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ABSTRACT 
 
The study analyses variations in prices and their impact on the evolution of primary commodity 
markets over several decades. Three case studies illustrate the markets dynamics of primary 
commodities (aluminium, natural gas and cotton). It underlines the dependency of developing 
countries on primary commodity markets and demonstrates how trade liberalisation and 
globalisation of primary commodity markets has modified the relationships between developed 
and developing countries in two directions:  
-On the one hand, private firms are now free to develop diverse strategies on international 
markets within new trade rules based on free competition; 
-On the other hand, South-South trade is increasing thanks to higher per capita incomes and faster 
industrialisation of emerging countries such as China, South Korea, India and Brazil. 
It concludes with the fact that the European Union, as a major importer and exporter,  is in a 
position to play a leading role both in supporting European firms acting in primary commodity 
markets and in supporting actions to help Commodity Dependent Developing Countries 
(CDDCs) to strengthen their production capacities and to reduce poverty and unemployment. 
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Executive summary 
 
 
 
The current sharp increase of the international prices of numerous primary 

commodities is reflected in the turmoil Stock Markets which gives nevertheless a short-sighted 
view of the functioning of markets. In addition, speculative actions of hedge funds on primary 
commodity markets worsened the high price rise which makes consumers and industrialists 
very anxious about the future. This situation enable to wonder if this increasing prices of most 
primary commodities on Stock Markets is long lasting or is running over a few weeks. 

Stock Markets serve as reference in the international trade and guide the allocation 
over the time of the availability of products. The prices evolution on the Stock Markets can 
encourage processors to store or to de-stock according to the difference between production 
and consumption flows. But, the mechanisms of allocation over the time of the product and 
relations between spot and forward prices depend on market mechanisms and on the real 
situation of the market. Even if the availability of products and the storage incentive are 
reflected in the relations between spot and forward prices, the product distribution over the 
time highlights the level of supply of the market which is strictly connected to the mid and 
long term market dynamics.  

So, the market situation of a primary commodity cannot be only analysed through 
short term phenomena but also in a mid and long term perspective during which the market 
mechanisms occur. Indeed, the price fluctuations of the primary commodities stem from this 
endogenous process evolving in mid and long term and during which reactions of production 
and consumption bring about delayed reactions which can extend from several months to 
several years. 

Furthermore, recent upheavals of the international trade structure are carrying a strong 
demand of primary commodities from developing countries such as China, India, Brazil and 
South Korea. This demand is putting higher pressure on prices and bump into the traditional 
policy of the supply sources. Meanwhile, terms of trade deteriorated between 1997 and 2003 
and are increased between 2003 and 2006. In addition, metals markets particularly are affected 
by speculative actions of hedge funds in search of high profitability. But, the real situation of 
most primary commodities markets is generally in shortage facing a high demand thanks to a 
strong economic growth of the main developed countries (United States and European Union) 
and as exogenous shocks more geopolitical tensions affecting particularly energy markets. 

The variations of prices and the evolution of the situations of primary commodities 
markets over several decades show multiannual fluctuations and a succession of phases of 
overproduction and shortage reflecting an endogenous and cyclical mechanism and a 
convergence of the evolution of the situations of most markets. Since the Second World War 
notably, a price increase movement of the 1950s led to a declines movement during 1960s. 
The high price increase of 1973-74 and 1978-79 left place to a price fall during the 1980s. The 
beginning of 1990s is characterized by climbing prices on several markets. At the end of 
1990s, a new price fall occurred and since the beginning of 2000s, most of the markets are 
affected by a sharp rise. 
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However, these convergence phenomena do not concern all the markets but they 
enable to wonder about deeper mechanisms which drive these markets evolution. So, the sharp 
price increases of primary commodities of the 1970s in particular lead also to question if they 
result from the impact of the sharp rise of oil prices and more generally from the exogenous 
shocks or if they also correspond to a phase of shortage on the international market, that is to 
endogenous mechanisms appropriate for markets. 

The endogenous and cyclical mechanisms also result from delayed reactions and from 
overreaction phenomena generated by players behavior (producers, consumers and traders). 
They run into regulation regimes and organization forms of the international markets. A 
regulation regime results from market structure, producers and consumers behavior on the 
international market, impact of the exogenous shocks and historical events. The organization 
forms depend on the implementation of instruments serving for achieving the adjustment 
between production and consumption, limiting the strong price variability in short or mid 
term, and fixing an exports quota. Numerous instruments tried to correct the markets failures 
of primary commodities such as products agreements, the compensatory financing systems of 
the European Union (STABEX, Flex), UNCTAD (Generalised System of Preference), and 
IMF (Compensatory Financing Facility). The current international trade policy stems from all 
these instruments which need more efficiency to help developing countries to cope 
development process thanks to primary commodities blessing.  

The European Union is playing a major role in international trade both as importer 
and as exporter. The former STABEX and now Flex reflects the European Union trade policy 
initiatives to help developing countries affected by the price instability of primary 
commodities. Furthermore, the European Union is planning to support Commodity Dependent 
Developing Countries (CDDCs) by implementing in 2008 the Economic Partnership 
Agreements (EPAs) at national, international and regional levels. 

Section II examines endogenous mechanisms of markets and highlights that beyond 
short term fluctuations of prices on Stocks Markets mid and long term dynamics is acting and 
leading to cyclical alternation of overproduction and shortage. Section III shows that the 
developing countries are largely dependent on primary commodities markets. Furthermore, the 
economic activity of developed countries has a crucial need of primary commodities for their 
functioning. An analysis of mid and long term enables to take into account the endogenous 
and cyclical mechanisms of the primary commodities markets and to complete forecasts of 
short term. A mid and long term perspective can also encourage the producing and consumer 
countries to a closer dialogue which could avoid strong prices fluctuations which result from 
big imbalance between production and consumption. 

Three case studies illustrate the markets dynamics of primary commodities. The 
international market of aluminum give illustration of metals markets, the international market 
of natural gas shows energy market specificities and the international market of cotton the 
main characteristics of a particular agricultural product. 
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I. Introduction 
 
 
 
 
In 2006, the prices of primary commodities jumped to historical levels in nominal 

terms. According to United Nations Commission on Trade and Development’s (UNCTAD) 
primary commodities price index, the former increased by over 30 percent between 2005 and 
2006 (and by 80 between 2000 and 2006), essentially thanks to an increase in the price of oil, 
metals and ores. 

Over the past fifteen years, the demand for primary commodities has increased more 
quickly than the long-term trend, mainly because of the increased demand in Asian countries, 
in particular China and India which were rapidly industrializing. Most primary commodities 
prices on international markets recorded further growth in demand, strengthened by very 
limited supply capacities, tense geopolitical conditions (in particular as regards the oil market) 
and intense speculative activity. 

The export receipts of many developing countries depend on primary commodities. 
Some countries, such as coffee exporters, made a profit during that period of time while 
others, for instance, cotton or soybeans exporters, have seen their situation worsen between 
2003 and 2005. Profits and losses are attributed mainly to import and export structures, in 
particular to a share of oil imports in the total imports. However, although the net impact on 
GDP can be positive or negative, it will without any doubt be positive for the primary 
commodities sector. 

Since 2003, international prices of primary commodities tended to increase sharply. 
The causes of this price hike vary slightly from one commodity to another, but are due largely 
to China’s strong economic growth, the excellent prospects for the economies of India and the 
United States, by the economic recovery of Japan and Europe, as well as by speculative 
interventions of hedge funds on metals and energy markets.  

Considering that most developing countries are widely dependent on primary 
commodities exports, the price increase in these commodities was altogether favorable to 
these countries’ economic growth. However, the impact of this phenomenon, measured in 
terms of the countries’ trade evolution and a part of additional receipts which is beneficial to 
their economy, is highly variable, according to their trade structure  

The South-South trade represents a particularly dynamic element in the world-wide 
trade in primary commodities, because of the strong growth rate of developing countries 
where the consumption of primary commodities per head is increasing sharply.  

However, international prices of primary commodities declined sharply between mid 
1997 and mid 2003. Over this period of six years, UNCTAD’s primary commodities price 
index, including fuels, valued in current American dollars dropped by more than a third. Since 
then, prices have recovered and the price index shifted from 105 in 2003 to 187 in 2006, 
which is a much higher level than the average. Ores and metals have seen their prices 
increasing more strongly than those of the other primary commodities but the recent increase 
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is a rather general trend and it can be considered as almost global except for the oleaginous 
plants and oil group, whose index moved back by 9.5 percent between 2004 and 2005. 

The ores and metals price index nearly doubled between 2002 and 2005, due mainly 
to the rapid expansion of Chinese demand. Imports of iron ore, for example, increased by 85 
percent between 2003 and 2005, and accounted for approximately 40 percent of the total 
world imports over 2006. A long period of price decline and the length of time needed to 
achieve investments in mining extraction (Section I.3.) mean that the growth of production 
capacity has remained weak for several years and that supply was not able to respond to the 
sudden increase in demand. As a result, metals stocks have undergone a decrease and have 
reached in certain cases extremely low levels. This situation of tension between supply and 
demand made metals markets more attractive for investors who were disappointed by the 
return perspectives on the financial markets. Between 2002 and 2005, the prices of copper, 
nickel and zinc increased by 136 percent 118 percent and 74 percent respectively. This trend 
has remained the same over the first half of the year 2006, with 70 percent increase for zinc 
and copper and 45 percent for nickel with regards to prices listed in 2005. 

