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SumBaxy

This paper analyzes coamodity prica zovements in 1988. examines their
outlook over the rear term. and assesses the implications for export
earnings of both industrial and developing countries.

The strong upturn in non-fuel primary commodities that began in the
second half of 1987 continued in 1988. Measured by the Fund’s price index
for non-fuel primary commodities, 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 beginning 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 commodity composition of the price increases in 1988 differed
importantly from that observed in 1987. Whereas 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 well 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 iz
North America. The availability of large stocks of food commodities,
however, restrained the extent of the upward price movements for these
commodities. Prices of beverages, which fell in 1987, remained weak {n
1988 owing mainly to supply factors, including the recovery of coffee
production in Brazil, 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 commodities
increased substantially. Because many of the commodities registering
large price increases are exported predominantly by industrial countries,
the earnings of industrial countries increased wmuch 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 commodities 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 index is
projected for 1990.



The strong upturn in uion-fuel primary commodity prices that began
during 1987 continued throughout 1983. Measured by the Fund's world
index, prices rose 19 percent in terms of SDRs and in U.S. dollars the
increase was sven 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. 1/ In real terms (i.e., relative to export
unit values for mamifactures), non-fuel commodity prices rose by
17 percent in 1988, the largest increase since 1973 (Table 2).

The unanticipated sharp rise in prices of non-fuel primary
commodities 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. In early 1988, real
GNP growth in the seven major industrial countries (G-7) 2/ for the year
was forecast at just below 3 percent. Realized GNP growth of these
countries is now estimated to have been over 4 percent (Table 1).

On the assumption of marginally lower growth of real GNP in
industrial countries in 1989 than in 1988, and no major disruptions in the
supply of major primary cozmodities, it is axpected that prices of those
foods and metals showing the sharpest price increase in 1988 will begin
to declire by mid-1989 while the prices for beveorages and agricultural raw
materials will remain largely unchanged throughout the year. The annual
average of the overall price index for non-fuel primary commodities in
1989 is projected to remain roughly at the 1238 level--at about 1 percent
lower in terms of SDRs ard about 1 1/2 percent higher in dollars. For
1990 a decline of about 9 percent in SDRs (8 percent in dollars) is
projected as a result of the lower prices anticipated for food and metals
in that year. As a consequence, assuming that prices of manufactured
goods continue to rise at a rate of about 2 percent per annum in terms of
SDRs, most of the real price rise in 1988 for non-fuel primary commodities
is likely to be eroded by the end of 1990. Over the medium term
(1991-95), it is anticipated that a deceleration in the rate of growth of
supply of these commodities will result in small real price advances.

1/ A projected increase 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 IMF discussions in early 1988 (IMF, World
Economic Qutlook, April 1988, Table AS3, p. 187). This projection was one
of the higher projections of non-fuel primary commodity prices made by
market analysts in early 1988.

2/ Canada, France, Federal Republic of Germany, Italy, Japan, United
Kingdom, and the United States.



Table 1. Movements in Commodity Prices and Related Economic
Indicators, 1982-88

(Annual perceniage chanse)

1882 1883 1984 1985 1986 1887 1988

Non-fuel commodity prices }/

In SDRs -4.3 8.9 6.4 -12.0 -16.8 1.8 18.9
In U.S. dollars -10.4 6.2 2.2 -13.1 -3.9 8.6 23 .4
Real 2/ -8.5 8.4 3.2 -13.5 ~-18.5 ~3.4 16.6
Petroleum prices 3/
In SDRs 1.7 -8.6 2.9 ~3.8 -35.7 16.8 -23.5
In U.S. dollars -8.0 -9.6 ~0.4 -4.5 -48.8 28.7  -20.4
Real 2/ -8.0 -7.0 2.7 -5.4 -56.5 14.9 -25.0
Unit value of menufactured
exports
Ir SDRs 4.5 0.4 1.2 1.9 1.8 1.6 2.0
In U.S. dollars -2.1 -2.8 -3.0 1.0 17.7 12.0 6.0
Domestic prices in
G-7 countries &/
Consumer prics index
In SDRs 8.7 4.9 4.6 3.5 1.0 0.5 3.0
In U.S. dollars -0.1 1.6 0.3 2.5 16.7 10.7 7.0
GHP deflstor
In SDRs 6.4 5.2 4.2 2.9 2.1 0.4 2.8
In U.S. dollars -0.4 1.8 0.0 1.9 18.0 10.6 6.8
Economic activity in
G-7 countries
Real GNP -0.4 2.9 5.1 3.4 2.7 3.4 4.2
Industrial production ~4.0 3.7 7.7 2.8 1.1 3.6 6.0
Domestic fixed investment -5.2 4.0 9.7 4.6 1.9 4.3 6.1
World consumption of non-fuel
commodities 3/
Index of consumption 1.4 1.3 3.5 1.5 5.2 1.8 0.7
World supply of non-fuel
commodities 3/
Index of production -0.7 -0.8 8.0 1.4 -0.2 3.5 0.2
Index of supply &/ 1.3 1.2 3.3 2.5 1.8 1.2 -0.1
Index of closing stocks 9.8 -8.1 9.1 11.2 -7.2 -2.8 -11.8

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

1/ Refers to IMF world index of non-fuel primary commodities. These percentages
differ from those reported in IMF World Eccnomic Outlook, April 1988, which refer
to the index of commodities exported by developing countries (given in Table 3).

2/ Index of dollar commodity prices deflated by the index of dollar unit values
of manufactured Jxports.

3/ Average of spot prices for U.K. Bren:, Dubai, and Alaska North Slope crude
pstroleum, equally weighted, reflecting world consumpticn of light, medium, and
hesvy crude.

4/ Canada, France, Federsl Republic of Germany, Italy, Japan, United Kinadom,
and the United States.

S5/ Overall indices constructed using the same weights for the indices of
individual commodities as in overall (world) price index. Crop year data for
agricultural commodities are given under the earlisr calendar year, e.g. crop vear
1980/81 under 1880. The commodity coverage cf the indices of consumption and
stocks is less comprehensive tban the coverage of the indices of production and
supply. '

6/ Supply is defined as production pius beginpning-of-year stocks.




Table 2. Non-Fuel Primary Commodity Prices, 1970-88

('l_.ll Py P 1nnn_1nn)
Nominal Prices

In InU.S. In pounds In deutsche In French In Japanese Real

Years SDRs dollars sterling mark francs yen Prices 1/
1970 48 37 36 75 49 59 106
1971 47 36 35 69 47 56 99
1972 47 39 36 68 46 52 98
1973 69 63 60 92 66 75 136
1974 83 76 76 109 87 98 136
1975 69 64 67 86 65 84 101
1976 78 69 90 96 79 91 109
1977 86 17 102 98 89 91 111
1978 81 78 94 86 83 72 98
1979 95 95 103 95 95 92 104
1980 100 100 100 100 100 100 100
1981 99 90 104 112 115 87 9%
1982 95 81 107 107 125 88 86
1983 104 86 131 120 155 90 9
1984 111 87 152 137 180 91 99
1985 97 76 138 123 162 80 85
1986 81 73 116 88 120 54 69
1987 80 79 112 78 113 50 67
1988 95 98 128 95 138 55 78
1987 1 74 72 108 73 104 48 62
11 76 76 107 75 108 48 65
III 82 80 115 81 116 52 68
v 87 90 119 84 122 54 73
1988 1 88 92 120 85 124 52 74
I1 95 100 126 94 136 55 79
IIT 98 98 134 101 146 58 80
Iv 98 102 132 99 146 56 80

Source: Commodities Division, IMF Research Department. Data relate to a
*world” index, 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 IMF,

Primary Commodities Market Developments and Qutlook, May 1986, for a description
of this index.

l/ Non-fuel commodity prices adjusted by unit values of manufactured goods
exports of “"developed market economies" as reported by United Nations, Monthly

Bulletin of Statistcics (New York), various issues.
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The underlying causes of these developments are reviewed in the
remainder of this section. Sections II through V deal with individual
commodities (food commodities in Section II, beverages in Section III,
agricultural rav materials in Section IV, and minerals and metals in
Section V). Developments with respect to petroleum are discussed in some

detail in Supplementary Note IX of the 1988 World Ecopnomic Outlook paper
(SM/89/42, 2/24/89).

2. Nencfusl primary commedity prices in 1987 and 1988

The upturn in the Fund’s price index for non-fuel primary commodities
began in the second quarter of 1987 and continued through 1988 (Chart 1).
ouring 1987 the increase in the overall index can be attributed to price
increases of rav materials used in manufacturing--both those derived 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 rav materials fell somevhat from their end-1987 levels but
vere still high relative to levels attained earlier in the decade.

Prices of food commodities increased slowly during 1987 and in the first
part of 1988, then rose sharply in the second and third quarters of 198E
primarily on account of drought conditions in North America. However, the
upward price movement of food commodities was dampened by the availabilicy
of large stocks accumulated in previous years. Beverage prices fell in
the first quarter of 1987 and remained weak through 1988 mainly because of
factors affecting supply: the near recovery of coffee production in
Brazil following the drought-devastated 1986/87 crop; a series of years
beginning 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 world 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,
sany suppliers of commodities found that demand for their products was
greater than anticipated, 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
and, to & 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 natural 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 1

Prices in SDRs for Non—Fuel Primary Commodities,
Petroleum and Manufactures, 1970-88

(Indices: 1980=100)
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CHART 2

rrices in SDRs for Non—Fuel Primary Commodities 1980-88

(Indices: 1980=1G0)
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In 1988 the upturn in the overall non-fuel commodity price index was
reinforced by the effects of the severe drought in North America on
supplies of wheat., maize and soybesns. The drought in the United States
vas the most severe the country had experienced since the 1930s: maize
production fell by 34 pesrcent; soybean production by 22 percerit; and wvheat
production by 14 percent. The drought also affected msuch of Canada and
parts of Mexico and Central Americs.

Movements in the overall price index and in price indices for the
major groups of commodities have been mirrored by an inverse sovement in
stocks of commodities (Chart 3). Beginning of year stocks of "all non-
fuel cosmoditics®--measured in terms of wonths of consumption--increased
during the early and mid-1980s, pesking in 1986. Stocks then declined to
a level that at the beginning of 1989 was a little higher than at the
start of 1980. The buildup and subsequent decline »as most marked for
stocks of minerals and mstals. Movements in stocks of food commodities
and agricultural rav materials generally have been similar to those of
uinerals and metals. Movement in the stocks of beverages has, however,
followed a different pattern, reflecting the long-term cyclical movements
in capacity as well as westher:; this resulted in low stocks during the
»i{d-1980s end wvas followed by a stock buildup in 1987 and 1988.

Low stock levels have been assoclated with greater varisbility in
commodity prices in 1988. The sverags month-to-month change in prices in
terms of SDRs for the 39 commodities included in the Fund's overall index
vas 3.3 percent compared with 2.2 percent for the period 1980-87. Prices
for s mmber of individual mstals were particularly volatile in 1988: the
sverage month-to-month price change was 12 percent for nickel; 7 percent
for sluminum; and nearly 5 percent for copper. The price of sugar in the
free market also contimued to be highly volstile vith month-to-month
changes averaging in excess of 7 percent during 1988.

3. Comparative prices for pstroleum, manufactures
and non-fual primaxy commediiies

a. PRatroleum

in the final months of 1985 spd through mid-1986 crude petroleus
prices fsll precipitously from the level prevailing in the first half of
the dacsde. Approximately one half of the decline was reversed by
mfd-1987 but prices then drifted dowrward until late 1988. These
developments sainly reflected changss in ths flow of exports from major
oil producing countries during the periocd. The Fund’s indicator spet
price--an sverags of U.K. Brent, Dubai and Alaska North Slope crudes,
equally weighted, that is intended to reflect world consumption of light,
sedium and hesvy crudes, rsspectively--averaged US§14.15 in 1988 compared
with $27.00 in 1985 and $35.45 in 1980. During 1988 production of
pestrolemm in the countries belonging to the Organization of Petroleum
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Bxporting Countries (OPEC) )1/ rose froam under 18 million barrels per day
(wbd) early in the year to sbout 22 mbd near the end of the year.
Petroleum prices began to recover in late November, however, following an
OPEC agreement to reduce petroleum output in member countries to a level
of 18.5 wbd beginning Jarmary 1, 1989. During the last week of December
platfora and loading system damages in the North Sca that led to a

10 percent decline in offshore U.K. output also put upward pressure on
prices. Spot prices for crude petroleum in January 1989 sveraged

$15.90 per barrel, a large increase over the average of $11.75 per barrel
in November 1988. (A wore detailed explanation of 1988 oil market
davelopments is provided in Supplementary FNote No. IX of the Horld
Economic Outlook (SK/89/42, 2/24/8%)).

b. Hdazufactures

The trend in the export prices of manufactured goods in the 1980s,
unlike the trend in prices of primary commodities, has been steadily
upward, although the rate of increase has been much slower than in the
1970s. The rate of increase in the index of unit values of manufactured
goods, measured in SDRs, fell from nearly 10 percent per annum in 1980 to
about 1 percent in 1983-84. The index then rose steadily at about
2 percent per annum from 1985 to 1988. The rates of change in this index
in terms of individual national currencies wvere more variable owing to
largs swings in sxchange rates, in particular in the value of the U.S.
dollar relative to other currencies. The unit value of manufactured
exports in U.S. dollar terms fell each year from 1981 to 1984 but in 1986
increased by nearly 18 percent. In 1987 the rate of increase in this
index declined to 12 percent in dollars and to 6 percent in 1988.

c. Real primary commodity prices

The persistent upward msovement in prices of manufactured goods has
ssant that the purchasing power of exports of non-fuel primary
compodities in terms of manufactured goods has been less than would be
indicated by their nominal price wovements. Nevertheless, the increase in
the Fund's index of prices of non-fuel primary commodities in 1988 in
real terms, that is adjusted to take account of the increase in the prices
of manufactures, was 17 percent, the largest year-on-year rise since 1973.
The rise in the index in real terms using industrial countries’' export
weights (as opposed to "world® export weights) was 20 percent, also the
largest increase since 1973 (Table 3). The increase in the comparable
index for developing countries was 12 percent, the largest rise since
1977. Most of the difference in the behavior of the series for industrial
countries and the series for developing countries is attributable to
developments relating to the prices of beverages, which have a large
weight in the index for developing countries but an insignificant weight

l/ Thirteen member countries: Algeria, Ecuador, Gabon, Indonesia,
Islamic Republic of Iran, Iraq, Kuwait, Libya, Nigeria, Qatar, Saudi
Arabia, United Arab Emirates, and Venezusla.



CHART 3

Non—Fuel Comnmodity Prices in Real Terms and
Beginning Stocks Measured in Months of Consumption, 1980-89
(Indices: 1980=100)
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Table 3. Prices for Non-Fuel Primary Commodity Exports of Industrial Countries
and of Developing Countries, 1970-88

(Indices: 1980=100)
Nopinal Prices 1/ Real
— Prices 172/
Industrial Developing Industrisl 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 9% 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 1 Bb 73 72 71 63 62

1I 79 74 78 73 67 62

I11 84 79 83 77 71 66

1v 89 85 92 87 75 71
1988 I 91 84 96 89 77 1

I1 101 88 106 93 83 73

III 106 90 105 89 86 73

v 105 91 108 94 85 74

Source: Commodities Division, IMF Research Department.

l/ See Appendix I of IMF
Qutlook (May, 1986) for 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, Monthly

Bulletin of Statisticg (New York), various issues.



in the index for industrial countries. In contrast with the movament of

real prices for non-fuel primary commodities, petrcleum prices in 1988
fell by 25 percent in real terms.

4. Commodity prices and export earnings

In 1988 global earnings from er Jrts of non-fuel primary commodities
increased substantially. In terms of SDRs, estimated aggregate earnings
from exports of the 19 leading non-fuel commodities 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 aluminum (61 percent in terms 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 estimated for
earnings from exports of cocoa. Many of the commodities registering large
increases are primarily exported by industrial countries, rather than
developing countries, For this reason, earnings of industrial countries
from thae sxports of the 10 leading non-fuel primary commodities axe
estimated to have increased considerably more (23 percent) than thosgs:z 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
estimated 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 major non-fuel primary
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 their 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 countries with predominantly 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 commodities 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
marufactures (17 countries) increased their export earnings by nearly
16 percent, following a rise of the same magnitude in 1987; these
increases were derived largely from rising export volumes.




Table 4. Export Earnings from 19 Major Commodities, 1985-88

1985 1986 1987 1988 1985 1986 1987 1988

(In_billions of SDRs) (In billions of U.S. dollars)

Total 19 commodities 102 8 82 2 0 102 196 128
Industrial countries 1/ 43 35 35 42 44 4] 45 57
Developing countries 55 48 43 47 56 56 56 64
U.S.5.R. and Eastern

European countries 4 4 4 5 4 5 5 7
Cereals

Wheat 15.1 11.1 9.8 12.0 15.3 13.0 12.6 16.1

Maize 8.5 5.6 5.1 5.6 8.6 6.6 6.6 7.6

Rice 3.1 2.6 2.5 2.9 3.1 3.1 3.2 139

Vegetable oils and
protein meals

Soybeans 5.4 4.7 4.4 5.3 5.% 5.% 5.7 7.2

Soybean meal 3.4 3.7 3.7 4.8 3.5 4.3 4.8 6.5

Soybean oil 2.3 1.0 1.1 1.3 2.3 1.2 1.4 1.8

Palm oil 2.5 1.4 116 2.1 2.5 1.7 1.8 2.8
Sugar 8.8 80 7.8 7.9 8.9 9.4 10.0 10.6
Beverages

Coffee 10.3 1.8 7.1 7.1 10.5 13.8 9.2 9.6

Tea 2.0 1.5 1.4 1.5 2.1 1.7 1.8 2.0

Cocoa 2/ 3.7 3. 2.9 2.2 3.7 3.9 3.7 3.0
Agricultural raw

materials

Hardwood 4.4 4.1 4.4 4.3 43 4.9 5.8 5.8

Tobacco 4.0 3.3 3.0 3.0 «.0 3.9 3.9 4.1

Natural rubber 2.7 2.5 2.8 3.1 2.7 2.9 3.6 4.1

Cotton 6.0 4.5 5.2 4.5 6.1 5.3 6.7 6.1
Metals

Copper 4.6 3.8 4.5 6.3 4.5 4.5 5.8 8.5

Aluminium 7.4 7.2 9.0 14.5 7.5 8.4 11.7 19.5

Iron ore 6.9 5.9 5.3 5.1 7.0 6.9 6.8 6.9

Tin 1.9 0.9 0.9 1.0 1.9 1.0 1.2 1.3

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

1/ Covers 21 countries as defined in the IMF, Ipterpational Financial Statistics.
2/ Exports of countries producing cocoa beans.
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Table S. Aggregate Earnings, Volumes and Unit Values for 18 Major
Commodity Exports of Industrial Countries

and of Developing Countries, 1882-88

(Indices: 1960=100)
1882 1983 1984 1085 1988 19087 1888
(In terms of SDRs)

Wozld )/ 92 104 212 1 88 81 &
Industrial countzies 100 104 111 92 74 75 91
Developing countries % 104 115 111 97 8?7 95

(In terms of U.S. dollars)

World 1/ 83 86 8 29 18 8 9
Industrial countries 8s as [ 1) 72 67 74 94
Developing countries 80 (1] 91 86 87 86 88

Volumes
World 1/ 100 102 303 103 101 108 107
Industrial countries 97 [} 98 3t 88 89 98
Developing countries 102 107 108 115 113 117 115
Unit values
(In terms of SDRs)

World J/ 98 10z 108 98 85 15 88
Industrial countries 103 107 113 102 85 76 93
Developing countries 93 87 106 96 835 74 83

(In terms of U.S. dollars)

World 1/ 83 8 86 2 7 13 90
Industrial countries 87 88 89 79 76 75 96
Developing countries 78 80 84 75 77 74 85

(In real terms)

World 1/ 88 92 9§ 8 13 6 13
Industrial countries 83 96 101 89 72 64 77
Developing countries 83 88 94 84 73 62 6S

Market prices
(In terms of SDRs)

World 1/ $3 163 j08 85 218 74 86
Industrial countries 97 108 111 87 75 72 91
Developing countries 89 87 105 93 82 75 81

(In terms of U.S. dollars)

World 1/ 29 85 B85 14 14 13 &
Industrial countries 82 90 87 75 68 71 84
Developing countries 75 80 83 72 74 74 84

(In zeal terms)

World 1/ 86 93 g5 82 6 6 I3
Industrial countries 8?7 98 99 84 64 61 75
Developing countries 80 87 93 81 70 63 67

Scurcer: See tahles on individual commodities in Sections II to V.

Indices for individual commodities aggregated in accordance with

sarnings share in total for 19 commodities in 1880 for world,

industrial countries, and developing countries.

1/ 1Inc)ades U.S.R.R. and Eastern European countries.
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Table 6. Developing Countries: Amnual Changes in Export Earnings
by Volume and Unit Value, 1982-88
(Apnual percentage chenge)
1982 1983 1984 1985 1986 1987 1988
Values (in terms of SDRs) - 2.1 1Le A - bl 8.2
Fuel exporters -12.3 -12.8 3.1 -9.4 -42.8 10.6 -B.€
Non-fuel primary product
ayorz::- 2.4 3.1 10.6 -0.1 -10.2 -5.7 .9
Agricultural exporters -4.0 2.8 13.5 0.3 -8.3 -9.8 8.5
Minersl exporters 11 3.8 4.8 -0.0 -14.2 3.4 127
Exporters of sanufactures 4.5 1.7 18.4 1.8 -4.3 15.2 15.8
Service and remittance
countries -2.8 2.3 8.1 -3.7 -9.9 -3.3 12.1
Divorsified expurt bass -3.9 7.9 9.4 -6.2 -13.2 8.4 4.0
Values (in terms of U.S. dollars) ~-11.1 -3.2 [- K] -4.3 - 2.8 12.5
Fuel exporters -17.9 -~15.5 -1.2 -10.2 -33.7 21.9 -5.0
Non-fuel primary product
exporters -8.6 -0.1 6.0 -1.0 3.8 3.8 4.3
Agricultural exporters -10.1 -0.3 8.8 -0.6 8.0 -0.4 12.8
Mineral exporters -5.4 0.3 0.5 -1.9 -0.9 13.9 17.2
Exporters of manufacturss -2.1 4.3 14.5 o.¢ 10.8 26.9 20.6
Service and remittance
countries -9.0 ~5.4 3.7 4.6 4,2 6.5 18.6
Diveraified axport base -10.0 4.5 4.8 -7.1 0.3 19.5 8.2
Volvaes - 7 2.9 10,6 11.1
Fuel exporters -1%.‘% _15.:.; if% -\.5 1§'.‘§ 0.8 11.7
Bon-fuel primary product
sxporters 1.4 1.5 2.2 5.8 AL 2.2 4.1
Agricultural exporters -0.7 2.5 2.4 6.3 &.0 1.8 7.3
Minezal exporters 6.0 ~0.4 2.0 3.6 5.4 3.0 ~1.6
Exporters of manufactures l.9 10.3 14.3 4.1 8.7 18.1 12.7
Service and remittance
countries ~1.4 «0.3 3.2 -1.1 12.2 2.1 8.7
Diversified export base 0.5 2.4 8.1 4.5 6.3 6.0 5.3
Unit values (in terms of SDRs) 1.6 -3.8 3.6 ~4,2 -28.0 8.3 -2.86
Fuel exporters 2.8 ~7.8 2.5 -5.1 -48.2 2.7 -18.2
Non-fuel primary product
exporters 3.7 1.8 8.2 -5.2 -14.0 -7.8 5.8
Agricultural exporters =3.3 0.3 10.9 -5.8 -11.8 1.2 1.1
Mineral exposters ~4.7 4.2 2.8 -4.4 -18.7 6.3 1.8
Exporters of manufactures 2.6 2.4 4.2 -2.2 -11.9 -2.5 2.8
Service and remittance -
count.ries -1.4 -2.0 4.7 -2.6 -19.8 -3.3 3.1
Diversified export base -4.3 5.4 1.1 -10.2 -18.4 23 -1.2
Unit values
(in terms of U.S. dollars) 4.8 ~1.9 “Q.7 - 7 GRS U] 10.7 13
Fuel exporters -3.7 -10.8 -1.7 -6.0 -4l.4 21.0 -15.0
Non-fusl primary product
sxporters -8.9 -1.6 3.7 -6.1 -0.6 1.8 8.8
Agricultural sxporters -9.4 -2.9 8.3 -6.5 1.8 -2.2 5.2
Minersl exporters ~10.8 0.9 -1.4 ~5.3 -8.0 10.6 19.2
Exportera of manufactures 4.0 -5.5 -0.1 -3.1 1.7 7.3 6.9
Service and remittance
countries -2.7 -5.1 0.4 -3.5 ~7.1 4.3 7.3
Diversified export base ~10.4 2.0 -3.0 ~-11.1 -3.7 12.7 2.8

Source:

countries).

International Monstary Fund, World Econcmic Outlook
A23, AZ4, and A25, and Introduction to Statistical Appendix (for classification of

(forthcoming), Tables
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5. Commodity prices and ageregate inflation

Movesents in primary commodity prices convey important information in
several ways: they signal changes in the major source of export earnings
for most developing countries; they indicate changes in a significant
coaponent of the cost of producing many manufactured goods; and they may
be a helpful leading indicator of changes in inflation in industrial
countries. This last relationship would arise because of the use of
primary commodities as inputs in the production of manufactured goods and
services and because most primary commodities are traded in "auction”
markets vhere prices tend to adjust to expected changes in supply and
demand conditions more quickly than is the case in markets for
manufactured goods.

An examination of the experience of the period since 1960 suggests
that turning points in commodity price inflation--using a price index
covering a broad basket of commodities--frequently have preceded turning
points in consumer price inflation for major industrial countries as a
group. 1/ In 1988 the broad index of commodity prices showed relatively
little change as decreases in petroleum prices, until December, tended to
largely offset increases in prices of metals and food. The index of
consumer prices in the G-7 countries continued to rise at a rate of about
3 percent per anmm.

6. Commodity trade and international cooperation

During 1988 a number of important issues were raised in discussions
and negotiations on international trade matters. Of particular relevance
are the issues under consideration in the Uruguay Round of the GATT. 1In
addition, there could be important implications for international
commodity trade as a result of the steady progress in the implementation
of measures towards unification by 1992 of the internal markets of the
European Community and of the completion of the legislative procedures
related to the Free Trade Agreement between Canada and the United States.

Several negotiating groups established for the Uruguay Round met on a
number of occasions throughout the year to discuss a wide range of issues.
Negotiations on non-fuel primary commodities covered "natural resource-
based products,” "tropical products® and, for the first time in the
forty-year history of the GATT negotiations, "agriculture” was included.
The negotiastions culminated in the "Mid-Year Review of the Round,”
convened at the ministerial level in Montreal, on December 5-9. Agreement
on a complete set of proposals to guide future negotiations was not
reached, however, because of the inability of the European Community (EC)

1/ James M. Boughton and William H., Branson, "Commodity Prices as a
Leading Indicator of Inflation,” National Bureau of Economic Research
Working Paper No. 2750 (October 1988); forthcoming in Kajal Lahiri and

Geoffrey Moore (Editors), Leading Economic Indicators (Cambridge
University Press).
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and the United States to reach a consensus on the future course of
negotiations on agriculture. The EC favored introduction of gradual
adjustment measures that would safeguard certain aspects of current
policies, whereas the Unjited States was pressing for agreement on the
lorg-term objective of freeing agriculture from the effects of a wide
range of policies that tend to distort trade. Nevertheless, important
progress vas reported in other areas of the multilateral trade
negotiations, including the area of "services". Commitments were made on
the liberslization of trade on natural resource-based products, including
products in processed and semi-processed forms. With regard to trade in
tropical products, the major industrial countries and several developing
countries announced concessions on tariff and nontariff measures and on
improvements that could be implemented in the existing Generalized 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 parties concerned in preparation for a meeting in
Geneva in April 1989. The ultimate success of the Uruguay Round will also
hinge on progress in other important areas of the negotiations,
especially textiles and apparel trade. Significant progress has not yet
been reported in the discussions on liberalizing the Multifiber
Arrangement, which sets administered limits on exports of textile and
apparel from Japan and the developing countries to the United States and
other major industrial countries.

The arrangements for the unification of markets within the European
Community also have implications for international commodity trade. A
number of banana exporting countries have already expressed concerns about
maintaining their competitive market positions in member countries of the
Community (see Section I1). The free trade agreement between Canada and
the United States is likely to have important implications for trade in
forestry products and fruit and vegetables in particular.

With reference to individual commodity markets, a sufficient number
of countries ratified the International Natural Rubber Agreement to enable
it to enter into force in January 1989. Also, international exporter-
importer agreements with respect to coffee and cocoa continued to be
operative. These developments are discussed in Sections III and IV of
this report. Other commodity markets continusd to be affected by
agreessnts between producer countries--notably the petroleum market by the
mesbers of OPEC (see above) and the tin market by the members of the
Association of Tin Exporting Countries (see Section V).

The International Monetary Fund in 1988 continued to provide
compensatory financing of export shortfalls while the EC continued to make
disbursements under its STABEX scheme. Drawings by 9 developing countries
totaling SDR 730 million were made under the Fund’s compensatory
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financing facility (CCF). In 1988 STABEX transters to the African,
Caribbean, and Pacific (ACP) countries associated with the EC under the
Lomé Conventions made in 1988 with respect to application year 1987 were

SDR 331 =illion, 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 Fund established 2 nev facility, the compensatory

and contingency financing facility (CCFF). This facility retains the
essential features of the CFF, and also provides for contingency financing
in conjunction with Fund supported adjustment programs. Underlying the

creation of the CCFF was the objective of assisting members to maintain

the momentum of their adjustment efforts when faced with adverse exogenous
shocks. Contingency financing will be triggered when agreed key varisbles
deviate from their projected paths. The key variables may include export
prices, import prices, tourist receipts, workers’ remittances and

interest rates. In January 1989 the first arrangement to incorporate a
contingency element under the new facility was approved.

7.  Outlook for commodity prices in 1989-90 and for the medium ternm

The forecasting of prices for non-fuel commodities is particularly
difficult in periods of low 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
commodities had fallen to low levels. In both cases the supply outlook
is uncertain. Metals producers have been slow to incresse capacity '
because of the history of the early 1980s when large excess stocks
overhung the market and prices were low, 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
following the severe drought in 1988; however, the coming crop will be
particularly vulnerable to any deficiencies in rainfall owing 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 low. Because of these
uncertainties, the projections presented in this section are subject to
an exceptionally wide 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
assumed that petroleum prices would average $15.60 per barrel in 1989 and
would remain unchanged in real terms during 1990 and over the mediuu cerm
(1991-94). The growth of output in the G-7 countries is projected to slow
from 4 1/4 percent in 1988 to about 3 1/4 percent in 1989 and to
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approximately 3 percent in the period 1990-94. Export prices for
nanufactured goods are projected to increase by 4 1/2 percent in dollar
terns in 1989 and by 3.8 percent in 1990-94.

Taking {nto account available information on supply and demand for
specific commodities, and the assumptions specified above, the world imdex
of prices of non-fuel primary commodities is projected to remain roughly
at its 1988 level during 1989--an increase of 1 1/2 percent in dollars.
The eventual decline in the prices of metals and food commodities is
projected to have an important impact on the sverage for the overall index

in 1990, which is projected to decline by about 8 percent in dollars.

Over the medium term, it is anticipated that a slowing of the rate
of growth in the supply of non-fuel commodities will 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 manufactured goods
exports assumed at 3.8 percent, and hence result in a small rise in
prices for non-fuel commodities in real terms. However, this rise {s
unlikely to be sufficient to improve in any appreciable way the terms of
trade of those countries primarily dspendent on exports of non-fuel
primary commodities for their earnings of foreign exchange. There will,
of course, continue to be periods when prices for individual commodities
or groups of commodities will rise sharply because of unsxpected
production shortfalls or because of demand in excess of expectations.
These periods, however, are likely to be brief and followed by offsetting
price decreases.

11. [Food Commodities

Increases in the prices of most food commodities in 1988 were
substantial (Chart 4). The largest--over 30 percent on average, in terms
of SDRs--occurred in vegetable oils and protein meals, but price rises for
cereals and for “free market” sugar were almost as great. Despite these
advances, however, the aggregate price index for food commodities in 1988
remained substantially below the lsvel of the index observed during the
sarly to mid-1980s.

A number of factors contributed to the rising food prices in 1988.
Although the strong growth of world output in general and output in the
C-7 countries in particular was of importance, the principal factor was
the dscline in production of most food commodities (Table 7). After thrse
consecutive years of robust growth, world production of foods declined by
about 1 percent in 1987 and by over 2 percent in 1988. Unfavorable
weather conditions, especially the severe droughts in Norti America,
Central America and major cereal producing areas of South America, were
largely responsible for this decline. However, the continuing adjustment
of production, through administered and voluntary acresage reductions in

many countries, in response to high inventories of food commodities and
decade low prices also played a role.
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Table 7. Movements in the Prices of Food Commodities
and Related Economnic Indicators, 1982-88

(Annual percentage change)

1982 1983 1984 1985 1986 1987 1988

Prices of food commodities 1/

In SDRs -9.4 12.5 3.3 -14.3 -24.0 -7.4 23.2
In U.S. dollars -15.2 8.7 -0.7 -15.5 -12.2 2.4 27.7
Real 2/ -13.4 12.0 2.1 -15.8 -25.6 -8.8 20.5
Domestic prices in
G-7 countries
Consumer price index
In SDRs 6.7 4.9 4.6 3.5 1.0 0.5 3.0
In U.S. dollars -0.1 1.6 0.3 2.5 16.7 10.7 7.0
GNP deflator
In SDRs 6.4 5.2 4.2 2.9 2.1 0.4 2.8
In U.S. dollars -0.4 1.8 0.0 1.9 18.0 10.6 6.9
Real GNP in
G-7 countries -0.4 2.9 5.1 3.4 2.7 3.4 6.2
World consumption of food
commodities 3/
Index of consumption 3.2 0.3 2.7 2.1 6.9 1.0 -0.5
World supply of food
commodities 3/
Index of production 5.0 -3.8 8.1 1.6 3.5 -0.9 -2.4
Index of supply &/ 5.1 -1.3 5.1 3.8 5.4 -0.8 -3.3
Index of closing stocks 14.9  -12.9 18.3 17.8 -1.9 -6.6 -25.0

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

1/ Refers to IMF world index of food commodities. These percentages differ from

those reported in the World Economic Outlook, April 1988, which refer to the index
of commodities v

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

2/ Overall irndices constructed using the same weights for the indices of
individual commnditjes as in overall (world) price index. Crop year data for
agricultural commodities 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 beginning-of-year stocks.
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CHART 4
Food Commuodity Prices in SDRs, 1980-88

(Indices: 1980=100)
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The main question rslating to the outlook for 1989 concerns the
extent to which production in & number of major producing countries will
rebound from the drought reduced levels of the 1988/89 crop year. Given
the demonstrated productivity and past responsiveness to higher prices of
food producers worldwide, it is likely that world production of food
commodities will increase appreciably in 1989 with the result that most
food prices will begin to fall in the latter part of the year.

1. Cereals

The rapidly changing natuze of the world cereals markst has been
clearly demonstrated over the last five ysars. In the 1983/84 crop year,
drought in a mumber of countries and acreage reductions in the United
States were ksy contributing factors to a 4 percent drop in global cereals
output and a sharp decline in ceresal stocks to a level equivalent to
20 percent of anmwmal utilization, compared with 24 percent a year earlier
(Table 8). Largely reflecting the changed supply situation, cereals
prices, as messured by sn index of the weighted average price of wheat,
maize, and rice, increased in 1983 by ll percent in terms of SDRs and by
8 percent in U.S dollar terms (Table 9). In each of the following three
years, world grsin output exceeded utilization by a substantial margin,
resulting in & buildup of stocks at ernd of crop year 1986/87 to the
equivalent of 28 percent of annual utilization, a ratio not previously
attained. This accumulation of stocks was associated with a collapse of
prices; the index of cereals prices in SDR terms fell by nearly one half
between 1983 and 1987. The rebound in production in these years reflected
mainly s rise in yields to record levels as a consaquence of favorsble
weather conditions, combined with increased use of high-yielding seeds,
irrigation, fertilizer, and pesticidas.

