals, the ME price of iead 
remained relatively stable--at about $650 a ton--during 1988 and the early 
months of 1989. u This was close to the end-1987 level although about 
10 percent above the average for 1987 and 60 percent higher than the 
average 1986 price. 

Lead consumption, on a rising trend for recent years, is estimated 
to have grown by 2 percent in 1988 (Table 73). The growth was mainly 
fueled by strong demand for batteries. Batteries account for 77 percent 
of end use of lead in the United States, 50 percent in Europe, and 
60 percent worldwide. Pigmante and compounds make up the second largest 
use of lead worldwida, accounting for about 14 percent. The gaeoline 
market for lead is declining in most industrial countries and has 
virtually disappeared in the United States following the introduction of 
lead-free petrol. New materials have largely eliminated the use of lead 
for cable sheathing, once its largest single application. 

Total U. S. consumption of lead in 1988 remained unchanged from 
1987. Consumption was only maintained because the severe winter and 
summer heat wave in 1988 contributed to a 5 percent rise in shipments of 
replacemant batteries and on account of strong auto sales especially in 
the second and third quarters of 1988. In Japan, consumption rose by 
nearly 8 percent not only on account of an increase in shipments of car 
batteries but also because of the increasing need for batteries in 
appliances; the construction sector also contributed to the demand 
expansion in Japan. In Europe new car sales of 13 million unite set 
another record for the fourth year in a row, up more than 4 percent over 
the previous year. In the United King&m demand for lead in the 
automotive industry was augmented by eubetantially increased use of lead 
pipes and sheets. In the Federal Kepublic of Germany, although battery 
demand remained nearly unchanged, growth in other lead uses resulted in an 
overall increase of about 6 percent. 

l/ Lead is traded on the IHE roughly the same basis as copper, 
aluminum, and zinc. The contract is for 25 metric tons. 
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Table 73. Lead: World Comnodity Balance, 1982-88 

t-1 

1982 1983 1984 1985 1986 1987 1988 u 

Mine production 3.56Q 3.444 3.6lQ 3.400 

Refined production 
C&RSd& 
ChiM 
France 
Germany, Fed. Rep. of 
Japan 
United Kingdom 
U.S.S.R. 
United States 
Other countries 

180 200 200 220 240 240 240 
210 200 210 220 230 240 250 
350 350 360 360 370 340 350 
300 320 360 370 360 340 340 
310 320 340 330 330 350 360 
800 800 800 810 790 780 800 

1,030 960 970 1,050 930 1,030 1,040 
1,870 1.900 1.960 2,100 1,970 2,080 2,050 

200 210 210 210 210 220 
320 360 350 360 350 370 
230 240 240 240 240 240 
360 390 400 390 380 410 
290 300 270 280 290 310 
810 790 800 760 780 790 

1,140 1,190 1,120 1,120 1,210 1,210 
1,680 1,800 1,820 1.900 1,880 1,890 

Coneumption 
ChiM 
France 200 
Germany, Fed. Rep. of 330 
Italy 240 
Japan 350 
United King&m 270 
U.S.S.R. 810 
United States 1,110 
Other countries 1,720 

-22 Market balance 2/ 49 -Ip m Ip lQ 

Commercial stocks 2/&/ aid2 42.2 4p2. 

Stocks/consumption ratio 
(number of weeks) 2/ 5.3 5.1 3.8 4.3 3.8 3.6 3.5 

Sources : h2grldm Stauticg (London, World Bureau of Metal Statistics), 
. various issues in 1988; EBy Metal Hoajtor. Lead (London, Commodities Research 

Unit Ltd.), December 1988; and bad @J&Z& (London, International Lead and Zinc 
Study Group), various issues, Vol. 28/29, 1988/89. 

u Estimated by Commodities Division, IKF Research Department. 
2/ World production minus world consumption. 
u Total co=ercial stocks measured at end-of-period. 
u Ray not agree with production and consumption data because of differences in 

coverage. 
1/ Commercial stocks measured as weeks of consumption. 
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World mine production, constrained by production problems in Peru 
and some other countries, is estimated tp have fallen marginally in 1988. 
Peruvian production of lead-in-concentrates fell in 1988 by 37 thousand 
tons ) or more than 18 percent from 1987, largely as a result of a series 
of labor disputes. Respite a 17 percent jump in Canadian output, world 
primary production of refined lead increased by only 1 percent. In the 
United States, the world's largest producer, refined lead output was 
forecast to have risen by only 1 percent against 11 percent in 1987; 
little chsnge occurred in the production of refined lead in the other 
major producing countries. Secondsry production of lead, accounting for 
about 35 percent of total refined production, increased again in 1988. 
Huch of the capacity for secondary lead production is located in the 
Federal Republic of Germany, the United Kingdom, and the United States. 
With world production almost matching vorld consumption, there was little 
change in world stocks of lead in 1988. 