Oil prices increased by 114 percent between 2002 and 2005. This price increase 
continued in 2006, reaching 78 dollars a barrel during 2005. As for metals, both the growth in 
demand from China, whose imports in 2005 were two and a half times higher than in 2003, 
and speculative activity have mostly determined this evolution. Fears about the potential risks 
of interruption of supply, because of events arising in several producing countries, notably 
Bolivia, Iran, Iraq, Nigeria and Venezuela, have also pushed prices up and increased the 
speculation. 

Primary commodities groups other than metals and oil saw their prices turning sharply 
upwards between 2002 and 2005, with an increase of more than 24 percent for food 
commodities, of about 42 percent for tropical drinks and about 41 percent for agricultural 
primary commodities. In certain cases, for example natural rubber and sugar, these increases 
are explained partially by substitution effects encouraged the sharp increase in international oil 
prices (Section I.1.). The price increase of hydrocarbons made certain synthetic materials less 
competitive, thus strengthening the position of natural materials such as cotton and rubber on 
account of an increase in demand for these commodities and a consequent rise in their prices. 
As regards sugar, the increased price of oil gave rise to an increase in demand for ethanol 
made from sugar cane, and consequently led to an increase in international sugar prices. These 
prices continued to increase in 2006 in view of the predictable tensions in this market. Brazil 
experienced an increase in the number of multifuel cars that are able to work on any ethanol 
and fuel combination. There were around 3 million of these vehicles at the end of 2006, 
against 1.5 million at the beginning of the year, and other countries also expect a considerable 
increase in the demand for ethanol. 

Other primary commodities saw their prices improve outstandingly with the surplus 
clearance of supply compared to demand. So, coffee prices increased by 87 percent according 
to their lowest level recorded during 2002-2005, although the increase was stronger for certain 
varieties than others. Coffee prices did not however recover to their level of before the 1997 
crisis. The Brazilian coffee prices of 2005 were 40 percent lower than those of 1997. 

The metals and energy markets were, in the last few months, particularly exposed to 
speculative influences which contributed to pushing prices to very high levels. Investors in 
search of investments which are characterized both by a weak correlation with price 
movements of traditional categories of investments and by higher returns than the average 
reoriented massive financial amount towards markets of primary commodities which are by 
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comparison not strongly dynamic. Apparently, speculators opted for indirect strategies to 
avoid the inherent risks in investing in physical primary commodities markets. Therefore, 
investors, speculative capital in particular, invested massively in primary commodities index 
which display many characteristics of traditional financial investments. At the world level, 
about 200 billion euros are at present invested in primary commodities, of which  half is  in 
the commodities index; investments of hedge funds in energy markets shifted from 3 billion 
dollars in 2000 to 90 billion in 2005. 

The forces which determine these capital movements are less involved in the 
fundamentals of supply and demand of primary commodities than in macroeconomic and 
financial factors. The greater demand of financial instruments based on primary commodities 
was essentially fed by the weak level of interest rates and relatively strong world economic 
growth. The investment in primary commodities thus enables investors at the same time to 
protect their portfolio against risks and to increase their global performance, in particular when 
economic growth is fast and when primary commodities prices are increasing because of 
strong demand.  

In the next five to ten years, demand for primary commodities should continue to 
increase especially because of the increase in demand from developing countries. This demand 
is stimulated by a particularly strong consumption of these commodities per unit of GDP 
compared with that of developed countries (notably when the GDP is calculated in purchasing 
power parity), with their faster economic growth and demographic increase. 

 

I.1. A brief definition of a primary commodity 
 
The notion of primary commodity can cover a wide sense and appears as a natural 

resource treated to satisfy consumer needs. A natural resource made available and useful 
directly or indirectly thus becomes a primary commodity endowed with an economic value 
and characterized by phenomena of scarcity. In the strict sense, a primary commodity can 
concern an industrial primary commodity, used by the industry, in the production of the 
finished good.  

The 1948 Havana Charter defines a primary commodity as "any product of 
agriculture, forests, fishing and any mineral, either this product is under its natural shape 
or it underwent transformation required by sale in huge quantities on the international 
market". 

The range of products exchanged on the organized markets very widely extended until 
going beyond the primary commodity category which is sometimes distinguished by "primary 
commodities" with regard to "financial commodities". 

The English literature analyses distinguish four categories of "primary commodities":  
• "Agricultural food products" (cereal, coffee, cocoa, tea, fruits and vegetables, fats 

and oil),  
• "Agricultural primary commodities" (cotton, jute, rubber, tobacco, tropical wood),  
• Metals and minerals (copper, tin, aluminum, bauxite), and, 
• Energy products (oil and oil products, natural gas, coal). 
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I.2. Convergence of the international market situations of primary 
commodities 

The study of the international price fluctuations and the market situation of primary 
commodities over several decades reveal a recurrence of similar phenomena. Indeed, the 
history of these markets is characterized by a simultaneous succession of multiannual phases 
of decline and rise in prices of numerous primary commodities. Since the Second World War 
notably, a movement of price rises in the 1950s was succeeded by a movement of decline 
during the 1960s. The high rise of prices of 1973-74 and 1978-79 was followed by a price fall 
during the 1980s. Since the beginning of the1990s, the first half shows a price increase in 
several markets until 1996 and the second half shows a price fall from 1997 till 2002. From 
2003 until 2006, a new sharp rise of prices affected numerous primary commodities markets 
essentially metals and energy but also other agricultural products (Figure1 and 2, and Table 1). 
These price fluctuations affected simultaneously most of the international markets of primary 
commodities and provoked reflection on the factors which favor the convergence of the 
different market situations.  

 
Figure1: Primary commodities indices, 1970-2005 (2000 = 100, current dollars) 
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Figure 2: International prices of major primary commodities, 1950-2005 
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Table 1: Evolution of primary commodities indices, 1994-2006 

Average prices Average annual growth rate (%) Prices  
1994-1997 1998-2002 2003-2006 1994-1997 1998-2002 2003-2006 2006 

All groups (current dollars) 132,73 101,27 138,38 2,0 -4,0 20,0 182,1 
Food products 135,50 104,15 125,22 2,0 -3,0 13,0 151,0 
Tropical bevergaes 159,37 107,15 113,09 5,0 -11,0 12,0 132,4 
Matières premières agricoles 136,04 98,94 130,54 -1,0 -3,0 11,0 154,1 
Minerals, ores and metals 114,00 91,15 170,25 3,0 -1,0 41,0 272,9 
Crude oil 63,76 77,14 157,78 8,0 21,0 27,0 205,8 

Source: CNUCED − INFOCOMM, Commodity Price Statistics database, 2007. 
 
However, these convergence phenomena do not affect all markets, and prices of some 

products evolved independently. For example, the price of cotton fell in the 1950s; that of 
coffee rather stagnated after the sharp rise in prices of 1973-74 and then reached a peak in 
1977. These independent developments gave rise to the notion of divergence phenomena and 
the specific dynamics of every market.  

During the 1970s, most of the main markets of agricultural and mining primary 
commodities saw spectacular price increases, notably following the sharp rise of oil prices in 
1973-74 and 1978-79. In numerous producing developing countries, this price increase in 
primary commodities led to a strong increase in export receipts and encouraged the launching 
of important waves of investments in production capacities during the 1970s. Furthermore, 
this situation made the producers optimistic on account of this increase in prices favoring loan 
contracts for the financing of vast national programs of development. 
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On the other hand, the1980s saw overproduction and a decline in the prices on 
numerous markets of primary commodities. Furthermore, in the decade of the 1980s a deep 
economic crisis occurred in the main industrial countries where the consumption of most 
primary commodities slowed down. Consequently, an oversupply of primary commodities led 
inevitably to a decline in prices and export receipts in several producing developing countries.  

The fall in export receipts and in loan charges increase on the programs of 
development of the countries producing primary commodities resulted in onerous debt over 
the years. The incapacity of several producing developing countries to honor their debts 
necessitated the rescheduling of debts and structural changes. Furthermore, the situation of 
overproduction also favored the implementation of measures to liberalize the supply chain. 
Indeed, until the beginning of the1980s, numerous primary commodities markets were 
characterized by a system of administered prices which remained disconnected from the 
international price fluctuations. 

 

I.3. A mid and long term dynamics of international markets 
These events explain partially the dynamics of the international markets in primary 

commodities, yet questions remain as to the deeper mechanisms which drive the evolution of 
these markets. So, the sharp price increases of primary commodities in the 1970s in particular 
lead to speculation as to whether they result from the impact of the escalating price of oil and 
more generally from exogenous shocks, or if they also correspond to a phase of shortage on 
the international market, namely to endogenous mechanisms specific to markets. 

Price series analysis of several decades shows effectively a succession of phases of 
increase and decline in primary commodities prices. These price variations are reflected 
in an alternation of phases of overproduction and shortage. They occur in most markets of 
products and they result in a process of adaptation between production and consumption with 
regard to price fluctuations which becomes a reality only beyond the short term.  