Nevertheless, in only two years the record cereal stocks available at
the end of crop year 1986/87 were sericusly depleted. In crop year
1987/88, world cereal production fell by 5 percent, mainly because of
lower area harvested in the United States, where acreage reduction
programs designed to reduce the cost of holding inventories were
intensified, in Australia and Argentina, where low prices led to land
being diverted to other uses, and in the U.S.S.R., vhere marginal land
continued to be taken out of production. Wet weather in Europe and the
failure of the summer monsoon in South and Southeast Asia also lowered
yields. 1In crop year 1988/89, overall cereal production is estimated to
fall by a further 4 percent, as a 2 percent increase in rice production {s
likely to be more than offset by an 10 percent drop in coarse grains
output. The production of wheat may be roughly unchanged from crop vear
1987/88 because s sharp decrecase in North American output should be
offset by higher output in other countries. The main cause of the decline
in aggregate cereal output was severe drought in North America, Central
America, and the major cereal producing areas of South America during the
second and third quarters of 1988. 1In the United States, the drought was
the most severe on record since the 1930s in terms of precipitation
daficlency combined with protracted periods of high temperature.
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Table 8. Cereals: World Supply and Utilization, 1980/81-88/89

Stocks/
Crop Area Closing Utilization
Years Harvested Yield Production Utilization 1/ Stocks 2/ Ratio 3/

(Inmillions (In tons a
of hectaxes)  hectare)  ------ (Inmillions of tong)----- (Inpercent)

1980/81 724 2.00 1,446 1,475 286 19
1981/82 734 2.04 1,497 1,476 307 21
1982/83 717 2.16 1,548 1,499 355 24
1983/84 708 2.10 1,485 1,538 303 20
1984/85 710 2.32 1,647 1,586 363 23
1985/86 716 2.32 1,663 1,596 430 27
1986/87 710 2.37 1,685 1,657 457 28
1987/88 686 2.34 1,605 1,664 398 24
1988/89 4/ 692 2.24 1,550 1,661 287 17

Source: U.S. Department of Agriculture, World Grain Situation and OQutlook, January
1989.

l/ For countries where stocks data are not available, utilization estimates
represent "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 world 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 some other countries for which stocks data are not available.

3/ Ratio of marketing year ending stocks to utilization.

4/ U.S. Department of Agriculture estimate.
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Table 9. Prices of Cereals, 1979-88

Index
of Prices
Years of Cervals 1/ Wheat 2/ Maize 3/ Rice &/
(1980=100) @  -=--= -=--=(In SDRs a ton)-<===-=---
1979 80.7 124 89 259
1980 100.0 133 a7 333
1981 114.4 148 111 409
1982 101.8 145 08 266
1983 113.4 147 127 259
1984 115.1 148 133 246
1985 100.4 134 111 214
1986 72.0 88 75 179
1987 61.9 87 58 177
1988 79.8 108 80 225
1887 1 60.4 89 55 162
Il 62.3 88 61 164
111 60.6 85 58 178
v 64.1 a8 61 204
1988 I 68.5 9% 64 220
II 73.7 9 73 220
III 89.2 118 94 238
Iv 87.6 122 87 225
(1980=100) @ |  <=====- (In U.S, dollars a ton)-~----
1979 90.1 160 116 334
1980 100.0 173 126 434
1981 103.8 175 131 483
1982 86.5 160 108 293
1983 93.1 157 136 277
1984 90.7 152 136 2:2
1985 78.1 136 112 217
1986 64.9 115 88 210
1987 61.5 113 786 230
1988 82.2 145 107 302
1987 I 58.5 112 68 208
I 62.0 114 78 213
III 59.5 108 7 228
Iv 66.1 118 81 274
1088 1 72.0 128 88 01
1I 77.4 135 100 301
I1I 88.9 <153 122 305
Iv 80.5 164 117 302

Source: Comnodities Division, IMF Research Department.

1/ The weights in the index are as follows: wheat, 48 percent; maize,
36 percent; rice, 18 percent.
2/ U.S. No. 1 hard winter wheat, ordinary protein, f.0.b. Gulf of
Mexico ports.
U.S. No. 2 yellow corn, f.0.b. Gulf of Mexico ports.
4/ Thai white milled rice, 5 percent broken, f£.0.b. Bangkok; Board of
Trade 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
Organization of the United Nations (FAO) as the minimum necessary to
ensure world 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 1960s, 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. 1In 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. 1In 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 in the final quarcer of 1988.
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Table 10. Wheat: World Commodity Balance, 1982/83-88/89

(In_millions of tons. unlegs otherwise indicated)

—July/June Crop Yesr
1982/83 1983/84 1984/85 1985/86 1986/87 1987788 1988/89 1/

Production 477 489 212 200 230 204 203
China 68 81 88 86 90 88 88
European Community 65 64 83 72 72 72 76
India 38 43 45 44 47 46 45
United States 75 66 71 66 57 57 49
U.S.S.R. 84 77 69 78 92 83 88
Other countries 147 158 156 154 172 158 159

Utilization 460 474 493 496 223 234 334
China 79 83 92 100 102 106 106
United States 25 30 31 29 33 30 29
U.S.S.R. 101 93 91 92 103 102 100
Other countries 255 268 279 275 285 296 299

Closing Stocks 130 143 164 168 175 146 115
United States 41 38 39 52 50 34 15
Other countries 89 107 125 116 125 112 100
Stocks/utilization

ratio (in percent) 28 31 33 34 34 27 22

Source: U.S. Department of Agriculture,
Situation and Qutlook (Washington), January 1989.

1/ 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) Ly 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 northerm
spring wheat), 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,” 1/
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 1987/88 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. 3/ 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 initisl 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, 2 17 percent fall in

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

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

3/ 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 om 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. 1/ A 24 percent drop in
output occurred in Australia mainly as a consequence 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 in
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 tonms.
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
tons. In India, the failure of the monsoon reduced yields sharply and
output declined by 2 percent te 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 perceant in crop year 1987/88 to
534 million tons. Utilization fell, however, in beth the U.5.5.R. and the
United States. Utilization and use in the U.S.S.R. fell by 1 million tons
(1 percent) reflecting lower output of feed quality wheat; utilization of

1/ 1Initial payments for Canadian westerm red spring wheat under the
Western Grains Stabilization Act (WGSA) for 1987/88 were Can$ 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 decisions in Australia are also influenced by the
Guaranteed Minimum Price (GMP) 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 GMP 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 GMP for 1986/87. Subsequently, the f£inal
GMP 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 below
estimated prices in 1986/87, the government was required to subsidize
farmers for the first time since the early 1970s, but no subsidy was
required for 1987/88.
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food quality wheat remained unchanged only with the assistance of large-
scale imports. Utilization 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
speculative activity after the stock market crash in October, wheat prices
continued to rise from August 1987 through 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
EEP sales to China, the Philippines, and Poland, 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 s steep rise in rice prices. The market
was strengthened in November by a number of new export agreements 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. 1/ In these agreements, prices ranged from $29 to $42 a ton below
the U.S. export price with the subsidy paid for in govermment-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 supply. To ensure that
export sales did not tighten the domestic market excessively and thereby
raise the rate of EEP 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
sgreement 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 May as a
result of a new export agreements with the U.S.S.R. for 1 million tonms,
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
sowing and yield of the spring wheat crop in the United States and Canada
had little immediate price impact. By late May, however, the continued

1/ Other major EEP agreements in the last quarter of 1987 were two with
China and one with Iraq, Egypt, and Poland, each for 1 million tons.



absence of adequate rainfall throughout much of North America led to
cnncerns that the U.S. winter crop would also suffer yield iosses, and
prices rose sharply. The U.S. export price increased 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. Prices rose further to an average of
$159 a ton in September because of strong export sales under the EEP and
reduced estimates of the harvest in the U.S.S.R. and in Argentina, where
severe drought delayed the planting of wheat in favor of corm and
soybeans. Despite official projections that the U.S. carryover at the end
€ the 1988/89 crop year would be the lowest since the early 1970s, the
EEP program remained in force to protect the United States’ market share,
albeit at a reduced rate of subsidy ranging from $12 to $22 & ton. A
nunmber of tendered export agreements were rejected by the government on

tha sraunde that tha arannced rara of suheidv was tano hich
the groundas that the propos £ sudelicy was too Digh,

WUidespread heavy rainfall in mid-Septewher in the afterma £
Hurricane Gilbert provided substantial relief from drought in the United
States and subsequent rainfall assisted the planting of the 1989 U.S.
winter crop. Overall precipitation, however, was not sufficient to
restore subsoil moisture to normal levels. Prices were supported at this
time by dry weather in Australia which reduced estimates of the Australian
1988/89 crop, and by heavy rain in Canada at harvest time which lowered
the quality of the crop, already decimated by drought. Despite negative
influences, such as the mid-October ammouncement 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 agreement between the United States
and 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
many years.

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

1/ 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. Both wheat and feed grains were also
eligible for an optional "0/92" program, whereby producers could place all
or part of their permitted acreage (after the mandatory reduction) in the
conservation reserve--a 10-year set-aside--and receive deficiency payments
on up to 92 percent of their permitted acreage. Deficiency payments are
the difference between the target price and the loan rate or average
market price. Estimated wheat deficiency payments for wheat harvested in
1988 were $56.22 a ton, of which, 40 percent was received in advance. The
participation rate in the wheat price support program with its mandatory
set-aside deciined in 1988 under the influence of high wheat prices, but
the impact on total area planted was slmost exactly offset by increased
participation by other producers in the Conservation Reserve Program.
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4 percent fall in harvested area and a 10 percent fall in yield. Although
the winter vheat crop was almost fully grown before the onset of the
drought, but the spring crop was reduced by more than half 1/ production
fell by 14 percent to 49 million tons, the lowest level since 1978/79.
Drought reduced the area harvested and yield of the Canadian crop even
more sharply; with spring wheat predominant in total output, the average
yield fell by 38 percent and production declined by 40 percent to

16 million tons. 2/ Severe drought in Argentina through mid-September
delayed the planting of the 1988/89 wheat crop and induced producers to
svitch to maize and oilseeds, vhich are planted later in the year. The
wvheat area harvested declined by 6 percent, and with 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 same level as in 1987/88 because of
offsetting cutput increases in other countries.

A bumper crop of 76 million tons (an increase of 6 percent) was
harvested in the EC as increased average yields resulting from improved
weather conditions more than offset a 3 percent decline in area harvested. 3/
Production in the U.S5.S.R. in 1988/89 increased by 6 percent to 88 million
tons, slbeit well below targeted output, partly reflecting the
substitution of wheat for coarse grains in ares planted to cereals.

Although the yield of the spring wheat crop was affected by dry weather,
groving conditions for the winter wheat crop were more favorable than in
1987/88. A higher area cultivated under "intensive technology" may also

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

2/ Area planted was positively influenced by the amnouncement in April
1988 of initial payments under the WGSA for crop year 1988/89 of Can $10 a
ton higher than those set a year earlier. With the further strengthening
of world prices and the onset of drought, these payments were raised by
another $30 a ton in July.

3/ Lower planted area in the EC partly reflected the introduction of a
"guaranteed minimum 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
initial intervention prices for crop year 1988/89 remained unchanged, the
monthly increment to intervention prices was reduced--by 25 percent
compared with the 1987/88 level. In addition, a set-aside scheme was
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 was set aside in otner
states.
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have contributed to a 2 percent increase in overall yield. 1/ The upswing
in worid prices induced Australian producers to increase the area planted
to wheat by 4 percent, 2/ but excessively wet weather in the lsater stages
of crop development prevented an expected increase in yields and is
expected to limit the increase in production to 5 percent. Although dry
conditions in the spring affected the development of Chiana’s winter wheat
crop, and heavy rainfall and flooding in summer reduced the yield of the
spring crop, output remained unchanged from 1987/88 because of higher
planted area in response to a 7 percent increase in official procurement
prices.

Global utilization of wheat is expected to remsain unchanged at
534 wmillion tons in crop year 1988/89. The growing food needs of the
vorld’'s population is likely to be balanced by a reduction in purchasing
power of importing countries caused by higher wheat prices, and the lower
availability of good quality wheat. In the U.S.S.R. modestly higher
domestic production is expected to be allocated to food use while feed use
declines sharply. Utilization in the United States may decline siightly
as higher food and seed use will be more than offset by lower feed use.
However, utilization for feed use in other producing countries is expected
to increase. :

The excess of global utilization over global production in crop year
1988/89 is expected to lead to a fall in global wheat stocks of about
33 million tons, bringing the ratioc of stocks to utilization at the end of
June 1989 to 22 percent. This would represent only 2 1/2 months’
utilizaction, compared with 4 months’ utilization two years earlier at the
end of 1986/87 crop year.

Largely reflecting sharply higher unit values, global export earnings
from vheat in 1988 rose by an estimated 22 percent in terms of SDRs to
$12 billion, or by 28 percent in U.S. Jollars to $16 billion (Table 11).
The volume of global trade in wheat increased by only 1 percent although
this increase was on top of a 14 percent increase in 1987. Among
exporting countries, lower output in Australia and Canads constrained
their export volumes, while higher output enabled the BC to increase its
exports. A marked incresse in the U.S. export volume was made possible by
ruming down stocks. In 1989, imports by the U.S.S.R. may fall
substantially because of higher domestic output in the 1988/89 crop year.
Iaports by China and Korea uay alsc be lower than in 1988, as relative
prices for feed grains will favor maize imports. Thus, the volume of
global trade is likely to decline but the value of trade should be
supported by a further rise in average unit valuss.

1/ “lutensive technology” is defined as the application of better farm
management techniques, permitting more decision making at farm level, and
providing incentives for improved performsnce.

2/ The initial GMP for Australian white standard wheat for crop year
1988/89 was raised to A$147.60 a ton which 1is A$3.31 a ton above the GMP
for 1987/88.
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Table 11. Wheat: Export Earnings, 1985-88
1985 1986 1987 1988 1/ 1985 1986 1987 1988 }/
(-- - - FY v - son . _ aL.. o9 N 3 QQA_A)
Earnings (billions) Ld Al 2.8 1209 3.3 1.0 126 16
Industrial countries 12.9 10.1 9.0 10.9 13.1 11.9 11.6 14.6
Developing countries 1.5 0.6 0.5 0.6 1.5 0.7 0.6 0.8
U.S.S.R. and Eastern
European countries 0.7 0.4 0.3 0.5 0.7 0.4 0.4 0.7
Volumes (in millions ,
of tons) 105.2 23,9 199.7 1lll.2 103.2 23,9 109.7 1ll.2
Industrial countries 88.5 86.4 99.5 100.0 88.5 86.4 99.5 100.0
Australia 5.8 16.2 11.4.9 12.2 15.8 16.2 14.9 12.2
Canada 17.4 16.4 22.6 17.9 172.4 16.4 22.6 17.9
France 19.0 15.4 16.5 17.6 19.0 15.4 16.5 17.6
United States 26.1 26.5 32.6 37.8 26.1 26.5 32.6 137.8
Other 10.2 11.9 12.9 14.5 10.2 11.9 12.9 14.5
Developing countries 11.9 5.8 6.7 6.0 11.9 5.8 6.7 6.0
Axgentina 9.7 6.1 6.3 3.7 9.7 4.1 6.3 3.7
Other 2.2 1.7 2.4 2.3 2.2 1.7 2.4 2.3
U.S.S.R. and Eastern
European countries 4.8 3.7 3.5 5.2 4.8 3.7 3.5 5.2
Unit vsluses (a ton) 183 116 8 108 143 136 1l 143
Industrial countries 145 117 90 109 147 137 116 146
Developing countries 126 105 81 101 127 123 105 136
U.S.8.R. and Eastern
European countries 142 102 82 98 144 119 106 132
Market prices (a ton) 2/ 134 28 82 108 6 1o 113 4l

Sources: UN Food and Agriculture Organization, 1987 FAQ Irade Yearbook (Rome) for
exports; Commodities Division, IMF Research Department for market prices.

l/ Data on exports are estimates of Commodities Division, IMF Research Department
2/ U.S. No. 1 hard red winter whest, ordinary protein, f.o0.b. Gulf of Mexico

ports.
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response in other countries to the higher prices now prevailing 1s likely
to be restrained; there may not be much increase in area planted to wheat
in Australia and Argentina becsuse of more profitable alternatives such as
wool, beef and soybeans, and production of wheat in the EC may also be

counstrained by a 3 percent cut in intervention prices for 1989, triggered
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tons. 1/ Changes in government programs in both the United Staten and
Canada should result in large increases in areas planted; 2/ however,
yield may not return to normal because of subsoil moisture deficiency.
Although the International Wheat Council has suggested that global output
may increase by up to 50 million tons to a new record level im 1989/90, it
is possible that not even ths previous peak of 530 million tons in 1986/87
will be attained. In this event, since food use of wheat may increase at
sbout the long-term anmual average rate of 2 percent so that total
utilizacion should exceed 530 million tons, a further reduction in global
stocks could occur during the year. Prices are expected to continue to
rise during the first half of 1989 until it is fairly certain that weather
conditions favor the development of the U.S. winter wheat crop. I1f good
weather continues for the spring crops in the United States and Canada,
prices should decline in the second half of 1989. If weather conditions
do not return to normal, rising prices throughout 1989 may be anticipated.

b. Maize

The impact of the 1988 drought on world markst conditions was much
greater for maize than for wheat because of dominant position of the
United States in world maize production and trade. 3/ Except for 1983/84
(crop years ended September), global maize production exceeded global
utilization each year in the 1980s up to 1986/87 when the ratio of closing
stocks to utilization rose to a record 35 percent (Table 12). This ratio

1/ Total EC grain output in 1988/89 is estimated at 162.5 million tons,
or 1.6 percent above the ceiling. In addition to the mandatory cut in
intervention prices, only 1.4 percent (as opposed to 3 percent) of
supplementary co-responsibility levy for 1988/89 will be reimbursed to farmers.

2/ The U.S8. Government has set the acreage reduction requirement for
the 1989 crop at 10 percent of base screage, the midpoint of the statutory
range, down from 27.5 percent for 1988. As a result, area planted may
incressae by about 15 percent, and with a return to normal yield,
production may rise by one third to about 65 million tons. The loan rate
and target price for the 1989 crop have also been reduced to the statutory
minima, by 7 percent and 3 percent, respectively. The Canadian Government
is expected to provide strong incentives for the 1989 crop, since initial
payments for the 1988 crop were raised by another Can $20 a ton in
November 1988 to Can $170 a ton, or Can $50 a ton higher than the rate of
paymsent set a year earlier.

3/ 1In 1987, the United States accounted for 40 percent of world maize
production and about 60 percent of world exports.
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Table 12. Maize: World Commodity Balance, 1982/83-88/89
(In.millions of tons, unless othexwise indicated)

October/September Crop Years
1982/83 1983/84 1984/85 1985/86 1986787 1987/88 1988/89 1/

Production 440 342 439 480 412 446 293
Caina 60 68 73 64 71 80 75
United States 209 106 195 225 210 180 125
Other countries 171 173 191 191 196 186 193

Uctilizacion 418 414 435 425 439 462 462
China 63 68 66 66 73 74 74
United States 138 122 131 133 150 152 140
Other countries 218 224 238 226 236 236 248

Closing stocks 132 [+ 8 144 162 146 22
United States 90 26 42 103 124 108 INA
Other countries 42 k{'] 47 41 k] 38 a3
Stocks/utilization

ratio (in percent) 32 16 21 34 35 32 17

Source: U.S. Department of Agriculture, Foreign Agriculture Circular: World Grain
Situation and Qutlook (Washington), Janusry 1989.

1/ Estimate.
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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
vheat stocks to utilization is expected to be reduced only from 27 percent
in 1987/88 ro 22 percent in 1988/89. Maize prices have also rose more
sharply than vheat prices in response to these developments. After
declining from $136 a ton in 1984 to $76 a ton in 1987, U.S. export
prices for maize rose by 41 percent to $107 a ton in 1988, whereas wheat
prices increased by only 28 percent from 1987 to 1988.

The quotations for U.S. export prices in this section refer to U.S.
No. 2 ysllow maize, f.0.b. at Gulf of Mexico ports. During 1988, these
prices excesded spot prices on the Chicago Board of Trade (CBT) by about
$8 a ton, the differential reflecting mainly transportation costs. Spot
prices and futures prices are interdependent, and in this case maize spot
prices are influenced by the futures market in No. 2 yellow maize on the
CBT, the only maize futures market in the world. Beginning in 1986 an
important determinant of maize market supply and prices has been actions
by the U.S. Government to influence the use of "generic certificates” by
producers to redeem maize placed previously under loan and held in
govermment storage. 1/ By lowering the price at which loans could be
redeemed (the posted county price) the government was able to make
redemption more attractive, and thereby channel additional maize into the
market.

Although the average maize price of $76 a ton in 1987 was the lowest
since the early 1970s; prices rose during the year from $69 a ton in the
first quarter of 1987 to $78 a ton in the second quarter as production
shortfalls in Axgentina and South Africa led to increased demand 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.
Howsver, summer growing conditions proved to be almost ideal, and,
influenced by govermment action to promote the use of generic
certificates, prices declined to an average of $73 a ton in the third
quarter of 1987. 2/

1/ Commodity certificates have been issued by the U.S. Government since
April 1986 as part of deficiency payments and paid land diversion payments
to producers. They are generic since they can be exchanged for any
commodity the individual farmer has placed in govermnment storage. Since
their face valus is fixed in terms of dollars, their greatest value is in
respect of the commodity whose price is at the greatest discount to the
loan rate. In 1986-87, this commodity was msize; preducers could repay
their loans at less than face value, and also avoid the interest charges
vhich would accrue if a loan was repsid in cesh. If the maize so acgquired
was immediately sold, storage charges would also be avoided.

2/ PFarm gate prices in the susmer of 1987 ranged between $63 and $67 a
ton, well below the loan rate for the 1987 crop of $71.65 a ton. In these
circumstances, the government adjusted posted county prices to encourage
producers to use generic certificates to redsem old-crop loans and replace
them with new-crop loans--a procedure known as "PIK and roll®--or to
place the nevw crop under loan and redeem it immediately--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
wvorld’'s second largest producer, increased by 9 million tons (13 percent)
on account of both higher area planted and yield, but this increase was
offset by a combined reduction in cutput of 9 million tons in other
countries. Of these countries, lower output was recorded in Brazil and
Argentina in response to the greater profitability of soybeans, and in
Thailand and India vwhere the failure of the monsoon caused a sharp fall in
yield. By contrast, improved yield in the EC, the world's third largest
producing group, enabled output to increase by almost 1 million tons, 1/

and higher area planted in the U.S.S.R. resulted in an 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
increased 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
industry. Export prices in the first quarter of 1988 averaged $88 a ton,
being buoyed by the U.S. Govermment’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

1/ EC intervention prices were effectively reduced by 6 percent in ECUs
for the 1987/88 crop. Although green rate adjustments meant that the
reductions were moderated significantly in some countries, the overall
area planted in the EC fell by 5 percent.
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to maize in the United States in 1988, reflecting producers’ optimism on
aarket prices and a less attractive price support program. L/

Beginning in May there were fears--increasingly realized--that
persistent dry weather would seriously affect the U.S. maize crop. In
Jjune, 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
contributing 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 $119.2% a ton for release of 1987 crop maize from the
"farmer-owned reserve.” 2/ However, because they anticipated even higher
prices, farmers were slow to redeem loans with cash or certifications to
make 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 Burricane 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 factors 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.5.5.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. In 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 effect, but the optional paid land
diversion (at $78.74 a ton) was reduced from 15 percent to 10 percent.
Finally, a "0/92" 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 reserve (FOR) under a
3-year loan at the expiration of the regular 9-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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were fears that part of the U.S. crop had been contaminated with
aflatoxin--a carcinogen produced by a n hot and dry weather.
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Under the influence of highe pectations, the globhal area
planted to maize is estimated to be narginally 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
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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
better yields, and in Argentina and the EC, entirely reflecting higher
area planted. In the EC, planted area increased by 8 percent as effective
intervention 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 ciop 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

l/ The agreement calls for the U.5.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
soyveans or soybean meal. Purchases of up to 12 million tons annually are
permitted without further consultation. '
2/ 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.




- 35 -

in the last quarter of 1989, 1/ However, as a full assessment of the
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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 weath
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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 increaced imports hv the Renuhlic aof Roraa
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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 5 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.

c. Rice

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 produced, 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.

1/ 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.
Moreover, 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 vate by 7 percent to §64.96 a ton, both prices being the
statutory minima. As a result, the area planted may inecrease by about
16 pereant, and with favorable weather, the area harvested may increase
by 22 percent.
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Table 13. Maize: Export Earnings, 1985-88
1985 1986 1987 1988 1/ 1985 1986 1987 1988 1/
(Yalues in SDRs) (Values in U.S, dollars)
Earnings (in billions) 825 26 3l A6 8.6 66 6.6 1.6
Industrial countries 6.4 3.7 4.1 4.9 6.5 4.4 5.3 6.6
Developing countries 2.1 1.9 1.0 0.7 2.1 2.2 1.3 1.0
Volumes (in millions
of tons) 68,7 36,6 63.5 63.0 68.7 36.6 6€3.5 63.0
Industrial countries 50.4 34.5 49.2 53.0 50.4 34.5 49.2 53.0
United States 44 .0 27.1 40.9 46.1 44 .0 27.1 40.9 46.1
Other 6.4 7.4 8.3 6.9 6.4 7.4 8.3 6.9
Developing countries 18.3 22.1 14.3 10.0 18.3 22.1 1.4.3 10.0
Unit values (a ton) 124 100 80 20 125 117 104 121
Industrial countries 127 108 83 93 129 127 107 125
Developing countries 113 86 68 74 115 101 88 100
Market prices (a ton) 2/ 1ll 13 28 80 112 88 16 107

Sources: UN Food and Agriculture Organization, 1987 FAQ Trade Yearbook (Rome) for
exports; Commodities Division, IMF Research Department for market prices.

l/ 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 transactiuns 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 variasble 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 1986 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. 1/

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
utilization 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 flooding 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,
vhich 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

1/ 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 harvest.
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Table 14. Rice: World Commodity Balance, 1982/83-88/89

(In.millions of tons)

Crop Years 1/
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89 2/

'roduction (urmilled basis) 420 453 469 470 468 454 473

China 161 169 178 169 172 174 171
India 71 90 88 96 91 80 98
Indonesia 34 35 38 39 39 39 40
Bangladssh 21 22 22 23 23 23 22
Thailend 17 20 20 20 19 18 21
United States 7 S 6 6 5 6 7
Other countries 109 112 117 117 119 114 116
?roduction (milled basis) 286 308 319 320 319 309 323
Jeilization (milled basis) 286 304 311 321 323 317 323
China 108 113 121 122 123 123 123
India 49 S8 57 62 60 57 62
Indonegia 24 25 25 26 27 27 27
Bangladesh 15 15 15 15 16 16 15
Other countries 90 93 93 96 97 94 96
Closing stocks (milled basis) 43 47 23 24 10} &2 42
China 22 26 30 26 24 23 20
India 3 6 7 9 9 6 9
Indonesgia 2 2 3 3 2 2 2
United States 2 1 2 2 2 1 1
Other countries 14 12 13 14 13 10 10

Stocks/utilization ratio
(in percent) 15 15 18 17 16 13 13

Source: U.S. Department of Agriculture, World Grain Situation apd Qutlook (Washington,
D.C.), January 1989. '

1/ Rice is harvested over a 9-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 rvice in the period between the U.S. harvest in August and the
Asian harvests at the end of the year. World prices peaked in February
1988 following the completion of the Asian harvests when the posted
Bangkok price reached $310 a ton. This peak was, however, well below the
previous peak of $535 a ton in mid-1981 that was assoclated 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 Republic of Korea, Lacs, the
Philippines, and Vietnam, while reductions in planted area were
responsible for reduced output in Burma, Indonesia, Japan, Pakistan, and
the United States. ]/ Favorable 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 rnillion 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 area 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 poated price and nominal market quotations
averaging $305 a ton and $272 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

1/ Under the U.S. support program 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.
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tons in Thailand, 1.5 million tons in Burma, and by 0.5 million toms in
the Philippines. Higher producer prices and a lower acreage reduction
requirement contributed to an increase of 1.3 million tons in U.S. output
in 1988. 1/ 1In China, however, a reduction in output estimated at

3.5 million tons occurred because of summer 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 utilization 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 sharply increased supply in 1989
contributed to a fall in posted price to $289 a ton while the nominal
warket 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. 2/

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 i{s 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. Vegetable oils and protein meals

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 oilseeds are processed to expel their oil content and to produce
meal rather than consumed directly. As meals are mainly used to produce

l/ 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 .equirement for the 1989
crop will remain unchanged from 1988 at 25 percent, but the target price
has bezn reduced by 3 parcent 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 l/ 1985 1986 1987 1988 2/

(Values in SDRs) (Values in U.S. dollars)

Earnings (in billions)

E
B
k.
X
B
E
K
I

Industrial countries 1.3 1.1 1.0 1.2 1.3 1.3 1.3 1.6
Developing countries 1.8 1.5 1.5 1.7 1.8 1.8 1.9 2.3
Volumes (in millions
of tons) L1 125 125 1l.4 Al 125 125 14
Industrial countries 3.5 3.7 3.8 1.6 3.5 3.7 3.8 3.6
United States 1.9 2.4 2.5 2.2 1.9 2.4 2.5 2.2
Other 1.6 1.3 1.3 1.4 1.6 1.3 1.3 1.4
Developing countries 7.6 8.8 8.7 7.8 7.6 8.8 8.7 171.8
Thailand 4.1 4.5 4.4 4.6 4.1 4.5 4.4 4.6
Other 3.5 4.3 4.3 3.2 3.5 4.3 4.3 3.2
Unit values (a ton) 282 211 200 255 286 247 238 342
Industrial countries 374 291 267 331 380 341 35S 444
Developing countries 239 176 170 219 243 207 220 295
Market prices (a ton) 2/ 214 179 177 223 217 210 230 2302

Sources: UN Food and Agriculture Organization, 1987 FAO Trade Yearbook (Rome)
for exports; Commodities Division, IMF Research Department for market prices.

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

2/ 7Thaf milled white rice, 5 percent broken, f.o0.b. Bangkok; Board of Trade
posted price.
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Table 16. Pxices of Vegetable Oils and Protein Meala, 1979-88

Vegetable Oils snd Soybean Palm Sunflower- Rapesssd Cocoput Groundonut Soybean Groundnut Fish
Years Protein Mesls 1/ 01l 2/ 0il 3/ seed 0il &/ 0411 5/ Oil §/ 041 I/ Meal 8/ Meal §/ Meal 10/

(1809=100) === - (In SDBa. 8 %OQ)-=-=-cesosssssssssssssescsossosenss

1978 103.8 312 306 390 492 762 .1.].] 188 184 308
1080 100 0 480 YY) Y 1.3 439 s17 ga0 10¢ 2a0 3ss
1881 105.5 430 A83 542 410 482 534 214 228 396
1982 9.8 408 402 A79 s 422 530 1? 189 320
1983 113.2 403 A71 522 48?7 (1.1 6ss 222 215 423
1984 127.2 707 709 748 820 1,128 980 192 18 364
1983 92.5 587 408 593 332 sSas 894 155 144 276
1966 71.8 Fi-v 420 31z ¥ 233 487 i57 142 273
1887 70.5 258 264 279 236 LYY 387 157 125 296
1988 92.4 38 s 3se s 421 LY 9 199 156 406
1987 1 86.1 245 263 264 234 o s 143 126 25?7
Il 70.4 267 283 304 240 321 388 155 131 280

11z 71.1 253 246 274 223 366 375 158 106 s

Iv 4.4 288 286 272 247 3?0 37?7 122 137 k¥i:

1988 1 78.1 an 309 304 284 g are 183 130 349
I1 0.8 358 340 338 305 427 4368 209 157 43¢0

111 108.3 414 34 440 382 472 552 228 181 461

v 94.7 328 313 353 308 422 430 214 168 413
(1920=100) -----(In VLS. dollars 4 ygp)-~-n---nsmosmsssssssseoseoo-es

1879 102.8 682 654 762 636 8685 889 243 238 3es
1880 100.0 508 583 833 57} 873 858 258 272 504
1981 8s.8 507 571 839 483 $70 1,043 253 269 488
1882 79.6 (YY) 445 529 417 487 585 218 208 354
1983 2.8 527 501 558 498 730 711 238 229 433
1084 100.4 725 728 767 (1.4 1,155 1,017 197 188 a3
1685 75.7 576 501 602 540 590 905 157 146 280
1988 4.4 32 257 366 307 296 569 185 166 321
1087 70.2 3N LTk 360 acs 442 500 203 162 383
1988 95.3 463 437 480 427 565 591 288 208 S44
1887 1 64.0 308 3 333 295 s 501 180 159 324
11 70.0 345 381 39 310 415 515 200 170 363

111 89.8 323 31 3so 284 487 478 202 135 405

v 76.8 3so 384 365 331 496 504 21 184 442
1988 1 82.0 412 423 416 388 537 515 223 178 478
11 95.3 463 440 458 416 552 564 270 203 5356

111 105.9 537 485 472 498 603 705 291 231 s8¢

v 87.7 441 420 473 408 567 s78 287 225 556

Source: Commodities Division, IMF Research Department.

1/ The weights in the index ars as follows: soybeans, 41 percent; soybean meal, 24 pexcent; soybean oil,
11 peresnt: palm oil, 10 percent; caconut 0il, & percent; fish meal, 3 percent; groundnut oil, 2 percent; graundnut
meal, 1 psrcent; asunflowerseed cil and rapesesd oil ars not included in the index.

2/ Dutch, £.0.b. exmill Rotterdmm.

3/ Sumetra/Malsysisn oil, ¢.i.f. Horthwest European ports.

4/ Any origin, ex-tank Rotterdam.

5/ Dutch, f.0.b. ex-pill.

&/ Philippine/Indonesian oil, in bulk, c.i.f{. Rotterdan.
J/ Any origin, c.i.f_ Rotterdam.

8/ U.S, origin, c.i.Z. Rottezden.

8/ Argentine Besl, in hulk, c.i.I. Rotterdam.

10/ Any origin, c.i.f. Hamburg.
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animal feed, the demand for meals is derived from the demand for
livestock products. Vegetable oil demand is derived primarily from the
food and soap or detergent manufacturing industries. Products are highly
substitutable in both the oil and meal markets. While some products may
be prefarred over others in particular end uses, either for technical
reasons or because of consumer preferences, technological improvements in
processing have increased the interchangeability of vegetable oils. As a
result, price has become a more important criterion in the choice of oil
by consumers. Price is also an important determinant in the choice of
animal feedstuffs; these can be manufactured from a wide variety of
materials, including oilseed meals, grains, grain by-products, cassava,
and citrus and beet pulp.

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

Different market forces govern the demand for oils and the demand for
meals, but most oils are produced as a joint product with meal in the
processing of oilseeds. The relative importance of these components
varies considerably among oilseeds; for example, while soybeans are
80 percent meal and 18 nercent oil by weight, rapeseeds are 60 percent
meal and 37 percent oil by weight.

Soybeans are crushed mainly in response to meal demand. 2/ Thus, the
demand for meal, rather than the direct demand for soybean oil, tends to
deternine the supply of soybean oil. As a result, strong demand for meal
can lead to increased soybean oil supplies. Conversely, weak demand for
meal 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 soybean complex dominates prices in
both the oil and meal markets. Soybean meal comprises over 60 percent of
world meal production, while its oil provides over 30 percent of world
vegetabls oil production. The United States alone accounts for over
SO percent of world soybean production. Soybean oil is the most important

1/ The 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.

2/ In recent years soybean meal has accounted for over two thirds of
the value of the soybean. Furthermore, soybean meal is relatively
perishable, with an average storage time of only about 6 months; however,
soybean oil may be stored over a considerably longer period of tims of
1-2 years.
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vegetable oll produced, strongly influencing the prices of other oils, and
the commodity’s supply structure has contributed to making prices of
vegetable oil highly unstable. Protein meal prices have been relatively
stable, however, because of substitution with alternative feedstuffs.