For 1989 a somewhat larger growth of supply is estimated. World 
automobil. sales rose to 34.3 million units in 1988 and are projected to 
fall to about 33 million in 1989. Mild weather at the.beginning of the 
year in Europe has already exerted pressure on demand and prices. With 
respect to supply of lead, substantial additions to capacity for primary 
lead production are not expected even over the medium term, since the low 
prices of many years have discouraged exploration and development of lead 
mines and production. In the 19701, it took 3-5 years to bring a mine on 
stream, and the need to take environmental concerns into account has 
increased with time. As a consequence, recycling of lead is likely to 
become more important for supply over the medium term as has been 
demonstrated by increases in secondary lead smelters capacity, for example 
incanada. However, some rise in lead output might occur in the context 
of rapid growth anticipated in mine production of zinc with lead as a by- 
product. Although stocks of lead are low compared with levels of the mid- 
198Os, the lead market is expected to move toward a growing surplus and 
prices are expected to weaken during the course of 1989-90. 

8. PhoslDhate 

Sharply higher food prices in 1988 stimulated demand for and prices 
of phosphste rock and finished fertllizers. The world index of food 
prices In U.S. dollars rose by 28 percent compared to 1987, although it 
remained at only 86 percent of its peak level of 1980 (Table 74). The 
improvement in food prices was largely the result of the drought in the 
United States and a resulting &cline in world grain stocks. World 
production of phosphate rock rose by 6 percent in 1988 to an estimated 
155 million tons, due to greater domestic we of phosphate fertilizers in 
the largest consuming nation, the United States, and increased world 
exports of fertilizers. Increased demand for fertilizers led to a 
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Table 74. Pborphate Rock md Pxdwts: World Production, 
Export4 and Market Rfcoa, 1982-66 

1962 1963 1084 lB8S 1066 1967 1966 

Production of tack 
(In Billiam of taas) 

mrocco 
united Stat88 
Other wantries 

Pcportr 
Rock (ia millioa 

of tons) 
lwocco 
United Sktea 
Other camtries 

Phmpbate product8 A/ 
(Inmillion of 
tons of P95) 

Horocco 
unitad st8tes 
Other countri~a 

Market pricer (in 6DRs) 
mosp~~ f”” (P.r tan. 

c&c;o- 
United Statea 21 

ckrld fertiliser 
prim irbdox u 
(19609160) 

uorld food 
price index 9 
(1960-100) 

Market prfcos (in US61 
Fhoqhate rock (per ton, 

f.o.b.1 
ebrocco 
United Steter 21 

Ckrld Zertilirer 
$ufcr indn z/ 
(19601100) 

World food prim 
in&x f/ 
(1860=100) 

17.6 20.1 21.2 20.7 
37.4 42.6 48.2 SO.6 
72.6 76.2 63.4 76.1 

A&u 
21.2 
40.3 
63.0 

146.3 
21.0 
41.0 
64.3 

24.6 
46.0 
64.6 

%+i . 

2::: 

I!+ 
11:s 

#H 
10:s 

84 
10:3 

20.4 22.6 21.3 

!H 
7:e 

22.0 

44.7 
13.1 

2::: 

#I . 

2::: 

$4 
3:3 
3.0 

*!+ . 

X:i 

54 
4:6 
4.0 

w . 