From the point of its harvest or its exploitation, a primary commodity undergoes 
several phases of transport, conditioning or transformation and storage before reaching the 
consumer. So, the market analysis of a primary commodity requires an initial explanation of 
the functioning of its supply chain as being composed of steps passing from production, to 
transformation and marketing. All these stages need a period of between 8 and 12 months.  

Short term is a too brief temporal horizon, so market mechanisms cannot go into 
action. However, on numerous international markets of primary commodities Stock Market 
prices serve as reference in international trade, and their evolution in Stock Markets drives the 
intertemporal distribution of product availabilities. The stock-market prices evolution can 
induce operators to store or to de-stock according to the difference between production and 
consumption movements.  

However, the mechanisms of intertemporal distribution of the product and relations 
between spot and forward price depend on mechanisms and on the real situation of the market. 
Even if the product availabilities and incentive to store are reflected in the relationship 
between prices on the Stock Markets, the product distribution over the time reflects the real 
situation of the market which is strictly connected to the mid term dynamics. Indeed, beyond 
the short term fluctuations, the mid term dynamics are real and notably result in the evolution 
of the stock market prices.  

So, the market situation of a primary commodity cannot be only analyzed through 
short term phenomena but also in a mid and long term perspective during which the market 
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mechanisms appear. Thus, the term of situation is to be taken in the broad sense. Within the 
framework of this study, the situation of a primary commodity indicates the movement and the 
articulation of factors and the mechanisms’ changes essentially under the mid and long term. It 
is defined by the endogenous process of interaction between production, consumption and 
price. Indeed, the price fluctuations of primary commodities result from this endogenous 
process which evolves in mid and long term and during which reactions of production and 
consumption lead to delays which can extend from several months to several years. 

The endogenous and cyclical mechanisms also result from reaction delays and from 
overreaction phenomena resulting from players’ behavior (producers, consumers and traders). 
They run into regulation regimes and organizational forms of international markets. A regime 
of regulation results from market structure and from producers’ and consumers’ behavior on 
the international market, from the impact of the exogenous shocks and the historic events. 
Organisational forms depend on the implementation of instruments serving to operate the 
adjustment between production and consumption, for limiting strong price variations in the 
short or mid term, for fixing an export quota. 

Besides, the cyclic phenomena of the general economic activity in the main industrial 
countries also reflect the consumption of primary commodities. Indeed, the historical 
evolution of the general economic activity of the main industrial countries is marked out by 
phases of economic growth and recession. 

Hence, the endogenous and cyclical mechanisms concern conditions of production 
and consumption, consumers’ and producers’ behavior, price fluctuations and are summarized 
in Box 1 

 
Box 1: Endogenous factors 
• Variation of production costs: it depends on the share of the primary commodity in the 

finished product and on price fluctuations, 
• Technological improvements and substitution effects: a high level of a primary 

commodity price could favour a substitute-product, for instance, the current high price of oil is 
favouring bio-fuels, 

• Consumer’s way of life and evolution of the primary commodity consumption, 
• Delayed reaction of producers and consumers: when the price is high, producers invest 

and extend their production capacities and consumers are looking for product-substitute. 
Supply increase at least a year later leading to an overproduction. When the price is low, 
producers neglect their production capacities and investment drops resulting in a shortage the 
year after.  

 
 
Ten products used in this study are based on agricultural products: (coffee, cocoa, 

cotton, rubber) and metals (aluminum, copper, tin, nickel, lead, zinc). They all have quotations 
on Stock Markets where reference prices of international trade are determined. All these 
products are traded intensively at the international level and their markets have an 
international dimension. The main Stock Markets where primary commodities are quoted with 
international reference prices are London, New York, Paris and Tokyo. These products are 
representative of all primary commodities because they concern annual and perennial cultures 
as well as main metals. Their reference price fluctuation on international markets influences 
the decisions to produce and to consume. 
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I.4. Impact of exogenous shocks on primary commodity markets 
There are interactions between the situations of international markets of primary 

commodities and the evolution of general economic activity in the main consumer countries. 
The endogenous and cyclical mechanisms of primary commodities markets and the 
exogenous cycles of general economic activity are two phenomena which interact even if 
they stem from other mechanisms. Indeed, the consumption of many primary commodities 
depends strictly on the economic activity rhythm both in terms of industrial production and on 
processing and in terms of purchasing power. So, price fluctuations of most primary 
commodities are strictly connected, generally, to the cyclical variations of GDP of the main 
industrial countries. 

Besides, both oil crises of 1973-74 and 1978-79 created disturbances on numerous 
markets of primary commodities and resulted in a convergence of the market situations 
of several products. Also, the rhythm of general economic activity influences deeply the 
market dynamics of numerous products, for instance the economic recession of the 1980s 
which corresponds exactly to the situation of overproduction and depressed prices in several 
primary commodities markets. However, since the beginning of the 1990s and especially since 
2000, economic recovery of some industrial countries (the United States, Great Britain, 
European Union) as well as the economic dynamism of certain Asian countries (China, South 
Korea, India for instance) has given rise to pressures resulting in the price increase of 
numerous primary commodities. 

Exogenous shocks can be summarized in box 2. 
 

Box 2: Exogenous factors 
• Climate conditions: drought, flood, fire, storms with repercussions on agricultural 

products: drought affected in the 1980s robusta coffee in Ivory Cost which production fell 
down. 

• Political and social circumstances: long strikes, civil war, political instability, for 
instance, civil war in Uganda and Angola deeply disturbed their coffee market; civil war in 
Democratic Republic of Congo led to the collapse of copper industry. 

• Accidents in mines can have serious impacts on production of ores and metals: many 
accidents occurred in Latin America’s mines especially in Chile and Peru for copper and 
Columbia for nickel. 

• Geopolitical conflict: Middle-East conflict with high impacts on energy prices.  
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II. Endogenous mechanisms of a primary commodity 
market 

 
A primary commodity market is often analyzed through prices variations. But, Stock 

Markets mechanisms are functioning in short term whereas the adjustment process between 
production and consumption as regards price fluctuations is occurring in mid and long term 
perspective. These endogenous mechanisms result from producer and consumer behavior and 
lead to delayed reactions which are at the origin of markets in overproduction or shortage.  

 

II.1. Analysis of dynamics of a primary commodity market 
 
The market of a primary commodity depends on producer and consumer reaction as 

regards to price fluctuations. The main producers and exporters of primary commodities are 
developing countries whereas the major consumers are developed countries. But, between 
1990 and 2006, the share of developing countries in world consumption is growing and the 
South-South trade is increasing putting a high pressure on prices when markets are in shortage 
as the last years show. On metal markets, world reserves are still sufficient and some metal 
reserves are abundant (Table 2). 

 

II.1.1. Supply: main players and evolution of production capacities 
The growth and development process of most developing countries is widely based on 

primary commodities, in particular those of export products. Export receipts enable these 
countries to finance the import of consumer goods and services intended for investment, and 
to bring out a surplus which can be allocated to investment. However, these export supply 
chains participate in the financing development of the producing countries only when they 
have a surplus and when export receipts of primary commodities are not only used to import 
consuming products.  