World oilseed production expanded rapidly in the 19703 in response to
strong demand for oilseed meals used in animal feeds and for vegetable
oils, and production has continued to grow rapidly in the 1980s, despite
relatively low prices for these commodities. In the 1987/88 crop year
world oilseed 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 soybeans and
rapssead increased by 6 percent and 17 percent, respectively, in 1987/88
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
decline 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 rapeseed.
Output of cottonseed, sunflowerseed, and copra also are expected to

increase 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 world stocks of oilseeds (Table 18). World consumption of vegetable
oils {s 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
be 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 1l 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
decreases 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. and b

Soybeans are the single most important oilseecd and in recent years,
the United States has accounted for over half of world production
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World

Major Oilseeds (Oil Equivalent):

Coamodity Balance, 1982/83-88/88

Table 17.
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Table 18. Major Oilseeds (Meal Equivalent): World
Coomodity Balance, 1882/83-88/80

———.OCLODeE/Septenber_Crop Years
1082/83 1883/84 1084/85 1085/86 1988/87 1087/88 )/ 1988/88 2/

(Inmillions of tons: mesl equivalent) 3/

Production 113.0  102.7 1223  12L8 1304 12,5
Soybeans 74.2 64.9 73.4 78.5 77.0 81.5 75.0
Cottonssed 12.2 11.8 16.1 14.2 12.6 14.5 15.0
Rapeseed 9.0 8.7 10.4 11.2 11.8 13.8 12.5
Sunflowerseed 7.8 7.2 8.4 2.0 8.8 8.4 9.8
Groundnuts 7.1 7.7 8.1 8.1 8.3 8.0 8.9
Copra 1.6 1.3 1.6 1.9 1.7 1.6 1.7
Palm kernels 1.0 1.1 1.2 1.4 1.4 1.5 1.6

Noncrush use 19.7 20.6 20.6 20.6 21.6 24,8 23.6

Crushings/msal

production g1.8 85.7 4.5 82.3 102.8 106,1 104.9
Soybean mexl 60.5 55.3 58.2 60.9 65.9 67.2 65.4
Cottonseed mesl 9.8 9.6 12.6 11.1 9.8 11.2 11.5
Rapeseed meal 8.4 8.1 9.4 10.2 11.1 12.5 11.3
Sunflowersesd neal 8.7 6.4 7.3 7.7 7.6 8.2 8.7
Groundnut meal 3.8 4.1 4.3 4.2 4.4 4.1 4.9
Copra mesl 1.5 1.3 1.5 1.9 1.8 1.5 1.6
Palm kernel meal 0.9 0.9 1.2 1.3 1.3 1.4 1.5

Meal consumption 81.5 84 8 94,6 97.2 ;0%,7 106.0 105.1
Soybean meal 59.8 54.8 58.5 60.8 66.7 67.1 65.5
Cottonseed meal 10.1 8.6 12.4 11.1 10.0 11.2 11.5
Rapesesd meal 8.4 8.0 9.4 10.1 11.0 12.5 11.4
Sunflowerseed meal 8.8 6.4 7.2 7.7 7.5 8.2 8.7
Groundnut meal 5.8 4.1 4.3 4.3 4.4 4.1 4.9
Copzra meal 1.5 1.1 1.6 1.9 1.8 1.5 1.6
Palm kernel meal 1.0 0.8 1.2 1.3 1.3 1.4 1.5

Closing stocks 18,1 15.4 19.4 23.8 2.2 20.8 16.6
As oilseeds &/ 15.0 11.4 15.5 19.8 17.0 16.5 12.5

Soybeans 13.7 10.4 13.8 18.3 15.5 15.8 11.5
Rapeseeds 0.5 0.4 0.7 0.8 0.6 0.7 0.7
Other 0.8 0.6 1.0 0.8 0.8 0.0 6.3
As meal 3/ 3.1 4.0 3.8 4.0 4.2 4.3 4.1

Soybean meal 2.6 3.1 2.8 2.9 3.1 3.2 3.1

Other 0.5 0.8 1.1 1.1 1.1 1.1 1.0
Source: U.S. Department of Agriculture, e : ds and Precducts

(Washington), various issues.

1/ Preliminary. .

2/ U.S. Department of Agriculture forecast.

3/ Derived from oilseed data using standard conversion factors.

4/ Change in oilssed stocks squals production less noncrush uss less crushings.
5/ Change in meal stocks equals meal production less meal consumption.
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Table 18, Major Oilseeds (Meal Equivalent): World
Coumodity Balance, 1882/83-88/89

w
1082/83 1983/84 1884/85 1985/86 1986/87 1987/88 )/ 1988/88 2/

(In.millions of tous: meal eguivalent) 3/

Production 113.0 102.7 118.2 130.4 124.5
Soybeans 74.2 64.9 73.4 78.5 77.0 81.5 75.0
Cottonseed 12.2 11.8 16.1 14.2 12.6 14.5 15.0
Rapeseed 9.0 8.7 10.4 11.2 11.8 13.8 12.5
Sunflowerseed 7.9 7.2 8.4 8.0 8.8 9.4 9.8
Groundnuts 7.1 7.7 8.1 8.1 8.3 8.0 8.9
Coprs 1.6 1.3 1.6 1.9 1.7 1.6 1.7
Palm kernels 1.0 1.1 1.2 1.4 1.4 1.5 1.6

Koncrush use 19.7 20.6 20,6 20.6 21.6 24,8 23.6

Crushings/meal

production 9.8 83.7 94,5 82.3 102.8 J06.1 104.9
Soybean mexl 60.5 55.3 58.2 60.9 66.9 67.2 65.4
Cottonseed meal 9.9 9.6 12.6 11.1 9.8 11.2 11.5
Rapeseed meal 8.4 8.1 8.4 10.2 11.1 12.5 11.3
Sunflowerseed meal 8.7 6.4 7.3 7.7 7.6 8.2 8.7
Groundnut meal 3.8 4.1 4.3 4.2 4.4 4.1 4.8
Copra mesl 1.5 1.3 1.5 1.9 1.8 1.5 1.6
Palm kernel meal 0.9 0.8 1.2 1.3 1.3 1.4 1.5

Meal consumption 84 8 94,6 87,2 ;0%,7 106.0 105.1
Soybean meal 59.8 54.8 58.5 60.8 66.7 67.1 65.5
Cottonseed meal 10.1 9.6 12.4 11.1 10.0 11.2 11.5
Rapeseed meal 8.4 8.0 8.4 10.1 11.0 12.5 11.4
Sunflowerseed meal 6.8 6.4 1.2 7.7 7.5 8.2 8.7
Groundnut meal 3.9 4.1 4.3 4.3 4.4 4.1 4.9
Copra meal 1.5 1.1 1.6 1.9 1.8 1.5 1.8
Palm kernel meal 1.0 0.8 1.2 1.3 1.3 1.4 1.5

Closing stocks 18.1 15.4 19.4 23.9 21.2 20.8 16.6
As ollseeds &/ 15.0 11.4 15.5 19.8 17.0 16.5 12.5

Soybeans 13.7 10.4 13.8 18.3 15.5 15.8 11.5

Rapeseeds 0.5 0.4 0.7 0.8 0.6 0.7 0.7

Other 0.8 0.6 1.0 0.8 0.8 0.0 0.3
As meal 5/ 3.1 4.0 3.8 4.0 4.2 4.3 4.1

Soybean meal 2.6 3.1 2.8 2.9 3.1 3.2 3.1

Other 0.5 0.8 1.1 1.1 1.1 1.1 1.0
Source: U.S. Department of Agriculture, e ;. 0f ds and Prcducts

(Washington), various issues.

1/ Preliminary.

2/ U.S. Department of Agriculture forecast.

3/ Derived from oilseed data using standard conversion factors.

4/ Change in oilseed stocks equals production less noncrush uss less crushings.
5/ Change in meal stocks equals meal production less meal consumption.
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Table 19. Soybeans: Export Earnings, 1985-88
1985 1986 1987 1988 1/ 1985 1986 1987 1988 1/
(Values in SDRs) (Valves in U.S. dollars)
Earnings (in billions) 24 47 44 3 2.2 23 21 12
Industrial countries 3.7 3.8 3.4 3.9 3.8 4.4 4.4 5.3
Developing countries 1.7 0.9 1.0 1.4 1.7 1.1 1.3 1.9
Volumes (in millions
of tons) 2.5 2.6 28,8 26.0 2.5 271.6 28,8 26.0
Industrial countries 17.1  21.7 21.8 18.6 17.1  21.7 21.8 18.6
United States 16.9 21.4 21.3 18.} 16.9 21.4 21.3 18.1
Other 0.2 0.3 0.5 0.5 0.2 0.3 0.5 0.5
Developing countries 8.4 5.9 7.0 7.4 8.4 5.9 7.0 7.4
Argentina 3.0 2.6 1.3 2.1 3.0 2.6 1.3 2.1
Brazil 3.5 1.2 3.0 2.6 3.5 1.2 3.0 2.6
Other 1.9 2.1 2.7 2.7 1.9 2.1 2.7 2.7
Unit values (a ton) 214 120 134 206 217 200 199 277
Industrial countries 218 173 158 214 222 203 204 287
Developing countries 205 159 139 188 208 186 180 253
Market prices (a ton) 2/ 221 178 167 227 224 208 216 304

Sources: UN Food and Agriculture Organization, 1987 FAQ Trade Yearbook (Rome) for
exports; Commodities Division, IMF Research Department for market prices.

l/ Data on exports are estimates of Commodities Division, IMF Research Department.
2/ U.S. origin, c.i.f. Rotterdam.
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Table 20. Soybean 0il: Export Earnings, 1985-88

1985 1986 1987 1988 )1/ 1985 1986 1987 1988 1/

(Yalues in SDRs) (Values in U,.S, dollars)
Earnings (in billions) 23 19 11 1.3 2.3 1.2 14 L8
Industrial countries 1.2 0.7 0.6 0.7 1.2 0.8 0.8 1.0
Developing countries 1.1 0.3 0.5 0.6 1.1 0.4 0.6 0.8

Volumes {(in millions
of tons)

)
1
)
)
)

)

)

E
2
E
K
k.
E
E
kK

Industrial countries 1.8 1.7 2.0 1.9 1.8 1.7 2.0 1.9
United States 0.6 0.5 0.6 0.7 0.6 0.5 0.5 0.7
Netherlands 0.3 0.3 0.4 0.3 0.3 0.3 0.4 0.3
Spain 0.3 0.3 0.4 0.3 0.3 0.3 0.4 0.3
Other 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6

Developing countries 1.7 1.3 2.0 1.8 1.7 1.3 2.0 1.8
Argentina 0.5 0.7 0.7 0.9 0.5 0.7 0.7 0.9
Brazil 1.0 0.4 1.0 0.7 1.0 0.4 1.0 0.7
Other 0.2 0.2 0.3 0.2 0.2 0.2 0.3 0.2

Unit values (a ton) 634 351 266 361 844 411 344 486
Industrial countries 665 395 298 398 675 464 386 535
Developing countries 602 292 234 313 611 342 303 420

Market prices (a ton) 2/ 567 292 258 346 216 342 334 463

Sources: UN Food and Agriculture Organization, 1987 FAQ Trade Yearbook (Rome)

for exports; Commodities Division, IMF Research Department for market prices.

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

2/ Dutch, f.0.b. ex-mill Rotterdam.
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Fxport Earnings, 1985-88
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1988 1/

1985

1986

1987

1988 1/

Earnings (in billions)
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Sources: UN Food and Agriculture Organization, 1987 FAO Trade Yearbook (Rome) for
exports; Commodities Division, IMF Research Department for market prices.

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

2/ U.S. origin, 44 percent protein, c.i.f. Rotterdam.
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Table 22. Palm Oil: Export Earnings, 1985-88

1985 198¢ 1987 1988 1/ 1985 1986 1987 1988 1/

(¥Yalues in SDRs) (Yalues in U,$, dollarxs)
Earnings (in billions) 23 L4 ls 21 2.2 12 1.8 2.8
Developing countries 2.5 1.4 1.4 2.1 2.5 1.7 1.8 - 2.8
Volumes (in millions
of tons) 21 8.1 L6 £.6 2.1 &.1 2.6 6.6
Developing countries 5.1 6.1 5.6 6.6 5.1 6.1 5.6 6.6
Malaysia 3.2 4.3 4.0 4.5 3.2 4.3 4.0 4.5
Other 1.9 1.8 1.6 2.1 1.9 1.8 1.6 2.1
Unit values (a ton) 489 239 247 310 497 281 320 417
Market prices (a ton) 2/ 493 219 265 325 201 237 343 437

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

1/ Data on exports are estimates of Commodities Division, IMF Research Department.
2/ Sumatra/Malaysia oil, c¢.1.f. Northwest European ports.
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{Table 23). However, both the level of U.S. production and its sharz in
world production have tended to decline. Whereas in the 1982/83
(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 1/2 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 the*
Farm Bill, farmers who sign up and comply with acreage reduction 1/ :
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 soybeans. 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 crushings 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
feedstuffs, 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 rapeseed and sunflowerseed produced in the EC.
This decline was offset by {ncreased crushings {n other countries, notably

l/ 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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(In.millions of tons)

World Commodity Balance, 1982/83-88/89

Qctober/September Crop Years
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1/ 1988/89 2/
Production 93.6 83.2 3.1 27,0 2.9 102.9 95.0
Argentina 4.2 7.0 6.8 7.3 7.0 9.9 11.0
Brazil 14.8 15.5 18.3 14.1 17.3 17.8 20.0
China 9.0 9.8 9.7 10.5 11.6 12.2 11.0
United States 59.6 44.5 50.6 57.1 52.8 52.3 42.0
Other countries 6.0 6.4 7.7 8.0 9,2 10.7 11.0
Crushings 16.2 10.9 13.8 17.3 84.9 83.6 83,3
Brazil 13.7 12.5 13.1 12.5 14.5 12.6 15.0
European Community 14.7 12.7 12.3 12.8 13.5 13.0 11.6
United States 30.2 26.8 28.0 28.7 2zl 32.0 28.3
Other countries 17.6 18.9 20.5 23.3 24.8 26.0 28.4
Noncrush use 15.1 16.2 14.9 la.1 16.5 19,1 12,1
Closing stocks 172.2 13.3 1.6 23.2 19.7 19.9 14,35
United States 9.4 4.8 8.6 14.6 11.9 8.2 3.8
Other countries 7.8 8.5 9.0 8.6 7.8 11.7 10.7

Source: U.S. Department of Agriculture, Foreign Agriculture Circular: Oilseeds and
Products (Washington), various issues.

1/ Preliminary.

2/ U.S. Department of Agriculture forecast.
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a 15-perc?nt 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 oilseeds with higher oil extraction rates
than soybeans caused world stocks of vegetable oils to increase further.
The average monthly price of soybean oil has derlined from $600 a ton in
July 1988 to about $444 a ton in November, or by 26 percent. Meanwhile,
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 soybesn cultivation. Soybean
production in Chins also is expected to decline by 10 percent because of
drought and flcoding in soybean growing areas. Over one fourth of the
production declines in the U.S. and China i{s 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 Stazes is expected to remain rela:ively robust on account of
continued strong growth in poultry and especlally in hog production.
Soybean meal consumption in the EC is expected to decline as a result of
greater availability of sunfloverseed meal 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 crushings are forecast to
decline slightly with reduced crushings in the United States, the EC, the
U.S8.5.R., and other countries more than offsetting the projected increase
in crushings 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 thesa exports have been assisted through various
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Table 24. Soybean Meal: World Commodity Balance, 1982/83-88/89

(In_millions of tons)

Qctober/September Crop Years
1982/83 1983/84 1984/85 1985,/86 1986/87 1987/88 1/ 1988/89 2/

Production 60.5 553 582  60.9  66.9 §1.2 §5.4
Brazil 10.6 9.7 10.2 9.7 11.3 10.1 12.1
European Community 11.7 ., 10.1 9.8 10.2 10.8 10.5 8.8
United States 24.2 20.7 22.3 22.6 25.2 25.5 22.0
Other countries 14.0 14.8 15.9 18.4 19.6 21.1 22.5

Consumption 29.8 24.8 28.5 £0.8 6.7 7.1 £3.2
European Community 18.1 17.3 18.0 18.7 19.2 18.1 16.8
United States 17.5 16.0 17.7 17.3 18.5 19.3 18.1
Other countries 24.2 21.5 22.8 24.8 29.0 29.7 30.6

Closing stocks 2.6 a1 8 2.9 3l 3.2 3l

Source: U.S. Department of Agriculture, Foreign Agriculture Circular: QOilseeds and
Productg (Washington), various issues.

1/ Preliminary.
2/ U.S. Department of Agriculture forecast.




Table 25. Soybean Oil: World Commodity Balance, 1982/83-88/89

(In.millions of tons)

October/Septembexr Crop Years
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1/ 1988/89 2/

Production 12.6 12.8 13.3 1.8 15.1 15.0 15.90
Brazil 2.6 2.4 2.5 2.4 2.7 2.4 2.8
European Community 2.6 2.3 2.2 2.3 2.4 2.3 2.0
United States 5.5 4.9 5.2 5.3 5.8 5.9 5.2
Other countries 2.9 3.2 3.4 3.8 4.2 4.4 5.0

Consumption 1335 1.0 13.2 135 1.8 15.0 5.1
Brazil 1.6 1.5 1.6 1.9 1.9 1.9 2.0
European Community 1.5 1.4 1.4 1.4 1.5 1.4 1.4
United States 4.5 4.4 4.5 4.6 4.9 5.0 5.0
Other countries 5.9 5.7 5.7 5.6 6.5 6.7 6.7

Closing stocks 15 L3 14 12 2.9 2.9 1.9

Source: U.S. Department of Agriculture, Foreign Agriculture Circular: Oilgeeds and
Products (Washington), various issues.

1/ Preliminary.
2/ U.S. Department of Agriculture forecast.
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export credit programs and the Export Enhancement Program (EEP). 1/
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). On 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 Commodity 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, farmers have forfeited large quantities of soybeans to the CCC in
years vhen 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 Bili. However, the Secretary of
Agriculture was authorized 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 ratc was
again reduced from $5.02 a bushel to 34.77 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.

1/ 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 vas 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 expnrt prices.

2/ A loan issued with only the commodity as security.
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Some increase in soybean acreage may result from the provisions of
rthe Disaster Assistance Act of 1988, under which the Secretary of
Agriculture may permit farmers participating in price support progrems and
in compliance with the terms of these programs, including acreage
reduction requirements and price support programs, to plant soybeans and
sunflowerseed on 10-20 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 hava to be convinced 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 consequence, 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 1987/88.

An important factor that could adversely affect the development of
prices in 1989 is the expected recovery in the U.S. soybean crop. At end-
March 1989, farmer intentions regarding the area to be planted to
soybeang 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. Palm oil

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 0il: World Commodity Balance, 1982/83-88/89

(In_millions of tonsg)

October/Septemgber Crop Years
1982/83 1983/84 1984/85 1985/86 1986/87 19%87/88 1/ 1988/89 2/

Production 59 63 69 82 84 9.1
Indonesia 1.0 1.2 1.2 1.4 1.4 1.5 1.7
Malaysia 3.2 3.3 3.8 4.8 4.9 4.9 5.2
Other countries 1.7 1.8 1.9 2.0 1.8 2.2 2.2

Consumption 6.2 £.0 .7 L2 8.2 8.2 2.1
European Community 0.7 0.6 0.7 0.9 0.9 0.9 1.0
India 0.6 0.5 0.7 0.9 0.9 1.2 0.9
Indonesia 0.6 0.9 0.6 0.6 G.7 0.8 0.9
Nigeria 0.7 0.6 0.6 0.5 0.5 0.5 0.5
Pakistan 0.3 0.3 0.5 0.5 0.5 0.4 0.5
Other countries 3.3 3.1 3.6 4.3 4.7 4.7 5.3

Closing stocks

.
k
E
E
E
#
E.

Source: Based on statistics of U.S. \
(Washington), various issues; and Qil

Agriculture Survey: Oilseeds and Products
¥World: Sctatistics Update (Hamburg), October 28, 1988.

L1/ Preliminary.
2/ Based on U.S. Department of Agriculture forecast.
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soybeans in production. In terms of oil equivalent, soybeans -epresented
32 percent of world oilseed production in 1987/88; palm oil and rapeseed
each accuunted for 15 percent.

Palm oil and soybean oil prices tend to move together over the long
run, though wide differentials may be observed from time to time. Palm
oil traded at a discount of $26 a ton, on average, to soybean ofl during
the period 1982-83 and at a small premium of $4 a ton, on average, tc
soybean oil in 1984; however, with the strong recovery in world palm cil
production and a sharp buildup in stocks, palm oil traded at a widening
discount to soybean oil of $75 a ton and $85 a ton in 1985 and 1986,
respectively. In 1987, declining palm oil production, abundant soybean
oil supplies, and major palm oil purchases by India pushed palm oil prices
sharply up, resulting in a slight premium of $9 a 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 soybean product prices to rise sharply.
Consequently, palm oil traded 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 average 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 vorld’s leading producer, and reflected an improvement in
average ylelds owing to generally normal weather, increased fertilizer
usage, and an expansion in mature area. Production in Indonesia also
expanded in 1987/88, as mature acreage increased by an estimated
15 percent, despite a sharp reduction in average yield resulting partly
fron drought in 1985 and reduced 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,
vhich had decreased 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. Malaysian 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.



- 60 -

World consumption of palm oil in 1988/89 is expected to increase by
7 percent, or twice as rapidly as 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 soybean oil supplies and abundant palm oil
supplies in 1988/89, palm oil is likely to continue to be traded at a
discount to soybean and other competing oils, despite a forecast 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, where a 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 also displace rapeseed, sunflowerseed,
coconut and cottonseed oils in some countries. World palm oil stocks are
expected to remain at end-1987/88 levels. They may, however, fall 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 late 1989.

c. gCoconut ofl

Coconut oil prices increased sharply in 1983 and 1984, when the
average annual price reached $1,155 a ton, but subsequently dropped to
$296 a 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
couatry'’s subsequent recovery in production over the following two years.
Coconut o0il 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 soap and detergent producers 1/ to a
decline in world copra and coconut oil production in 1987/88. 1In 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 a 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

1/ Coconut oil is high in lauric and myristic acids; they imparc good
lathering properties when used in soap, shampoo, and shaving cream.
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an average discount of $46 a ton to soybean oil. 1In 1987 and 1988 coconut
oil has again traded at an average premium over soybean oil of $108 a ton
and $102 a ton, respectively. On a quarterly basis, the average premium
declined from §125 a ton {n the first quarter of 1988 to $89 a ton and $66
a ton in the second and third quarters, respectively. In the fourth
quarter, however, coconut oil ¢ jain traded at an average premium of $126 a
ton, partly in response to an anticipated reduction in estimated coconut
production in the Philippines during 1988/89 resulting from typhoon damage
to coconut areas in October and November 1988. Coconut oil has, om
average, traded at a premium to palm kermel oil, a by-product of the palm
oil Industry and its nearest substitute among the lauric oils; the premium
declined sharply from an average of $39 a ton in 1985 to $9 a ton in 1986
but increased in 1987 and in 1988 to an 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 o0il’s share of the
market for lauric oils has been growing and i{s 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 as a result of serious drought in the
first half of 1987 which reduced copra production in the seccond half of
1967 and throughout most of 1988. Drought in both 1986 and 1987 and
typhoon-related damage to coconut trees helped reduce copra production in
Sri Lanks by 48 percent in 1986/87, and 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 coconuc
production in the Philippines. 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 and consumption of coconut
oll. 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 stocks at the end of 1988/89 are forecast to remain
43 percent higher than at the end of 1984/85, when the stock/consumption
ratio was 9 percent.

While price premiums of coconut oil over soybean oll, rapeseed oil,
and sunflowerseed oil have narrowed during 1988, its premiums over palm
oil and palm kernel oil have widened. With the expanding production of

copra, especially in the Philippines, coconut oil prices are projected to
weaken in 1989.
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d.  Groundnuts snd groundnut oil

In recent years, grounduucs have represented ahout 11 percent of
world olilseed production in terms of oil equivalent. Over half of world
groundnut output is crushed to produce groundnut oil and meal, and the
remainder is consumed directly as nuts. Groundnuts are 42 percent oil and
55 percent meal by weight. Groundnut oil represents € percent of world
output of vegetable oils, and groundnut meal accounts for 4 percent of
world production of protein meals.

Only about 6 percent of world groundnut production and about
12 percent of groundnut ofl production have entered intermational trade in
recent years. Because of market structure and weather-related
fluctuations in output, prices of groundnut products have been
particularly volatile. Fluctuations in the volume of exports are related
to changes in production in a relatively small member of important
exporting countries. Fluctuations in groundnut production in other large
producing countries appear toc have a relatively greater impact on domestic
consunption levels and on the volume of substitutable oilseed and oilseed
product imports.

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

The average annual price of groundnut oil rose sharply in line with
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 buildup in world stocks. The
average annual price of groundnut oil declined by over 51 percent between
1984 and 1987, but increased substantially 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 a:
the end of 1987/88, the expected large increase in oilseed supplies
emanating from South American producers in 1988/89, ard the seasonal
upturn in Malaysian palm oil production.

Groundnut oil traded at an average premium ]/ 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

1/ Groundnut oil enjoys a technical advantage t- other vegetable oils
in culinary use.
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narrowing sverage premium 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 1987/88 because of severe drought conditions in
major groundnut producing areas during June-August 1987. However, this
decline was partly offset by increased production in other countries,
including China, Senegal, and 3outh Africa. Mainly reflecting the higher
level of supplies in exporting countries, exports of groundnuts and
groundnut oil rose in 1987/88; the EC, by far the world’'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 world groundnut production, especially in India.

World production of groundnuts, in terms of oil equivalent, Is
forecast to increase by 13 percent to a record level of 6.3 million tonms
in 1988/89. 1India’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 yleld and an expansion in area planted to
groundnuts. However, production in China is expected to decline by
6 percent owing to the effects on average yield of adverse weather
conditions, and production in Senegal is forecast 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;
nevertheless, 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 to $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.  Rapeseed oil

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 Rotterdanm.

World production of rapeseed has increased rapidly in recent years
(Tables 27-29); consequently, the share of rapeseed in world oilseed
production, in terms of oil equivalent, has risen from 11 percent in
1982/83 to 15 percent in 1987/8%. China, the EC, Canada, and India are
the world’s four leading producers, with a combined output representing
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Table 27. Rapeseed: World Commodity Balance, 1982/83-88/89

(In.millions of tons)

October/September Crop Years
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1/ 1988/89 2/

Production 153 16.9 18,6 19.5 2.1 21.8
Canada 2.2 2.6 3.4 3.5 3.8 3.8 4.0
China 5.7 4.3 4.2 5.6 5.9 6.7 5.7
European Community 2.7 2.4 3.4 3.7 3.7 6.0 5.3
India 2.2 2.6 3.1 2.7 2.6 2.9 2.9
Other countries 2.0 2.4 2.8 3.1 3.5 3.7 3.9

Crushings 1.8 13.2 15.4 16.9 18,4 20,5 19.6
Canada 0.9 1.2 0.5 1.2 1.6 1.6 1.6
China 5.1 3.8 1.2 5.0 5.3 6.0 5.1
European Community 2.7 2.9 0.8 3.9 4.1 5.2 5.2
India 2.0 2.1 1.2 2.6 2.4 2.6 2.6
Japan 1.2 1.3 0.6 1.4 1.6 1.6 1.7
Other countries 1.9 1.9 1.8 2.8 3.4 3.5 3.4

Noncrush use Ll 1.2 L2 1.4 PN 2.4 2.2

Closing stocks 0.8 Q17 Lo L3 1.0 1.2 1.2
European Community 0.1 0.1 0.2 0.1 0.2 0.4 0.2
Canada 0.5 0.1 0.5 1.0 0.6 0.7 0.7
Cther countries 0.2 0.5 0.3 0.2 0.2 0.1 0.3

Sources: U.S. Department of Agriculture, Foreign Agriculture Circular: Ojlseeds and
Products (Washington), various issues.

1/ Preliminary.
2/ U.S. Department of Agriculture forecast.
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Table 28. Rapereed 0il: World Commodity Balance, 1982/83-88/89

(In_millions of tons)

October/September Crop Years
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1/ 1988/89 2/

Production .0 4.9 2.6 £.2
Canada 0.4 0.5 0.5 0.5 0.6 0.6 0.7
China 1.7 1.3 1.2 1.7 1.7 2.0 1.4
European Community 1.0 1.1 1.4 1.5 1.6 2.1 2.0
India 0.7 0.7 1.0 0.9 0.8 0.9 0.9
Other countries 1.2 1.3 1.5 1.6 2.0 2.0 2.0

Consumption 4.9 4.9 2.6 £.1 &.7 L2 9o
China 1.7 1.2 1.2 1.7 1.8 2.1 1.6
European Community 0.8 0.8 0.8 0.9 1.0 1.2 1.2
India 0.8 0.9 1.2 1.0 1.0 1.1 1.1
Japan 0.5 0.5 0.6 0.6 0.6 0.7 0.7
Other countries 1.1 1.5 1.8 1.9 2.3 2.4 2.4

Closing stocks

K
K
K
£
-
k.
E

Sources: U.S. Department of Agriculture, Foreign Agriculture Circular: Oilseeds and
Products (Washington), various issues.

1/ Preliminary.
2/ U.S. Department of Agriculture forecast.
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Table 29. Rapeseed Meal: World Commodity Balance, 1982/83-88/89

(In_aillions of tons)

Octobexr/Septevder Crop Years
1982/83 1983/84 1984/85 1985:86 1986/87 1987/88 1/ 1988/89 2/

Production 8.4 8.1 L1 12.5 PO
Canada 0.5 0.7 0.8 0.7 0.9 0.9 0.9
China 3.2 2.4 2.3 3.1 333 3.7 2.6
European Community 1.6 1.7 2.1 2.3 2.5 3.2 3.1
India 1.3 1.4 1.9 1.8 1.6 1.8 1.8
Japan 0.7 0.7 0.8 0.8 0.9 0.9 1.0
Other countries 1.1 1.2 1.5 1.5 1.9 2.0 1.9

Consumption 8.4 8.1 L4 101 11.0 125 1l.4
Canada 0.4 9.4 0.4 0.4 0.5 0.5 0.5
China 3.0 2.1 2.1 2.5 2.8 3.2 2.4
European Community 1.8 2.1 2.4 2.7 3.2 3.5 3.4
India 1.2 1.3 1.8 1.6 1.6 1.7 1.7
Japan 0.7 0.8 1.0 1.0 1.1 1.2 1.2
Other countries 1.3 1.4 1.7 1.9 1.8 2.4 2.2

Closing stocks 0.2 Q.2 0.2 9.3 0.4 0.4 Q.3

Sources: U.S. Department of Agriculture, Foxeign Agriculture Circular: Oilseeds and
Products (Washington), various issues.

l/ Preliminary.
2/ U.S. Department of Agriculture forecast.
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over 80 percent of world rapeseed production. The EC and Canada are
relatively important uet exporcers of rapeseed oil; Canada is the leading

net exporter of rapeseed; and China and Canada are the leading net
exporters of rapeseed meal.

In 1987/88, world rapeseed production increased by 18 percent to a
record level of 23.1 million tons. The EC and China accounted for
64 percent and 22 percent, respectively, of the growth in world
production. The area planted to rapeseed in the EC increased by
47 percent or from 1.27 million hectares in 1986/87 to 1.87 million
hectares in 1$37/88, and the average yield per ton increased by 10 percent
or from 2.91 tons per hectare to 3.21 tons per hectare. As a result,
production in the EC increased by 62 percent to a record level of
6 million tons, and the EC’'s share in world 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 increase in area under
rapeseed cu:ltivation and a 6 percent rise in average yield per ton.

The steep upward trend in vorld production of rapeseed and rapeseed
products is expected to be interrupted in 1988/89, when world rapeseed
production is forecast to decline by 6 percent. Rapeseed output in China
is forecast to decline by 1 million tons, or 15 percent, resulting from a
reduction in yields because of dry spring weather and a smaller area
planted to rapeseed because of substitution of soft winter wheat for
rapeseed during fall planting. In the EC, s reduction in average yield
to historical levels 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. However, 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 under the EC’s oilseeds policy,
ollseed production, mainly rapeseed and sunflowerseed and to a lesser
extent soybeans, has expanded rapidly and, until this year, has generated
escalating costs for the EC’s budget. The system for supporting the
oilseed sector, unlike the regimes for other commodities such as grains
and dairy products, does not rely on heavy import tariffs to protect
domestic producers but rather on deficiency payments that compensate for
the differences between world market prices and the EC target price, which
is negotiated annually. 1/ The deficiency payments are made to oilseed
crushers in the EC, thersby enabling them to pay oilseed growers more
favorable prices and encouraging the crushers to use supplies grown in the
EC rather than imports.

In February 1988, at the summit meeting in Brussels, it was agreed
to set anmual production thresholds or a maximum guaranteed quantity (MGQ)

1/ The budgeting costs of the deficiency payments have increased from
ECU 268 million in 1977 to ECU 1.7 billion in 1984 and well over
ECU 4 billion in 1987.
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of 4.5 million tons for rapeseed; 3.4 million tons for sunflowerseed, p V4
and 1.3 million tons for soybeans for the years 1988/89-90/91. A
“stabilizer® was adopted that provided for an automatic 0.45 percent
reduction in the EC target price for every 1 percent of production above
the MGQ in 1988/89 and an 0.5 percent reduction in the EC target price for
every 1 percent of production above the MGQ in subsequent marketing years.
The stabilizer has no upper limit and i{s directly proportional to
overproduction. This mechanisms was activated in 1988 and resulted in
price reductions f 7.65 percent for rapeseed, based on production of

5.3 million tons or 0.8 million tons over the MGQ. In the case of
sunfloverseed, Spain and Portugal did not exceed their MGQ's of

1.3 million tons and 0.06 million tons, rospectively, but production in
the remaining (10) member countries of the EC is estimated at 2.9 million
tons; this resulted in a substantial price reduction of about 20 percent
for sunflowerseed. As soybean production is estimated at 1.6 million tons
or 0.3 million tons ebove the MGQ, the institutional support price was
reduced by 10.35 percent. Because of these sharp cuts in the EC's target
prices and, more importantly, the rise in world prices of oilseeds on
account of drought in the United States, the cost of the oilseeds regime
reportedly remained well within budgetary limits in 1988.

The reductions in target prices which are automatically triggered by
this mechanisa are expacted to limit future overproduction in the EC and
could result in a reduction in areas planted to oilseeds in 1989/90.
Producers in France and the U.K. have reportedly been reducing their
rapeseed plantings sharply this autumn.

The avarnge annual price of rapeseed oil declined steeply during
1985-87; howsver, in 1988, prices strengthened sharply in line with other
vegetable oil prices on account of the supply shortage that was expected
to result from the U.S. drought. 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. 1In 1987, rapeseed oil traded at an average
discount of $38 a ton and $29 a ton to palm oil and soybean 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 vegetadle oils.

f. Sunflowverseed oil

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

1/ Excluding Spain and Portugal, the MGQ is 2.0 million tons.
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Table 30. Sunflowerseed: World Commodity Balance, 1982/83-88/89

~ea L e e __ L _ . .. wWw_ _ __ _

1982/83 1983/84 1984/85 1985/86 1986/87 1987,/88 )}/ 1988/89 2/

~n___ & _

Production 167 155 180 186 193 0.6 2L3
Argentina 2.3 2.2 3.4 4.1 2.5 2.8 .1
China 1.3 1.3 1.7 1.7 1.5 1.2 1.5
European Community 1.5 1.8 2.3 2.8 3.3 3.9 4.1
Turkey 0.6 0.7 0.7 0.7 0.9 1.0 1.1
U.S.S.R. 5.3 5.1 4.5 5.3 5.3 6.1 6.3
United States 2.4 1.5 1.7 1.4 1.2 1.2 0.7
Other countries 3.3 2.9 3.7 3.6 6.6 4.4 4.5

Consumption 142 13.7 1..8 16.7 16.5 17.9 8.9
Argentina 2.3 2.1 31 3.5 2.3 2.6 3.0
China 0.9 0.9 1.2 1.2 1.1 0.9 1.0
Europesn Comaunity 2.3 2.4 2.9 3.0 3.3 3.7 4.0
Turkey 0.6 0.7 0.7 0.7 0.9 1.0 1.1
U.S.S.R. 4.0 3.8 3.4 4.0 4.0 4.6 4.8
United States 0.8 0.6 0.6 0.7 0.6 0.9 0.6
Other countries 3.3 3.2 3.9 3.6 4.3 4.2 4.4

Noncrush use yN-] 2.1 2.3 2.7 2.2 2.6 2.6

Closing stocks 0.1 0.6 9.3 0.5 0.8 .9 0.7
Argentina 0.1 0.2 0.0 0.1 0.2 0.3 0.3
European Community 0.1 0.0 0.1 0.1 0.2 0.3 0.2
Other countries 0.5 0.2 0.2 0.3 0.4 0.3 0.2

Sources: U.S. Department of Agriculture, Foreign Agriculture Circular: Oilseeds and
Products (Washington), various issues.

1/ Preliminary.
2/ U.S. Department of Agriculture forecast.
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Table 31. Sunflowerseed 0i{): World Commodity Balance, 1982/83-88/89

(In.millions of tons)

October/Septamber Crop Years
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1/ 1988/89 2/

Production .l £.2 8.7 8.6 L2 L6
Argentina 0.9 0.8 1.3 1.4 0.9 1.1 1.2
European Community 0.9 1.0 1.2 1.2 1.4 1.6 1.7
U.S.S.R. 1.8 1.7 1.5 1.7 1.7 2.0 2.1
Other countries 2.1 2.0 2.2 2.4 2.6 2.5 2.6

Consumption 2.4 2.6 8.0 £.6 8.6 Ll 2
European Commumity
U.S.S.R.

0
X X-]
N
~ e
w
[SRVEY
W
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W
woN
w N
O e &
&N
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Other countries

Closing stocks

£
K
i
E
E
E
£

Sources: U.S. Department of Agriculture, Foreign Agriculture Cixcular: Qilsesds and
Products (Washington), various issuess.

1/ Preliminary.
2/ U.S. Department of Agriculture forecast.
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Table 32. Sunflowerseed Msal: World Commodity Balanca, 1982/83-88/89

(In_millions of tons)

1082/81 1981/84 1984/85 198%5/86 1986/87 1087/28 1/ 1988/89 2/
Production 8.7 8.4 L3 YA Lé 8.2 8.2
Argentina 1.0 0.9 1.4 18 1.0 1.1 1.3
European Community 1.2 1.3 1.6 1.5 1.7 1.9 2.1
U.s.S.B. 1.9 1.8 1.6 1.8 1.8 2.1 2.1
Other countries 2.6 2.4 2.7 2.9 3.1 3.1 3.2

|
x
x
A
:
>
r
3

Europaan Commmity 2.2 2.0 2.6 2.8 2.8 2.9 3.2
U.S.S.R. 1.9 1.8 1.6 1.8 1.8 2.1 2.1
Other countries 2.7 2.6 .0 3.1 3.0 3.2 3.4
Closing stocks 9.1 a1 9.2 0.2 0.2 0.2 9.2

Sources: U.S. Department of Agriculture. Foreign Agriculturs Circular: Qllseeda and
Products (Vashington), various issues.