::: 

!4 
3:8 
4.2 

99 
4:5 
4.6 

w 
s:o 
4.8 

36.4 34.5 37.4 33.4 29.2 24.0 26.6 
. . . 25-s 27.5 26.4 23.0 17.6 16.8 

99.1 86.3 103.7 94.0 79.4 72.0 81.3 

96.8 108.7 112.5 96.0 73.0 67.8 83.4 

42.4 36.9 36.3 33.9 34.2 31.0 36.0 
. . . 27.3 28.2 26.9 27.0 23.0 25.2 

84.1 79.1 

62.1 69.3 

61.7 

68.6 

73.3 71.6 71.5 84.0 

74.9 65.6 67.4 66.1 

sourcrs : U.S. Bureau of Hines for U.S. production; Intemetioaal Fertiliser 
Industry Aarocietad Ltd. for other production; Fortilisrr Econcaic Studias 
LlalitednmTPzon ) for exports; Cditior Division. IMP Rasoarch Dopartumnt for 
market pricer. 

11 Phorpboric acid, TSP. MAP md DAP. 
11 Average export unit value. 
a/ We&hod by relative values from lQ63-85. based on export volumes and spot 

prices: plumphats rock, 35.6; phorphoric acid, 20.5; DAP, 33.5; md TSP, 10.4 
parcoat. 

i/ IMF index of prices of food cmdities. 
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recovery in fertilizer pricer, of 17 percent from 1987-88, to.*a level 
equal to 84 percent of prices in 1980. u 

Production of phosphate rock in the United States rose by 12 percent, 
from 41 million tons in 1987 to an estimated 46 million tons in 1988. 
Although exports of rock remained level at about 8 million tons, use of 
the rock by U.S. menufacturers rose about 12 percent to 40 million tons, 
largely on account of a sharp incresse in domestic applications in the 
first qusrter of the year. Despite a 23 percent reduction in acreage 
planted since 1986--the year when world food prices were at their most 
recent low--and the mid-1988 drought, use of rock in domestically-applied 
fertilizers rose from 14 million tons to nearly 19 million tons. As a 
result of this increase and a continued consolidation of the industry, 
capacity utilization in U.S. rock mines rose from 63 percent to 79 percent 
over the 1986-88 period. 

Production of phosphate rock in Horoeco also recovered, by 17 percent 
in 1988 to 25 million tons, largely on account of a 47 percent increase in 
the export of intermediate and finished fertilizers to 2.5 million tons of 
nutrient (P2O5). Sales of phosphoric acid rose 28 percent to 1.8 million 
tons P2O5, raising utilization of recently ezpsnded plant capacity to 
96 percent. Df-nium phosphate (DAP) sales roughly doubled, to 
0.3 million tons P2O5. As a result of the improved downstream demand, 
Horocco raised its contract price for phosphate rock in calendar 1988 to 
$36 per ton, from $31 per ton In the previous year. 2/ 

World demand for traded phosphates continued to grow in 1988, with a 
faster rate of growth in exports of products (14 percent, to 12.3 million 
tons P2O5) than in exports of rock (1 percent, to 45 million tons). 
Product imports by the two largest importing countries, China and India, 
rose by nearly 50 percent to 2.8 million tons P2O5, in response to 
increased demand and, in the case of India, a resumption of imports of DAP 
that followed significant destocking and a cessation of imports in 1987. 
Increased imports in Asia were offset somewhat by a 5 percent decline in 
imports to Western Europe, to 3.1 million tons; the decline followed a 
surge in European imports in 1987 when the SDR prices of fertilizers were 
at their lowest. There was a sharp displacement of DAP imports from the 
United States by those from Morocco; U.S. products were less competitive 
on account of a higher f.o.b. price coupled with a 6.6 percent duty 
disadvantage in EC countries. 

The outlook for phosphate fertilizers is for a continued short-term 
improvement in demand and prices. Fertilizer applications in the United 

JJ An index of phosphate fertilizer prices, weighted by share of 
fertilizers in world trade: phosphate rock, 35.6; phosphoric acid, 20.5; 
di-nium phosphate (DAP), 33.5; and triple superphosphate (TSP), 
10.4 percent. 

2/ Moroccan rock, 70 percent bone phosphate of lime (BPL), f.a.s. 
Casablanca. 
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States are expected to rise sharply in 1989, in response to higher food 
prices and a planned policy to increase acreage for feedgrains. Lover 
availability of fertilizers for export and a continued steady demand from 
Asian couatries are expected to contribute to rul growth in the prices 
of rock and finished fertilizers. Soms reduction in real prices could 
occur by the euly 19908, however, if there is a large buildup in world 
grain stocks leading to a cutback in fertilizer demand, or a shortfall in 
demand by a major importer (caused for.example by a monsoon failure or a 
successful program of fertiliser import substitution). 