Therefore, the main producing developing countries based their development policy 
notably since the 1970s largely on levies operated on the supply chains and to their allocation 
to the financing of investment programs. These levies serve to finance investment in public 
welfare (educational equipments and of health, transport infrastructures.) or investment in 
public establishments (public companies, marketing boards.). Investment in production 
capacities in the international markets of mining products are affected by repercussions of the 
sharp price rises of the 1970s and those of nationalizations of private companies in numerous 
developing countries. The development of the production on the international markets of 
agricultural products is largely due to a wide range of incentives which notably concerns 
provision of intermediate products, credit facilities, and training agenda. 
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Table 2: World Resources of metals 
Bauxite 
World Resources: Bauxite resources are estimated to be 55 to 75 billion tons, located in South America (33%), 
Africa (27%), Asia (17%), Oceania (13%), and elsewhere (10%). World production 2005: 169 millions tonnes, 
reserves of 325 years for 55 billion tonnes or 443 years for 75 billion de tonnes. 
Copper 
World Resources: A recent assessment of U.S. copper resources indicated 550 million tons of copper in identified 
(260 million tons) and undiscovered resources (290 million tons), more than double the previous estimate.8 A 
preliminary assessment similarly indicates that global land-based resources exceed 3 billion tons, about double the 
previously published estimate. Deep-sea nodules were estimated to contain 700 million tons of copper. World 
production 2005 : 15 millions de tonnes soit 200 years. 
Lead 
World Resources: In recent years, significant lead resources have been demonstrated in association with zinc and/or 
silver or copper deposits in Australia, Canada, China, Ireland, Mexico, Peru, Portugal, and the United States 
(Alaska). Identified lead resources of the world total more than 1.5 billion tons. World production 2005: 3.270.000 
tonnes, reserves of 459 years. 
Nickel 
World Resources: Identified land-based resources averaging 1% nickel or greater contain at least 130 million tons 
of nickel. About 60% is in laterites and 40% in sulfide deposits. In addition, extensive deep-sea resources of nickel 
are in manganese crusts and nodules covering large areas of the ocean floor, particularly in the Pacific Ocean. World 
production 2005: 1.490.000 tonnes, reserves of 87 years. 
Tin 
World Resources: U.S. resources of tin, primarily in Alaska, were insignificant compared with those of the rest of 
the world. World resources, principally in western Africa, South-Eastern Asia, Australia, Bolivia, Brazil, China, and 
Russia, are sufficient to sustain recent annual production rates well into the future. 
Zinc 
World Resources: Identified zinc resources of the world are about 1.9 billion tons. World production 2005: 
9.800.000 tonnes, reserves of 193 years. 
Iron ore 
World Resources: World resources are estimated to exceed 800 billion tons of crude ore containing more than 230 
billion tons of iron. World production 2005: 1.540.000 000 tonnes, reserves of 519 years. 
Gold 
World Resources: An assessment of U.S. gold resources indicated 33,000 tons of gold in identified (15,000 tons) 
and undiscovered resources (18,000 tons). Nearly one-quarter of the gold in undiscovered resources was estimated to 
be contained in porphyry copper deposits. The gold resources in the United States, however, are only a small portion 
of global gold resources. World production 2005: 2470 tonnes, reserves of 13 years. 
Silver 
World Resources: Silver was obtained as a byproduct from processing copper, gold, and lead-zinc ores. More than 
two-thirds of U.S. and world resources of silver are contained in such polymetallic deposits. The remaining silver 
resources are in veins in which gold is the primary commodity, and most recent silver discoveries have been 
associated with gold occurrences. However, base-metal discoveries that contain byproduct silver will account for a 
significant share of future reserves and resources. World production 2005: 19300 tonnes  
Platinum 
World Resources: World resources of PGMs in mineral concentrations that can be mined economically are 
estimated to total more than 100 million kilograms that is 100.000 tons. The largest reserves are in the Bushveld 
Complex in South Africa. World production 2005: 217 tonnes, reserves of 461 years. 
Silicon 
Ferrosilicon accounts for about four-fifths of world silicon production (gross-weight basis).The leading countries for 
ferrosilicon production, in descending order of production, were China, Russia, Norway, Ukraine, and Brazil, and for 
silicon metal, China, Brazil, and Norway. China was by far the leading producer of both ferrosilicon and silicon 
metal. An estimated 550,000 tons of silicon metal is included in China’s production of silicon materials for 2006. 
World Resources: World and domestic resources for making silicon metal and alloys are abundant, and, in most 
producing countries, adequate to supply world requirements for many decades. World production 2005 : 4720 
tonnes. 
Source: United States Geological Survey, May 2007. 
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The increase in the supply of primary commodities during the 1970s and 1980s can be 

explained by several factors. Technological progress, notably, played an important role in the 
increased volume of production of numerous agricultural products in particular. In addition, 
investment in production capacity in developing countries, agricultural policies in the 
developed countries and the collapse of many international product agreements also entailed a 
sharp increase in the supply of primary commodities (Figure 3). 

 
Figure 3: World production of major metals, 1950-2005 
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For developing countries, their worsening debt at the beginning of the 1980s restricted 

the loan possibilities on the international financial markets. Adjustments of the balance of 
payments led to incentive policies for exports and to the increase in primary commodities 
supply in several producing countries. From 1984-88, the world supply of primary 
commodities increased by 13 percent, that is nearly 3 times the annual average rate of increase 
in the period 1974-84, or 48 percent. Also, the Asian developing countries which are not 
indebted liberalized their supply chain and improved their export incentives. Meanwhile, 
technological progress which is difficult to estimate played also an important role in the 
accumulation of primary commodities supply over two decades.  

The structural reforms organized at the end of the 1980s in many developing 
countries, also had deep repercussions on primary commodities supply in the international 
markets1, Furthermore, since 1990, the collapse of the centralized planning systems in the 

                                                 
1Bourguignon, F.; Morrisson, C.: Ajustement et équité dans les pays en développement, une approche nouvelle, 
études du Centre de Développement, OCDE, 1992. 
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Eastern countries also affected international markets of primary commodities where they play 
an important part in terms of imports and exports, in particular for metals. The impact of the 
collapse of the communist regimes of the Eastern countries has led to a decrease in their 
consumption of primary commodities and to a sharp rise in their export of primary 
commodities, in particular for non-ferrous metals such as aluminum, nickel, lead and zinc. 

The very sharp exports increase of the former Soviet Union countries stems from the 
net decrease in activities related to the military industry and other manufacturing industries 
which were " metal extensive " and from the fall in domestic consumption. Other factors, such 
as lower domestic energy prices resulting in reduced costs of producing metal, also 
contributed to the volume increase of exports. Their higher level of exporting permits them to 
earn foreign currency necessary for the purchase of equipment from Western countries. The 
volume increase of production also stems from a reduction of strategic stocks which are no 
longer justified by constraints of national security or national economic priorities. Stocks are 
sold on the international market when the market situation of the product in question is 
considered as favorable, i.e. when the price is high. 

 

II.1.2. Demand: main consumers and response to price variation  
The evolution of consumption depends essentially on the general economic activity 

level and on the purchasing power in industrial countries (the United States, Europe, and 
Japan) which are the main consumers of primary commodities. But, since the 1990s, emerging 
countries such as China, South Korea and India also contributed to the consumption of 
primary commodities. Taking into account the rigidity of the production process and the slow 
evolution of consumer taste, the annual average rate of global consumption of most primary 
commodities fluctuates generally between 1 percent and 3 percent. Furthermore, the 
production volume can vary significantly from one year to another. So, the gap between 
consumption growth rate and that of production leads to an imbalance which produces either 
an overproduction or a shortage. This imbalance stems generally from the delayed reaction of 
the primary commodity consumption according to its price variation. 

The economic situation of the main industrial countries follows a global evolution 
which influences the consumption of primary commodities. The level of this consumption 
tends to increase during phases of high economic growth and to progress more slowly during 
phases of slowing down or economic crisis (Figure 4). Nevertheless, it is not worthy how 
global economic dynamics can influence the way the consumption of primary commodities 
evolves. The dominant role of general economic activity is frequently included in analyses of 
primary commodity consumption. 

Consumption depends on the conditioning process of the finished product which 
can integrate a more or less significant proportion of a primary commodity. Sometimes, 
the primary commodity represents the main constituent of the finished product, for instance 
cocoa for chocolate, sugar for refined sugar, coffee for ground coffee, in grains or soluble, 
wheat for bread or cake and oil for gasoline. It is in agricultural food products and also 
agricultural non food products, such as cotton or rubber, that it is most consumed. Other 
essentially mining products hold a relatively weak place in the finished product. Copper 
constitutes a small proportion in the manufacture of electric devices, lead and nickel in that of 
cars. Meanwhile, two mining products can constitute an alloy, such as copper and tin which 
form brass. 
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In the mid term, primary commodity prices thus influence the price of the finished 
goods and the consumer’s behavior. Nevertheless, in other cases, the primary commodity’s 
share of the finished product, especially in manufactured goods, can be extremely limited (tin 
in cans, copper in household electrical devices.). Instead of it being the consumer, it is the 
manufacturer’s behavior, according to price fluctuations, that is then the determining factor in 
demand for the primary commodity demand on the international market.  

 
Figure4: World consumption of major metals, 1950-2005 
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Generally, there is a delayed reaction in terms of consumption of the primary 

commodity according to its price fluctuations. In the short term, price elasticity is mostly very 
weak except for food agricultural products. The importance of the delayed reaction depends on 
several factors which act on the consumer’s behavior. In periods of increasing prices, the 
consumer’s behavior runs into substitution phenomena with regard to product and to 
production technology. But this behavior is influenced by various factors: the general 
economic activity level; production costs and competition level between producers; 
consumer’s income and per capita consumption; product quality; supply regularity; technical 
innovations; marketing means. 

 

II.1.3. Substitution phenomena 
Substitution phenomena appear in the rise and fall of prices which influence consumer 

and processor’s behavior in the use of primary commodities. When price undertakes in a 
movement of increase, consumers-users tend to turn away from the product by saving the used 
quantity and to look for products-substitutes in direct consumption and in production 
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technology. The part of the finished product represented by the primary commodity 
determines the consumption reaction with regard to its price variation. When the primary 
commodity constitutes the main part of the product, the consumption reaction is 
simultaneously reflected by a decrease in the quantity consumed and by a reorientation 
towards other similar products giving the same satisfaction to consumer. 

The high price of the product can justify the search for product substitutes and 
improvement of the production technology to save the primary commodity use. A prolonged 
increase in the price of copper, for example, can result in aluminum being favored in the 
manufacture of electric cables. The high cost of primary commodity in packaging of 
foodstuffs can lead to the greater use of aluminum and plastics instead of glass by the big 
drink companies.  

 

II.1.4. Technological innovation and environmental constraints  
Technology has an impact on exploration, production, transport, processing, 

marketing and distribution, and information. Technological improvements have facilitated 
the identification of minerals and oil reserves, and even of fish stocks, and have enabled the 
profitable exploitation of even relatively small reserves with poor characteristics and in 
difficult locations. The result of this, and of improvements by countries to their investment 
policies, has been that the production of these commodities is becoming geographically more 
diversified with at times a major impact on countries where new exploitable reserves are 
identified. 