1/ Preliminary.
2/ U.S. Department of Agriculture forecast.
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1988/89, vaen it is expected to de displaced by Argentina, the United
States has been the leading net exporter of sunflowerseed. The EC is a
large net importer of sunflowerseed meal and import: a small quantity of
sunflowerseed, but is a net exporter of sunflowerseed oil.

World output of sunflowerseed has expanded rapidly from 15.5 million
tons in 1983/84 to a average of 19.5 million tons in 1985/86 and 1986/87.
In 1987/88 world production increased by over 7 percent to 20.6 million
tons. Production increases in the U.S.S.R. (15 percent), the EC
(18 percent), Argentina (12 percent), and other countries more than
offset production declines in the United States, China, Romania, and other
countries. In the EC, average yield increased from 1.53 tons per hectare
in 1986/87 to 1.70 tons per hectare in 1987/88, and area harvested
increased from 2.13 million hectares in 1986/87 to 2.32 million hectares
in 1987/88. Between 1983/84 and 1987/88, the EC's production of
sunflowerseed has increased by 116 percent or from 1.8 million tons to
3.9 million tons and has accounted over 40 percent of the expansion in
wvorld sunflowerseed output. In the U.S.S.R., the substantial production
increase in 1987/88 is attributable to a 9 percent rise in average yield
per hectare and a 6 percenr rise in area harvested.

Meanwhile, there has been a declining trend in U.S. sunflowerseed
production in recent years mainly on account of the steep reduction in
area harvested--from 1.5 million hectares in 1984/85 to 0.72 aillion
hectares in 1987/88. As U.S. Govermment programs have provided more
attractive returns for alternative crops, such as wvheat and barley, and as
govermment set aside acreage requirements have increased, sunflowerseed
acreage has declined. In addition to competition from crops in the United
States benefiting from government programs, competition fros expanding
vorld ollseed supplies has also increased. Various government prograas
assist U.S. exports of sunflowerseed oil. In addition to sunflowerseed
oil exports under the EEP, the U.S. Govermment enacted in 1987 an export
assistance prog=am for sunflowverseed oil exporters called the Sunflower
O0il Assistance Program (SOAP). Up to $10 milllon of sunflowersead oil is
to be purchased by the USDA under SOAP. wvhich is to be avarded as bonuses
to exporters. Implementation of the SOAP programs is to begin in the fall
of 1988, and the program is scheduled to remain availsble through fiscal
1989. An additional $29 million has been provided to assist exports of
sunflowerseed oil and cottonseed oil under the Agricultural Appropriation
Act of 1989.

In 1988/89, world production of sunflowerseed is forecast to increase
by over ) percent to a new record level of 21.3 million tons. Over
70 percent of the projected increase in output is attributable to
Argentins. vhere production is expected to increase by 11 percent;
nevertheless, output is expected to fall slightly belowv the country's
previous record level of 3.4 million tons, which was achieved in 1984/85.
1n the EC, sunflowerseed production is expected to increase by 5 percent
in 19868/89, cowpared to 18 percent in the previous year, as area planted
to sunflowerseeds is forecast to decline by 8 percent. As EC production
at 4.1 million tons in 1988/89 is expected to sharply exceed the coabined
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MGQ of 3.4 million tons, the intervention price has been substantially
reduced by 20 percent or 11.6 ECU per 100 kilos froa the indicative price.
The U.S. sunflowerseed crop is forecast to dacline to the lowest level
since 1976, as a result of drought in the main sunflowerseed growing arsas
of Minnesota and North and South Daketa.

¢ Elah msal

Fish meal i{s an additive 2o feeds for poultry, swine, and other
animals; it {s also used as feed in aquaculture. The price of fish meal
in recent years has recordsd steady incrsases, in line with the recent
trand of prices for other pretein meals; in 1986 and 1987 the price
increased by 15 ard 19 percent, respectively. In 1988, it rose by
42 percent, to an average price for the year of US$544 a ton which is the
hignest price for the commodity since 1973.

After increasing by nearly 7 percent to a record level of 6.4 million
tons in 1985/86 (October/September year), world production of fish meal
declined in two consecutive years: by 1 percent to 6.4 million tons in
1986/87 and by 3 percent to 6.2 million tons in 1987/88. The 1987/88
decline in production is largely attributable to lower output in Peru;
Peruvian production declined by an estimated 18 percent to 0.9 million
tons, reflecting a continuation of supply problesms in that country.

Raflecting the sharp increase of prices, world consumption of fish
meal declined by 2 percent, from 6.4 million tons in 1986/87 to
6.3 million tons in 1987/88. The decline in consumption wvas most
apparent among ti.e European countries and in the United States. Among
other major consuming countries, China and Japan both increased their
level of consumption. Nevertheless, total exports of fish meal declined

during the production season by 6 percent from 3.4 million tons in 1986/87
to 3.2 million tons in 1987/88.

In 1988/89 fish meal production in the world economy is expected to
rise. Estimates ars that growth of output will be restored in a number of
producing countries, including Peru, with the level of world production
rising to about 6.3 million tons and world exports to about 3.3 million
tons. Tiw Lucreased availability of fish mesl, at unchanged levels of
global stocks (0.9 million tons at ths end of 1987/88), is expected to
result in soms weskening of the world price for fish meal. At end-1988,
the Luropean market price had fallen to $535 a ton from the July 1988 high

of $610 a ton. The average price for thse commodity is projected to fall
sbout 10 percent in 1989.

3. Maatc
a. [Deef
A shift in demand toward lighter msats, especially poultry and pork,

becauss of consumer health concerns in industrial countries, has been an
important influence on besf prices in recent ysars. The trend away from
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beef, however, may have weakened in 1987-88, as evidenced by unexpectedly
strong retail demand for beef in the face of rising prices in some
industrial countries. In the United States, per capita consumption of
beef fell by 7 percent in 1987 to 73.4 jounds (retail weight) but declined
by just 1 percent in 1988 to 72.4 pounds. Per capita consumption of
poultry is expected to continue to increase in 1989, but at the expense of
pork, rather than beef consumption. In Australia, per capita consumption
of beef rose by 1 percent in 1987/88 to 87.5 pounds, while poultry
consumption fell 3 percent to 50 pounds.

Strict health regulations are applied to imports of livestock and

uncooked meat by Canada, the United States, some ncrthern European
countries, Australia, New Zealand, Jspan, Korea, Taiwan Province of China,
and some Central American countries. Trade within this group of countries
generally commands higher prices than in the rest of the world. The EC
permits some imports of boneless uncooked beef only from specified packing
plants in countries vhere disesase is still endemic. With effect from
January 1, 1989, the EC has also banned the import of beef raised with
growth hormones, a measure having an impact mainly on U.S. exports.
Price quotations in this section refer to frozen boneless beef, 85 percent
lean, imported into the United States from Australia and New Zealand, and
f.o.b. at U.S. ports. This is manufacturing grade beef generally used in
hamburgers and sausages.

Under the influence of the Dairy Termination Program (DTP) in the
United States, 1/ the price of beef fell from 98 cents a pound in 1985 to
95 cents a pound in 1986 (Table 33). Prices, however, rose strongly in
1987 on account of lower domestic supplies, especially of manufacturing
grade beef due to the winding down of the DTP. Adding to the upward price
pressure vers a temporary ban in August/September 1987 on imports of
processed beef from Australia because of high pesticide residues and the
announcement in August of a 21 percent rise in the Japanese import quota
for 1987/88 (year ending March) indicating improved export opportunities
in that market. In the final quarter of 1987, strong retail demand and
the limitation of exports to the United States from Australia and New
Zealand under voluntary export restraint agreements boosted prices to

115 cents a pound. 2/

1/ The DTP wvas in effect from April 1986 through September 1987. With
the objective of eliminating excess milk production capacity, the
government purchased whole dairy herds, of which 95 percent were
slaughtered and 5 percent exported as live animals. In order to avoid
disruption of the domestic market, half of the 180 thousand tons of meat
produced from the animals slaughtered was exported to Brazil at a price
approximately one-third of the U.S. import price, and the remainder was
used for domestic food aid or consumed by the U.S. military forces in Europe.

2/ The United States sets a country-specific import quota for meat at
the beginning of each year, and if jt appears that a trigger level of
110 percent of quote will be exceeded, a voluntary export restraint
agreement is negotiated to limit U.S. imports to the trigger level.
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Table 33. Prices of Beef and Lamb, 1979-88

Year Beef 1/ Lamb 2/ Beef 1/ Lamb 2/

E
E

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 1 0.81 0.77 1.03 0.97
II 0.83 0.77 1.08 1.00
I11 0.84 0.75 1.08 0.95
v 0.85 0.76 1.15 1.02
1988 1 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
v 0.87 0.80 1.16 1.08

Source: Commodities Division, IMF Research Department.

l/ Frozen boneless beef, Australian and New Zealand origin,
f.o.b. U.S. ports.
2/ 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 o drought in
most U.S. beef producing areas, prices for imported beef fell to an
average of 111 cents a pound. 1/ Also contributing to this price weakness
were record supplies of competing meats, and large supplies of imported
beef. The drop in world prices, however, was not reflected in consumer
prices in the United States since retailers took advantage of strong
demand to widen profit margins. Lower wr 1d prices and the appreciatior
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. 2/ A ban by Mexico in July on exports of
feeder cattle and the reduced profitability of U.S. feedlot operations due
to high teedgrain prices also strengthened the expectation of tighter beef
supplies through the remainder of 1988. Market liberalization 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. 3/ 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 ocutput led to increased slaughter. Lower cattle numbers
and a slower rate of slaughter of dairy cattle were associated with an

1/ 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/ 1In 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.

3/ 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 70 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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Table 34. Beef and Veal: World Production, 1985-89

(In.millions of tons carcass weight equivalent)

1985 1986 1987 1988 1/ 1989 2/
Total 44,6 §4.4 44.9 44.5 44.1
Argentina 2.7 2.9 2.7 2.6 2.5
Australia 1.3 1.5 1.5 1.6 1.6
Brazil 2.4 2.0 2.3 2.4 2.5
European Community 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 7.8 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, ¥Woirld Agricultural
Production, October 1988, and Augstralian Meat and Livestock

Corporation Australian Cattle and Sheep Industry Projectioms,
December 1988,

1/ Estimate.
2/ Forecast.
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estimated 5 percent reduction in EC beef production in 1988. 1/

Increased investment in the livestock sector in the U.S.S.R. improved
carcass veights to soms 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 1/2 percent in 1988. Under the waning
influence of the DTP, 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 of 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 further modest rise in beef prices in

1/ 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 stiil about 500 thousand tons. In 1989 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 these cheaper meats.

b.  lamb

In the mid-1980s, the world market for lamb and mutton was depressed
by a mmber of factors, including increased production in the EC following
the implementation of a sheepmeat regime under 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 trend 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 Smithfield market, London.
Prices for frozen meat are lower than for chilled or fresh meat, but
frozen meat is still the maior 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
upvard 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
ended June). 1In 1988, sheep numbers and meat production declined by a
further 1 percent and 2 percent, respectively. Underlying these
developments 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. 1/ 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. Meat production rose by 1 percent in 1987 but
declined slightly in 1988, as withholding from slaughter increased.

Other factors influencing prices in 1987-88 were higher consumption
in the United Kingdom, reflecting improved 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

1/ Under voluntary export restraint (VER) agreements, Australia and
New 2esland have agreed to limit experts to the United Kingdem to
245 thousand tons (carcass weight) and 17,500 tons, respectively, in 1988,
These imports attract a discretionary rate of duty of 10 percent compared
with the normal 20 percent in the EC. The United Kingdom is the EC's
largest producer, consumer, importer and exporter of sheepmeat.
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slaughtering. 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
groving consumer demand for premjium cuts, which could be supplied by
Australia and New Zealand at & lower cost than domestic lamb.

Prices in 1989 are expected to be the same on average as in 1988,
wvith a seasonal peak around the second quarter. Two largely offsetting
influences are likely to occur. The availability of imported lamb is
expected to decline further. As recent trends in the New Zealand sheep
industry continue, meat output in New Zealand is projected to fall by
6 percent. This decrease would offset a projected 6 percent rise in meat
production in Australia resulting from a higher rate of slaughter as the
maximum carrying capacity of pastures is approached. The domestic
production of lamb in the United Kingdom and the United States, however,

is expected to increase on account of the growth in flock size in recent
years.

Over the longer term, prospective changes in the common policy for
sheepmeat are likely to lead to a lower 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 below a
specified guide price. The guide price, and therefore the variable
premium, i{s reduced when sheep numbers exceed a specified ceiling in order
to limit the budgetary cost of the support scheme. 1/ U.K. exports to
other EC members are subject, however, to a countervailing tax, or
*clawback.” The EC Commission has proposed phasing out the variable
premium by 1993 and replacing it with an annual premium on ewes (as is
currently applicable in the rest of the EC). Although the guide price
would continue to be reduced if shezp numbers exceed a "guarantee
threshold,* and a limit on the number of ewes eligible for the premium is
proposed, these actions may not constrain the growth of the U.K. flock
because the clawback would also be phased out, thereby leaving the United
Kingdom as the lowest cost producer within the EC. The competitiveness of
U.K. exports to other EC members would be improved, which would tend to
accelerate the growth of U.K. sheep numbers and lower the U.K. import
requirement. The EC Commission has proposed reducing New Zealand’'s quota
under the voluntary export restraint agreement to 205 thousand tons in
1989.

4.  Sugar

World sugar trade takes place in two =arkets, the free market and the
controlled market, where trade is regulated by special arrangements and
bilateral transactions between governments of the trading countries.

1/ The guide, or minimum support, price is reduced by one percent for
every one percent increase in the breeding flock. This resulted in a
3 parcent cut in the UK guide price and a 2 percent cut for other EC
wenmbers in 1088. FPor 1380, the cuts will be 7 percent and 3 percent,
respectively.
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These special arrangements provide a guaranteed market for fixed
quantities of sugar, often at specified prices which may or may not
fluctuate vith free market prices. Examples of exports under special
arrangesents are exports by Cuba tc the U.S5.S.R. and other centrally

planned countries in Eastern Europe, and exports under the Sugar Protocol
of the Lomé Convention.

The principal international 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. raw sugar. While South American producers
trade Tav sugar mainly on the New York exchange, African and Far Eastern
suppliers trade raw sugar mainly on the London exchange. The New York
spot price is established, on each trading day, on the basis of the
opinions of five experts in the United States in world raw sugar trading;
sach expert provides a figure representing his opinion of the prevailing
price differential (discount or premium) to futures quotations for the
nearest delivery month for immediate delivery, that is, within 60 days. To
establish the spot price, an average differential is computed by
arithmetic formula and added to (or deducted from) the average weighted
price of all transactions of the world sugar futures contract for the
nearest delivery month on that trading day. In lLondon, the spot price is
slso deteruined by five experts who are knowledgeable of world trade in
rav sugar. The price is published in the morning of each trading day.

In forecasting the level of free market prices, an important
variable i{s the ratio of end-of-period world stocks to world consumption.
This variable indicates the degree of tightness of supply in a given
periecd or how long sugar consumption is assured on the basis of stocks.
Over the long term, there has been an inverse relationship between this
ratio and prices. However, substantial movements in prices have been
observed, even though end-of-period stock/consumption ratios were only
moderately different. ]/ In 1974 and in 1980, in particular, the
magnitude of price increases exceeded the amount that would have been
expected on the basis of changes in the stock/consumption ratio. This
overshooting was the result of such factors as including inventory
accumulation by buyers at high prices because of increased supply
concerns, hoarding by consumers, and speculative transactions.

After a lengthy period wvhen sugar prices on the free market were low,
strong demand and deteriorating supply prospects boosted prices in
nid-1988 to the highest level in over zix years (Table 35). The long

l/ Published forecasting models for the free market price of sugar also
have incorporated a variety of other independent variables in the price
equation, including world production, consumption in the United States,
and a time trend variable. See for example, Joachim Frohn, An Econometric
Model for the World Market Price of Suygar (Frankfurt: Haag and Herchen

Verlag, 1984); and John D. Schwager, A Complete Guide to the Futures
Markets (New York: John Wiley and Sons, 1984).
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Prices of Sugar, 1879-88

Index of
Prices of Free

urope
Year Suger }/ Market g/ Commmity 3/

(In_SDR 0.0) a pound)
1979 48.6 7.5 14.9
1980 100.0 22.0 17.0
1981 71.8 143 16.1
1882 39.2 7.8 16.4
1983 €3.9 7.8 16.4
1984 57.5 5.1 15.6
1985 53.5 4.0 15.9
1986 52.9 5.2 15.9
1087 52.2 5.1 16.6
1988 38.1 7.6 17.7
1887 1 52.8 5.7 15.6
11 s1.8 5.1 16.2
111 s1.8 4.6 16.9
v $2.7 5.5 17.5
1988 I 54.9 6.5 17.6
11 36.3 6.8 18.0
I11 62.4 8.1 17.5
v s8.8 8.0 17.8

Index of
United Prices of Free Europesn United
States &/ Sugar 1/ Market 2/ Community 3/ States &
(In U.S, cents & pound)

12,0 48.3 9.7 18.3 15.5
3,1 100.0 28.7 22.1 30.0
16.7 65.4 16.9 18.9 19.7
18.0 50.3 8.4 18.1 19.9
20.6 52.4 8.5 17.6 22.0
21.2 45.3 3.2 16.0 21.7
20.0 41.8 4.1 16.1 20.4
17.9 7.7 6.1 18.¢ 21.0
16.9 51.8 6.8 21.4 21.8
16.5 59.9 10.2 23.8 22.1
17.2 51.2 7.1 18.7 21.7
17.0 51.5 6.6 21.0 22.0
17.2 50.6 5.8 21.6 21.8
16.2 54.4 7.4 23.5 21.7
16.1 57.7 8.9 24.0 22.0
18.3 58.2 9.3 24.6 22.3
17.2 2.2 11.8 22.7 22 .4
16.2 60.7 10.8 23.9 21.8

Source: Commodities Division, IMF Research Department.

)/ The weights in the index are as follows:

United States, 34 percent.

Free Market, 50 percent; European Commmity, 16 percent:

Internationsl Sugar Agreement price which is an average of the New York contract No. 1l spot price
and the London dally price, £.0.b. Caribbean ports.

Unpecked sugar, c.i.f. EZuropean ports.

4/ U.S, future import price contract No. 14. Prior to June 1985, New York contract No. 12 spot
price, c¢.1.f. Atlantic and Gulf of Mexico ports.
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period of depressed prices reflected continued hizh levels of world
production and the sharp buildup in stocks early in the decade. Despite
low prices, world sugar production followed a rising trend, from

101 million tons in 1982/83 to a record 104 million tons in 1987/88
(Table 36). World sugar consumption, however, has expanded more rapidly
than production, increasing from an average of 94 million tons in 1982/83
to 105 million tons in 1987/88--about 2.6 percent a year on average,
compared to an annual growth rate of less than 1 percent for production.
Reflecting this disparity, the level of end-of-period stocks, which peaked
at 32 million tons (equivalent 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).

World production increased slightly in 1987/88. 1In China,
production declined by 17 percent, or 1 million tons, because prices for
sugar vere relatively less favorable than those for alternative crops.
However, this vas almost offset by a 10 percent increase in production in
the U.S.S.R., the world’s largest producer, where favorable growing
conditions helped raise the average yield per hectare by 14 percent.
Production in the United States increased by 8 percent to a record level
of 6.6 million tons in 1987/88, the highest level since 1975/76, as a
result 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 yleld was more than
offset by an increase in area harvested.

In 1988/89, world production is forecast to increase by over
3 percent to a record level of 107 million tons, partly reflecting
favorable growing conditions {n major producing countries, including the
EC, India, and the U.S.S.R. World sugar stocks are expected to dscline
slightly, as production again is forecast to fall short of consumption,
which is estimated to increase by 2 percent. As a result, the
stock/consumption ratio is expected to decline further, and a modest
strengthening of prices is anticipated.

World sugar output has responded little to the steep reductions in
free market prices since 1980-81, mainly because of support prices in most
msajor i{ndustrial producing countries, and, to a lesser extent, developing
producing countries. Domestic sugar production is generally supported
through govermment-administered prices, direct government financial
assistance and other production incentives, and by preferential trade
arrangements. The margin of sugar prices in the United S:tates and the EC
over free market prices indicates the degree of protection provided to
domestic producers. In 1988, the free market price averaged about
10 cents a pound, vhile domestic prices averaged 22 cents a pound in the
United States and 24 cents a pound in the EC.

In the United States, domestic prices have been supported through
nonrecourse loans and restrictive import quotas. The Food Security Act of
1985 mandates that the price of domestically grown raw sugar be supported
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Table 36. Sugar: Uorld Commodity Balance, 1982/83-88/89

(In_millions of tons. raw value. unless otherwise indicated)

Septamber/August Crop Xears
1982/83 1983/84 1984/85 1985/86 1986787 1987/88 1/ 1988/89 2/

Production 1013 9.5 1003 28,9 1036 1035 106.8
Australia 3.5 3.4 3.5 3.4 3.5 3.5 1.7
Brazil 9.3 9.4 9.3 8.1 B.5 8.5 8.7
China 4.1 3.8 4.6 5.5 5.8 4.8 5.8
Cuba 7.2 8.3 8.1 7.2 7.2 7.3 7.8
European Commmity 16.0 13.3 14.4 14.5 15.0 14.0 15.2
India 9.5 7.0 7.1 8.0 9.5 10.0 10.7
U.S.S.R. 7.4 8.7 8.6 8.3 8.7 9.6 10.0
United States 5.4 5.3 5.3 5.5 6.1 6.6 6.1
Other countries 38.9 37.3 39.4 38.4 39.1 39.2 38.8

Consumption 9.8 2.9 8.5 29.8 103.9 105.1 107.0
Brazil 6.2 6.3 6.3 6.3 6.7 6.4 6.6
China 4.9 5.0 5.6 6.1 7.0 1.3 7.5
European Community 11.7 11.5 11.6 11.7 11.8 11.7 11.8
India 7.6 8.9 9.1 §.3 9.7 10.2 10.5
U.S.S.R. 13.0 13.3 13.3 13.5 14.2 14.3 14.5
United States . 7.9 7.2 7.1 7.3 7.4 7.5
Other countries 43.0 43.4 45.8 47,2 47.8 48.6

£ 52
E
5
3
E
¥
X

Losses, discrepancy

Reported closing
stocks

E
E
X
¥
£
E
E

Change from previous

year (in percent) 21.5 -8.9 3.8 -15.4 -5.5 -10.5 -0.9
Stocks/consumption
ratio (in percent) 33.7 30.0 31.0 25.4 23.0 20.4 19.8

Sources: Commodity Division, IMF Research Department for prices. Data for world
commodity balance from U.S. Depsrtment of Agriculture, Foreign Agriculture Circular:.
(Washington), various issues and U.S. Department of

Agriculture, , various issues.

1/ U.3. Department of Agriculture revised estimates.
2/ U.S. Department of Agriculture forscasts for production and consumption and
Commodities Division, IMF Research Department forecasts for stocks.
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at not less than 18 cents a pound for the 1986-90 crop years and that
sugarbeets be supported at a fair and reasonable price level in relation
to sugarcane. Under the Act, the U.S. Department of Agriculture’s
Commodity Credit Corporation (CCC) makes nonrscourse commodity loans
available to sugar processors. Processors can pledge sugar as collateral
for loans and, if market prices are not high enough to recover the loan
principal, accrued interest charges and miscellaneous costs such as
insurance and transportation, processors can forfeit the sugar pledged as
collateral to the CCC without penalty. 1/

The relatively high price of sugar in the United States has resulted
in a long period of increased substitution in favor of high fructose corn
syrup (HFCS) for sugar in processed foods. U.S. sugar consumption has
fallen from 10 million tons in 1977 to 7 million tons in 1986, reflecting
the displacement of sugar by HFCS and also by other caloric and non-
calories sweeteners. In 1986, sugar represented 47 percent of U.S.
consumption of caloric sweeteners, down from 74 percent im 1977. The long
period of declining sugar consumption was arrested in 1987, wvhen
consusption showed a slight increase. Partly because of a projected
further increase in 1988, U.S. import quotas for raw sugar were raised by
272 thousand tons in July (Table 37). Reflecting the relatively greater
profitability of sugar production over production of alternative crops,
the recent growth in consumption has been accospanied by a much more rapid
expansion in U.S. sugar production. Consequently, U.S. imports have
contracted in recent years; however, this trend was interrupted in 1988
because of a drought-related reduction in production and a further
increase in consumption.

In the EC sugar market, domestic prices have been supported through a
system of mechanisms, including national quotas on domestic production and
quotas on imports. In addition to guaranteed prices, expressed in terns
of ECUs, there are intervention purchases of domestic sugar, variable
import levies that effectively eliminate imports (with the exception of
imports free of levies from the African, Caribbean, and Pacific (ACP)

1/ The loan rats for ths 1988/89 crop has been set at 18 cents a pound
for rav cane sugar. The market stabilization price (MSP), which
represents the price at or above which producers would market their sugar
rathser than forfeit it to tha CCC, wvas set at 21.80 cents & pound for
1988/89, compared to 21.76 cents a pound for 1987/88. To maintain spot
markst prices at, or near, the MSP in order to prevent forfeitures, the
supply of sugar has been limited, and since the United States is a net
sugar importer, this has been achieved by limiting imports with quotas.
The U.S. sugar import quota for calendar year 1989 has been set at
1.125 million tons, or over 17 percent higher than in 1988. In
December 1987, the U.S. Government enacted legislation cresting a special
additional import quota and subsidized re-export programs for fiscal year
1988 for the Caribbean countries {263 thousand tons) and the Philippines
(110 thousand short tons), but the program was not implemented because of
funding difficulties.
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Table 37.

Cite d’'Ivoize
Dominican Republic

i il 4ih

Bolivie
Costa Rice
Fiji

Belise

St. Kitts and Bevis

South Africe

Trinided and Tobago

Total
Total prozeted

(pszcentage change)

U.S. Departmwnt of Agriculture. Canverted st 1 short ton =

Previcus to these yearly guotas, quotas were in effect as follows: MNMay 11, 1982-June 30, 1982,

6 thousand tons; July 1, 1882-September 30, 1882, 381.0 thousand tous.

Source:

Does not include global reallocation of shortfalls (te Ecuador snd Trinidad snd Tobago) of a combined

1/
199.
2/

Includes global sllocation of 272.1 thousand ton incresse emacted on July 22, 1888.

Includes global sllocation of 90.7 thousend tom increase snacted on April 3, 1984.
Owota sllocstion not to be shipped at this time.

7 thousand touns.
Y

Y
-4

45,



countries at a guarautesd price), and a system of export refunds or
restitutions. The systes of export refunds provides for refunds to be
paid to exporters whenever export prices for quota sugar are lower than
the guaranteed domestic prices. ]/ As a result of the expansion in
production stimulated by the sugar regime, the EC has been transformed
from a net sugar importer in the 1970s to the second largest nat exporter
of sugar in the world, after Cuba, in the late 1980s.

The EC sugar regime’s arrangsments for sugar exports are largely self
financing. Export refunds, kiown as "restitutions,” on the 1.4 million
tons of ACP sugar (Table 38) are the main direct cost to the EC budget.
Restitutions paid on EC exports of sugar produced within production quotas
are financed by levies on production. 2/ In recent years, these levies
have been insufficient to reimburse the heavy cost of restitutions
attributable to the large gap between domestic and low world prices;
however, additional levies were introduced in 1985 and in 1987 in order to
render the systea self-financing.

In Japan, the world’'s second largest importer of sugar, import and
excise duties and a system of variable sugar import charges have raised
the price of sugar substantially above the free market price. Reflecting
these relatively high prices, sugar production has besn rising in Japan,
and this has been accompanied by generally declining consumption, partly
because of the displacement of sugar by the more competitive corm syrup
industry, and reducnd imports. The volume of sugar imports into Japan has

1/ Bvery five years, the EC sugar regime is subject to review.
Production quotas, which have remained effectively unchanged since 1981,
consist of two types. The A quota extends full price guarantees and is
roughly equivalent to the EC’'s sugar consumption. The B quota provides a
lower level of support; the latter quota amounts to 21 percent of A quota
sugar and is largely exported. Sugar also is produced in excess of quotas
(known as C sugar) and this sugar is not entitled to support and must
either be exported or stored to become the first tranche of A quota sugar
in the following year. The sugar regime, wvhich has been in operation
since 1981/82, vas extsnded in December 1985 for two-years through
1987/88; production quotas were left unchanged.

2/ All sugar produced under quotas 1s subject to a levy of 2 percent of
ths intervention price. Sugar produced under the B quota is alzo subject
to a levy of up to 37.5 percent of the intervention price. Between
1981/82 and 1985/86, however, the EC incurred a deficit of about
ECU 400 million because these levies were insufficient to cover the cost
of export refunds. In order to reduce the existing dzficit over the next
five years, an additional levy, known as the "elimination levy," wvas
introduced in December 1985; the levy, which uses about ECU 80 million a
year, varies from country to country to reflect the magnitude of
production levies paid by producers over the 5-year period ending 1985/86.
In 1986/87, export refunds rose substantially and a special levy, known as
the "speclal elimination®” levy, was introduced to eliminate additional
financing gaps as they occurred.



Table 38. European Community: Sugar Quota Allocations by Country, 1522/83-88/89

(In_thousands of tons: raw vaiue) 1/

July/June Quotz Years

Country 1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89
Barbados 53.6 53.6 S4.4 54.4 54.7 S4.7 54.7
Belize 42.8 42.8 43.6 43.6 43.8 43.8 43.8
Congo 5.4 8.7 10.9 10.9 11.1 11.1 11.1
Cote d’'Ivoire 0.0 2.2 10.9 10.9 11.1 11.1 11.1
Fiji 177.8 177.8 179.2 179.2 179.7 179.7 179.7
Guyana 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
Jamaica 128.6 128.6 128.6 128.6 129.0 129.0 129.0
Kenya 4.3 4.3 5.4 5.4 0.0 0.0 0.0
Madagascar 10.9 10.9 11.5 11.5 11.7 11.7 11.7
Malawi 21.7 21.7 22.4 22.4 22.6 22.6 22.6
Mauritius 529.6 529.6 532.5 532.5 533.7 533.7 533.7
St. Kitts and Nevis 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
Tanzania 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
Zimbabwe 27.2 27.2 32.6 32.6 32.8 32.8 32.8

Total 1.40] 1.418 1.418 1.418 1.418 1.418 1.418

Sources: Regulation 3225/80 (Protocol No. 7) giving the text of the Second Lome,
Convention. Regulation 1255/82 on Zimbabwe's accession to the Lome Convention.
Regulation 1243/84 partially restoring India’s quota. Regulation 1764/84 giving
the Cote d’lvoire an ACP quota. Regulation 1763/84 giving full ACP membership to
St. Cristopher and Nevis, and Regulation 1256/82 doing the same for Belize.
Council Decision 75/456/EEC of July 15, 1975 on India’s sugar quota. Notices of
the Commission in Official Journal C112 (May 13, 1978), C97 (April 18, 1979), Cl108
(April 29, 1982), Cl124 (May 15, 1982), and C328 (December 14, 1982). Reallocation
of Trinidad's shortfall and ¥enya's shortfall by Commission Decisions.

1/ Converted from white equivalent at 0.92 white tons = 1 raw ton.
2/ 10,000 toms.
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declined from 2.3 million tons in 1980 to less than 1.8 million tons in
1987,

As a consequence of the policies pursued in many countries, the
volume of internationally traded sugar has generally contracted during the
1980s. 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 1982 to 18.2 million tomns in 1986, but
rose slightly above that level to 18.5 million tons in 1987. 1In 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 frée market, the
average unit value of sugar exports has substantially exceeded prices on
the free market. 1In 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). 1In 1987, export volume is
estimated to have inr :eased slightly, reflecting higher exports from
industrial 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 increased 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 demand subsequently has shifted toward
developing countries, with relatively higher price and income elasticities
of demand. Higher world prices could reduce demand 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 1988/8¢ is
expected to be in sugar importing countries, including China, India, and
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Table 39. Sugar: World Trade, 1985-88
1985 1886 1087 1988 )/ 1985 19086 1987 1888 1/
(¥alyes in SDRs) (¥Yajues in U.S. dollars)
Exports
Earnings (in billions) 8.8 890 L8 Ls 8.8 g4 100 106
Industrial countries 1.7 1.7 1.8 1.8 1.7 2.0 2.3 2.5
Developing coumtries 6.9 6.0 5.8 5.8 7.0 7.1 7.5 7.8
U.5.5.R and Esstern
European countries 0.2 0.3 0.2 0.2 0.2 0.3 0.2 0.3
Volumes (in millions of tons) 28,3 28,2 28,3 21,8 28,3 28.2 28,3 271.8
Industrial countries 8.1 8.8 8.0 8.0 8.1 8.8 9.0 g.0
France 2.4 2.2 2.0 2.3 2.4 2.2 2.0 2.3
Australia 2.5 2.8 2.8 2.7 2.5 2.8 2.8 2.7
Other 3.2 3.8 4.2 4.0 3.2 3.8 4.2 4.0
Developing countries 1¢.2 17.8 18.3 17.4 19.2 17.8 18.3 17.4
Brezil 2.7 2.4 2.4 2.0 2.7 2.4 2.4 2.0
Cuba 6.9 6.7 6.5 6.5 6.9 6.7 6.5 6.5
Other 9.6 8.8 9.4 8.8 8.6 8.8 8.4 8.9
U.S.S.R and Eastern
European countries 1.0 1.5 1.0 1.4 1.0 1.5 1.0 1.4
Unit values (s ton) 210 285 2713 28 35 335 33 3.,
Industrial countries 213 198 200 206 216 232 258 277
Developing countries 358 339 318 333 365 3g7 412 448
Excluding Cuba (182) (184) (178) (200) (185) (216) (231) (270)
U.S5.5.R and Eastern
European countries 167 1838 170 164 170 220 220 220
Impozts
Values (in billions) 8.1 8.6 8.1 8.3 2.2 10,1 10.5 11.2
Industrial countries 2.2 2.0 1.8 2.0 2.2 2.4 2.3 2.7
Developing countries 2.5 2.3 2.4 2.7 2.5 2.7 3.2 3.7
U.S.S.R and Eastern
European countries 4.4 4.3 3.8 3.6 4.5 5.0 5.0 4.8
Voluwes (in millions of toms) 27,4 268 Z%J 22,4 £7.4 26,8 27,2 27.4
Industrial countries 8.5 8.0 .2 7.3 8.5 8.0 6.9 7.3
United States 2.6 1.8 1.2 1.2 2.6 1.9 1.2 1.2
Japan 1.9 1.8 1.8 1.8 1.8 1.8 1.8 1.8
United Xingdom 1.1 1.3 1.4 1.3 1.1 1.3 1.4 1.3
Other 2.9 3.0 2.8 3.0 2.9 3.0 2.5 3.0
Developing countries 13.1 12,4 14.0 14,0 13.1 12,4 14,0 14,0
U.S.S.R. and Eastern
European countries 5.8 6.4 6.3 6.1 5.8 6.4 6.3 6.1
U.S.5.R. 4.5 5.2 5.1 4.8 4.5 5.2 5.1 4.8
Othsr 1.3 1.2 1.2 1.2 1.3 1.2 1.2 1.2
Unit values (a ton) 330 322 g8 04 3as 78 86 409
Industrial countries 260 251 256 75 264 95 3al 370
Developing countries 187 183 174 195 180 215 225 262
U.S.8.R and Eastern
European countries 768 665 815 582 779 780 785 795
Market prices (a tomn)
Free market 2/ 88 114 115 187 88 133 148 225
European Commmity 3/ 3s0 350 366 agl 355 410 473 525
United States &/ 442 304 372 363 448 462 481 488
Sources: UN Food and Agriculture Organization, 1986 F, () book (Rome), for exports and

imports; Commodities Division, IMF Research Department for market prices.

1/ Datas on exports are estimates of Comnodities Division, IMF Research Department.

2/ International Sugar Asresment price which is en average of the New York contract No. 11 spot

price and the London daily price, f.0.b.

Caribbean ports.

3/ Uopacked sugar, c.i.f. European ports.
No. 14. Prior te June 1985, New York contract No. 12 spot
price, c.i.f. Atlantic and Gulf of Mexico ports.

4/ U.S, future import price contract
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the U.S5.S.R., and this is expected to lead to a further shrinkage in the
volume of internationally traded sugar.

5. PBananas

World supplies of bananas available for export in 1988 continuecd 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 Paises Exportadores de Banano (UPEB) and by Ecuador, which had
its best export performance in 10 years. Among the Asian banana
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; and 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 40); compared to previous years, exchange rate movements
were of less importance. 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 cf
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 gsecond half of the year dropped well below the previous year's
level. French import prices, in contrast, were above the 1987 level by
nearly 3 percent, but as 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 a slow recovery of production and
exports of the Philippines.

The Intergovernmental Group on Bananas of the FAQ projects an average
yearly growth of 0.6 percent to 0.9 percent for the worldwide export
volume and of 0.9 percent for import volume 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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Table 40. Bananas: Prices in Selected Markets, 1985-88
(4_tem)

Year Average Jan. Feb. Mar. April May June July Aug. Sept. Oct. Nov. Dec.

New York 1883 a8 378 443 454 A84 457 380 321 422 382 278 275 285
(In U.S. 1888 82 329 388 500 578 1Y) 343 a1 21 424 373 204 3l
dollars) 1087 382 357 402 420 373 402 333 410 304 323 247 3at 336

1088 1/ 444 364 463 430 433 301 88 483 m 428 417 417 446

Bemburg 1985 1,340 1,207 1,404 1,877 2,011 1,003 1,308 1,168 1,100 1,323 822 937 848
{In deutschs 1088 1,210 1,185 1,323 1,447 1,685 1,323 1,540 8790 1,088 1,054 1,002 855 8947
mark) 1087 775 1,197 1,410 1,282 1,288 1,321 1,323 1,264 1,128 1,020 908 811
1988 tﬂ 928 1,314 1,388 1,438 1,300 1,30 840 888 787 -1 840 700

(In U.S. 1983 o33 A0S 434 567 652 578 483 400 384 431 a1l 361 ar?
dollars) 1988 A8S 567 639 74 884 889 408 317 517 500 422 475
1087 ﬁ 398 633 789 708 721 8136 716 632 583 568 505 497

1088 [ 313 380 775 827 as8 772 758 455 475 400 547 537 8%

Prench ports 1085 4,970 4,300 4,890 S,750 5,700 5,400 4,040 4,610 4,610 4,780 4,920 4,710 4,660
(In Fremch 1988 }_,p_g_q 4,780 5,080 5,800 3,400 3,210 5,300 4,710 4,820 5,020 5,020 4,870 4,820
francs) 1887 5,210 4,700 4,840 5,820 5,420 5,330 5,350 5,540 35,3520 5,450 5,360 4,970 4,220
1088 5,340 4,760 5,500 5,780 5,840 5,800 5,450 5,100 3,160 35,280 5,350 5,150 5,140

(In U.S. 1985 464 486 569 6135 380 529 519 541 530 810 597 605
dollars) 1986 ﬁ 835 708 804 763 732 743 880 717 752 767 735 737
1087 1.1} 730 795 921 808 a9 814 9801 883 882 895 871 763

1988 288 833 958 1,015 1,028 978 920 820 807 833 882 863 858

Japsnese ports 1985 103 88 (1] 95 122 131 133 116 107 118 107 79 73
(In thousands of 1988 73 80 87 96 L 114 108 s 77 84 61 65
Japanese yen) 1887 38 82 74 85 79 76 8 (.} 72 72 58 61
1988 g 31 58 70 93 90 85 73 72 1] 82 78 76

{In U.8. 1885 438 346 342 367 486 318 336 480 450 300 497 a8 358
dollars) 1088 366 433 484 548 592 ere 683 344 300 412 a7s 401
1987 ﬁ ars 404 s88 594 382 326 433 441 503 303 540 570

1988 ‘— 399 A58 550 784 721 669 348 538 385 836 . e

Sources: UN Food and Agriculture Organisation, FAO Monthly Bulletin of Statistics (Rowe), and Commodities Division
IMP Research Departaent.

Y uﬁ_odtuu Division, IMF Research Department, estimatss based on the sverags wholesale prices at Hew York City
and cago.
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in Africa, for Cameroon and Somalia. Exports from the Philippines are
projected to remain unchanged. The projections with respect to demand
growth may prove optimistic. They were 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 bananas both in Western European countries and the
U.S5.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 comprnsate for these developments in
the major markets. With reference to supply, it should be noted that
supply shortfalls from indi-*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 intermational trade
policies. Japan’s lowering of applicable rates in its generalized 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 common 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 Lomé Convention. Imports into France,
Italy, and the United Kingdom are limited by licence to an amount 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 UPEB countries and Ecuador. In addition, preferential arrangements
apply to the EC’s own banana growers.

I11. pReverages

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 Iinternational 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 iz largely determined by
taste and tradition, tends to be stabie and price inelastic over the shert
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run. Except in periods of very large price changes, there is little
substitution in consumption between these commodities. Variations in
prices are mainly associated with weather-related short-run fluctuations
and longer cyclical changes in supply in lagged response to prices for
these commodities.

Owing to the dominant role of supply factors, beverage prices
(Chart 5) have tended to move independantly of the prices for other
cormodities over the last several years (see Chart 2). This pattern was
repeated in both 1987 end 1988. In 1987, a large increase in production
contributed to a 36 percent deciine in terms of SDRs in the overall index
of beverage prices (Tables 41 and 42). Although the beverage production
index declined somevhat in 1988--crop year 1988/89 is the "off"-year in
the two-year Brazilian coffee production cycle--very large carryover
stocks sugmented available supplies and the price index fell by a further
4 percent. .

1. Coffee

A drought in the coffee producing areas of Brazil which reduced the
1986/87 (April-March) Brazilian crop caused world coffee prices to rise
sharply in late 1985 and early 1986. 1/ As s result of the rise in
prices, export quotas under the 1983 International Coffee Agreement were
increased in November and December 1985 and completely suspended in
February 1986. The drought reduced the 1986/87 Brazilian coffee crop by
about 40 percent to 15 million 60 kilogram bags as compared to a crop of
about 25 million bags that might have been expected with normal weather in
an "off-year" of the two-year arabica coffee production cycle. The period
of high prices was quite transient, however. Prices weakened beginning in
April 1986 and continued to fall in subsequent months because of a large
rise in exports following the suspension of export quotas and on account
of indications that the drought would have little or no long-term effect
on coffee production in Brazil. Prices recovered briefly in September
1986 due to another spsll of dry weather in Brazil but declined during the
final quarter of 1986 and in most of 1987. The fall in prices is
attributable to a failure by the members of the International Coffee
Organization (ICO) to agree on the reintroduction of quotas and the
prospect of a recovery in the 1987/88 Brazilian coffee crop. In fact,
the 1987/88 Brazilian crop wvas a record 43 million 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 sanme level as at the beginning of the 1985/86 coffee year. The range
between which prices are to be stabilized was also left unchanged at

1/ The Brazilian crop year is April/March 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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CHART 5
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Tabls 41. Prices of Beverages, 1878-88
Index of “Other mild" Cocoa
Prices of arabica 2/ Robusta 3/ Tea &/ Beans 3/
Years Beverages )/ (Pound) (Pound) (Kilogram) (Ton)
(2980=200) (In_J0Rs)
1976 115.3 1.3 1.28 1.87 2,549
1980 100.0 1.18 1.13 1.71 2,000
1981 87.4 1.09 0.87 i.n 1,783
1s82 8s.8 1.27 1.01 1.73 1,574
1833 105.0 1.23 1.16 2.17 1,985
1884 126.9 1.4 1.35 3.7 2,335
19835 113.2 1.43 1.18 1.97 2,220
1888 13.3 1.685 1.27 1.64 1,765
1887 73.8 0.87 0.79 1.32 1,548
1988 70.8 1.01 0.71 1.3 1,177
1087 1 78.0 0.81 0.83 1.49 1,573
11 71.9 0.84 0.79 1.10 1,580
111 1.2 0.81 0.75 1.23 1,603
v "1 0.01 0.78 1.45 1,428
1988 1 73.7 0.87 0.75 1.46 1,330
I 70.6 1.01 0.70 1.27 1,211
IIX 68.5 1.04 0.68 1.18 1,104
Iv 70.3 1.01 6.72 1.4 1,061
(1980=100) ~---oosmmeesss (In.V.S. dollars & top)---=----~---
197¢ 114.4 1.74 1.65 2.16 3,293
1880 100.0 1.54 1.47 2.23 2,603
1981 78.2 1.28 1.03 2.02 2,077
1982 70.6 1.40 1.1 1.3 1,742
1883 6.1 1.32 1.24 2.32 2,118
1884 100.0 1.44 1.38 3.46 2,396
1883 88.3 1.46 1.21 1.08 2,255
1986 101.8 1.3 1.48 1.83 2,088
1887 73.3 1.12 1.02 1.7 1,908
1988 73.2 1.35 0.95 1.79 1,584
1887 1 75.6 1.14 1.08 1.88 1,084
II 71.5 1.08 1.02 1.43 2,048
111 8.8 1.03 0.96 1.37 2,046
Iv 78.4 1.22 1.05 1.95 1,018
1888 1 77.4 1.33 1.02 1.98 1,819
11 74.2 1.38 0.85 1.74 1,657
111 68.3 1.34 0.86 1.53 1,432
v 72.7 1.38 0.97 1.80 1,427

Source: Coamodities Division, IMF Research Departaent.

1/ The weights in the index are as follows:
and cocoa beans, 28 percent.
2/ Central American and Mexican origin, average of prices ex-dock New York and

ex-dock Bramen/BHemburg.

coffee, 63 percent; tea, 11 percent;

African origin, average of prices of ex-dock New York and ex-dock Le

Hevre/Marseille.

&/ Any origin, sverage London auction prices.

3/ Internationme’

“ocoe Orgsnization daily prices, averages of three nearest

trading months on Bex VYork Cocoa Exchange snd London Cocoa Terminal Market, c.i.f.

U.5. and European por..
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Table 42. Movements in the Prices of Beverages
and Related Economaic Indicators, 1982-88

(Annual_parcentage changs)

1982 1983 1984 1985 1986 1987 1988

Prices of beverages 1/

In SDRs 7.3 11.9 20.9 -10.8 0.0 -34.9 4.1
In U.S. dollars 0.4 8.2 16.1 -11.7 15.3 -28.0 -0.1
Real 2/ 2.6 11.4 19.6 -12.3 -2.0  -35.9 -5.8
Consumer price index in
G-7 countries
In SDRs 6.7 4.9 4.6 3.5 1.0 0.5 3.0
In U.S. dollars -0.1 1.6 0.3 2.5 16.7 10.7 7.0
Real GNP in G-7 countries -0.4 2.9 5.1 3.4 2.7 3.4 4.2
World consumption of
beverages 3/
Index of consumption &/ 2.1 0.0 3.4 -0.7 2.7 1.9 2.2
World supply of beverages 3/
Index of production -13.1 5.1 9.3 4.0 -9.9 20.0 -4.1
Index of supply 3/ -2.2 0.6 4.3 2.0 4.1 10.5 4.9
Index of closing stocks -9.1 -7.6 -4.8 4.3  -13.2 36.0 5.2

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

1/ Refers to IMF world index of prices of beverages. These percentages differ
from those reported in the World Economic Outlook which refer to the price index of
beverages axported by developing countries.

2/ Index of dollar prices of beverages deflated by the index of dollar unit values
of manufactured exports.

3/ Overall indices constructed using the same weights for the indices of
individual commodities as in overall (world) price index. Crop year data for
agricultural commodities are allocated under the earlier calendar year, e.g., crop
year 1980/81 under 1980. Commodity coverage of indices of consumption and stocks {s
less comprehensive than coverage of indices of production and supply.

4/ Data on consumption include some working inventories for coffee in importing
countries and movements in these inventories contribute to the variability of this
series, particularly in the period 1983-85.

5/ Production plus beginning-of-year stocks.
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$1.20 and $1.40 a pound. 1/ As the composite indicator price (CIP) was
well balow the floor price of the stabilization range, the Council also
agreed on supplementary measures permitting quota cuta of up to 4 million
bags during the October to December 1987 quarter. The impact on prices of
the reintroduction of quotas and an immediate quota cut of 1.5 million
bags in early October was quite muted because of weak import demand
reflecting & high level of coffee stocks in consuming countries and large
shipments at the end of the 1986/87 coffee year. The transitional
arrangsmsnts for the first quartsr of the coffee year were not implemented
during the rest of the quarter because the CIP remained just above §1.15 a
pound.

The price differential between robusta and other mild arabica
coffees, wvhich historically has been at about 10 percent, widened
considerably during the course of the 1987/88 coffee year due to a
shortags of quality Colowbian and other mild arabica coffees and a
surfeit of robusta and low quality arabica coffees. In the period between
February 1986 and the end of September 1987, when quotas were not in
effect and real prices of coffee were quite low, processors in North
America and Vestern Europe increased the proportion of high quality
arabicas in their blends. It appears that there may be a distinct
consumer preference for this type of coffee, which had been masked by the
application of ICO export quotas. During the 1986/87 coffee yesar, when
export quotas were not in effect, exports of other mild and Colombian mild
coffees accounted for 51.5 percent of exports by ICO members to importing
members. Uhen quotas were reintroduced at the beginning of the 1987/88
coffee year, the share of other milds and Colombian milds was reduced to
43 percent of the total quota. The impact of the discrepancy between the
quota allocated for other mild arsbica coffees and the underlying market
demand for these types of coffee was not evident in the price differential
between robusta and mild arsbica coffees during the last quarter of 1987
because of largs stocks in consuming countries and shipments in transic.
The differential widened substantially, however, during 1988.

Two quota cuts of one million bags sach were triggered in January
1988 because the composite indicator price continued to remain below
$1.20 per poamd. Prices recovered in February and moved above the
$1.20 per pound level for a brief pericd on account of a sharp increase in

l/ Ths ICO’s composite indicator is an average of the ICO indicator
prices for robusta and "other milds." Both are physical prices for
specific grades of coffee. The robusta indicator is an average of prices
ex-dock Mew York (Angola Ambriz 2BB, Cdte d’Ivoire Grade 1I, and Uganda
Standard) and ex-dock Le Havre/Marseille (CbSte d’Ivolire Superior Grade II,
Cameroon Superior Grade 1, Central African Superior, and Madagascar
Superior Grade 1I). The "other milds" indicator is an average of prices
of arabica coffee ex-dock New York (El Salvador Central Standard,
Guatemals Prime Washed, Mexico Prime Washed), and ex-dock Bremen/Hamburg
(E1 Salvador High Grown, Guatemala Hard Bean, and Nicaragua Strict
High Growm).
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the price of other milds coffee. This increase was caused by high
seasonal roaster demand, undershipment of quotas during the fourth quarter
of 1987 and speculative purchases on futures markets. Weak robusta prices
caused the indicator price to fall below the $1.20 per pound level in
March 1988, and despite two more quota cuts of 1.5 million bags each in
July, the indicator price contimied to remain below the $1.20 per pound
level until the end of September 1988. Thus, in spite of five quota cuts
amounting to a total reduction of 6.5 million bags in the quota for the
1987/88 coffes ysar, coffee prices remained below the lower level of the
price stabilization range during 11 months of t:c year. Despite the quota
cuts, supplies of robusta coffee continued to be plentiful throughout the
1987/88 coffee ysar and robusta prices remained weak. The main impact of
the prorata quota cuts was to further reduce the availability of the mild
arabica coffees for vhich demand was relatively strong. This led to a
strengthening in prices for arabica coffee and to a widening of the price
differential between robusta and other mild (araica) coffees. The price
differential for other milds coffee over robusta coffee, which increased
from 11 percent in September 1987 to 20 percent in December 1987, widened
further to 63 percent in July 1988 before narrowing to 50 percent in
September 1988.

After declining to 83 million bags in the 1985/86 international
coffee ysar (October/September) on account of the severe drought in
Brazil, world coffee production recovered to 96 million bags in 1986/87
and to nearly 97 million bags in 1987/88 largely as a result of a recovery
in Brazilian coffee production (Table 43). In addition, coffee production
in Colombia increased from 10.8 wmillion bags in 1986/87 to 13.2 million
bags in 1987/88, while coffee production in India declined from
3.7 million bags to 2 million bags during the same veriod. The recovery
in Brazilian production, which is mainly unwashed srabica coffee, caused
the share of arabica coffee in total world production to rise from
75 percent in 1985/86 to 79 percent in 1987/88. Lower production in
member countries of the Organisation Africaine et Malgache du Café
(OAMCAF) reduced world robusts production from 21.4 million bags in
1986/87 to 19.7 million bags in 1987/88.

World coffee consumption has increased at an annual rate of about
1.3 percent in 1986/87 and 1987/88. Consumption in importing countries
accounts for about 77 percent of total world coffee consumption; the
remainder--about 19-20 million bags each ysar--is consumed in the
exporting countries. High coffee prices led to a dacline in consumption
in the importing countries, to 65.6 million bags in 1985/86. As prices
fell in 1986/87 and 1987/88, consumption recovered to 66.6 million bags
and 68.5 million bags, respectively. Despite the low price level during
these two crop years, coffee consumption in the principal importing
countries in Western Europe and North America grew at a relatively slow
rate because demand for coffee in these well established and mature
merksts is inslastic with respect to both price and income. GCrowth in
coffee consuanption has also been hampered by the fact that a large drop in
green coffee prices has not been reflected by a corresponding percentage
drop in retail prices for roasted and soluble coffee, largely because
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World Commodity Balance, 1082/83-88/88

(In_millicns of 60 kiloxram bags)
1982/83 1083/84 1084/85 1085/86 1986/87 1987/88 1988/89 i/
Production 20.7 8.6 828 980 967 93,4
Brazil 23.4 24,7 25.9 22.8 29.2 31.8 25.3
Colombia 12.3 13.0 11.0 11.8 10.8 13.2 12.2
Other countries 2/ 35.0 48.2 51.7 48.3 36.9 51.7 55.9
Consumption 86,2 8.3 8.8 84,8 86.4 2.3 88,3
Exporting countries 20.1 18.6 18.3 10.2 10,2 18,2 18,7
Brasil 7.7 7.3 7.0 7.0 7.0 7.5 8.0
Colombia 1.9 1.6 1.8 2.0 1.7 1.8 1.8
Other countries 2/ 10.5 8.7 10.5 10.2 11.1 8.9 9.9
rting coumtries 88,1 §6.7 88,3 8.6 86,6 8.5 8.8
ICO ssmbers 3/ 56.6 56.1 55.8 57.1 59.0 60.0 60.0
Nonmembexs &/ 8.5 10.86 10.5 8.5 7.6 8.5 8.8
Losses 3/ 4.3 d.8 1.4 p L] pYL] 1.6 1.8
Closing stocks 84,9 64,1 83.7 4 20,6 78 4 .7
In exporting countries 54.3 51.1 51.0 44.8 47.6 60.0 65.6
Brazil 15.4 12.8 13.4 16.3 20.3 27.0 28.3
Colombie 11.3 12.7 12.3 10.6 7.6 8.5 11.5
Other countries 2/ 21.6 25.6 25.3 17.9 19.7 23.5 25.8
Other stocks 10.6 13.0 14,7 17.6 23.0 18.4 16.12
Invenitories in
importing countries 4.4 5.0 5.4 7.3 6.7 6.8 6.7
Stocks in free ports 1.8 2.6 2.8 3.7 4.8 3.8 3.6
Afloat, etc. §/ 4.3 5.4 6.5 6.6 11.4 7.8 5.8
Stocks/consumption
ratio (in percent) 75 - 75 77 74 82 ac 82

Source: Bssed on statistics of the Inteornational Coffee Organization (ICO).

}/ Projections of Commodities Division, IMF Ressarch Department.
Includes estimates for producing countries which are not mewmbers of ICO, as follows;
production, 0.2 million bags a year; consumption 0.1 million bags a year; and exports,

0.1 million bags s year.

3/ Net imports adjusted for changes in visible inventories.
4/ Estimates bssed on data on exports to nommembers and dats on consumption by nonmembers.

5/ Calculated as 1 percent of supply, that is, begimming stocks plus production.
§/ Based on Ssptember exports and partly residual.
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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.

ICO 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 million 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
1984/85 coffee year to little more than 62 million bags by end- 1985/86.
With the recovery in world coffee production and slow growth in
congsuaption, 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 40C 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 March 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 ICO became a cause of major concern to the Executive Board of the
ICO 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
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Table 44. Coffee: Export Earnings, 1985-88

1985 1986 1987 1988 1/ 1985 1986 1987 1988 1/

(¥alues in SDRs) (¥alues in U.§, dollaxs)
Earnings (in billions) 104 11,8 11 L1 105 138 2.2 2.6
Developing countries 10.4 11.8 7.1 7.1 10.5 13.8 9.2 9.5
To ICO members 2/ 9.2 10.7 6.3 6.3 9.3 12.5 8.2 8.5
To nonmembers of ICO 1.2 1.1 0.8 0.7 1.2 1.3 1.0 1.0
Volumes (in millions of tons) 4,2 3.8 4,2 39 4.2 3.8 4,2 3.9
Developing countries 4.2 3.8 4.2 3.9 4.2 3.8 4.2 3.9
To ICO members 2/ 3.6 3.4 3.6 3.3 3.6 3.4 3.6 3.3
To normembers of ICO 0.6 0.4 0.6 0.6 0.6 0.4 0.6 0.6
Unit values (a tom) 2.480 3,140 1.710 1.830 2.210 3,680 2,220 2,460
To 1ICO countries 2,540 3,130 1,760 1,920 2,580 3,680 2,280 2,580
To nonmembers of ICO 1,970 2,770 1,290 1,360 2,000 3,250 1,670 1,830
Market prices
I1CO daily composite
indicator (a ton) 2,900 3,200 1,830 1,890 2,940 3,760 2,370 2,540
Other milds 3/ 3,160 3,620 1,920 2,220 3,210 4,250 2,480 2,980
Robusta 4/ 2,630 2,790 1,740 1,560 2,670 3,270 2,260 2,100

Sources: Export data are based on statistics of the International Coffee Organization
(1C0); Commodities Division, IMF Research Department for market prices.

Data on exports are estimates of Commodities Division, IMF Research Department.
Includes exports of an estimated 0.1 miliion bags a year from nonmembers of ICO.
Ex-dock New York and Bremen/Hamburg.

Ex-dock New York and Le Havre/Marseilles.

KRRY
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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 che coffee year, two
quota increases of 1.0 miliion bags each could be distributed if the
15-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
determined 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 wilds 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 diffcrential between the 15-day moving averages of the
other milds and robv:zta 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
floor and ceiling prices of the $1.20 to $1.40 target range would serve 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 entitled to basic quota will continue to be deterained by
the 15-day moving averages of the other milds and robusta prices
respectively. 1/

World coffee production is expected to dscline 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 irternational 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

l/ 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 15-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 OAMCAF member 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
stemming from the ICO quotas, and a relative scarcity of higher quality
mild arabica 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 negotiaticns. Failure to conclude a new agreement, or to extend
the current agreement, will most likely result in a sharp drop in coffee
prices,

2. Tea

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. 1/ 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. 1In 1984, world tea supplies
increased by 6 percent and by a further 5 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

l/ Price quotations refer to the London auction price, average all
teas.
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Table 45. Tea: World Commodity Balance, 1982-88
(In_thousands of tons)
1982 1983 1984 1985 1986 1987 1988 1/
Production 1,930 2,030 2,160 2,260 2,240 2,340 2,460
Green tea 420 430 420 420 440 490 510
China 250 240 240 240 260 300 320
Other countries 170 190 180 180 180 190 190
Black tea 1,510 1,600 1,740 1,840 1,800 1,850 1,950
India 560 580 640 660 620 670 710
Kenya 100 120 120 150 140 160 160
Sri Lanka 190 180 210 210 210 210 240
Other countries 660 720 770 820 830 810 840
Consumption (black and green) 1,920 2,000 2,130 2,220 2,190 2,320 2.410
Tea producing countries 2/ 1.110 1.160 1,220 1,310 1,270 1,370 1.430
China ' 180 280 270 300 290 230 260
India 370 370 420 440 420 470 480
Japan 100 100 90 90 90 100 100
U.S.S.R. 140 150 150 150 150 140 150
Other countries 320 260 290 330 320 430 440
Tea importing countries 3/ 800 8490 910 910 920 250 980
Asian countries 200 230 260 250 250 270 280
United Kingdom 170 170 180 160 160 160 170
Other countries 430 440 470 500 510 520 530
Implied change in total
stocks 10 30 30 40 60 20 50
Closing stocks in the
United Kingdom 49 39 47 47 50 37 50

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

Organization,

1/ Estimated by Commodities Division, IMF 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.
3/ Net imports adjusted for stock changes where possible.

do not produce tea on a large scale.

Covers only countries which
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Kenya which were largely offset by an increase in green tea production in
China. Prices 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 508 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 ylelds 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 Kingdom 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 {n tea consumption in the Middle 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
increasgsed 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). 1In 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 1/ 1985 1986 1987 1988 1/

(¥Yalues in SDRs) (¥alues in U.S. dollaxrs)

Earnings (in billions) 2.0 ) -] 1.4 ) -1 2.1 1.7 1.8 2.9

Developing countries 2.0 1.5 1.4 1.5 2.1 1.7 1.8 2.0
Volumes (in thousands

of tons) 1.009 1,018 1,018 1.065 1.009 1.018 1.018 1.065

Developing countries 1,009 1,018 1,018 1,065 1.009 1,018 1,018 1,065

India 222 203 204 220 222 203 206 220

Kenya 139 133 150 156 139 133 150 156

Sri Lanka 198 208 201 213 198 208 201 213

Other 450 474 463 476 450 474 463 476

Unit values (a ton) 2.020 1.470 1,400 1,410 2.050 1,720 1.810 1,890

Market prices (a ton) 2/ 1.930 1.640 1,320 1.330 1.980 3930 1710 1.790

Sources: UN Food and Agriculture Organization, 1987 FAQ Trade Yearbook (Rome) for exports;
Commodities Division, IMF Research Department for market prices.

1/ Data on exports are estimates of Commodities Division, IMF Research Department.
2/ Llondon auction price, average all teas.
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a depreciation in the value of the U.S. dollar. 1
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rise in production in these two countries is likely to be absorbed by
increased domestic consumption. Growth of consumption in the developing
countries and the U.S.S.R. is expected to continue to grow owing to the
low level of prices and population growth although import demand for tea
in the U.S.S5.R. may be constrained by the availsgbility of foreign
exchange. Similarly, developments in oil prices will be an important
determinant of tea import demand 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
previous four crop years and the prospect of another surplus in the
1988/89 (October/September) crop year. Monthly averages of the
International Cocoa Organization (ICCO) daily prices, which are the
averages of futures market prices on the London Cocoa Terminal Market and
- the New 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 when it became apparent that
production would exceed consumption for the fourth consecutive year.
Despite purchases by the buffer stock of the International Cocoa
Organization (ICCO) and a "no sales policy" by Cdte d’'Ivoire--the world’'s
largest cocos producer--prices had declined to little more than §$1,200 per
ton by September 1988. Prices increased to over $1,500 in December,
however, mainly on account of news reports of an arrangement between Cdte
d’'Ivoire and a French trading company to purchase and store a large amount
of Ivoirien cocoa in Europe.

Because of the long gestation period and perennial nature of the
crop, cocoa producers have adjusted to price changes only after relatively
long time lags. The possibilities for changing the level of production
in the short run, by varying the level of inputs or the intensity of
harvesting, are quite limited. Consequently, the short-run elasticity of
supply tends to be quite low. The longer-term price elasticity of supply,
however, 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 coccs production and prices; low production and high
prices tend to encourage increased 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
superinposed on this underlying long-term cyclical pattern.

A sharp increase in world cocoa production in lagged response to the
high real prices of the mid-1970s is largely responsible for the excess
supply situation that has characterized the world cocoa market in eight
of the last ten years. Mainly as a result of large-scale new plantings
with high-ylelding hybrid varieties and the rehabilitation of older areas,
world cocoa production increased by 40 percent in the period from 1977/87
to 1987/88. The total area under cultivation expanded from 4.17 million
hectares to 4.50 million hectares during this period. Particularly large
production increases wvere recorded in Cdte d’'Ivoire where cocoa is mainly
a smallholder crop; officially-sponsored new planting and rehabilitation
scheaes 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 thousand hectares during the same period. Similarly, the
area under cocoa cultivation in Brazil increased from 486 thousand
hectares to 708 thousand hectares over the same period, while the area
under high-yielding varieties more than quadrupled, from 80 thousand
hectares to 345 thousand hestares. In Malaysia, which has a long
tradition of tree crop agriculture, cocoa cultivation has been rapidly
adopted by smallholders and large estates. There has been a more than
sixfold increase in the area under cultivation from 49 thousand hectares
in 1976/77 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
increase in the area under high-ylelding 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 Cdte d’'Ivoire more than doubled--from

300 thousand tons in 1977/87 to 660 thousand tons in 1987/88. During the
same period, production in Brazil increased frowm 280 thousand toms to

400 thousand tons while Malaysian production increased from 170 thousand
tons to 230 thousand tons. Malaysia currently accounts for about

11 percent of total world cocoa 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 increase of cocoa productlion in Asia, world production
has become geographically more dispersed. This development, which is
expected to continue, is likely to increase the stability of world cocoa
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The demand for cocoa is derived from the demand for chocolate and
other cocoa-based products. The price and income elasticities of demand
for cocoa are quite low because two thirds of world cocoa is consumed in
long established and relatively mature markets in North America and
Western Europe. 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 most 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. An increase in the level of vertical
integration and concentration in the cocoa processing and manufacturing
industries 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. More 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 thousand 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 May/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
250 thousand tons. A lack of agreement in the ICCO on a further revision
of the intervention prices and large arrears in the payment of export
levies collected by producing members has effectively precluded any
agreement on the modalities for the implementation of the withholding
schene.

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
improvements 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 has also tended to reduce the need for cocoa stocks,
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Table 47. Cocoa Beans: World Commodity Balance, 1982/83-88/89

~October/Septembex Crop Yeaxs
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89% 1/

Gross production 1530 1500 1.960 1.960 2.020 2,160 2.219
Brazil 330 300 410 370 360 400 380
Cameroon 110 110 120 120 120 130 130
Cdte d'lIvoire 360 410 - 570 580 620 660 680
Ecuador 40 40 130 110 90 80 80
Ghana 180 160 180 220 230 190 250
Malaysia ' 70 80 100 120 170 230 250
Nigeria 160 120 160 110 100 150 140
Other countries 280 280 290 330 330 320 360

Production adjusted for

loss in weights 1.490 1.940 1,940 2,000 2,140 2,240

Grindings (consumption) 1.700 1.850 1.840 1.910 1.990 2,09

Cocoa bean producing

: bk

countries 510 600 640 600 630 650
Europsan Community 580 610 640 630 650 720 740
U.S.S.R. 150 140 160 140 160 150 160
United States 190 210 200 190 230 240 260
Other countries 230 230 250 240 270 250 280

Closing stocks 670 460 230 650 140 890 1,040
Commercial stocks 570 360 450 550 560 640 790
ICCO stocks 100 100 100 100 175 250 250
Stocks/grindings

ratio (in percent) 41 27 30 35 39 45 50

Source: International Cocoa Organization (ICCO), Quarterly Bulletin of Cocoa Statistics

{London), various issues.

1/ Projected by Commodities Division, IMF Research Department.
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With the ICCO effectively out of the market and the prospect of a
sharp iacrease ir world stocks, monthly prices to fall to $1,239 a ton in
September 1988. A shortage of West African cocoa in the physical market
owing to the sales policy of Cdte d‘'Ivoire caused the premium 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 Cdte d’Ivoire to remove
up to 400 thousand tons of its cocoa from the world market by selling it
to a French trading company which would then store it in Europe, caused
prices to recover during the final quarter of the year. By December the
average monthly price had recovered to §1,503 a ton.

Between 1985 and 1987, earnings of developing countries from cocoa
beans and cocoa product exports remained 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 and cocoa product exports are estimated to have declined
sharply to $3.0 billion because market prices fell by 21 percent while
total cocoa export volume is estimated to have increased by only
5 percent. Owing to the depreciation of the U.S. dollar, total earnings
of developing 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 estimated 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 come into production and young trees reach their optimum bearing
age. Favorable growing conditions in Céte d’Ivoire and a relatively high
producer price are expected to contribute to another record crop in that
country. Similarly production in Malaysia is also expected to increase
substantially. In Brazil production is expected to stabilize around a
level of 400 thousand tons 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 are expected to contribute to a continued recovery in output in
these countries. In Ghana, increasing output from new plantings in the
wvestern 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 Marketing Board are expected to
contribute to a continued recovery 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
products is likely to be reduced on account of growing concentration in
the cocoa manufacturing industry although increased nonprice competition
through product differentiation and larger promotional expenditures will
likely result in increased cocoa consumption. The structural imbalance
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Table 48. Cocoa: Export Earnings, 1985-88
1985 1986 1987 1988 )/ 1985 1986 1987 1988 }/
(Valuas in SDRs) (Yalues in U.S.dollaxs)
Earnings (in billions)
Beans 21 2.3 2.2 L6 2.1 29 2.8 2.2
Developing countries 2.7 2.5 2.2 1.6 2.7 2.9 2.8 2.2
Products 2/ 20 L8 Ls 12 20 292 L% 12
Developing countries 1.0 0.9 0.7 0.6 1.0 1.0 0.9 0.8
Industrial countries 1.0 0.9 0.8 0.7 1.0 1.0 1.0 0.9
Volumes (in thousand
of tons)
Beans 1306 1,410 1.429 1.485 1304 1.410 1,429 1.485
Developing countries 1,306 1,410 1,429 1,485 1,306 1,410 1,429 1,485
Products 2/ 649 639 662 110 649 639 662 110
Developing countries 367 389 N 400 367 389 371 400
Industrial countries 282 270 291 310 282 270 291 310
nit values (a ton)
Beans 2.020 1.760 1.490 1.100 2,050 2,060 1,930 1,480
Developing countries 2,020 1,760 1,490 1,100 2,050 2,060 1,930 1,480
Products 2/ 3.030 2,580 2.220 1.780 3,080 3,030 2,870 2,390
Developing countries 2,790 2,170 1,950 1,490 2,830 2,50 2,520 2,00C
Industrisl countries 3,450 3,240 2,760 2,160 3,500 3,800 3,570 2,90C
‘arket prices of cocoa
beans (a ton) 3/ 2.230 1.760 1.330 1.180 2.260 2.070 2,000 1,580

Sources:

UN Food and Agriculture Organization, 1987 FAQ Trade Yearbook (Rome) for

xports; for cocoa beans, export data include only exports from cocoa bean producing

ountries; Commodities Division, IMF Research Department for market prices.

1/ Data on exports are estimates of Commodities Division, IMF Research Department.
2/ Cocoa products are obtained by grinding cocoa beans. They consist of cocoa butter,
>coa povder and cake and cocoa paste, all of which are derived entirely from cocoa beans

3/ Averages of ICCO daily prices.
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between vorld cocoa production and consumption is expected to continue
for several more years.

With world stocks already at record levels, and a projected surplus
of production over consumption for the 1988/89 season, the outlook for
cocoa prices in 1989 is quite bearish. The substantial quantity of
Ivoirien cocoa reportedly destined for longer-term storage in Europe is
likely to overhang the market and inhibit any significant recovery in
prices. Lack of agreement in the ICCO on the modalities for the
implementation of the withholding scheme and mounting arrears in the
payment of export levies, appear likely to preclude any intervention by
the organization to support market prices. Indeed, a lack of funds may
necessitate premature liquidation of a small part of the ICCO buffer
stock to pay operating expenses.

IV. Agricultural Rav Materials

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. 1In the cases of tobacco and sisal these declines were
slight, 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 decline in growth of
world consumption of agricultural raw materials since 1987, The growth in
the index of world consumption for these commodities 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 50). Although the growth of world production
also fell in 1988, from over 5 percent in the previous year to under
4 percent, the adjustment was insufficient to sustain the sharp rise in
agricultural rawv material prices observed in 1987.

As with most other non-fuel primary commodities, 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 econemic
growth remains strong, the rate of growth of consumption of agricultural
rav materials could match the rates of the wmid-1980s. Other factors,
however, will continue to be important. These include the increasing
productivity of agricultural producers in industrial as well as developing
countries, and technological factors that may be adversely influencing the
world demand for some agricultural raw materials.