On the production side, technological developments are continually reducing the 
production costs of commodities. This is an important factor behind the trend of declining 
commodity prices, as commodity production takes place in a fairly competitive environment. 
In contrast, the costs of marketing and distribution do not seem to be very elastic, and it would 
appear that much of the productivity gains achieved are not reflected in consumer prices. In 
the case of minerals and fuels, technological developments have made it easier to adapt 
production to price increases (but there is resistance to cutting production in response to price 
falls); as a result of this, and of the improvement of market transparency, price spikes have 
become of much shorter duration than in the earlier decades. 

Technology is of growing importance to the development of commodity demand. 
Biotechnology can change the landscape of competitive growing locations (Table 2); ceramics 
and glass are replacing metals in many applications; improved processing machinery can bring 
the importance of quality for raw materials down. For instance, this is putting pressure on the 
premiums for long-staple cotton over standard cottons, but makes it more important that 
supplies consist of known and consistent quality; and artificial flavourings threaten the 
position of certain commodities (e.g. vanilla and fine-flavoured cocoa). Technology can also 
make certain trading mechanisms redundant: for example, the development of high-tech 
grading equipment for cotton has made grading by visual inspection much less relevant. At a 
more complex level, open-outcry commodity exchanges are losing ground to electronic ones. 
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Table 2: Global area of GM-crops in 2006 by country (millions of hectares) 

Rank Country Area Biotech crops 
1 United States 54,6 Soybean, Corn, Cotton, Canola, Squash, Papya, Alfalfa 
2 Argentina 18 Soybean, Corn, Cotton 
3 Brazil 11,5 Soybean, Cotton 
4 Canada 6,1 Canola, Corn, Soybean 
5 India 3,8 Cotton 
6 China 3,5 Cotton 
7 Paraguay 2 Soybean 
8 South Africa 1,4 Corn, Soybean, Cotton 
9 Uruguay 0,4 Soybean, Corn 
10 Philippines 0,2 Corn 
11 Australia 0,2 Cotton 
12 Romania 0,1 Soybean 
13 Mexico 0,1 Cotton, Soybean 
14 Spain 0,1 Corn 
15 Colombia <0,1 Cotton 
16 France <0,1 Corn 
17 Iran <0,1 Rice 
18 Honduras <0,1 Corn 
19 Czech Republic <0,1 Corn 
20 Portugal <0,1 Corn 
21 Germany <0,1 Corn 
22 Slovakia <0,1 Corn 

Source: International Service for the Acquisition of Agri-biotech Applications (ISAAA) Brief 35-2006-
Global Status of Commercialized Biotech/GM Crops, 2006. 

 
One particular aspect of technological development is related to the 

developments in international transport. The cost of international shipping has fallen 
drastically over the past decade, in particular because of containerization and inter-
modal transportation. This changes the economics of international trade in general, but 
also the relative costs of transporting various kinds of commodities. For example, the 
development of bulk transport techniques for cocoa has made transport much cheaper - but 
only for cocoas that are transported in bulk. In practice, many processors are willing to 
sacrifice quality in order to save on transport costs. This will erode the premiums paid to 
producers for higher-quality cocoa. BioTrade can come from either wild collection or 
cultivation. Products include ornamental fish, crocodile leather, or meat, medicinal plants, 
exotic flowers, native cocoa, natural ingredients for cosmetics and pharmaceutical products, 
natural fibres, tropical fruits, and ecotourism. 

Both Fair Trade and Organic certified products have expanded in volume traded 
by, on average, 20 percent over the past five years and price premiums have been 
relatively consistent. In addition, numerous reports have indicated growing consumer demand 
for products produced and traded in an environmentally, economically and socially 
responsible manner. Also, a series of direct and indirect benefits have been presented as 
intrinsically deriving from compliance with sustainability standards. Such benefits 
include increase in net return through more rational input use and resource management; 
conservation of soil, water and biodiversity through the adoption of best management practice; 
improved productivity and worker satisfaction through improved living and work conditions; 
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enhanced organizational structures; and the establishment of long-term commercial 
relationships.  

 

II.2. Market structures and players strategies  
 
The market structures are mainly oligopolistic and the position of suppliers and buyers 

depends on the market power they hold. Suppliers and buyers could either price maker or price 
taker. But, the market power is in favour of buyers in most of the markets of primary 
commodities. 

 

II.2.1. Competition forces 
In the main international markets of primary commodities, while a monopoly, in the 

strict sense of the word, cannot exist either on the side of the producer or the consumer, a 
coalition of producers controlling a determining part of production can be similar to a 
monopoly. Meanwhile, markets are often characterized by oligopoly situations coexisting 
respectively with many small sellers and buyers.  

In fact, while these notions explain price determination with regard to a given 
situation of equilibrium, in the mid term, changes of production and consumption factors, 
intervention of new players and exogenous factors influence on the product economy lead to 
modified competitive situations. The international market is functioning with adjustment 
mechanisms between production and consumption with imbalance which spread out over 
several years. 

Furthermore, even if some suppliers have a dominant position in the market, the total 
supply results from many small producers, and there are accumulation effects which are often 
at the origin of the imbalance between production and consumption (overproduction or 
shortage). These accumulation effects act in the same way in the field of consumption. But the 
positions of the suppliers and buyers and their market power are closely linked to the real 
situation of the market. These situations can sometimes explain why some players are so-
called "price takers", that is, they are dependent on or subject to the "fixed" price of the 
market, whereas others are "price makers", that is, they determine a market price which is 
“taken” by other players. For instance, Brazil as first world exporter of coffee is mainly 
considered as “price maker” on the international market of coffee and the other exporters are 
behaving as "price takers". In the international market of cocoa, Ivory Cost also could be 
considered as “price maker”. 

Nevertheless, this market power, and its influence on price, depends on the temporal 
horizon under which they act. Indeed, in the short run, the price fluctuations stems generally 
from simultaneous interventions of several operators on the international market (Stock 
Markets and specialized agencies) where is determined a price reference which is often used 
as base of commercial negotiations. Except when it comes to premiums or discounts, operators 
are considered as "price takers" but this price reference reflects the impact of decisions to 
produce and to consume who influence the price evolution in the mid term,.  

A supplier or suppliers colluding to reduce their production can be in the position of 
"price makers" at the same time, in the short run because of their being in a privileged position 
to negotiate, and in the mid term because of a likely shortage. This differentiation of market 
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power enables us to clarify the power level in commercial negotiations which take place in the 
short run and the power level of market regulation mechanisms in mid term. 

Numerous international markets of primary commodities (aluminum, nickel, zinc, 
lead) were dominated by some international firms which were "price makers" and which had 
established producer price systems by taking into account the medium term adjustment of the 
market. The price determination product was resulting from a competition "control" guided by 
the convergence of the dominant producer’s interests and the main consumer’s. The sharp 
price rise, notably of energy products in 1973-74 gradually put an end to this system, although 
it had worked well since 1950s and while it coexisted with a residual free market where prices 
tended to be equal to producer price. The sharp price increase on the free market encouraged 
new producers and brought about the end of the agreement between producers which was at 
the origin of the producer price system. Individual strategies driven by the defense or the 
conquest of market shares led to new regulation mechanisms characterized by competitive 
behavior. 

 

II.2.2. Incentives and impacts of mid and long term dynamics of market 
on the supply chain 

An incentive policy consists in setting up instruments which influence the decisions of 
producers of a primary commodity. These incentives can concern an increase or a reduction in 
production, an improvement in or a deterioration of the product quality, an encouragement or a 
carelessness of the production capacities and investment. They can be introduced by the State 
or by private operators. The intervention of a State in the supply chain of a primary 
commodity can be achieved through explicit instruments such as the implementation of 
producer price system, the granting of subsidies, credit facilities, taxation, or in an indirect 
way by the organization of the supply chain, institutional and financial reforms. The incentive 
policies have affected in a specific way mining and agricultural markets. 

During the 1970s, strong price fluctuations of mining products led to two big 
waves of investment, the one spanning the period between 1973 and 1975, and the other 
one between 1979 and 1981, and these affected most markets. Between 1973 and 1975, 
encouraged by steady growth in 1974, the main international firms opened new mines. Nickel 
mines were opened notably in the Philippines and in Australia, copper mines in Papua-New 
Guinea and in Indonesia, mines of bauxite-aluminum in Australia, New Zealand, Indonesia, 
Venezuela, and in Brazil.  

The first investment boom that lasted from 1973 until 1975 was especially launched to 
preserve or increase market share because of the limited access to the richest deposits and 
because of the state control of most of the deposits in the producing developing countries. The 
second investment boom between 1979 and 1981 was essentially oriented to the reduction of 
production costs. So, investments were launched either to reduce the costs of the existing 
operations or to obtain new mining opportunities and energy differential rent in particular. 
Indeed, sharp price raises in energy products entailed major upheavals on the international 
mining markets, notably the break up of oligopolies, the end of price producer system and a 
competitive market with overreaction. This second wave of investment (1979-81) is really 
characterized by the desire on the part of the producers to keep control of the market (though 
this was unsuccessful), and especially by the entry of new producers, essentially oil firms, in 
the aluminum market in particular. 
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Furthermore, because of the delayed reaction mechanisms which affect international 
markets, price instability pushed the mining firms towards diversification of their activities in 
strong demand products. So, during the 1970s, numerous mining firms (Inco, RTZ, Noranda, 
Asarco, Newmont) engaged in heavy investment in the oil and gas markets. 