1. Haxdwood

The average annual price of hardwood logs, in terms of U.S. dollars,
has increased steadily from $136 per cubic meter in 1985 to §$233 per
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Table 48. Prices of Agricultural Raw Materials, 1979-88

Index of Medium-
Prices of Logs 2/ Natural Staple Fine
Agricultural (Cubic Tobacco 3/ Rubber &/ Cotton 5/ Wool §/ Jute 7/ Sisal 8/ Hides g/
Years Raw Materials ]/ weter) (Pound) (Pound) (Pound) (Kilogram) (Tomn) (Ton) (Pound)

(1820=100) senemanenes (In_SDRe)~-----=-=-mossmssoomosossemmonooes

1979 92.6 132 1.04 0.44 0.60 4.08 208 551 0.57
1880 100.0 150 1.10 0.50 0.72 4.59 241 588 0.35
1881 8.5 132 1.38 0.43 0.71 .20 236 547 0.35
19862 8.6 141 1.65 0.35 0.66 5.19 256 539 0.35
1983 103.8 138 1.74 0.45 0.79 5.05 279 534 0.42
1984 118.0 163 1.81 0.42 0.78 5.45 518 570 0.57
1985 0.6 134 1.82 0.34 0.59 4.88 574 517 0.50
1986 87.6 129 1.40 0.31 0.41 3.97 232 438 0.55
1987 105.8 171 1.22 0.35 0.58 5.50 248 396 0.62
1988 111.6 173 1.21 0.40 0.47 8.67 275 3g2 0.65
1987 1 1.9 141 1.23 0.32 0.51 .25 225 404 0.52
11 96.6 141 1.20 0.33 0.57 5.45 237 384 0.64

II1 112.6 179 1.22 0.3? 0.66 8.18 266 399 0.67

v 122.3 220 1.21 0.36 0.56 6.13 263 385 0.64

1988 1 110.9 179 1.18 0.3? 0.50 7.66 21 380 0.65
II  114.5 177 1.14 0.44 0.49 8.42 271 384 0.70

111 111.1 164 1.23 0.44 0.46 8.2¢ 285 408 0.68

IV 109.7 174 1.30 0.35 0.44 8.34 275 3gs 0.58
(1880=100) m-mmmememmemmemeeeeeeeeceeoooe (In U.S. dollars)---=-==-=v==s-=-sseeeseooooooo-

1979 92.0 170 1.35 0.57 0.77 5.25 ass 713 0.73
1980 100.0 196 1.43 0.65 0.94 5.97 314 765 0.46
1981 87.5 156 161 0.51 0.84 6.13 278 845 0.42
1982 83.7 156 1.83 0.3% 0.73 5.73 283 595 0.39
1983 85.2 145 1.86 0.48 0.84 .40 208 571 0.45
1084 91.4 167 1.86 0.43 0.81 5.59 531 584 0.59
1985 77.7 136 1.84 0.34 0.60 4.985 583 525 0.51
1986 78.9 151 1.64 0.37 0.48 4.85 272 515 0.64
1987 105.4 221 1.57 0.45% 0.75 7.13 321 512 0.80
1988 119.3 233 1.63 0.5¢ 0.64 11.85 7o 526 0.88
1987 I 89.0 178 1.56 0.41 0.85 5.36 283 510 0.65
II  96.1 183 1.55 0.43 0.74 7.5 307 510 0.83

III 110.5 229 1.56 0.47 0.85 7.90 339 510 0.85

IV 126.1 206 1.62 0.48 0.76 8.22 353 517 0.86

1988 I  116.6 245 1.61 0.50 .69 10.48 370 520 0.89
I1  120.4 242 1.56 0.60 0.67 12.88 370 525 0.96

II1 110.7 213 1.59 0.57 0.60 12.04 370 530 0.88

v 113.3 233 1.75 0.48 0.59 11.20 370 530 0.78

Sources: Commodities Division, IMF Research Department.

The weights in the index are as follos: logs, 45 percent; cotton, 17 percent; wool, 10 percent;
patural rubber, 11 percent; tobacco, 11 percent; hides, 5 percent; jute and sisal, less than 1 percent.
2/ Malaysian meranti logs, average wholesale price, Japan.
3/ United States, average, estimated prices received by producers.
4/ Malsysian RSSI, f£.0.b. Malaysia/Singapore ports.
5/ Liverpool Index A, ¢.i.f. Liverpool.
6/ U.X. Dominion, 64's clean, dry combed basis.
7/ Bangladesh BWD, f.0.b. Chittagong/Chalna.
8/ East African origin, upgraded, c.i.f. European ports.
9/ U.S. wholesale price, f£.0.b. shipping peoint, Chicago.
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CHART 6
Prices of Agricultural Raw Materials in SDRs, 1980-88

(Indices: 1980=100)
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Table 50. Movements in Prices of Agricultural Raw Materials and
Related Economic Indicators, 1982-88

(Annusl percentage change)

1882 1883 1984 1985 1886 1887 1888

Prices of agricultural
raw materials }1/

In SDRs 2.2 5.3 11.6 -14.0 -12.0 20.8 5.5
In U.S. dollars -4.3 1.9 7.2 -15.0 -1.5 33.6 8.3
Real 2/ ~2.2 4.8 10,3 -15.5 -13.8 18.8 3.4
Petroleum prices 23/
In SDRs 1.7 =-B.§ 3.9 =-3.6 -55.7 18.8 -23.5
In U.S. dollars ~8.0 -8.6 -0.4 =-4.5 -48.8 28,7 -20.4
Real 2/ -6.0 -7.0 2.7 -5.4 -56.5 1.4.9 -25.0
Unit value of
manufactured exports
In SDRs 4.5 0.4 1.2 1.9 1.9 1.6 2.0
In U.S. dollars ~2.1 -2.8 -3.0 1.0 17.7 12.0 6.0
Domestic prices in
G-7 countries
Consumer price index
In SDRs 6.7 4.9 4.6 3.5 1.0 0.5 3.0
In U.S. dollars -0.1 1.6 0.3 2.5 16.7 10.7 7.0
GNP deflator
In SDRs 6.5 5.2 4.2 2.9 2.1 0.7 2.8
In U.S. dollars -0.4 1.8 .0 1.8 18.0 10.6 6.9
Economic activity in
G-7 countries
Real GNP -0.4 2.9 5.1 3.4 2.7 3.4 4.2
Industrial production ~4.0 3.7 7.7 2.8 1.1 3.4 6.0
Domestic fixed investment -5.2 4.0 9.7 4.6 1.9 4.3 8.1
World consumption of
agricultural
raw materials &/
Index of consumption 2.6 2.7 4.0 5.2 5.2 2.3 1.8
World supply of
agricultural
raw materials &/
Index of production 0.2 1.4 8.8 0.0 =-2.3 5.2 3.7
Index of supply 5/ 0.1 2.9 6.4 3.3 0.4 1.1 2.2
Index of closing stocks 4,1 -3.6 236.8 9.0 =-18.4 -5.4 4.2

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

1/ Refers to IMF world inda2x of prices of agicultural raw materials.
These percentages differ from those reported in the World Economic Outlook
which refer to the index of commodities exported by developing countries.

2/ Index of dollar prices of agricultural raw materials deflated by the
index of dollar unit values of manufactured exports.

3/ Simple average of spot prices for U.K. Brent, Dubai, and Alaska North
Slope crude pstroleum, reflecting world consumption of light, medium, and
heavy crude.

4/ Overell indices constructed using the same weights for the indices of
individual comncdities as in overall (world) price index. Crop year data
for agricultural commodities are given under the earlier calendar year,
@.g., crop year 1880/81 under 1980. The coamodity coverage of the indices
of consumption and stocks is less comprehensive than the coverage of the
indices of production and supply.

5/ Supply is defined as production plus beginning-of-year stocks.
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cubic meter in 1988. ]}/ 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
decieased 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. 1In 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 "“ardwood 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 needs 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 Malaysia
(Table 52). Nevertheless, because of the increase in international
prices, world export earnings are estimated to have declined only slightly

l/ 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.1.f. French ports.
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Table 51. Hardwood Logs and Sawawood: World Production, 1982-88

(In.millions of cubjic meters)

1982 1983 1984 1985 1986 1987 1/ 1988 )/

Logs 262 252 260 255 266 @ 22& 213
Industrial countries 56 61 63 63 68 69 69
Developing countries 153 158 163 158 161 170 168

Brazil 17 17 18 18 19 19 13

China 17 18 21 21 21 22 22

Indonesia 22 25 27 24 25 26 26

Malaysia 3 33 31 29 29 36 34

Other 64 65 66 66 67 67 67
U.S.S.R. and Eastern

European countries 33 33 34 34 35 35 36

Sawnwood 108 i1l 114 116 116 119 120
Industrial countries 29 30 31 30 k)1 31 31
Developing countries 61 63 65 67 67 69 70

Brazil 9 9 9 9 10 10 10

China 9 9 9 9 9 9 9

Indonesia 7 6 7 7 7 7 7

Malaysia 6 7 6 S 5 6 6

Other 30 32 34 37 36 37 38
U.S.S.R. and Eastern

European countries 18 18 18 18 18 19 19

Source: UN Food and Agriculture Organization, 1986 Yearboouk of Forest Products
(Rome) .

1/ Estimated by Commodities Division, IMF Research Department.
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Table 52. Hardwood Logs and Sawnwood: Export Earnings, 1985-88

1985 1986 1987 )/ 1888 1/ 1885 1986 1987 1/ 1888 1/

(Values in SDRs) (Yalues in U.S. dollars)
Logs
Earnings (in billiens) 2/ 21 L8 22 21 2.1 2.2 29 28
Industrial countries 0.3 .3 0.3 0.3 a.3 0.4 0.4 0.4
Developing countries 1.8 1.5 1.9 1.8 1.8 1.8 2.5 2.4
Volumes (in millions of
cubic meters) 2/ 30,0 28,89 32,6 30,6 30.0 28,89 32.6 230.6
Industrial countries 2.8 3.1 3.1 3.1 2.8 3.1 3.1 3.1
Developing countries 26.9 25.6 29.2 27.3 26.9 25.6 29.2 27.3
Malaysia 18.8 19.0 22,9 21.0 1.8 18.0 22.9 21.0
Other 7.1 6.6 6.3 6.3 7.1 6.6 6.3 6.3
Unit values
(a cubic metver) 2/ 69 83 1) 68 10 24 88 82
Industrial countries 102 100 102 104 104 117 133 140
Developing countries 66 59 65 66 67 69 85 89
Market prices
(a cubic meter) 3/ 134 129 171 173 136 151 221 233
Sawvnwood
Earnings (in billions) 2/ 2.3 2.3 2.2 2.2 2.3 2.7 28 3.0
Industrial countries 0.7 0.8 0.8 0.7 0.7 0.9 1.0 3.0
Developing countries 1.5 1.4 1.5 1.5 1.5 1.7 1.9 2.0
Volumes (in millions of
cubic meters) 2/ 11.9 12.5 13.2 13.3 11,9 12.5 13.2 13.3
Industrial countries 2.8 3.1 3.2 3.2 2.8 3.1 3.2 3.2
Developing countries 8.7 8.0 9.8 9.8 8.7 9.0 9.8 9.9
Malaysia 2.7 3.0 3.8 3.8 2.7 3.0 3.8 3.9
Other 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Unit values
(a cubic meter) 2/ 19z 181 169 168 185 213 220 226
Industrial countries 243 250 241 244 247 284 312 328
Developing countries 175 157 151 149 177 184 185 200
Market prices
(a cubic meter) &/ 272 227 213 225 226 286 276 302
Sources: UN Food and Agriculture Organization, 1986 Yearbook of Forest Products (Rome);

Commodities Division, IMF Research Department.

1/ Data on exports are estimates of Commodities Division, IMF Research Departwent.
2/ Includes U.S.S.R. and Eastern European countries.

3/ Malaysian meranti logs, average wholesale price in Japan.

4/ Malaysian meranti, select and better quality, c¢.i.f. French ports.



- 119 -

in terms of both U.S. dollars and SDRs. The volume of exports of sawn
hardwood is estimated to have risen slightly in 1988, reflecting
continued efforts by developing country producers to export.sawnwood
rather than logs and sustained demand for sawnwood in major markets. As a
result, world export earnings from sawnwood are estimated to have grown
slightly in terms of U.S. dollars.

The volume of trade in hardwood logs and sawnwood in 1989 is expected
to remain close to 1988 levels. Housing starts in Japan are also expected
to remain at about the previous 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 sawnwood are likely to be
moderate during 1989. Market pressures are expected to be generated
mainly 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. Iobacco

World consumption of unmanufactured tobacco is estimated to have
grown marginally to 6.1 million tons dry weight in 1988. Lower demand in
Europe, Japan, and North America due to rising prices, enhanced smoking
restrictions and anti-smoking campaigns was 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, and Brazil (Table 53). The estimated increase of
production in China, by 18 percent to 2.3 million tons, may, however, be
overstated because heavy rains in major growing areas may have led to a
lower than expected harvest. In any event, a 12 percent increase in
hectarage led to a sizable increase in Chinese production. In the United
States both improved yields and extended areas of production contributed
to an 11 percent increase in production. Despite a reduction in the
cultivated area, record ylelds occasioned by favorable weather conditions
and improved farm management practices are estimated to have resulted in a
record production level of 420 thousand 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.

Vorld exports of unmanufactured 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, respenrtively. Seven countries
(United States, Brazil, Italy, Turkey, Greece, Zimbabwe, and Malawi--in
that order) account for about two thirds of world exports. U.S. exports
increased to 220 thousand tons from 200 thousand tons in 1987, partly due
however, to some delayed shipments from the previous year. Brazilian
exports were projected to rise to 180 thousand tons, up 6 percent from the
previous year. Both Malawi and Zimbabwe, where tobacco currently
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(In_thousands of tons: farm sales weight)

World Leaf Production, 1982-88

1982 1983 1984 1985 1986 1987 1988 1/
World €.890 6.000 6.460 2.020 6.000 6,200 6.490
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
Malawi 60 70 70 70 60 80 70
Turkey 210 230 180 170 160 180 170
Zimbabwe 90 100 120 110 120 130 110
Other 1,280 1,270 1,200 1,200 1,200 1,090 1,140
U.S.S.R. and Eastern
European countries 640 680 660 690 660 630 610
U.S.S.R. 310 390 370 390 320 300 300
Other 330 290 290 300 340 330 310

Source: U.S. Department of Agriculture, World ITobacco Situation, years

1984-88.

l/ U.S. Department of Agriculture estimate.
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represant:s the most important export crop, as well as Greece increased
their export volumes, whereas sh prents from ._-Irnv declined sharply

RS ) Whiw e WS wase B o sl SlGRA AT .

World stocks, down 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
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than 11 months of wotld 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 percent less than in April 1988.

Prices for leaf tobacco on ~he major auction markets increased in
1988 but the increases varied greatly from place to vlace. In Zimbabwe
and Malawi, prices in terms of U.S. dollars were significantly above 1987
levels--68 percent and 19 percent, respectively--due tc improved qualities
and shortages in some grades. In the Unjted States auction prices for
flue-cured tobacco were averaging only 2 percent higher than in 1987. The
higher prices together with 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 refleczs 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 share 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.

With 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
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Table 54. Tobacco: Export Earnings. 1985-88

1985 1986 1987 1988 1/ 1985 1986 1987 1988 1/

(Malues in SDRs) (Yalues in U.S. dollars)

Earnings (in billions)
Industrial countries
Developing countries
U.S.5.R. and Eastern

European countries

E
<<
:
>
E

:

:

;

-
O O
o &
=
o N

L
oo
N -
-

o [l
AN
o
W o
()
O~

o
N
o
w
o
~
N
o
o
o
w
o
w
o
(V1)

Volumes (in thousands
of tons, dry weight) 1,390 1.320 1,340 1,360 1.390 1.320 1.340 1,369

Industrial countries 420 400 430 430 420 400 430 430
United States 250 220 200 220 250 220 200 220
Other 170 180 230 210 170 180 230 210

Developing countries 890 830 840 860 890 830 840 860
Brazil 200 180 170 180 200 180 170 180
Malawi 60 60 60 60 60 60 60 60
Zimbabwe 100 100 100 100 100 100 100 100
Other 530 490 510 520 530 490 510 520

U.S.S.R. and Eastern
European countries 80 90 70 70 80 90 70 70

Unit values (a ton) 2.860 2,510 2.280 2.210 2.910 2,940 2,940 2,970

Industrial countries 4,380 3,500 2,910 2,780 4,440 4,110 3,760 3,740
Developing countries 2,180 2,000 1,910 1,880 2,210 2,340 2,460 2,520
U.S.S.R. and Eastern

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

Market prices (a ton) 2/ 3,990 3,080 2,680 2.660 4.060 3,610 3,470 3,580

Sources: UN Food and Agriculture Organization, 1987 FAOQ Trade Yearbook (Rome) for
exports; Commodities Division, IMF Research Department for market prices.

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

3.  Natural rubber

Natural rubber prices weakened in the mid-1980s because of rapid
growth in the output of natural rubber, low synthetic rubber prices, and
in 1985 and 1986, a slowdown in the rate of economic growth in industrial
countries. 1/ In 1985, the fall in prices was checked by substantial
purchases by the buffer stock of the 1979 International Natural Rubber
Agreemsnt (INRA). These purchases were made to defend the floor price in
the agreement. Prices rose shaxply during 1987 and the first half of 1988
because of rising consumption, weather-related supply shortages, sharply
higher demand for latex concentrates, and a rise in synthetic rubber
prices stemming from advancing 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 quarter.

The demand for rubber, which is derived from the demand for tires and
other rubber manufactures, is closely related to the level of industrial
production in the main rubber consuming countries. The demand for
natural rubber is also influenced by prices for synthetic rubber, which is
a substitute for natural rubber in many end uses. Movements in the price
of crude oil have a major impact on synthetic rubber prices because
synthetic rubber is made from petrochemical feedstocks.

In 1987, demand for natural rubber increased because of a rising
level of economic activity in the industrialized countries and a recovery
in crude oil prices vwhich 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-term prices, strong
demand for natural rubber led to sharp price increases in 1987. Demand
for natural rubber latex remained strong throughout the year because of
increased awareness about AIDS and a related sharp rise in demand for
medical examination gloves and condoms. Diversion of latex into the
production of latex concentrate. reduced supplies of sheet rubber and
contributed to the rise in prices for first quality ribbed smoked sheets
(RSS1). The INRA market indicator price (MIP) 2/, which rose, in line
with the overall rise in prices, breached the agreement’s upper
intervention price of 233 Malaysia/Singapore (M/S) cents per kilogram in

i/ Price quotations for first quality ribbed smoked sheets (RSS1l), in
bales, spot, f.o.b. Malaysia.

2/ The MIP is defined in the 1979 International Natural Rubber
Agreement (INRA) as the average official price for RSS1, RSS3, and TSR20
quality rubber on the Kuala Lumpur, London, New York, and Singapore
markets, expressed in equally weighted Malaysian and Singapore cents a
kilogram.
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late August 1987. 1/ In September 1987, this triggered the first sales
frou the 360 thousand ton INRA buffer stock, which had been accumulated
since the agreessnt entered into force in October 1980. Despite buffer
stock sales of 100 thousand tons during the last four months of 1987,
prices remained buoyant.

Prices increased much more rapidly during th. first six months of
1988 because of continued strong import demand snd a tightening in the
supply situation. Rubber production tends to be seasonally low in the
period between February and May because of wintering. 2/ In 1988, the
period of low production was prolonged by late wintering in Thailand.
Demand for natural rubber, on the other hand, rose because of strorg
growth in industrial production in the G-7 countries and unusually large
purchases by China of both latex and dry rutber. The annualized rate of
growth of industrial production in the G-7 countries increased from
1.7 percent in the first quarter of 1987 to 4.9 percent in the second
quarter, 7.9 percent in the third quarter, and 8.0 percent in the fourth
quarter. The rate of increase, which deceles«ted to 5.7 percent during
the first quarter of 1988, slowed down further to 2.7 percent in the

second quarter before recovering to 7.7 percent in the third quarter of
the year.

The price of latex concentrates rose much more sharply than for dry
rubber during the first half of 1988. Strong demand for natural rubber
liquid latex concentrates used in the production of medical examination
gloves and condoms, tight latex concentrate supplies, and large latex
concentrate purchases by China accounted for the increases. Diversion of
latex into the production of liquid latex reduced supplies cf premium
grades of dry rubber such as RSS1. Initially, however, the diversion of
latex was constrained by the installed capacity of the centrifuges used to
produce latex concentrates. With a sharp rise in latex prices, the price
premium for 60 percent Malaysian centrifuged latex over RSS1 in London
rogse from 9 percent in December 1987 to 154 percent in July 1988. Sales
from the INRA buffer stock, which increased the supply of dry rubber
grades available to the market, contributed to the widening of the price
differential between latex concentrates and dry rubber grades. The
underlying strength of the market was so great, that despite sales of more
than 200 thousand tons from the INRA buffer stock during the first half of
1988, the MIP breached the upper trigger action price of 242 M/S cents per
kilogram in January 1983 and broke through the upper indicative or ceiling
price of 270 N/S cents per kilogram in late May. In June 1988, the MIP
peaked at 291 M/S cents per kilogram.

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

l/ See IMF Survey, December 10, 1964, po. 370-71 for an outline of the
operation of the INRA.

2/ A seasonal reduction in the latex output of rubber trees which
normally occurs in the second quarter of the year.
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vhich coincides with a recovery in production following the end of the
vintering season in Southeast Asis, prices began te decline in July.
Prices continued to fall during the remainder of the year because of a
leveling off in the growth of import demand and a limited increase in
production in response to the high prices during the first half of the
year. From a peak of 66.3 U.S. cents per pound in June 1988, the price of
RSS1 fell to 48.6 cents per pound in December 1988. By December 1988 the
MIP had declined to 234 M/S cents per kilogram. Buffer stock sales,
vhich continued at a much slower rate during the second half of 1988, are
estimated to have reduced the INRO buffer stock to about 20 thousand tons
by the end of 1988. Latex production capacity and latex supplies rose in
response to the very high premia for latex concentrates, which coincided
with a deceleration in the rate of increase in latex consumption causing
latex prices to fall sharply. By the end of the year the price

differentials between the variocus grades were moving toward the levels of
previous years.

World production of natural rubber grew by 7.2 percent in 1987,
largely as a result of production increases in Thailand and Indonesia
(Table 55). Production in Thailand rose by 18 percent while Indonesian
production expanded by 14 percent mainly on account of increasing
production from new plantings and from trees reaching their most
productive age. A devaluation in the Indonesian rupiah in late 1986 may
also have contributed to the rise in Indonesisan output. World production
is estimated to have increased by a further 2.9 percent in 1988 primarily
because of continued production increases in Thailand and Indonesia. The
high level of prices in lats 1987 and early 1988 induced a limited
production response through more intensive tapping and exploitation of
previously abandoned older areas. Production in Malaysia, the largest
producer, has slowed because of rising labor costs and the substitution of
palm o0il and cocoa for rubber. These substantial increases in world
production fell short of the growth in world natural rubber consumption
vhich increased by 8.8 percent in 1987 and by an estimated further
5.8 percent in 1988. The deficit between production and consumption, of
50 thousand tons in 1987 and an estimated 190 thousand tons in 1988, was
met by sales from the INRO buffer stock. Commercial stocks are estimated
to have risen by 50 thousand tons in each year.

A rise in export volume and unit valus resulting from the growth in
production and prices in 1987 caused earnings from natural rubber exports
to increase from $2.9 billion in 1986 to $3.6 billfon (Table 56).

Esrnings are estimated to have risen further, to $4.1 billion in 1988,
because of the substantial rise in natural rubber prices during the first
half of the year and an increase in export volume. Despite the sharp fall
in prices during the second half of year, the average level of prices and
export unit values in 1988 was substantially higher than in 1987.

As production and consumption move intoc better balence in 1989,
natural rubber prices are expected to remain firm, at around end-1988
levels. Natural rubber demand and consuaption are likely to grow more
slowly dues to a moderation in the rate of output growth in the major
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World Commodity Balance, 1982-88

(In_thousands of tons)
1982 1983 1984 1985 1986 1987 1988 )/
Production 2.750 4.030 4,260 4,230 4,440 4,760 4,900
Indonesia 880 1,000 1,120 1,130 1,040 1,190 1,240
Malaysia 1,490 1,560 1,530 1,470 1,540 1,580 1,600
Thailand 550 590 630 730 780 920 990
Other countries 830 880 980 1,000 1,080 1,070 1,070
Consumption 2.660 3,990 4.350 4,520 4.810 5,090
European Community 730 740 760 790 810 840 890
Japan 440 500 520 540 540 570 590
United States 540 660 750 760 740 790 820
Other countries 1,910 2,090 2,210 2,260 2,330 2,610 2,790
Closing stocks l.720 1,760 1.280 1,760 1.770 1.720 1.530
Commercial stocks 2/ 1,490 1,490 1,510 1,400 1,410 1,460 1,510
INRA buffer stock 230 270 270 360 360 260 20

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

various issues.

1/ Estimates by Commodity Division, IMF Research Department.
2/ Stocks in store are lower than cumulstive net buffer stock purchases due to

defaults, cancellations, rejections, losses, and damage.
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Table 56. Natursl Rubber: Export Earnings, 1985-88

1985 1986 1987 1988 1/ 1983 1986 1987 )/ 1988 1/

(Valuas in Shiis) (Valuas in U.S. dollars)
Earnings (in billious) 2.7 2.5 2.8 3.1 2.7 2.9 3.6 4.1
Developing countriss 2.7 2.5 2.8 3.1 2.7 2.9 3.6 4.1
Volumes (in millions
of tons) 3.6 3.7 3.9 £.0 3.6 3.7 3.9 6.0
Developing countries 3.6 3.7 3.9 4.0 3.6 3.7 3.9 4.0
Indonesis 1.0 1.0 1.1 1.1 1.0 1.0 1.1 1.1
Malaysis 1.5 1.5 1.6 1.6 1.5 1.5 1.6 1.6
Thailand 0.7 0.8 0.9 0.9 0.7 0.8 0.9 0.9
Other 0.4 0.4 0.3 0.4 0.4 0.4 0.3 0.4
Unit valuss (a ton) 740 660 710 770 750 780 920 1,030
Markst prices (a tom) 2/ 750 690 760 880 760 810 980 1,180

Sources: Data on exports from UN Food and Agricultural Organization, 1986 FAQ Trade
Yeaarbook (Roms), and include only exports of rubber producing countries; Commoditiss
Division, IMF Ressarch Department for market prices.

l/ Data on exports are estimates of Commodities Division, IMF Research Department.
4/ Malaysian RSS1, f.0.b. Malaysian/Singapore ports.
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industrial countries. The fall in prices in the second half of 1988,
hovever, is likely to make natural rubber more competitive with synthetic
rubber. The strength of import demand from China, which wvas a major
factor in the price rise during the first half of 1988, remains a key
unknown factor. Production is expected to continue to grow mainly because
of increased outyit from Indonesia and Thailand. The 1987 International
Natural Rubber Agreement entered into force provisionally in January 1989
and the first session of the Council of the 1987 INRA (scheduled for late
March-early April 1989), i{s expected to review the range over which prices
are to be stabilized. Should the need arise, the buffer stock manager of
the 1987 INRA has ample resources to intervene in the market to support
the floor price. Since most of the buffer stocks acquired under the 1979
INRA have been sold, however, the agreement will not be able to exert a
wmoderating influence on upward movesents in natural rubber prices.

4. Natural fibers

The recent history of fibers production and trade has been marked by
challenges and opportunities. For individual countries the natural
fibers sector, as with other commodity sectors, is vulnerable to the
effects of nature and to economic and political developments that can
disrupt patterns and trends. From a global perspective, producers of
natural fibers have had to meet compstition from producers of synthetic
fabrics and the ne. technologies used in materia’s handling. They have
also had to operate within the context of the Multifiber Arrangement
(MFA), which since 1975 has established limits, sanctioned by the General
Agreement on Tariffs and Trade (GATT), on the ammual growth in the volume
of exports of a broad range of textiles and apparel from Japan and the
developing countries to the EC, the United States, and other major
industrial countries.

These developments adversely affected the growth of demand for
natural fibers but they are not irreversible. The Uruguay Round of
sultilateral trade negotiations offers an important opportunity for the
developing and industrial countries to reach an agreement on a phased
elimination of the Multifiber Arrangement. Also, in recent years the
widespread use of synthetic fabrics in clothing has been accompanied by a
rensved interest in cotton and wool becasuse of the greater insulating
qualities and comfort of natural fibers. Finally, lower relative prices
of natural fibers, including jute and allied fibers, may be expected to
induce innovative, new uses for these fibers, improving their longer-term
prospects to accommodate stronger world demand.

a. Cotton

Rav cotton is traded on a number of commodity exchanges located
principally in ths major market-oriented, cotton producing and consuming
countries. The largest of these are the New York Cotton Exchange and the
Liverpool Cotton Assoclation. The exchanges trade in a variety of cotton
staples and frequently have facilities for trading in cotton futures with
delivery terms as long as one year ahead.
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Short-term price movements in the exchanges are influenced by
production and consumption prospects throughout the world over the course
of a crop year (August/July). Thus, the exchange prices of cotton are
heavily influenced by day-to-day forecasts of global cotton production,
reports of storms threatening cotton growing regions, and periodic
announcesents of the administrative details surrounding national policies
affecting cotton production and trade.

Among the most prominent national policies impinging on world cotton
market conditions {s the U.S. cotton program which involves strict import
quotas and a complex system of crop loans and export marksting incentives.
Despite the export incentives and acreage limitations under the program,
in recent years the program has resulted in growing U.S. govermment
stockpiles of the commodity, which when budget limits for the program are
reached must be reduced by "placing® excess stocks on the world market.
The cosbination of import controls and periodic disposal of excess stocks
tand to depress cotton prices on exchange markets worldwide.

In other cotton producing countries, particularly countries that have
a strong comparative advantage in the production and export of raw cotton
such as Egypt and Pakistan, policies are sometimes enforced to restrict
the volume of cotton exports and ainimum export prices are prescribed by
the government. These policies, wvhether undertaken to safeguard supplies
of cotton for domastic textile mills or to deliberately affect world

supplies, contribute, gegferis paribus. to higher world prices for
cotton.

World production of cotton in the 1980s reached a peak of nearly
19 million tons in the 1984/85 crop year, vhen China, the United States
and a number of smaller producers increased their volume of production in
response to the high price for cotton in the 1983/84 crop year--the
highest recorded in the 1980s (Table 57). Since 1984/85, world output has
declined to a level of about 17 million tons per ammum, while world
prices have declined somewhat more sharply, finally attaining at the end
of 1987/88 a level about 20 percent below the high price reached in
1983/84.

In 1987/88, world production of cotton increased over 13 percent,
achieving a level of 17.5 million tons. Producers in moat cotton growing
regions increased production over the year. Despite the drought in the
Unitsd States and damage to crops from major storms in the Gulf of Mexico
regions of North and Central America, production in the United States,
Mexico, and the Central American countries increased appreciasbly. In
Asia, production levels wvere aslso threatensd by floods in the Punjab
region of Pakistan and other adverse natural conditions in the cotton
groving regions of China. Nevertheless, recorded production in these
countries and other parts of Asia also increased apprecisbly. Only in the
U.S.S.R. did production dsclina, albeit modestly, from 2.7 million tons in
1986/87 to 2.5 million tons in 1987/88. Among smaller producers, Sudan
experienced somewhat lower production levels owing to severs floods in
some areas of the country.



Table 57. Raw Cotton: World Commodity Baslance, 1982/83-88/89

(In.millions of tops)

August/July Crop Yeacs
1982/83 1983/84 1984/85 1985/86 1986/87 1/ 1587/88 2/ 1988/89 2/

Production 15.9 14.6 121 1.4 13.4 1.5 18.8
Chins 1.¢ 4.6 6.3 £.1 3 4.2 4.5
U.S.S.R. 2.7 2.5 2.5 2.8 2.7 2.5 2.7
United States 2.6 1.7 2.8 2.9 2.1 3.2 3.3
Other countries 6.0 5.8 7.5 7.6 7.1 7.6 B.3

Consumption 168 152 15 166 182 181 18.2
China 3.6 3.6 3.7 4.0 4.5 4.2 4.4
U.S.S.R. 2.0 2.0 2.0 2.0 2.1 2.0 2.0
United States 1.2 1.3 1.2 1.4 1.6 1.7 1.5
Other countries 8.0 8.3 8.6 9.2 10.0 10.2 10.3

Closing stocks }/ 2.8 2.4 22 10.4 L6 1.9 Lz
China 0.6 1.5 3.9 3.8 2.2 1.8 1.7
U.S.S.R 0.6 0.5 0.5 0.6 0.5 0.4 0.5
United Statss 1.7 0.6 0.9 2.0 1.1 1.2 1.7
Other countries 2.9 2.8 3.9 4.0 3.8 3.6 3.8

Source: International Cotton Advisory Committee, Cotton: World Statistics
(Vashington) ,various issues.
Nute: The commodicy balance statistics refer to all staples.

l/ International Cotton Advisory Committes estimate.
2/ International Cotton Advisory Committee projection.

3/ May not agree with production and consumption data because of differences in
coverage.
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Reflecting the recent increase of demand in industrial countries for
apparel of natural fibers, consumption of cotton remained at record levels
in 1987/88. No appreciasble growth of demand occurred, however. Moreover,
growth of intermediate demand for cotton yarns and fabrics among textile
producers worldvwide wvas reported especially weak throughout the year,
prompting one increasingly important textile producer--China--to reduce
its planned investment in additional production facilities. In part,
demand for cotton may have been constrained by tighter administration of
NFA quotas and by uncertainties engsndered by the highly protectionist
U.S. textile bill that was debated during 1988 in the U.S. Congress but
vetoed by the President in September 1988. 1t is also possible, however,
that the recent growth of popularity of cotton goods in retail markets
could not be sustained, especially against the background of the nearly
40 percent price rise for raw cotton over the 1986/87 and 1987/88 crops.

VWorld stocks of cotton declined slightly in 1987/88. In comparison
to world consumption, however, they resained at a very high level, about
40 percent. The largest stock declines occcurred in China, owing in part
to ainor crop damage in soms regions of the country. In the United States
stocks increased slightly, mainly because the U.S. cotton program, om
balance, continued to encourage produzers to withhold a substantial part
of their output from the market. Ons consequence of this was the
announcesent in October 1988 that U.S. farmers sust set aside from cotton
production 25 percent of their acreage, up from the previous requirement
of 12.5 percent, in order to qualify for the 1988/89 program of crop
loans and export markesting incentives.

During 1988 the Liverpoel price of medium staple cotton--the most
videly produced grade of cotton--fell steadily, from sbout 72 U.S. cents
per pound in January 1988 to about 61 cents per pound in December 1988.
Prices of one-year cotton futures gansrally led this trend. In early
1988, weak futures prices gsnerally reflected markst sentiment that
production would outpace the growth of demand during the 1987/88 crop
year. In mid-1988, futures prices rose substantially on ths strength of
market concerns about the U.S. drought. As these fears subsided, however,
the doveaward trend of prices vas reestablished with continued news of
wveak textile mill demand for cotton yarn and estimates of only saall
reductions in woridwide cotton stocks. In September 1988, naw concerns
about the level of world production arose in comnection with reports of
adverse weather developments in Asia. At year-end, futures contracts for
distant positions continued to sell at a discount to near positions, but
spot prices demonstrated some strengthening on the basis of increasing
uill demand and an emerging shortfall in the production of long-staple
cotton in 1988/89 owing to adverse crop yields in Egypt.

Following their substantial rise in 1987, both the valus and volume
of world exports of cotton are sstimated to have declined in 1988
(Table 58). Export earnings are estimated to have declined asbout
15 percent, from SDR 5.2 billion in 1987 to SDR 4.5 billion in 1988, while
the volums of world exports i{s sstimated to have declined about 7 percent,
from 5.5 million tons in 1987 to 5.1 million tons in 1988. Reduced export
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Table 38. Cotton: BExport Barnings, 1985-88

1985 1986 1987 1988 1/ 1985 1986 1987 1988 1/

E
E

- B _ _ , 0 __

Barnings (in billions) 60 &3 22 &5 &1 &3 &2 &l
Industrial countries 1.9 0.9 1.5 1.3 1.9 1.1 2.0 1.8
Developing countries 3. 2.6 2.6 2.2 3a 3.0 3.3 3.0

U.5.S.R. and Bastern
European countries
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Volumes (in millions
of toms)

#
A
b
2
2k
A
b
F

Industrial countries 1.3 0.9 1.5 1.4 1.3 6.9 1.5 1.4
United States 1.1 0.7 1.2 1.2 1.1 0.7 1.2 1.2
Other 0.2 0.2 0.3 0.2 0.2 0.2 0.3 0.2

Developing countries 2.3 3.0 31 2.9 2.3 3.0 3.1 2.9
China 0.4 0.6 0.8 0.7 0.4 0.6 0.8 0.7
Egypt 0.1 0.1 0.1 0.1 6.1 0.1 0.1 0.1
Other 1.8 2.3 2.2 2.1 1.8 2.3 2.2 2.1

U.S.S.R. and Kastern
European countriss 0.7 0.7 0.8 0.8 0.7 0.7 0.8 0.8

Unit values (a tom) 1400 260 240 AN 1420 1.130 1.220 1.200

Industrial countries 1,460 1,000 1,000 950 1,480 1,170 1,290 1,270

Developing countries 1,320 850 820 770 1,30 1,000 1,060 1,040

U.S.S.R. and Eastern
European countries 1,500 1,360 1,340 1,250 1,520 1,590 1,730 1,680

Market prices (a tomn)
Nedium 2/ 1,300 900 1,280 1,040 1,320 1,060 1,650 1,400
Long staple 3/ 3,560 2,960 2,780 3,590 3,810 3,470 3,590 4,820

Sources: United NMations, Food and Agriculturs Organization,

(Roms) for exports; and Commodities Divisiocn, INF Research Departmsnt for market
prices.

l/ Data on exports are estimates of Commodities Division, INF Research Department.
&/ Liverpool Index A, c.{.f. Liverpool.
)/ Egyptian, c.i.f. Liverpool.
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earnings and volumss were experienced widely among both industrial and
developing countries, including the United States and Chinz. The
U.5.5.R., however, did not reduce its cotton export volumes appreciably.
Across sxporting countries, the reduced volume of exports predoninantly
uirzors the weskness in 1988 of growth in intermediate demands for yarns
and other primsary textile products and possibly the indirect effects of
increasingly binding MFA quota limits on textile and apparel exports to
the major industrial countries.

The outiook for 1988/83 cottonm prices hinges on several peremnial
factors, including ths strength of final demand for cotton apparel and
related goods, national policies influencing the decisions of farmers to
cultivate cotton, and uncertsinties surrounding climatic conditions in
the major cotton producing regions of the world.

Assuming continusd uncertainty about the fundamental strength of
final damand for cotton products, the prospects for increased cotton
consumption in the next crop year are limited. Oune possibility is that
the declins of prices for cotton in 1987/88 may, however, induce some
modest increase in demand.

In 1988/89 there is likely to be considerable focus on the prospects
for reduced growth of cottom production, which would enable cotton stocks
to return to mors traditional levels in relatiom to consumption and would
ensble prices in the commodity exchangss to firm if not reverse their
recent declines. In this regard, the reduction of acreage allotments and
the lowering of forecast markst prices for cotton in conjunction with crop
loans under the U.S. cottom program might promots lower production in the
United States. Moreover, the lower cotton pricea faced by producers
vorldwids at the end of the 1987/88 crop year may result in somss voluntary
reduction of world cotton production in the 1988/89 crop year.

Despits these considerations, end-1988 futures prices suggest that
cotton prices will continue to be weak. Although futures prices can
changs suddenly, the discount of more distant futures prices may be
indicative of considerable markst sentiient that the recent revealsd
preference of consumers for cotton fabrics will not be sustained or that
the current high level of world cottom stocks will not be appreciably
reduced through lower production levels.

b. Hool

The most active of the wool markets is the Sydney Putures Exchange
wvhich provides spot trading and futures contracts for delivery up to
18 months ahead. Exchangss in the United Kingdom, United States, and
other countries also provide markets for wool traders and brokers, but
vool futures trading is generally limited in volume.

Although the exchangss for rew wool are highly integrated owing to
ready commmications betwsen countries, national smarkets are segmented to
a degree by controls imposed by svme countries on wool imports. For
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instance, the United States imposes duties on some grades of wool to
protect local producers Vorld trade in wool is also influenced by
production control schemes in both exporting and importing countries. The
marketing boards of Australia, Newv Zealand, and South Africa, seek to
regulate expert prices to some degree, while in some importing countries,
such as the Unitsd States, wool production is subsidized through direct
cash payments following price-parity and other income maintenance schemes.
Finally, like those of cotton, wool textile and apparel items are
gensrally covered by import quotas enforced by the major industrial
countries under the Multifiber Arrangemsent. This inhibits the growth of
wvorld demand for rav wool and tends to constrain its price.

The production of rav wool grew at an average annual rate of
2 percent between 1982/83 and 1986/87 (July/June crop years), with world
stocks maintained by producers and marketing boards in the principal wool
producing countries--Australia, New Zesland, and South Africa--remaining
relatively steady in the range of 150-200 thousand tons (Table 5%).
World prices for fine and coarse grades of wool changed little over this
period, as world consumption of wool grev at almost exactly the same
average anmual rate as wool production.

Since the 1966/87 season the economic circumstances of wool producers
have improved remarkably, with prices risi..g sharply for most grades of
the fiber. Strong demand, particularly for finer wool apparel and blended
wool fabrics, has been the principal factor. However, favorable weather
in most producing regions have also contributed importantly to the higher
levels of production and producer earnings, especially in Australia. The
sharp increase of world demand for raw wool in 1987/88 is reflected in the
decline by nearly 50 percent of stocks held predominantly by the marketing
boards of the major producing countries. Indeed, 1987/88 stocks fell to
their lowest level iu over a decade, msking concerted efforts to resist
the upward movement of prices impractical. At the end of 1987/88, stocks
maintained by the Australian Wool Corporation and other Australian
interests had fallen to about 50 thousand tons, or less than half of the
level recorded in 1985/86.

In 1987/88 cill demand for rawv wool in the principal countries
producing wool manufactures--China, Itsly, Japan, the United Kingdom, the
U.S.S.R., and the United States--was especlally strong for the finer
grades of wool, which are produced mainly in Australia. Consumption of
coarser grades of wool, produced in New Zealand, South Africa, and other
countries increased at a slover rate. Thus, for example, in 1987 U.S.
producers of worsted apparel increased their demands for fine wool by more
than 25 percent while reducing their demands for coarse wool by about
20 percent.

Over the 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
demand over the same period, prices of coarser grades of wool rose about
30 percent. Throughout the period, wool futures vere sold at a premium on
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Table 59. Raw Wool: World Commodity Balance and World Exports,
1982/83-88/89

(In_thousand tong. clean basis)

Julv/J
1982/83 1983/84 1984/85 1985/86 1986/87 1987,/88 1988/89 1/

Production 1.632 1.655 l.z22 1711 1.764 1.797 1.842
Australia 438 460 523 534 571 595 618
New Zealand 273 271 . 277 266 261 260 252
South Africa 65 61 60 56 52 54 55
Other countries 856 863 862 861 880 888 917

Consumption 2/ 1,587 L6153 l.722 1749  1.762  1.878  1.866
113

Closing stocks 3/ 167 207 207 Az 96 2
Australia 67 99 137 115 114 51 18
New Zealand 50 3 14 6 17 6 14
South Africa 10 25 9 2 2 1 2
Other countries 40 49 47 52 44 36 38

Exports 11 131 162 183 854 811
Australia 339 356 397 443 497 489
New Zealand 269 259 268 240 259 236
South Africa 27 37 36 27 23 19
Cther countries 76 79 61 75 75 67

Sources: Commonweslth Secretariat, Wool OQuarterly, No. III, 1988; and Fund
staff estimates. : '

1/ Commonwealth Secretariat forecasts.

2/ Fund staff estimates of apparent consumption based on reported production,
exports, and closing stocks. 1982/83 estimates assume 1981/82 closing stocks of
122 thousand tons.

3/ Stocks held pradominantly by national marketing 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 raw wool.

The outlook for 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 expec:ecd
to moderate the growth of demand in some measure and to stimulate new
competition from synthetic fabrics. At end-1988, the Liverpool price of
fine wool was $4.79 per pound, substantially below the May 1988 high of
$5.93. The price of coarse wool was substantially 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 raw
wool may increase from their end-1988 levels. Should production continue
to grow strongly, however, prices are likely to decline in 1989.

c. Jute

Jute is not traded extensively on commodity exchanges. Reported
prices are principally contract prices for exports negotiated by
international brokers with jute producers in Asia and other producing
regions. Few controls are imposed on impoirts of raw jute by industrial
countries. In these countries, jute continues to have important uses, but
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 order 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.

Finally, international prices of raw jute are influenced to some
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 ¢f the commodity. The International Jute
Organization, founded in 1982 by both jut: 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 axports in the 1980s reached a peak during the
1984/85 crop year (July/June) when, owing to severe floods, sizable crop
losses occurred in Bangladesh 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 exports 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 declining demand 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 raw 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
alternative crops in Asia, such as rice, may contribute to further
reductions in jute production and thexeby strengthen jute prices. Over
the longer term, however, pruduction is expected to be restored to
higher, more normal levels. At the same time, in the absence of
innovative or new uses for jute, world demand for the commodity is
expected to continus to decline. Thus, the medium-term outlook for jute
prices remains less than favorable for jute producers.

d. Sisal

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 change in 1987. )}/ Beginning especially in the later part
of 1988, purchases of the commodity began to demonstrate considerable
strength, reportedly in anticipation of substantially higher demands for
sisal in 1989 in the major industrial countries. Increcased demand was
strongest for sisal produced by estates in the East African countries of
Tanzania and Kenya. In Madagascar, the third major sisal producing
country in Africas, drought conditions continued throughout the year,
limiting the country’s ability to meet the 1ncroase of overseas interest
in purchasing the commodity.

1/ The price refers to East African sisal, ungraded, c.i.f. European
ports.
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Table 60. Jute: World Commodity Balance and World Exports,
1983/84-88/89

(In_thousands of tons)

July/ZJune Crop Year
1983/84 1984/85 1985/86 1986/87 1987/88 1/ 1988/89 2/

Opening stocks 230 480 420 1,620  1.680 A.180

Bangladesh 240 180 270 720 700 640
India 180 170 120 770 770 620
Thailand 50 100 50 30 90 30
Other countries 60 30 50 100 120 9Q
Production 2,160 3.290 5,100 3.700 2,960 2.910
Bangladesh 960 890 1,550 900 780 720
India 1,190 1,310 2,210 1,260 1,120 1,140
Thailand 250 200 260 240 170 180
Other countries 765 890 1,080 1,300 890 870
Consumption 3/ 2.210 3.280 3,970 3,650  2.260 2.090
Bangladesh 670 550 680 500 600 430
India 1,200 1,360 1,560 1,270 1,260 1,360
Thailand 160 220 280 170 220 180
Other countries 1,180 1,150 1,450 1,710 1,180 1,120
Exports 455 242 218 223 346 424
Bangladesh 344 254 414 414 242 330
India .o .o 10 18 7 9
Thailand 48 21 5 5 6 9
Other countries 63 67 89 116 91 80

Sources: UN Food and Agriculture Organization (FAO), Jute, Kenaf. and
Allied Fibers, and Fund staff estimates.

l/ FAO estimate.

2/ FAO projection.

3/ Fund staff estimates of apparent consumption based on reported
opening stocks, production, and exports. 1988/89 estimates assume 1989/90
opening stocks of 1.2 million tons.
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Demand for Brazilian sisal slso increased in late 1988. However,
increases in foreign orders were not as large as those reported for East
African sisal. As a consequence, official export prices for Brazilian
sisal remained largely unchanged in the latter half of 1988. Notably,
howsver, the Brazilian authorities had already established somewhat higher
prices for the country’s exports of the commodity early in the year.

In 1989 export prices for sisal are likely to increase by a amall
amount. Higher export earnings are likely to be earned by the East
African countries, especially Tanzania vhere recently adopted economic
reforms should promots improvements in the supply of sisal for export. In
Brazil, the outlook for substantial gains in export earnings is more
uncertain given the interests of local manufacturers of sisal products in
limiting growth of raw sisal exports in order to safeguard adequate
supplies of the commodity for domestic uses at relatively low prices.

5. Hides

Over the past two decades there has been a major change in the
structure of the world tanning industry. The developing countries have
changed from net exporters of hides and skins in the 1960s to net
importers in the 1980s, wvhile the share of the industrial countries in the
valus of global exports of hides and skins has increased from cwo thirds
to nearly 90 percent over the same period. The most rapid growth of
tamning capacity and leather goods output among the developing countries
has occurred in East Asia, particularly in the Republic of Korea and
Taivan Province of China, and to a lesser extent, in Latin America. Italy
still remains the world’s largest importer, followed by Korea and Japan.
The price of hides quoted in this section is a U.S. wholesale price--the
price for hides of heavy native steers, over 53 lbs, f.o.b. Chicago.

Vhile the supply conditions on this market relate primsrily to the United
States, the world’s largest beef producer, demand reflects developments
both in the United States, and abroad, particularly in East Asia.

Assisted by buoyant world economic growth and growing demand for
footwear and leather goods, the dollar price of hides increased steadily
each year to more than double over the period 1982-87. In 1987, there
vas a modest increase in the global supply of hides and skins, reflecting
higher slaughter in the U.S.5.R., due to & shortage of feed grains, and in
the EC and Australis. 1/ In the United States, however, cattle slaughter
declined by 3 percent, and with strong demand from both domestic and East
Asian buyers the price of hides continued to rise. The depreciation of
the U.S. dollar gave stimulus to the tamning industry in the United States
by improving its export competitiveness. In Europe, by contrast, the
tanning industry was relatively stagnant reflecting the competitiveness of
East Asian footwear and leather goods; demand for European upholstery
leather, however, remained buoyant.

1/ See the discussion on beef in Section I1 above.
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Continued strong East Asisn demand for U.S. hides sulted in

LR 2SR s- IR

sharp price rise in the first four months of 1988 to a pcak of 100 cents a
pound in April. However, buyer resistance to high prices, particularly
for sports footwear and garments, set in and, combined with an increase in
supply resulting from the drought-induced slaughter of the U.S. dairy

herd, the market eased considerably in subsequent months with prices
falling to 84 cents a pound in July. A recovery to 93 cents a pound

=T e e » Gmwww vea WY S wPsIwe W pewers

occurred in August, as it became app-rcnt that the drought had not raised
the slaughter of beef cattle appreciably, and that lower supplies were
likely for the remainder of the ysar. RNonetheless, weaker retail demand
for leather goods and the stabilization of the U.S. dollar moderated East
Asian demand for hides during the following months, and prices declined to
77 cents a pound by year-end. The price of hides in Europe followed
fairly closely the pattern of development of the U.S. price during the
course of 1988.

The weakness of retail demand for leather goods observed in the
second half of 1988 may continue to influsence market conditions in the
first quarter of 1989, and a further modest price reduction is anticipated
in this period. However, prices should move upward during the remainder
of 1989 on account of a significant reduction in the global supply of
hides. Herd rabuilding is expected in Argentina, Australia, Canada, and
the United States, and a lower rate of slaughter is projected for the EC
in response to the imposition of limits on intervention purchases.

V. Hinerals and Metals

In 1988 the prices of a mumber of metals rose to record levels
(Chart 7 and Table 61). In terms of SDRs the average annual price of
nickel increased by 172 percent, that of aluminum by 57 percent, zinc by
50 percent, and copper by 40 percent. Prices rose even more sharply when
measured in terms of U.S. dollars. Notwithstanding the strong upward
trend, wvide fluctuations were recorded in the prices for nickel, aluminum,
and copper over the course of the year. Thes dollar price of nickel
increased by 123 percent from January te April, fell by 36 percent over
the following six months, and recovered by 46 percent during the remaining
tvo months of the > car. While the price of copper fell by 17 percent from
January to August, it rose 59 percent over the following four mouths.
After a steep rise in the price of aluminum (by 79 percent) during the
first half of the ysar, the price weakened during subsequent months, and
in December it was 31 percent below the peak June level. Zinc prices
moved steadily upwards during the year. Relatively small increases were
recorded in prices of lead, tin, and phosphate rock, while the SDR price
of iron ore in 1988 remained unchanged at the 1987 level.

The large price rises for most metsls were associated with the
etfects on consumption of a sharp acceleration in the growth of industrial
production and domestic fixed investment in industrisl countries,
exceptionally low stock levels and the sbsence of substantial excess
productive capacity. Industrial production in the G-7 countries grew at




150
125
100
75
S50
175

150 (—

125
100
75
S50
225
200
175
150
125
100
75
50
125
100
75
125
100
75
50
25

- 140a -

CHART 7

Prices of Minerals and Metals in SDRs, 1980-88

(Indices: 1980=100)
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Table 81. Prices cf Minerals sud Metals, 1079~88

lodex of
Prices of
Minezals Iron Phosphate
and Metsls )/ Copper 2/ 1Iin 2/ Aluminus 2/ Nickel 2/ Iinc g/ Lead 2/ Ore 3/ Steel &4/ Rock 3/
(1200100 (In.3R_0.0] s pound) (In SDRa s ton) == -
1879 9.0 89.2 342 1,241 4,824 3 831 18.1 285 25.3%
1980 100.0 78.2 585 1,384 3,008 383 L] 20.9 295 35.9
1981 83.8 87.0 545 ,on S,040 717 81 20.9 304 42.0
1982 88.1 60.9 327 888 4,302 73 404 23.7 320 8.4
1883 5.8 87.8 ss51 1,348 4,3 713 388 22.4 284 3.5
1984 9.4 80.9 541 1,221 4,838 800 431 2.5 307 37.3
1883 88.9 83.) 513 1,025 4,823 72 388 22.3 273 33.4
1986 73.1 5.0 2351 980 3,315 643 346 18,7 285 28.2
1987 78.7 2.8 244 1.210 3,788 817 4681 17.2 289 24.0
1988 112.5 87.7 28 1,005 10,232 823 488 17.2 Jso 268.8
1987 1 89.5 50.2 250 1,011 2,812 550 mn 17.2 251 24.6
11 73.2 53.4 245 1,103 3,289 838 483 18.5 270 26.0
111 32.2 82.3 28 1,380 4,018 823 ) 17.4 313 243
Iv 90.0 82.8 238 1,357 4,701 817 4722 12.7 320 23.1
1988 I 89.1 81.2 232 1,824 7,855 (17 ] 480 17.2 336 28.3
11 116.9 80.3 237 2,211 12,335 878 488 18.6 383 26.3
IIX 112.3 79.8 a8 1,07 10,430 998 470 17.2 405 27.8
Iv 121.7 108.2 233 1,773 10,373 1,158 513 17.7 399 287
(1880=100) (Ip D.3. cents & pound) (I USS g _ton)------scmossosooomeconme.
1879 91.3 M.5 701 1,803 S,075 74} 1,203 23.4 g8 3.0
1980 100.0 9.1 7681 1,775 8,519 761 905 27.2 384 48.7
1981 84.8 7.1 643 1,283 5,833 .00 ] 728 2.8 358 A8.5
1982 74.8 87.2 582 992 4,008 745 3548 a6.2 354 42.4
1983 78.5 72.2 589 1,428 4,673 784 423 240 318 3e.9
1884 74.4 82.5 555 1,252 4,732 s22 442 23.1 314 3.3
1985 70.0 64.3 523 1,041 4,009 783 381 22.7 277 3.9
1988 85.9 82.1 204 1,150 3,888 754 408 21.8 noe 343
1987 78.4 80.8 318 1,565 4,072 798 508 22.2 379 1.0
1988 118.4 117.9 331 2,547 13,778 1,240 858 23 312 36.0
1587 1 67.3 83.3 316 1,274 3,871 744 470 21.6 iz 31.0
1I 72.8 69.2 a7 1,428 4,238 823 823 21.4 350 31.0
II1 80.6 78.5 310 1,7%7 3,13 796 -] 22.2 400 31.0
v 2.9 111.2 320 1,822 8,430 27 833 23.7 A0 31.¢0
1988 1 104.2 i11.1 318 2,222 10,745 s11 ese 23.5 480 8.0
11 122.8 100.9 2 3,023 18,875 1,203 064 .8 23 38.0
III 112.0 103.3 341 2,587 13,353 1,281 810 22.3 525 3.0
v 125.7 147.2 E1) 8 1,302 13,940 1,358 82 23.% 338 38.0

Source: Commoditiss Division, IMF Ressarch Depertment.

The weights i the index are as follows: copper, 28 percent; alumimm, 20 pexcent; irom ore, 19 percent: tim,
10 percent; nutcl 8 perecent; szinc, 6 percent; lesd, 3 pu«ut. phosphats rock, & percent.
London Metal Exchangs (LME) price, c.i.f. Zuropsan ports
3/ DPreziliso ore, ¢.1.f. German ports.
4/ Cold rolled coil, price for export, f.0.b. Europesn Coal and Steel Commumity mills.
5/ Moroccam rock. f£.a.s. Casablancs.
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an annual rate of 1 percent in 1986, 3 percent in 1987, and 6 percent in
1988 (Table 62). Fixed investment showed a similar development, with an
increase of 2 percent in 1986, 4 percent in 1987, and 8 percent in 1988.
Much of the excess production capacity that had overhung the market for
metals earlier in the decade was closed during 1983-87, as the prolonged
period of low prices forced producers to shut down high-cost,
unprofitable facilities and sharply cut production costs at others
through reductions in the labor force and in wages. Despite the upturn in
prices, producers have been reluctant to reactivate previously closed
facilities or to undertake substantisl expansions of existing capacity
because of uncertainty over how long the world sconomic expansion would
continue. The large stock overhang of metals that had accumulated during
1980-82 was steadily reduced and by the end of 1987 stocks had fallen to
very low levels. In 1988, stronger than expected demand, accompanied by
supply disruptions in important producing countries, led to an even
further depletion of stocks.

The combined value of export earnings from four major metals--copper
(refined), aluminum (unwrought), iron ore, and tin (metal)--increased from
an average of SDR 19.4 billion in 1985-87 to SDR 26.9 bdbillion in 1988 (see
Table 4). The growth of earnings in 1988 is mainly attributable to the
sharp increases in average unit values, as the combined volumes of these
exports was only 5 percent above the 1985-87 average. Of the increase in
exports receipts from these four metals from 1985-87 to 1988, about two
thirds is attributable to aluminum, one third to copper, while earnings
from iron ore and tin exports declined. Over one half of the increase in
export earnings accrusd to industrial countries, somewhat more than one
third to developing countries, and the remainder to the U.S.S.R. and
Eastern European countries. As a result, the share of developing
countries in export receipts from the four metals declined froam 49 percent
in 1985 to 43 percent in 1988, wvhile the share of industrial countries
rose from 43 percent to 47 percent. This shift in trade shares is mainly
attributable to the rapid expansion in aluminum earnings, a metal
predominantly exported by industrial countries.

The somewhat slower wvorld economic growth projected for 1989 and 1990
combined with increased metals production is expected to lead to price
declines for a number of metals during 1989 and 1990 from their average
1988 levels. Near-tersm supplies, are, however, expected to remain tight
for some time, until stocks are gradually restored to more normal levels.
Hence, even minor supply disruptions could lead to large price increases.

1. copper

After a prolonged period of low prices from 1982 to 1986, during 1987
and 1988 the price of copper rose substantially. In 1988, for the first
time, the average annual 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 a pound in the fourth quarter. On
account of stronger than expected consumption, during 1988 world copper
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Table 62. Movements in Prices of Minerals and Metals and
Related Economic Indicators, 1982-88

(Anoual. paxcentage change)

1982 1983 1984 1985 1986 1987 1988

Prices of minerals and metals )/

In SDRs -5.9 8.5 -1.3 -4.8 -18.7 7.7 42,9

In U.S. dollars -11.8 4.9 -5.2 -5.9 -5.9 19.0 48.2

Real 2/ -10.0 8.1 -2.4 -6.4 -20.3 5.9 40.2
Unit value of manufactured exports

In SDRs 4.5 0.4 1.2 1.9 1.9 1.6 2.0

In U.S. dollars -2.1 -2.8 -3.0 1.0 17.7 12.0 6.0
GNP deflator im G-7 countries

In SDRs 6.8 4. 3.9 3.4 .1 2.7 2.8

In U.S. dollars -0.3 1.8 -0.2 2.1 18.0 10.6 9
Economic activity in G-7 countries

Real GNP -0.4 2.9 5.2 3.4 2.7 3.4 4.2

Industrial production -3.8 3.7 8.1 2.6 1.0 3.3 6.0

Domestic fixed investment -5.1 4.0 9.6 4.5 1.8 4.2 8.1

Housing starts }/ -5.1 26.0 -0.3 2.3 6.5 5.0 -1.8

Automobile production 3/ 4.3 12.0 1.8 5.2 0.8 -0.4 2.9
Varld consumption of metals 4/

Index of consumption -6.2 3.6 5.5 -0.7 2.7 3.7 2.0
Vorid supply of minsrals

and metals 4/

Index of production -6.2 0.9 5.9 1.0 -0.2 2.7 4.5

Index of supply 3/ -3.3 5.0 5.0 -0.6 -0.8 0.8 1.1

Index of closing stocks 19.9 -1.0 -10.2 4.7 -7.8 -20.2 -2.0

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

1/ Reafers to IMF world index of prices of minerals and metals. These percentages
differ from those reported in the Horld Econamic Outlook which refer to the index of
commodities exported by developing countries.

2/ Index of dollar prices of minerals and metals deflated by the index of dollar
unit values of manufactured exports.

3/ Updated series with revised definition. Data on housing starts cover only
five countries: Canada, France, Japan, United Kingdom, and United States.

4/ Owverall indices constructed using the same weights for the indices of
individusl commodities as in overall (world) price index. The commodity coverage of
the indices of consumption and stocks is less comprehensive (includes only metals)
than the coverags of the indices of production and supply (includes iron ore and
phosphate rock).

5/ Supply is defined as production plus hegimning-of-year stocks.
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stocks continued to decline from alresady very lov levels; this tight
supply situation was aggravated by production shortfalls in Zaire and
Zambia, by production levels in Chile and the United States that fell

short of expectations and, in the fourth quarter, by a 52-day miners’
strike in Peru.

The copper quotations in this sections refer to Grade A cathodes,
c.1.f. European ports, as traded in contracts of 25 metric tons at the
London Metal Exchange (1ME); the LME provides contracts for high grade
cathodes for all business days up to 3 months and a monthly contract for
up to 15 months forward. The LME discontinued its standard copper
contract in January 1989. Both standard and high grade copper are traded
at the Commodity Exchange (COMEX) in Mev York in contracts of
25,000 pounds covering the current calendar month, the two succeeding

months, and selected months falling wvithin a 23-month period beginning
with the current month.

World consumption of refined copper, which is used mainly in
construction, electrical and electronic products, and transportation
equipment, is estimated 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 small increase vas, however, in contrast
with a forecast early in the ysar of a ssall decreass for 1988. Japanese
consunption is estimated to have expanded by wore than 5 percent on
account of a surge in capital spending and a high level of construction
activity. Consumption in the Federal Republic of Germany is estimated to
have increased by 4 percent, reflecting the accelerated growth in
industrial production and business investment, and the strong export
psrformance of the economy. Although the growth in industrial production
in the United States rose from 3.8 percent in 1987 to 5.8 percent in 1988
and business investment from under 3 percent to 10 percent, copper
consuaption ross by only 1 percent.

After a period of slow growth, from 1982 to 1986, world mine
production increased by 3 percent in 1987. The growth rate turned
negative in 1988--to an estimated -1 percent--despite an increase in
capacity. Growth of production in Mexico, Papua Nev-Guinea, and the
United States is estimated to have been largely offset by steep reductions
in the output of Peru, Zaire, and Zambia. In Peru, the number of work
stoppages in the course of 1988, including the national miners’ strike
from mid-October to mid-December, reduced mine output to about three
quarters of the 1987 level.

World production of refined copper increased by an estimated
4 percent in 1988, a higher rate of increase than that recorded for mine
production vhich was sade possible by some reduction in copper ore sto~ks
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 a 9 percent increase in Chile and a 10 percent increase in
Canada outweighed proouction shortfalls in Peru, Zaire, and Zambis.
Production in Peru fell by about 23 percent largely on account of the
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Table 83. Copper: World Commodity Balamce, 1982-88
(Ia_theuasnda of tona)
1982 1883 1984 1983 1988 1987 1988 )/
Mine productiom g/ 8.040 $.110 !.ﬁ% !.;ﬂ I-;ﬂﬂ g,g;g
Canada 810 630 40 00 740 60
Chile 1,240 1,280 1,290 1,380 1,400 1,420 1,350
China 190 190 190 200 aa0 270 270
Pezu 380 320 380 a0 390 300 300
United Statss 1,150 1,040 1,100 1,100 1,150 1,280 1,340
U.S.8.R. 1,010 1,020 1,020 1,030 1,030 1,010 1,020
Zaire 500 S00 500 500 500 500 450
Zambia 330 300 580 510 510 530 420
Other coummtries 2.430 2,340 2,510 2,30 2,300 2,330 2,700
Refined production 2/ ],% l!.l%% m,ﬁ%
Canada i & & % ‘.m % [
Chile 830 830 880 880 940 870 1,080
Chins 330 340 360 360 380 440 490
Jepan 1,080 1,000 o0 840 940 880 950
Pezu 220 190 a20 230 230 220 170
United States 1,880 1,580 1,400 1,440 1,480 1,560 1,880
U.S.S.R. 1,35 1,400 1,380 1,400 1,400 1,430 1,430
Zalxe 170 230 230 230 220 220 190
Zambis 500 s70 520 510 490 510 430
Other countries 2,810 2,980 3,030 3,220 3,280 3,350 3,420
Refined comsumption 2/ !.ﬂ*g i,}%% !.q% [.L!% m_ﬂﬁ m.g%% u.!;%
China é [y [ 4 4 4 4
Germanty, Yed. Rep. of 730 740 790 730 770 800 830
Japen 1,240 1,220 1,370 1,2% 1,220 1,280 1,350
United States 1,880 1,800 2,120 1,880 2,100 2,140 2,180
U.8.8.R. 1,320 1,300 1,280 1,300 1,300 1,280 1,300
Other Asies 360 480 540 380 720 810 850
Other countries 3,320 3,180 3,420 3,480 3,500 3,800 3,530
Market balance )/ A0 219 -390 Q o " ~240 A0
Closing stocks of
refined copper 2/4/ 1.840 1.200 820 400 389
United States 760 710 800 370 300 120 80
COMEX 250 370 250 110 80 10 -~
Other U.8. stocks 510 340 340 280 220 110 80
Other coumtries 880 1,000 800 8o 570 aso 300
London Metal Exchange 250 440 120 190 170 40 70
Other country stocks 830 560 470 480 400 310 230
Stocks/consumption ratio 8.4 9.7 6.3 3.9 4.5 2.4 1.8

(nmber of weeks) 3/

Sources: Norld Metsl Statistics (Londom: World Buresu of Metal Statistics), various
issues in 1988, and CRU Metal Memitor: Copper (London: Commodities Research Unit Ltd.),

December 1888.

1}/ Estimated by Commodities Division, IMF Rasearch Department.
Includes China and Council for Matual Ecomomic Assistance (QIA) countries.
3/ World production minus world consumption.

4/ May not agree with production and consumption data because of differences in

3/ Total commercial stocks reported in terms of weeks of world consumption.
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strikes, vhile production in Zaire and Zambia both fell by about
15 percent on account of reduced mine output and refining equipment
shortages.

As consumption of refined copper axceedsd refined production from
1984 through 1987, world copper stocks were reduced from nearly 10 weeks
of consumption at the end of 1983 to little more than 2 weeks at the end
of 1987. Stocks increased in 1988, but deteriorated again towards the end
of the year, mainly dus to the Peruvian strike and lower than expected
output in Chile--owing to production problems at CODELCO, the main copper
company in Chile and the world’s largest producer. CODELCO lowered its
output forecasts several times during the ysar, revising the total output
figure for 1988 sgain in December to less than 1.1 million toms, or
5 percent below the projections at the beginning of the year. By the end
of 1988, commercial stocks were once again estimated to have fallen to the
equivalent of about 2 weeks of consumption.

Export earnings of both copper ore and refined copper in 1988 are
sstimated to have risen substantially almost entirely because of a rise of
nearly 50 percent in the average unit value (Table 64). Largely
reflecting the production problexs in Peru, Zaire, and Zambia, the export
volumes of refined copper are estimacted to have declined although that of
copper ore is estimated to have increased.

Over the near term, some relaxation in the tight market conditions is
sxpected. Production is projected to expand at the Ok Tedi mine In Papua
Nev Guinea, at the Neves Corvo project in Portugal, and also in Chile,
wvhere despite continuing problems with & new flash furnace at the
Chuquicamata mine, CODELCO’s ocutput is forecast to rise from about
1.08 million tons in 1988 to 1.25 million in 1989. In Peru, a gradual
return to normal production levels is anticipated. With world copper
consumption expected to remain at about, or slightly below, the 1988
level during 1989, a weakening in the average price level of copper is:
not unlikely. Quotations on the New York futures market for copper
indicate substantial easing of prices during the course of the year.
However, until stocks are rebuilt, from the historically low levels
prevailing at the end of 1988, any supply disruption or unexpected
strength in consumption could cause prices to rise substantially. In
addition, uncertainty concerning the outcome of labor negotiations in
North America, which are anticipated in the spring of 1989, could provide
the impetus for some renewed price volatility in the first half of the
year.

2.  Aluminums

The average price for aluminum rose by 63 percent to a record level
of $2,547 a ton in 1988. This sharp increase followed increases of
10 percent in 1386 and 36 percent in 1987, with the result that by 1988
the aluminum 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 sbout $2,000 a ton in January to a high
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Table 64. Copper: Export Earnings, 1985-88

1985 183 1987 1/ 1988 }/ 1885 1886 1987 1/ 1988 1/

(¥alues in SORs) (Values in U.S, dollars)

Copper Ore
Earnings (billions) L 13 LS A L 1.3 24 3.6
Industrial countries 0.8 0.6 0.8 1.0 0.6 0.7 0.8 1.4
Developing countries 1.2 0.9 1.2 1.6 1.2 1.1 1.6 2.2
Volumes (in thousands
of tons) g/ 1,580 1,620 1,660 1,710 1,960 1,620 1,660 1,710
Industrial countries 580 6680 820 730 580 660 620 730
Developing countriss 980 860 1,040 980 880 960 1,040 980
Unit values (a tom) 1,140 830 1,120 1,970 1.150 1,110 1,450 2,110
Industrial countries 1,020 900 1,000 1,430 1,030 1,060 1,290 1,920
Developing countries 1,210 980 1,190 1,670 1,220 1,150 1,540 2,250
Refined Copper
Earnings (billions) 44 3.8 A3 8.3 &3 &3 3.8 8.3
Industrial countries 1.3 1.2 1.4 1.9 1.3 1.4 1.8 2.6
Developing countries 2.8 2.3 2.7 3.8 2.8 2.7 3.5 5.1
U.S.S.R. and Eastern
Eurcpean countries 0.4 0.3 0.4 .6 0.4 0.4 0.5 0.8
Volumes (in thousands
of toms) 3,270 3,290 3,370 3,340 3,270 3,200 3,370 3,340
Industrial countries 940 980 1,000 1,000 940 980 1,000 1,000
Developing countries 2,030 2,020 2,070 2,050 2,030 2,020 2,070 2,050
Chile 880 900 940 1,000 890 900 940 1,000
Peru 180 1980 180 170 180 180 180 170
Zaire 230 220 200 190 230 220 200 190
Zambia 510 470 500 440 510 470 500 440
Other 220 240 250 250 220 240 250 250
U.S.S.R. and Eastern
European countries 300 280 300 290 300 290 300 290
Unit values (a tom) 1,360 1,170 1,330 1,880 1,380 1,370 1,720 2,550
Industrial countries 1,360 1,220 1,390 1,940 1,380 1,430 1,800 2,600
Developing countries 1,360 1,140 1,310 1,850 1,380 1,340 1,690 2,490
U.S.S.R. and Eastern
European countries 1,310 1,180 1,280 2,050 1,330 1,380 1,670 2,760

Market prices (a ton) 3/ 1,400 1,170 1,380 1,930 1,420 1,370 1,780 2,600

Sources: UN Conference on Trade and Development (UNCTAD), Yearbook of International
Commodity Statistics, 1987 for exports; Commcdities Division, IMF Research Department for
market prices. World Metsl Statistics (London: World Bureau of Metal Statistics), various
issues 1988.

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

2/ Copper content.
3/ London Metal Exchange, spot delivery, higher grade csthodes, 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

May 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. The 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 possible work disruptions
elsewhere.

Prices used in this section are the cash quotations at the LME 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. IME 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, down
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 new 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 tomns, 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

(In.millions of tons)
1982 1983 1984 1985 1986 1987 1988 1/
Bauxite production 17,9 18,6 923 89.6 92.6 94,9 100.0
Australia 23.6 24.4 31.5 31.8 32.4 34.2 35.8
Brazil 4.2 5.2 6.4 5.8 6.4 6.6 6.6
Guinea 11.8 13.0 14.7 14.0 14.8 16.3 16.3
Jamaica 8.2 7.7 8.7 6.2 7.0 7.7 8.5
Suriname 3.1 2.8 3.4 3.7 3.7 2.6 3.4
U.S.S.R. 6.4 6.3 6.2 6.4 6.3 4.9 6.3
Yugoslavia 3.7 3.5 3.3 3.5 3.5 3.4 3.5
Other countries 16.9 15.7 18.1 18.2 18.5 19.2 19.6
Alumina production 22.2 2.3 2.1 2.3 26.1 28.1 28.8
Aluminum
Primary production 140 143 159 155 155 163 123
Australia 0.4 0.5 0.8 0.9 0.9 1.0 1.1
Brazil 0.3 0.4 0.5 0.5 0.8 0.8 0.9
Canada 1.1 1.1 1.2 1.3 1.4 1.5 1.5
Germany, Fed. Rep. of 0.7 0.7 0.8 0.7 0.8 0.7 0.7
Norway 0.6 0.7 0.8 0.7 0.7 0.8 0.8
U.S.S.R. 2.4 2.4 2.3 2.3 2.4 2.4 2.4
United States 3.3 3.4 4.1 3.5 3.0 3.3 3.9
Other countries 5.2 5.1 5.4 5.6 5.5 5.8 5.9

Primary consumption

E
3
2
2
F
3
&

China 0.6 0.6 0.6 0.7 0.8 0.8 0.9
France 0.6 0.6 0.6 0.6 0.6 0.6 0.6
Germany, Fed. Rep. of 1.0 1.1 1.2 1.2 1.2 1.2 1.2
Japan 1.6 1.8 1.6 1.7 1.6 1.7 1.9
U.S.S.R. 1.9 1.9 1.8 1.8 1.7 1.8 1.8
United States 3.6 4.2 4.5 4.3 4.3 4.5 4.6
Other countries 4.8 5.2 5.3 5.6 5.9 6.5 6.6
Market balance 2/ -0.1 -1l V] 0.4 -0.6 0.8 -0.3
Ending stocks 3/ 2 2.2 2.8 23 2.0 1s L6
Metal exchanges 0.3 0.2 0.2 0.3 0.1 0.1 0.1
Producers 2.9 2.0 2.6 2.2 1.9 1.4 1.5

Stocks/consumption ratio
(number of weeks) 4/ 11.7 7.6 9.3 8.

o

6.4 4.5 4.8

Source: World Metal Statistics (London: World Bureau of Metal Statistics),
various issues in 1988.

l/ Estimated by Commodities Division, IMF Research Departwant.
2/ Vorld production minus world consumption.