In the international mining markets, world production increased strongly over 
two decades causing a upheaval of market shares. On the international market of nickel, 
notably, parts of the traditional firms were swallowed up by new entrants. The sharp prices 
rise in energy products upset the market structures of production costs. The oligopolistic 
market structure of nickel and aluminum broke up with the end of the producer price system 
and controlled competitive market. The steep price increase in oil products favored a 
competitive and over reactive market with new competitors. China, Poland and the Philippines 
notably entered the international copper market with low production costs. Also, Bahrain, 
Venezuela, Norway, India and China are among the first ten producing countries of aluminum 
thanks to their full energy resources. 

In the agricultural markets, most of the producing developing countries engaged 
during the 1970s in incentive policies which favor implementation of marketing boards, 
credit facilities, and provision of intermediate products. On these markets, the organization 
of the supply chain is generally based on the price producer determination, the evolution of 
which can favor or discourage the production of primary commodities. Incentives depend on 
the level of international price fluctuations. They encourage waves of investment in 
production capacities which are mostly launched when the international price remains at a 
high level. A price increase stems generally from a shortage situation on the international 
market.  

The price paid to producers represents a basic element of incentives which also 
concern other instruments such as subsidies for monitoring, specific learning. The production 
price constitutes an essential element of incentive policies. It influences farm profitability 
taking into account the costs which were already engaged before the campaign and which 
depend on technical conditions of exploitation and on exogenous factors.  

 

II.2.3. Functioning and role of Stock Market 
The various economic and spatial dimensions of an international market for a primary 

commodity raise the question of the existence of one or several international prices which the 
main trade players consider appropriate to use as a reference. The international price can be 
the result of market mechanisms or be imposed, even in a temporary way, by dominant 
players. Some international markets of "small products" do not have real prices or published 
reference prices 

The price negotiations are then made resulting in forms of deals characterized by 
differences according to contracts and regions. It is the same for “non-standardized" prices, 
where there can be such a variety or multiplicity of categories as well as specificity of uses, 
that adapted negotiations are required 

Futures prices thus serve as reference to international trade but also to domestic trade 
transactions in countries where the product is consumed, either by manufacturers and local 
processors or by manufacturers and processors in the consuming countries. Forwarded prices 
with deferred delivery and with fixed price are negotiated on the basis of prices on Stock 
Markets which are sometimes used in the price calculations as, for example, the average of 
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prices over a given period2. But, more than 95 percent of the transactions on Stock 
Markets are “contracts’ transactions” and up to 5 percent represents a product delivery. 

When an international market has several Stock Markets, some Stock Markets 
have a regional dimension, even a domestic one (for instance, the CBOT for cereal in the 
United States) while others have an almost world dimension; but often one of them plays 
a dominant role. Some Stock Markets are specialized by product categories and one of them 
can play a dominating role for every category. For instance, London Metal Exchange is 
playing a leading role in international markets of metals such aluminum, copper, tin which 
prices serve as international reference. Other specialized Stock Markets have an international 
dimension such as Liverpool for Cotton (Cotlook Index A), London Stock Exchange for 
cocoa, New York Stock Exchange for coffee. 

When there is no stock market, prices can be calculated by specialized agencies 
or professional organizations by using the practiced price average in international trade. 
Their publication can then have an international value and serve as reference in contracts 
between international trade partners. Often, these prices have a rather regional or local 
influence and their determination depends on the country, the landing port or the local spot 
market. They coexist frequently with the stock market prices which influence them directly.  

Prices fixed on the Stock Markets with an international dimension generally play 
a guiding role. The world dimension of a stock market leads to a hierarchical organization of 
the stock market which retains an appropriate dynamics at the local level. The dominant role 
of a stock market on the international market fits into a network of interdependences due to 
arbitrage operations and to the behavior of operators on the remaining international market.  

Indeed, their decisions to sell or to buy depend on the comparison which they make 
between the stock-market prices and the practiced prices somewhere else. The arbitrage 
behavior urges the supply towards the market which tends to become relatively more 
expensive, and demand towards the one who tends to become the cheaper. Thus, distances 
between prices tend to be reduced.  

The arbitrage operations can also intervene between several Stock Markets. When the 
price of a product is in dominant position with regard to the price of another product, it 
produces a tendency to homogenization of all prices. When the price is controlled in an 
important segment of market by the producer price system or by collusion on the part of 
producers following market domination by an oligopsony3, the other prices tend to get closer 
to the guiding price.  

This tendency towards homogenization and convergence of the various prices acts at 
the same time in favor of the internationalization of trade and market globalization. Thus, it is 
based on these interdependences between spot prices, cash prices, and forward prices. This 

                                                 
2Hersant, C.; Simon, Y.: Marchés à terme et options dans le monde, Dalloz, 1989. 
3 An oligopsony is a market form in which the number of buyers is small while the number of sellers in theory 
could be large. This typically happens in market for inputs where a small number of firms are competing to 
obtain factors of production. It resembles an Oligopoly, where there are many buyers but just a few sellers. An 
oligopsony is a form of imperfect competition.  
In this case, the buyers have a major advantage over the sellers. They can play off one supplier against another, 
thus lowering their costs. They can also dictate exact specifications to suppliers, for delivery schedules, quality, 
and (in the case of agricultural products) crop varieties. They also pass off much of the risks of overproduction, 
natural losses, and variations in cyclical demand to the suppliers. 

 

http://en.wikipedia.org/wiki/Market_form
http://en.wikipedia.org/wiki/Oligopoly
http://en.wikipedia.org/wiki/Imperfect_competition
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homogenization brings together primary commodity prices from place to place and finally on 
the international market. 

 

II.3. Distinction between short term phenomena and long term 
mechanisms 

 
Price fluctuations on Stock Markers corresponds to short term phenomena whereas 

adjustment mechanisms between production and consumption occur in mid and long term 
leading to market situations of overproduction and shortage.  

 

II.3.1. Differentiation between temporal horizons  
The definition of the market situation of a primary commodity gives rise to an interest 

in its market mechanisms and to a desire to clarify the various variables which participate in 
its dynamics. From a methodological point of view, this definition requires a distinction to be 
made between various temporal horizons and for clarification to be offered of the notions of 
supply and production, of demand and consumption, as these are sometimes confused. The 
existence of stocks puts pressure on the market situations and raises the problem of their 
influence in the short or medium-term. The adjustment process between production and 
consumption leads to incentives to storing.  

The prices evolution of primary commodities presents irregular short-term variations 
which overlap with more significant fluctuations and which extends from several months to 
several years, thereby giving rise to multiannual waves. The explanation of these price 
changes remains delicate and it is uncertain whether the multiannual waves result simply from 
the accumulation of short and irregular price fluctuations or from forces and specific 
mechanisms. In other words, the determination of the various temporal horizons allows to 
define and to analyze the market situation of a primary commodity. Also, the understanding of 
the market mechanisms enables a distinction to be made between supply and production, 
demand and consumption.  

The market situation is mostly analyzed by treating on the same level causes which 
stem from forces and from different mechanisms because they are connected to different 
temporal horizons. Hence, stock movements and anticipation phenomena take place rather in 
the short run that is a period which can span several days to a limited number of months. 
Nevertheless, modifications in the balance between production and consumption in reaction to 
price fluctuations as well as the evolution of production capacities take place under the 
medium- term, which extends from several months to several years.  

The comparison between production and consumption can be made only under a 
temporal horizon long enough to reflect the adjustments of these two variables with regard to 
the price fluctuations4. They can be compared only in the medium-mid term, sometimes 
beyond one year. Over a short period, days or at most one month, there is no relation between 
the quantity produced and the quantity consumed. Indeed, the production of the current month 

                                                 
4Calabre, S. : Filières nationales et marchés mondiaux de matières premières, Paris, Economica-PNUD, 1997. 
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will not be consumed at that time but several months later. The product reaches the consumer 
only after several phases of transport, storage and processing.  

The medium-term is a long enough temporal horizon to allow quantities produced to 
be in the consumer’s hands and to determine the satisfaction level of demand leading to 
equilibrium, an excess or a shortage. The product goes inevitably through successive phases of 
transport, storage and processing. The product crosses a circuit of several months during 
which it will be stored by the producers (exporters, States), the intermediaries (stock-exchange 
operators, traders, international bodies), manufacturers. Thus, repercussions noticeably 
delayed of any modification of production on consumption and reciprocally.  