3/ May not agree with production and consumption data because of differences in
coverage.

4/ Reported commercial stocks expressed as weeks of werld consumption.
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accounted for more than 60 percent of the world’s increases in
production. Comparatively small production increases were registered in
Australia, Brazil, India, and Venezuels.

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 emphasis is being placed on the recycling of
aluninum container products, such as beverage cans. The secondary

industry provides above one third the volume of primary aluminum consumed

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 (LME) at the end of 1988
wvere 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 aluminum 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 torns in 1987, is forecast to reach
1 million tons in 1989. In Jamaica, restarts of refineries are expected
to increase aluminum 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 million 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 productica,.

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 that inventories are rebuilt, the tendency
towards price volatility should also be reduced. The signing of new
three-year labor contracts by U.S. aluminum producers, six months ahead of
schedule, has removed one potentially mujor disruptive element to supply.

The large price rigses of aluminum in 1987 and 1988 were reflected in
the increases in export earnings of aluminum (Table 66). Global earnings
from the export of unwrought aluminum 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
commodity, 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
volume increases. Over the same 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 ore

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.i.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
abont 25 percent of c.i.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.0.b. basis the price for iron ore
continued to weaken., Even c.i.f. prices in 1988 were below the levels of
the 1980-83 period.

The intermational 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 witn Japanese steel mills, Brazilian and Swedish
exporters with Germen 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 investament, 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 )/ 1988 )/ 1985 1986 1987 1/ 1988 )/

(Yalues _in SDRa) (Values in U.S. dollars)

Rouxite

Earnings (billioms)

I
k
#
ok
-
e
ke
E

Industrial countries 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Developing countries 0.8 0.7 0.6 0.7 0.8 0.8 0.8 0.9
Volumes (in millions
of tons) 2/ 2.8 3.9 37 33 2.8 310 3.7 335
Industrial countries 5.8 5.7 5.6 6.3 5.8 5.7 5.6 6.3
Developing countries 27.0 25,3 26.1 27.2 27.0 25.3 26.1 27.2
Guinea 13.0 13.2 14.0 14.1 13.0 13.2 14.0 14.1
Jamaica 2.6 2.9 3.4 3.3 2.6 2.9 3.4 3.3
Other 11.4 9.2 8.7 9.8 11.4 9.2 8.7 9.8
Unit values (a ton) 2.0 247 22,0 22.2 2.4 29.0 284 29,9
Industrial countries 17.0 15.0 13.8 11.8 17.2 17.% 17.9 15.9
Developing countries 2%.2  27.0 23.7 24.6 29.6 31.6 30.7 3.2

Unwrought aluminum

Earnirgs (billions)

Ls L2 2.0 143 Ls 846 12 15

Industrial countries 4.8 4.5 5.6 9.1 4.9 5.3 7.3 12.2

Developing countries 1.8 1.9 2.5 3.9 1.8 2.2 3.2 5.3
U.S.S5.R. and Eastern

European countries 0.8 0.8 0.9 1.5 0.8 0.9 1.2 2.0

Volumes (in millions
of tons)

A
A
fe
»
44
A
e
E

Industrial countries 4,2 4.1 4.2 4.3 4.2 4.1 4.2 4.3
Developing countries 1.6 1.7 1.8 1.9 1.6 1.7 1.8 1.9
U.S.S.R. and Eastern
European countries 0.8 0.8 0.9 0.9 0.8 0.8 0.9 0.9
Unit values (a ton) 1.120 1.080 1.310 2.050 1.140 1.700 2,750
Industrial countries 1,150 1,100 1,350 2,110 1,170 1,290 1,740 2,840
Developing countries 1,110 1,100 1,380 2,080 1,130 1,290 1,780 2,790
U.S.S.R. and Eastern ’
Eurcpean countries 980 960 1,030 1,650 1,000 1,130 1,330 2,220

Market prices (a ton) 3/ 1.020 280 1.210 1.890 1.040 1.150 1.570 2,340

Sources: UN Conference on Trade and Development (UNCTAD),

Jearbook of Interpatiomal
Commodity Statistics, 1987 and World Metal Statistics (London: World Bureau of Metal
Statistics), various igsues 1988, for exports; Commodities Division, IMF Research Department
for market prices.

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

2/ Actusl weight.

3/ London Metal Exchange, spot delivery, 99.5 percent aluminum, in the form of T-bars or
ingots, c.i.f. European ports.
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Table 67. Iron Ore: Worid Cummudity balance Together

with Production of Pig Iron and Steel, 1982-88

(In.millions of tons)

1982 1983 1984 1985 1986 1987 1988 }/
Commodity balance
Production of iron ore 813 116 826 & 211 98 290
Australia 88 7t 94 93 92 104 118
Brazil 93 92 112 128 129 136 150
China 107 114 122 132 150 157 162
U.S.S.R. 244 245 247 248 250 251 253
United States 37 39 52 50 39 48 51
Other countries 264 215 249 253 257 252 256
Apparent consumption
of iron ore 2/ 823 117 8§11 205 9l 9239 295
Brazil 20 22 25 36 3y 39 43
China 109 118 128 142 164 168 170
Germany, Fed. Rep. of 40 37 b4 46 42 40 44
Japan 122 110 126 125 1186 112 120
U.S.S.R. 201 202 201 204 203 206 208
United States 49 48 64 60 51 60 67
Other countries 280 250 284 292 298 314 343
Production of pig iron of 473 462 491 500 492 500 223
vhich: industrial
countries 221 220 240 241 222 225 242
Production of crude steel 846 662 10 219 114 134 180
Of which: industrial
countries 323 328 358 355 330 337 368

Source: Statistics on Iron Ore, UN Conference on Trade and Development

(UNCTAD), and preliminary UNCTAD data.

1/ Estimated by Commodities Division, IMF Research Department.

2/ Production minus exports plus imports.
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production, with Belgium, the Federal Rspublic of Germany, and the United
Kingdom accounting for most of the increase. In Japan, crude steel
production grew by over 7 percent to 105 thousand tons. In both the EC
and Japan the increases in production are associated with substantially
higher production of capital goods and automobiles. Output of crude steel
in the United States in 1988 rose by over 12 percent to 90 thousand tons.
Demand for steel for use in the machinery and equipment sectors was
strong, although this was partly offset by a slowdown in private and
public construction activities and a depressed petroleum and gas sector.
Production in the nsvly industrializing economies of Asia and in Brazil
also expanded rapidly. Output is estimated to have increased by

&4 percent in Taiwan Province of China, by 14 percent in the Republic of
Korea, and by 11 percent in Brazil. Only a small increase of about

1 percent, however, is estimated for the U.S.S.R., the world’'s largest
steel producer. Voluntary restraint agreements and import regulations
continmued to restrict international steel 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 estimated to have increased in 1988 by about 6 percent.
About two thirds of pig iron production was provided by industrial
countries. World production of direct reduced iron is also estimated to
have sexpanded, due particularly to a 34 percent rise in Brazilian
production.

In response to the rise in steel production, iron ore production rose
by 3 percent in 1987 and is estimated to have increased by a further
& percent in 1988. Most of the increase in output in 1988 is
attributable to Brazil (33 percent), Australia (33 percent), and China
(12 percent). Since 1983 Brazilian iron ore production has increased by
63 percent, mainly on account of expanded production at the Carajas
project, vhere low-cost high quality ore is produced.

About 39 percent of world production of iron ore is traded
internationally. After stagnating at an average level of about
367 million tons during the period 1985-87, the volume of exports
increased by 5 parcent in 1988 (Table 68). The volume of exports from
industrialized countries, which have been on a declining trend, grew by
7 percent in 1988. Mainly because of increased shipments from Brazil, the
volume of exports from developing countries rose by 4 percent in 1988.
Owing to lower export unit values, only a negligible increase in earnings
from iron ore exports in terms of dollars was recorded while in terms of
SDRs earnings declined.

Although it i{s unlikely that the growth in world steel production
that occurred in 1988 will be sustained in 1989, gtronger demand for iron
ore in 1988 has reduced iron ore stocks and created more favorable
conditions for iron ore producers in their price negotiations with
consumers. Price negotiations for 1989 shipments of irou ore started in
November 1988 in both Europe and Japan following the usual bilateral
pattern. Repeating the course of events in 1988, the first settlement was
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Table 68. Iron Ore: Export Earnings, 1985-88

1985 1986 1987 1988 1/ 1985 1986 1987 1988 1/

(Yalues in SDRa) (Yalues in U.S. dollars)
Earnings (billions) 69 329 33 Al L9 6.9 6.8 69
Industrial countries 30 2.3 2.0 1.9 3.0 2.7 2.6 2.6
Developing countries 3.0 2.7 2.4 2.3 3.1 3.1 3.0 3.1
U.S.S.R. and Eastern
European countries 0.9 0.9 0.9 0.9 0.9 1.1 1.2 1.2
Volumes (in millions
of tons) 71 362 361 383 71 363 361 385
Industrial countries 153 143 142 152 153 143 142 152
Australia 85 80 80 91 85 80 80 91
Canada 32 31 30 33 32 n 30 33
Other 36 32 32 28 36 32 32 28
Developing countries 175 175 180 186 175 175 180 186
Brazil 92 92 97 107 92 92 97 107
India 29 32 29 30 29 32 29 30
Other 54 51 54 49 54 51 54 49
U.S.S.R. and Eaastern
European countries 43 47 45 47 43 47 45 47
Unit values (a ton) 1 16 14 1 19 1 18 18
Industrial countries 20 16 14 13 20 19 18 17
Developing countries 18 15 13 13 18 18 17 17
U.S.S.R. and Eastern
European countries 21 20 21 19 21 23 27 26
Brazilian ore prices (a ton)
C.i.f. German ports 2/ 22,4 18,7 1.2 11.2 2.7 2.9 22.2 231
F.o.b. 3/ 26,2 22,4 18,9 115 26,6 26,3 24.5 23.35

Sources: UN Conference on Trade and Development (UNCTAD), Jearbook of Intermational

Commodity Statististics, 1986 for exports; Commodities Division, IMF Research
Department for market prices.

1/ Data on exports are estimates of Commo\'ities Division, IMF Research Department.
2/ 61.5 percent iron ore content.
3/ 64.5 percent iron ore content.
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reached between an Australian mine and Japanese steel producers; an
increase in dollar prices of 15 percent on average was agreed, including a
13 percent rise in prices for fine grades of ore and a 17 percent rise in
prices for lump ore. This settlement largely determined the cutcome of
negotiations between Companhia Vale do Rio Doce (CVRD), a Brazilian
producer, and German buye:a who concluded a similar agreement in December;
ic is also sxpected to set the trend for other iron ore price
negotiations.

4. Iin

In 1988, prices for tin continued to recover from the 1986 low that
followed the collapse of market stabilization operations under the
International Tin Agreements. 1/ Trade in contracts for tin on the LME
vas suspended in October 1985 in the wake of the collapse of the market
stabilization operations. Trade at ths Kuala lLumpur Tin Market (KLTM) was
also suspended but resumed three months later in Pebruary 1986. 1In
January 1987 the KLTM axtended coverage to include Indonesian and Thai
tin, in addition to Malaysian tin. In October 1987 a tin futures contract
was introduced on the Kuala Lumpur Commodity Exchange (KLCE); the trading
volume, however, has remained low. Tin prices in this section for the
period since 1985 refer to the quotations for transactions for tin metal
by New York tin dealers, the leading import "market” since the suspension
of tin trading on the IME.

The gradually rising prices--tin prices on average were about
5 percent higher in 1388 compared to 1987--reflect a moderately expanding
demand for tin and the successful management of supply, particularly by
the members of the Association of Tin Producing Countries (ATPC). 2/ In
the aftermath of the 1985 breakdown of the operations by the Intermational
Tin Council, the ATPC estsblished an export quota agreement with the
objective of gradually reducing the overhang in world stocks which stood
at about 100 thousand tons at the end of 1985. The export quota scheme
constrained total exports of ATPC member countries to 96 thousand tons in
the 1987/88 marketing year (March/February) and to 101.9 thousand tons in
1988/89. National export quota allocations were made for the major
nonmember exporters of tin: 26.5 thousand tons for Brazil and
10.0 thousand tons for China. With world consumption at 227 thousand
tons in 1987 and an estimated 234 thousand tons in 1988, the export
restraints resulted in a considerable reduction of commercial stocks

1/ 1In September 1988, the ITC terminated its remaining activities. A
nev international body to provide statistical information and market
studies for the industry is currently being discussed under the auspices
of UNCTAD. A general agreement to establish a Tin Study Group was
amounced in December 1988 and a final decision is expected at the third
Negotiating Conference to be held in the spring of 1989. _

2/ ATPC member countries are Australia, Bolivia, Indonesia, M:laysis,
Nigeria, Thailand, and Zaire. Brazil and China participate as observers
ia the meetings of this Association.
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vithin a relatively short period--to about 25 thousand tons at the end of
1988. At their meeting in October 1988, the ATPC member countries agreed
to contimue the scheme for a third year, but postponed the decision on the
size of new total and individual export quotas to January 1989.

World uine production of tin is estimated to have risen in 1948 by
11 percent (Table 69). A large part of the increase occurred in Brazil
vhere mine output was raised by over 50 percent to 44 thousand tons. As a
consequance, Braxil accounted for over 20 percent of world mine
production in 1988 compared with less than 4 percent in 1982. The
increase in 1988 came largely from the Amazon State of Rondonia where
production from a nev low-cost mine began in September 1987. Althnugh
Bolivian production increased by 235 percent in 1988, the level of
production remained less than half that obtained in the early 1980s. With
ths mine rehabilitation program of COMIBOL suffering from delays, most of

the incresse in Bolivia’s production came from small mines and
cooperatives.

Production of refined tin grew by 10 percent in 1988, in line with
the expanding mine activity. Refined production in Brazil increased by
45 percent with the result that Brazil’s share of world production rose to
19 percent. WVorld consumption of refined tin, mainly for timplate, alloy,
and solder, is estimated to have growm by 3 percent in 1988. The largest
advances wers registered by China and the United States with increases in
the order of 15 percent in both countries.

In 1988 exports of tin mstal were estimated to have registered an
8 percent increase, mainly because of rising exports from Brazil of
10 thousand tons--nearly 50 percent (Table 70). Exports of
tin-in-concentrates are sstimated to have registered a small decline.
Vith minor increases in unit valuss, export sarnings for tin-in-
concentrates are estimated to have remained at ths previous year’s level

while sarnings for tin metal are estimated to have risem by about
10 percent.

Markst deavelopments in 1989 will be largely datermined by the extent
to vhich the ATPC, in cooperation with Brazil snd China, can successfully
continus to Teduce existing stocks by limiting exports. The neaw
production and export quota schems for 1989/90 agreed in early 1989, takas
aceount of the deaand for larger export quotas by soms countries due to
their fast expanding tin production and production problems in other
countries. The ATPC decided to raise total exports for member countries
to 105.4 thousand tons from 101.9 thousand tons in the previous marketing
year, the extra 4,500 tons will be allocated mainly to Bolivias
(1,500 tons) and Indonesia (2,500 tons). Brazil accepted an sxport limit
of 31,500 tons and China agreed to maintain its 10,000 ton limit,

Swapping of quotas among members and nonmambers is prohibited. There is,
howsver, the possibility of sales from the Amsrican strategic stockpile
wvhich at the end of 1988 had stocks of tin equivalent to 9 months of world
consumption. A U.S. Government decision in 1987 emntitled the strategic
stockpile to dispose of anothar 5,000 tons raising to 14,500 tons the
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Table 69. Tin: World Commodity Balance, 1882-88

(In_thoussnds of tons)

1982 1883 1984 1883 1986 1987 1988 }/

Mine production 223 210 208 197 18 185 205
Bolivia 27 25 20 18 1 8 10
Bresil 8 1 20 27 25 29 1}
Caina 16 17 18 20 23 28 30
Indonssia 34 7 23 22 25 26 30
Malaysia 32 41 4l 37 29 30 29
Thailand 28 20 22 17 1?7 15 15
U.S.3.R. 18 1? 1?7 18 18 15 18
Othexr countries 48 350 44 42 s 34 n

Refined production peT] 22 219 200 203 223
Bolivia 19 14 18 12 8 3 5
Brasil ] 13 19 as 25 29 42
China 17 17 1? 18 20 25 28
Indonesia 30 28 23 20 22 24 28
Malaysis 83 3 43 46 44 A4 A6
Thailand 28 19 20 18 22 18 15
U.S.8.R. 17 18 19 18 18 17 17
Other countries A8 A8 33 2 41 44 42

Consumption 204 222 218 223 221 434
Chins 13 13 N 11 12 12 14
Germany, Feod. Rep. of 14 14 16 16 17 17 17
Japan 28 30 a3 32 32 3 32
United States k1) 36 k1) 38 3 37 42
U.8.3.R. 27 20 30 30 26 26 26
Other countries L 84 90 88 102 102 103

Markst balsnce 2/ f+] % -i8 -6 -23 -23 -11

Commercial stocks 3/ 74 [-x] [ 1] Ry 3 33 23

Stocks/consumption ratio
(number of weeks) 3/ 14.5 15.8 11.5 17.5 13.3 8.0 5.6

IIC stocks 1] 23 -7 28 @ 9 9
U.S. strategic stocks 184 181 183 348 1%0 178 115

Sources: World Metal Statistics (Londen: World Bureau of Metal Statistics),

various issues in 1988, and CRU Metal Momitor: Tin (London: Commoditiss Rossarch
Unit Ltd.), December 196

1/ DEstimates of Commodities Division, IMF Research Department.

&/ WVorld production minus world consumption.

3/ Total commercial stocks reported at end of period.

&/ Some of the stocks held by ITC prior to the collapse of its market operations
in October 1885 may not be included st the end of 1985 in the series of commercial
stocks.

Commercial stocks measured as weeks of consumption.

§/ 1IC creditors scquired the IIC stocks following collapse of IIC mazke.

operstions.
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Table 70. Tin® Export Earnings, 1985-88

1985 1986 1987 1/ 1988 )/ 1985 1986 1987 1/ 1988 )1/

(¥alues in SDRa) (Yalues in U.S. dollars)
Tin-in-concentrates

Earnings (in billions) .3 02 02 0.2 0.3 Q2 93 0.3
Industrial countries 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Developing countries 0.2 0.1 0.1 0.1 0.2 0.1 0.2 0.2

Volumes (in thousands
of tons) 2l 42 49 41 al 42 49 47
Industrial countries 7 10 8 7 7 10 7
Developing countries 24 32 41 40 24 32 41 40
Unit values (a ton) 8.950 4,260 4.250 4.280 2.090 5,110 5.490 5,750
Industrial countries 10,740 5,230 5,090 5,130 10,900 6,136 6,580 6,900
Developing countries 8,430 4,100 3,990 4,030 8,560 4,810 5,160 5,420

Tin metal

Earnings (in billions) L9 09 09 1.0 L2 Lo 12 L3
Industrial countries 0.2 0.2 0.1 0.2 0.2 0.2 0.2 0.2
Developing countries 1.7 0.7 0.8 0.8 1.7 0.8 1.0 1.1

Volumes (in thousands
of tons) 122 168 115 189 172 168 113 189
Indugtrial countries 16 25 22 24 16 24 22 24
Developing countries 156 144 155 165 156 144 155 165
Unit values (a ton) 10,860 5.280 5.140 35,190 11.010 6,200 6.650 6,970

Industrial countries 13,730 6,680 6,500 6,560 13,940 7,840 8,410 8,820
Developing countries 10,550 4,740 5,000 5,040 10,710 5,560 6,460 6,780

Market prices
(a ton) 2/ 11,360 5,530 3.380 3.430 11.530 6,490 6,960 7.300

Sources: UN Conference on Trade and Development (UNCTAD), Yearbook of Intermational

Commodity Statistics, 1987, for exports; Commodities Division, IMF Research Department for
market prices.

1/ Data on exports are estimates of Commodities Division, IMF Research Department.
2/ 1ME standard grade, spot delivery, c.i.f. European ports through December 1988;
letals Week, New York dealer price thereafter.
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total tin that could be made available to the market. The entry into
operation of naw capacity could also influence prices. In Brazil, the
development of a newly discovered deposit in Roraima could boost tin
production. The Neves Corvo copper mine in Portugal commissioned in
October 1988 is expected to become a large producer of tin-in-
concentrates. With full capacity being reached by mid-1991, the
Portuguese mine is expected to produce 5 thousand tons of
tin-in-concentrates in addition to 135 thousand tons of copper.
Consequently, there is ample potential for growth of tin supply, whereas
consunption is expected to continue to expand only at a moderate rate.

5. Nickel

In 1988, widely fluctuating nickel prices set new record highs. The
first peak--$21,000 a ton for nickel traded on the IME, c.i.f. European
ports--wvas reached in April. )1/ 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, nickel prices in 1988 were $13,780 a ton, nearly three times the
average in 1987,

The demand for nickel is mainly determined by stainless steel
production. After growing at an annual rate of 3 percent between 1970 and
1986, world stainless steel production started to increase sharply in
1987. 1In 1988 stainless steel production continued to expand at the
higher rate of more than 10 percent ovwing to strong demand in areas of
traditional use and new uses for stainless steel in areas such as kitchen
equipment and building facades. In Japan, the world’s largest producer of
stainless steel, 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, at mines in Europe and North
America, leading to the sudden, although short, upsurge in prices in the
spring of 1988. The supply problems were alleviated by the expansion of
nickel production in Cuba to about 44 thousand tons in 1988 compared with
35 thousand tons in 1987, as well as increasing amounts of stainless steel
scrap coming on to the market. 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

1/ Nickel is traded on the IME on the same basis as aluminum except
that the contracts are for 6 metric tomns.
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reneved production problems, particularly in Indonesia, but also in Brazil
and other producing countries.

World primary nickel consumption in 1988 is estimated at 880 thousand
tons, about 4 percent higher than in 1987 (Table 71). 1In line with the
emergence of nevw stainless steel capacities, primary nickel consumption
expanded in the newly industrialized economies. China, an exporter of
10 thousand tons in 1987, became an importer of nickel in 1988 owing to
strong domestic demand for all major metals. Consumption in the United
States and Japan vas maintained at the 1987 level; for both countries,
however, this represented a high level of consumption, about 20 percent
above the 1986 level. Consumption in the U.S.S.R. and most European
countries continued to stagnate.

With consumption substantially outpacing production again in 1988,
world nickel stocks fell from the already low level at the begimning of
the year. Commercial stocks at the end of the year were estimated to be
sufficient to cover less than five weeks of consumption.

In 1989, nickel demand is expected to continue to be strong. In the
first months of 1989 demand for stainless steel was particularly strong in
Western Europe for use in the manufacture of catalytic converters for
automobiles, in North America for all-stainless automobile exhaust systems
and worldwide for use in both electric and non-electric machinery, as well
as in consumer goods and petrochemical industries. Stainless steel
production in 1989 is likely to continue growing in the newly
industrialized economies and to be maintained in the industrial 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 additions already undervay, in particular in Australia, Brazil,
and Canada (Namew Lake Mine). Cuba is planning to increase its nickel
production by another 10 thousand tons in 1989.

IME stocks of nickel were reported to be 2,500 tons at the end of
December 1988 compared to about 7 thousand tons in the mid-1980s. Given
the exceptionally low stocks of nickel on the IME 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 considerably below early 1989 market levels. In some 3-year
contracts negotiated in early 1989 between nickel producers and
steelmakers, prices are set at the quarterly average LME cash price as
long as that average falls within a range of $5,500 to $1,000 a ton; in
cases of IME prices overshooting that range a pricing schedule is
envisaged that basically consists of a mixture of actual LME prices and
the upper or lower price range, respectively.

Should the price of nickel decline in 1989 or 1990, there is a strong
possibility of an abrupt downward movement. Stainless steel mills sell
only 50 percent of their production directly to end users. Service
centers represent the other major portion of the distribution network, and
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Table 71. Nickel: World Commodity Balance, 1982-88
(In thousands of tons)
1982 1983 1984 1985 1986 1987 1988 1/
Mine production 629 663 153 195 110 190 810
Australia 88 77 77 86 77 72 65
Canada 93 125 174 170 164 195 200
U.S.S.R. 170 172 178 172 166 173 . 175
Other countries 278 289 324 367 363 350 370
Refined production 629 679 131 139 146 180 815
Australia 46 42 39 41 42 45 51
Canada 74 96 112 108 111 142 140
Japan 87 82 89 95 92 94 100
Norway 26 29 36 38 38 45 52
U.S.S.R. 190 192 193 %0 188 191 190
Other countries 206 238 268 287 275 263 296
Consumption 649 687 182 115 1718 847 878
Germany, Fed. Rep. of 58 63 78 75 77 81 80
Japan 107 115 146 136 127 154 152
U.S.S.R. 138 145 140 138 137 138 140
United States 125 137 141 143 125 148 148
Other countries 221 227 277 283 312 326 358
Market balsnce 2/ -20 -8 -45 -16 -32 -67 -63
Closing stocks 3/4/ 201 182 147 129 123 89 80
Stecks/consumption ratio
(number of weeks) 35/ 16.1 13.8 9.8 8.6 8.2 5.4 4.9
Sources: World Metal Statistics (London: World Bureau of Metal
Statistics), various issues in 1988, and CRU Metal Mcpitor:
Nickel /Chrome/Molybdenum (London: Commodities Research Unit Ltd.), December

1988.

l/ Estirated by Commodities Division, IMF Research Department.
2/ Vorld production minus world consumption.

3/ Total commercial stocks measured at end of period.

4/ May not agree with production and consumption data because of

differences in coverage; cautious interpretation of thesc uata is also

required owing to the fact that 90 percent of stocks are held by a small

number of producers.

5/ Commercial stocks measured as weeks of consumption.
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in case of slackening demand for stainless steel, these centers 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.

6. Zinc

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 $2,000 a ton were set in the LME in February
1989. Both high grade and special high grade zinc contracts are traded on
the IME and cover delivery periods in the future on a daily basis for up
to 3 months and on a monthly basis for up to 15 months. The zinc prices
in this section refer to the high grade (98 percent pure metal) cash
contract, c.i.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
ieference good ordinary brand (GOB) European produce price and to rely to
a greater extent in the ILME quotacions as a basis 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
in 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
i3 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 problems in a number of countries
contributed to the reduction of world mine 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 decrease 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, world
slab zinc output is estimated to have increased by 2 percent in 1988 to a
record 7.2 mil’lion tons. Canadian output is estimated to be up 15 percent
from 1987 level, reinforcing the country’s position among the leading
producers, whereas little change occurred 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. 2Zinc: World Commodity Balance, 1982-88

(In_thousands of metric tons)

1982 1983 1984 1985 1986 1987 1988 1/

Hine production £.480 6.630 6£.870 7,040 2,030 7.230 §.970
Australia 670 700 660 730 710 780 730
Canada 1,190 1,070 1,210 1,170 1,260 1,500 1,380
U.S.S.R. 1,020 1,030 980 1,000 970 950 970
Other countries 3,590 3,830 4,020 4,140 4,090 4,000 3,890

Slab production 2/ 2,980 6,340 6.650 6,840 6,800 7,020 7,180
Australia 300 300 310 290 310 320 310
Canada 510 620 680 690 570 610 700
France 240 250 260 250 260 250 280
Germany, Fed. Rep. of 330 360 360 370 370 380 360
Italy 160 160 170 210 230 250 250
Japan 660 700 750 740 710 670 680
U.S.S.R. 1,050 1,060 1,050 1,050 1,070 1,050 1,050
United States 300 310 330 310 320 340 350
Other countries 2,430 2,580 2,740 2,930 2,960 3,150 3,200

Consumption 2/ 2.930 6.270 6.470 6.540 6,710 6.890 7,170
China 260 290 330 350 380 360 380
France 260 270 280 250 260 250 290
Germany, Fed. Rep. of 370 410 430 410 430 450 460
Italy 200 210 210 220 230 250 250
Japan 700 770 780 780 750 730 750
U.S.S.R. 1,050 1,050 1,050 1,000 990 1,010 1,130
United States 800 930 980 960 1,000 1,050 1,120
Other countries 2,290 2,340 2,410 2,570 2,670 2,790 2,890

Stocks 3/4/ 160 620 600 219 290 210 440
Stocks/consumption ratio

(number of weeks) 3/ 6.6 5.1 4.8 4.5 4.6 3.8 3.2

Sources: World Metal Statistics (London, World Bureau of Metal Statistics), various
issues in 1988; CRU Metal Mopitor: Zinc (London, Commodities Research Unit Ltd.),
December 1988; and Lead and Zinc (London, International Lead and Zinc Study Group),
various issues, Vol. 28/29, 1988/89.

1/ Estimaied 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).

3/ Total commercial stocks measured at end of period.

4/ Does not agree with production and consumption data because of differences in
coverage.

5/ Commercial stocks measured as weeks of consumption.




- 165 -

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 investment 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.

7. lead

Unlike the prices for many other metals, the IME price of iead
remained relatively stable--at about $650 a ton--during 1988 and the early
months of 1989. 1/ 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. Pigments and compounds make up the second largest
use of lead worldwide, accounting for about 14 percent. The gasoline
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
replacement 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 units set
another record for the fourth year in a row, up more than 4 percent over
the previous year. In the United Kingdom demand for lead in the
automotive industry was augmented by substantially increased use of lead
pipes and sheets. In the Federal Republic of Germany, although battery
demand remained nearly unchanged, growth in other lead uses resulted in an
overall increase of about 6 percent.

1/ Lead is traded on the LME roughly the same basis as copper,
aluminum, and zinc. The contract is for 25 metric tons.
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Table 73. Lead: World Commodity Balance, 1982-88

(In_thougsands of tons)

1982 1983 1984 1985 1986 1987 1988 1/

Mine production 3,560 3,510 3,440 3,610 3,390 3,420 3,400
Refined production 2.290 3,290 5,450 3,700 5.480 5,630 3,700
Canada 240 240 250 240 260 230 270
China 180 200 200 220 240 240 240
France 210 200 210 220 230 240 250
Germany, Fed. Rep. of 350 350 360 360 370 340 350
Japan 300 320 360 370 360 340 340
United Kingdom 310 320 340 330 330 350 360
U.S.S.R. 800 800 800 810 790 780 800
United States 1,030 960 970 1,050 930 1,030 1,040
Other countries 1,870 1,900 1,960 2,100 1,970 2,080 2,050
Consumption 2,230 3,250 3,300 3,440 3,310 5,380 5,690
China 220 220 220 230 250 240 250
France 200 200 210 210 210 210 220
Germany, Fed. Rep. of 330 320 360 350 360 350 370
Italy 240 230 240 240 240 240 240
Japan 350 360 390 400 390 380 410
United Kingdom 270 290 300 270 280 290 310
U.S.S.R. 810 810 790 800 760 780 790
United States 1,110 1,140 1,190 1,120 1,120 1,210 1,210
Other countries 1,720 1,680 1,800 1,820 1,900 1,880 1,890
Market balance 2/ 40 40 -50 260 -30 S0 10

Commercial stocks 3/4/ 540 512 407 453 402 383 380

Stocks/consumption ratio
(number of weeks) 5/ 5.3 5.1 3.8 4.3 3.8 3.6 3.5

Sources: World Metals Statistics (London, World Bureau of Metal Statistics),
various issues in 1988; CRU Metal Monitor: lLead (London, Commodities Research
Unit Ltd.), December 1988; and Lead and Zinc (London, International Lead and Zinc
Study Group), various issues, Vol. 28/29, 1988/89.

1/ Estimated by Commodities Division, IMF Research Department.

2/ World production minus world cunmsumption.

3/ Total commercial stocks measured at end-of-period.

4/ May not agree with production and consumption data because of differences in
coverage.

5/ 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 to 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. Despite 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 change occurred in the production of refined lead in the other
major producing countries. Secondary production of lead, accounting for
about 35 percent of total refined production, increased again in 1988.
Much 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 world 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 ycars have discouraged exploration and development of lead
mines and production. In the 1970s, 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
in Canada. 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-
19808, the lead market is expected to move toward a growing surplus and
prices are expected to weaken during the course of 1989-90.

8. FPhosphate rock

Sharply higher food prices in 1988 stimulated demand for and prices
of phosphate rock and finished fertilizers. 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 decline 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 use of phosphate fertilizers in
the largest consuming nation, the United States, and increased world
exports of fertilizers. Increased demand for fertilizers led to a



Table 74, Phosphste Bock snd Produsts: bHorld Production,
Exports and Market Prices, 1982-88
1082 1083 1084 1085 1088 1087 1988
Production of rock 228.0 138.9 133,68 148,06 JA45 1463  135.2
{In millions of tons)
Mnrosco 17.8 20,1 21,2 20.7 21.2 21.0 24.6
United States 37.4 A2.6 48.2 30.8 40,3 41.0 46.0
Other countries 12.8 76.2 83.4 78.1 83.0 84.3 84.6
s
Rock {in millicn
of tons) 43.7 AB.A 48.1 LK) 43.5 A4, 7 43.0
Morocco 14.0 14.7 15.0 4.8 13.7 13.1 13.8
United States 8.2 11.3 10.5 10.3 7.8 8.5 8.2
Other countries 20.5 20.4 22.6 21.3 22.0 23.1 23.0
Fhosphate products 1/
(In million of
tons of Py0s) Lz &0 104 101 94 108 123
Morocco 0.9 1.2 1.3 1.3 1.4 1.7 2.5
United States 3.3 3.5 4.8 4.8 3.8 4.5 5.0
Other countrias 3.0 3.3 4.0 3.9 4.2 4.6 4.8
Mazket prices {(in SDRs)
Phosphate rock (per tom,
f.0.b.)
Morocco 38.4 34.5 7.4 33.4 28.2 24.0 26.8
United Statass 2/ e 25.5 27.5 28.4 23.0 17.8 18.8
World fertilizer
price index 3/
(1980=100) £8.1 86.3 103.7 94.0 78.4 72.0 81.3
Woxld food
price index &/
(1980=100) 96.8 108.7 112.5 96.0 73,0 67.8 83.4
Market prices (in USS)
Phosphate rock {(per ton,
f.0.b.)
Morocco 42.4 36.9 38.3 33.9 34.2 31.0 36.0
United States 2/ 27.3 28.2 28.9 27.0 23.0 25.2
World fertilizer
price index 3/
(1980=100) 84.1 79.1 81.7 73.3 71.6 7.5 84.0
World food price
index 4/
(1880=100) 82.1 89.3 88.6 74.9 65.8 67.4 86.1

Sources: U.S. Bureau of Mines for U.S. production; International Fertilizer

Industry Associated Ltd. for other production; Fertilizer Economic Studies

Limited (FZRTECON) for exports; Commodities Division, IMF Research Department for

market prices.

1/ Phosphoric acid, ISP, MAP and DAF.

2/ Avsrage export unit value.

3/ Weighted by relstive values from 1983-85, based on export volumes and spot
prices: phosphate rock, 35.6; phosphoric acid, 20.5; DAP, 33.5; and TSP, 10.4

percent.

4/ IMF index of prices of food commodities.
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recovery in fertilizer prices, of 17 percent from 1987-88, to_a levsl
equal to 84 percent of prices in 1980. 1/

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. manufacturers rose about 12 percent to 40 million tons,
largely on account of a sharp increase in domestic applications in the
first quarter 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 Morocco 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 (P70g). Sales of phosphoric acid rose 28 percent to 1.8 million
tons P70s, raising utilization of recently expanded plant capacity to
96 percent. Diammonium phosphate (DAP) sales roughly doubled, to
0.3 million tons P705. As a result of the improved downstream demand,
Morocco 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 P20s) than in exports of rock (1 percent, to 45 million toms).
Product imports by the two largest {mporting countries, China and India,
rose by nearly 50 percent to 2.8 million tons P705, 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.0.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

1/ An index of phosphate fertilizer prices, weighted by share of
fertilizers in world trade: phosphate rock, 35.6; phosphoric acid, 20.5;
diammonium 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 fesdgrains. Lower
availability of fertilizers for export and a continued steady demand from
Asian countries are expscted to contribute to real growth in the prices
of rock and finished fertilizers. Some reduction in real prices could
occur by the early 1990s, 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 fallure or a
successful program of fertilizer import substitution).