According to this mechanism, there will be a delay of several months before any 
further production reaches the consumer/user. Also, an increase in consumption will be 
satisfied at once from available stocks held by the intermediaries before any increase in 
production is put in train, or production capacities extended. A gap between production and 
consumption is translated either by a shortage when the availability of the product on the 
market is lower than the consumption requested, or by overproduction when the product 
quantities are higher than the market needs. Besides, in the medium-term, a market is still not 
in a situation of balance because of the reaction delays between production and consumption. 
An adjustment between production volumes, consumption and stocks cannot be realized in the 
short run. So, production fits consumption with regard to price fluctuations only under a 
medium-term temporal horizon and with the accompanying phenomenon of delayed reaction.  

 

II.3.2. Price determination 
The primary commodity market is a place where there is confrontation of supply and 

demand. But the market price also results from fluctuations of production, consumption and 
stocks. However, in order to understand the market dynamics of a primary commodity, it is 
necessary first to clarify the notions of supply, demand, production, consumption, stocks and 
price. 

Production can, sometimes, be considered as equivalent to supply, and consumption is 
sometimes used as synonym for demand. The possible ambiguity of these terms can lead to a 
confusion of the role of prices and stocks on the one hand, and does not facilitate the 
understanding of the market mechanisms on the other hand. Thus confusion can arise between 
their respective processes of adjustment. Analysis of the price determination and evolution of 
a primary commodity is thereby rendered more difficult. 

Supply corresponds to the quantity of a product which it is proposed to sell on a 
market, in other words, put at the buyer’s disposal. The quantities of the product retained by 
all these players thus constitute the total product supply on the market during a given year. In 
the short term, the realized production, for example during a month, is not launched on the 
market during the same month. The current agricultural production also reaches the market 
and finally the consumer only several months after its harvest. For instance, the world coffee 
production obtained in November is not launched on the market at once. The product 
undergoes a succession of phases of processing and storing which can last several months.  

The supply level that is the quantity of production offered on the market depends on 
the market price. So, the supply is the quantity of product which producers and traders put for 
sale on the market at a given price. The demand is the quantity of product which consumers 
and users wish to buy at a given price. 
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In a statistical sense, it is important to know what is the supply and demand role in the 
determination of the market price. If the current price is the result of intentions of supply and 
demand of the day, the equilibrium influence between total production and consumption on 
the real price engages other factors and other mechanisms. Production and consumption of a 
primary commodity represent flows that are produced quantities or consumed quantities over a 
given period. A comparison of the production and consumption flows can be made only under 
a temporal horizon long enough so that the transmission of the produced quantities create the 
satisfaction level of consumers or users through the various market situations (balance, surplus 
or shortage). 

The product moves from the producers to the intermediaries and to the processors 
circulating in this way for several months. This distance marked out by intermediate steps 
delays appreciably, in the other end of the process, the effects of a variation of the volume of 
the production or the consumption. So, it will take several months for an increase in 
production to have repercussions on the stock market or affect the international market. On the 
one hand, this increase in production will arrive even later with the consumer or user. On the 
other hand, additional consumption will be gradually satisfied at first by stocks taken from the 
intermediaries before giving rise directly to an increase in production. The imbalance between 
production and consumption can thus appear on the market only several months later. The 
market will be in a situation of shortage (insufficient supplies for consumers and users) if the 
production is lower with regard to the consumption, or in surplus (stocks with the producers) 
in the opposite case. So, the equilibrium evolution between production and consumption will 
have repercussions on the prices only under a medium-term temporal horizon.  

Nevertheless, the analysis of the equilibrium influence between production and 
consumption remains delicate for numerous reasons, notably because of the supply and 
demand dynamics which act all year long. The price fluctuations will occur according to these 
supplies and to these daily demands which react to endogenous mechanisms and to numerous 
factors connected to the product economy as well as to exogenous factors. A link exists 
between the price fluctuations and the balance between production and consumption, but acts 
in the medium-term. On the one hand, production and consumption can be really compared 
only over a reasonably long period, and on the other hand, stocks act as a buffer in the balance 
between production and consumption.  

 

II.3.3. Macroeconomic constraints 
Difficult economic and social conditions in a producing country can have a significant 

influence on its decision to produce and on the production volume in the short and medium-
term. A high level of debt and a high unemployment rate, for instance, limit the possibilities of 
the authorities to reduce production when the international market is in overproduction and the 
international price at a low level. Authorities rather tend, in these circumstances, to combat the 
falling prices by increasing the volume of production and by setting up different incentives.  

Not only do these measures provide temporary relief for authorities at the political and 
social level by avoiding deteriorating debt and unemployment, they also contribute to 
extending overproduction on the international market. The country’s situation and the place of 
the product in its economy determine the nature of the producer’s decisions with regard to 
production capacity and its behavior on the international market. Thus, trade policy is deeply 
linked to primary commodities economy of developing countries where the political situation 
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and stability depends largely on export earnings which are not in large extent efficiently 
allocated to development process and to poverty alleviation.  

Furthermore, the cost of the imported intermediate products constitutes a constraint to 
be taken into account in the decision to produce. The degree of flexibility of production 
depends on the costs gap between exploitations and on the possibility of eliminating 
exploitations the costs of which are too high. On the international market, the most 
competitive producing countries are those whose production displays a high degree of 
flexibility.  

Associated with the production and the export of a product there is a variety of costs, 
including those of production and marketing as well as financial costs. Furthermore, the 
exploitation of the product involves collective or macroeconomic costs in connection with 
transport infrastructure, supply of intermediate products, administration and public utilities. 
These collective costs are supported by the supply chain in levies by the State in the form of 
various taxes and variable imposition according to products and countries.  

At the macroeconomic level, the possibility of covering these costs determines the 
decision to produce according to the producer’s incomes (fixed prices, salaries, and profit 
margins), the marketing expenses and the price on the international market. The 
competitiveness of a producing country on the international market can therefore be estimated 
through the performance of its marketing system and the efficiency of its methods for 
redistributing incomes vis a vis rival producing countries. But, in the short run and with the 
exception of production constraints, these competitiveness factors are somewhat affected by a 
lack of flexibility.  

Consequently, it is possible to differentiate between producing countries and to 
determine their level of competitiveness by comparing the unit costs which present a wide 
range. In general, on the international market this differentiation is made between producing 
countries with high costs and producing countries with low costs. In periods when prices rise 
and fall, these differences of unit costs constitute either a trump-card or a hurdle for producers, 
depending on whether it is profitable or not to continue producing and exporting the product. 
The age of exploitations has also repercussions on the unit costs determination. New methods 
of production using more up-to-date plant and equipment are preferred to the old ones because 
they generally result in higher productivity and their unit costs are lower. 

In terms of the statistical situation of the world market and the behavior of other 
producing countries, the supply of a major producing country has a major impact on the 
international market. Nevertheless, its decision to produce remains linked to constraints in 
quality and in quantity as well as in production capacity. A producing country can also be 
affected by the impact of geopolitical troubles which can have a major bearing on its decision 
to produce.  

Nevertheless, the action of a small producer action can have a minor effect on the 
market. Thus, producing countries can be classified according to their degree of dependence, 
even if it fluctuates over time with regard to the production and export of the product. This 
degree of dependence leads to reaction differences in the medium-term of the of the producing 
countries’ supplies with regard to the evolution of the international prices.  
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III. Primary commodity repercussions on international trade 
 
Within the international trade liberalization, primary commodities markets are playing 

a major role in the relationships between nations and in the geopolitical stakes because they 
feed the economies of the industrialised countries. However, primary commodities are crucial 
to developing countries economies which depend mainly on their exports earnings. Even if 
terms of trade were deteriorating during a long period, since 2003 to present, they are 
increasing.  

So, Stock Markets prices are behaving according to the real market situations of 
primary commodities whether they are in overproduction or in shortage. Improvements in 
information technology and communication are changing increasingly trade patterns and 
making competition more acute thanks to trade liberalization. 

 

III.1. Political economy of commodity trade 
A market is defined by the product on which transactions are made. If a primary 

commodity appears under different categories or qualities, the market will be segmented or 
differentiated and several markets of this primary commodity can then exist. Although the 
primary commodity is usually considered as homogeneous, in reality, its heterogeneous 
character explains the existence of many practiced prices (white or red sugar; first fusion 
metal, secondary metal). 

These prices result mostly from the free play of negotiations between suppliers and 
buyers and reflect the power balance. Thus, a market is considered as "free" when the 
confrontation mechanisms between supply and demand play freely without the outside 
intervention of any authority or governmental institution. However, this notion of free market 
can be highlighted when competitive mechanisms of the market are more or less blocked and 
the prices are fixed or contained in a margin by the producer price system, by dialogue 
between producing countries or by intervention on the market by specialized institutions such 
as a buffer stock of an international body. Unlike the administered prices, the free market 
prices, even when their variation is contained in a margin, continue to reflect the free play of 
the confrontation of supply and demand in the medium and long term. 

Even if the primary commodity market can have a precise dimension through the total 
volume of trade, its geographical coverage cannot be completely bounded and can sometimes 
cover a very wide area. So, the total trade of a primary commodity can shape up outlines of an 
international market. However, part of the trade can be made outside the market, as is the case 
for product transfers between subsidiaries of the same company, within a vertically integrated 
company or within a planned economy.  

The international primary commodity market includes domestic markets, 
"separate" markets and the international market. The "separate" markets are markets 
where trade and price setting occur according to particular and different rules from the 
international market strictly speaking. They favor particular commercial flows between 
geographic zones; trade in preferential conditions on captive markets, and long-term contracts 
at fixed prices, for instance. However, they are not completely disconnected from the 
international market because their prices can take international prices as a reference to certain 
extent. Moreover, the players of these markets stock up or sell their surplus on the 
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international market on the one hand, and the dynamics of these markets remains sometimes 
influenced by the international prices evolution in the medium and long term, on the other 
hand.  

The international trade of a primary commodity concerns all trade and product 
movements from one market to another one. The main forms of international trade embrace 
transactions resulting in contracts with immediate delivery or with deferred delivery and 
sometimes they concern physical exchanges on the Stock Market. Commercial transactions are 
also called “physical operations” and these expressions are sometimes used within the 
operations on the Stock Market or within trade outside the Stock Market. Contracts with 
immediate delivery or with deferred delivery concern trade outside the stock market.  

Contracts with immediate delivery called spot or cash concern a seller commitment to 
deliver the product as fast as possible and a buyer commitment to take delivery and to pay the 
seller according to the contract. The immediate delivery consists in an exchange of documents 
between the buyer and the seller. Contracts with deferred delivery are sometimes called 
"anticipated", or forward and clarify the quality and the volume of the product, the future date, 
the place and conditions of delivery, the modalities of arbitrage or the competent jurisdiction 
in case of dispute.  

The price can be fixed during the signing of the contract which then corresponds to a 
postponed delivery "at fixed price", or during the delivery according to pre-determined 
calculation methods and resulting in a contract with deferred delivery and with price "to be 
determined". The price calculation will be made according, for example, to stock-market 
prices running on a given number of working days before the day of delivery or on an average 
of stock market prices over a given period. The contracts can concern one or several deliveries 
programmed for fixed dates. When the period of the contract covers one year or exceeds it, we 
sometimes speak about a medium or long-term contract.  

 

III.2. Role of primary commodities in the economy of producing 
countries  

The behavior of the producing countries on the international market is determined in 
particular by their degree of dependence on primary commodities. The governmental 
operating budget depends largely on export receipts and the perspectives of economic 
development depend on the price increase on the international market.  

Primary commodities hold an essential place in the exports of numerous developing 
countries. By contrast, however, the share represented by manufactured goods in African 
exports remains notably unimportant and it amounted to less than 5 percent in the total exports 
in 1970 and less than 3 percent in 1992. 

The degree of dependence of the producers with regard to the product is established 
by numerous social, economic, and political constraints which largely go to explain the 
behavior of the producers on the international market. The interactions between this behavior, 
endogenous market mechanisms and the impact of exogenous factors entail various "regimes" 
of regulation. A "regime" of regulation reflects the phenomena of reaction delays of 
production and consumption through the behavior and strategies adopted by the producers and 
the consumers on the market. 

The constraints concern the place of the product in the domestic economy; the part of 
the production that is exported; the part that holds the producing country on the international 
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market; the structure of production costs; the competitiveness of the producing country on the 
international market; the political, economic and social situation of the producing country. 
This degree of dependence determines the weight, the behavior and the strategy of the 
producer on the international market.  

The place of the product in the economy is estimated with regard to level of GDP, 
incomes, foreign trade, foreign debts and budgetary receipts. The product exploitation has 
direct and indirect effects on the economic and social situation. It gets wage incomes in terms 
of purchasing power, budgetary receipts for government to finance running costs and to launch 
infrastructure investments.  

The essential place of the product in the export of a country reflects a level of rigidity 
in its production which can be high especially in the field of techniques of exploitation. When 
the development strategy is fundamentally based on the exploitation and the expected export 
receipts, this rigidity increases. The export receipts constitute a crucial need for a producing 
country where the exports are little diversified and where there is a low level of development 
and low average income per capita.  

The exported part of production explains partially the behavior of the producing 
country on the international market. The international market can be strongly disrupted when 
the exported part is significant and when it concerns a major producing country. The behavior 
of a country which is at the same time producer and consumer is not the same than that of an 
exporting country only, the receipts of which constitute the main part of the governmental 
budget. 

 

III.3. Dependency on primary commodities and eroding terms of 
trade for developing countries  

 
Primary commodities potentialities in developing countries must considered as a 

blessing than a curse because their existence must favour the development process by 
improving incomes and fighting poverty. When primary commodities are considered as a 
curse, the dependency on these primary commodities stems from political considerations and 
governance. Meanwhile, the eroding terms of trade reflects specific relationships between 
developed countries consuming primary commodities and developing countries depending on 
exports earnings.  

 

III.3.1. Dependency on primary commodities  
Many developing countries are still dependent on primary commodities, including fuels 

(Table 3). They depend on a small number of commodities for export earnings: three commodities 
accounted for more than half of the total export earnings of 61 developing countries in 1990 and of 
46 in 1999, of which 22 are exporting mainly fuels. Even if each country has its own specificities 
and history, commodity dependent developing countries (CDDCs) can be divided into four 
categories based on the level of development and the opportunities for diversification within the 
commodity sector itself. The problems, priorities and, consequently, strategies are closely linked 
to the four categories. 

-The first category concerns “perennial non-diversified commodity exporters” 
including some LDCs and small island States with a large share of total exports based on one 
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or a couple of commodities. According to small area population and climatic conditions, these 
countries cannot have opportunities to change their situation with regard to commodity production 
and exports. They could raise value added by increasing the degree of processing if they can reach 
the appropriate scale or obtaining a premium for their commodities if the products that they 
produce are suitable, or shift out of commodity production into other activities, such as tourism or 
services. 

-The second category consists mainly of larger LDCs and non-LDCs with a high 
level of export earnings from commodities, in many cases concentrated in a couple of 
products. They could be ranked as “transitory non-diversified commodity exporters”. Many 
African LDCs can be put in this category. They have potentials to diversify into alternative areas 
of commodity production and exports, particularly high-valued agricultural commodities. 

-The third category called “successful non-diversified commodity exporters” includes 
many small countries with relatively high incomes where the production of one or a few 
commodities plays a crucial role in their economies. They face limits to the expending of their 
commodity exports for reasons similar to those concerning the countries in the first category. They 
also remain exposed to external shocks resulting from changed market conditions and, such shocks 
can have deep repercussions on their development. 

-The fourth category, “diversified commodity exporters”, concerns larger, medium-
and high-income developing countries with relatively diversified economies but where 
commodity exports play a major role in the economic activity, particularly with regards to 
poverty reduction. The economies of these countries are less affected by the commodity markets 
instability. Moreover, a large part of the population of these countries, particularly in rural areas, 
depends on commodity production and exports for their livelihood. Poverty reduction in these 
areas is often closely linked to productivity growth in the commodities sector. This group includes 
mainly Asian and Latin American countries and some particularly successful African countries. 
Their objective would be to reinforce the positive contribution that the commodity sector has made 
to development.  

A large number of CDDCs, mainly among the perennial and transitory non-diversified 
commodity exporters, depends on products with slow growth and negative price trends. Thus, 
domestic saving and investment is low and the countries lack incomes and resources for 
development and diversification. Moreover, these countries experience large fluctuations in export 
earnings, normally for reasons beyond their control, which lead to macro and micro instability, 
higher risk premiums and further reduced generation of savings. Consequently, these countries are 
unable to make the investments in infrastructure, human resources development and institutional 
capacity building that are necessary prerequisites for diversification.  

The exporting countries, particularly the transitory non-diversified exporters, are 
suffering from institutional factors such as insufficient market information, lack of access to 
technology and inputs, lack of extension services, difficult access to finance, and lack of 
organization and cooperation among domestic firms lead to important barriers to diversification. 
For instance, most of the food production in many developing countries is dedicated to 
subsistence. Increased specialization in cash crops needs skills, inputs and risks that the farmer 
cannot afford.  

Obstacles to diversification are also found in the international trading system. These 
include formal barriers to market access, subsidies and support to agricultural production and 
export in industrialized countries. Barriers to market entry in importing countries are also 
important and include oligopolistic market structures and quality requirements. In addition, 
oligopolistic markets often lead to increasing gaps between international prices and consumer 
prices, and to the benefits of productivity improvements being appropriated largely by 
intermediaries and/or consumers. 
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Table 3: Commodity export dependence greater than 50 percent for least developed countries, 1997 

Commodities as percent 
of Merchandise Exports 

Leading Commodities GNP per capita Poverty (PPP) 
percent of Population living on 

less than $1 a day 
Countries   1980 1997 unless 

otherwise 
stated  

 US$ 1997 Changes 
in 

 percent 
1996-97 

percent Year 

Mauritania* 99.6 99.9 iron ore, fishery 440 2.1 31.4 1988 
Chad* 85.4 99.9 cotton, meat 230 3.5 ..  

Sao Tome and 
Principe

 99.9 cocoa, copra, coffee 290 -2.0 ..  

Yemen, Rep* 53.0 99.4 fuels 270 -0.5 ..  
Angola* 87.1 97.7 fuels 260 -2.5 ..  
Rwanda* 99.6 97.7 coffee, tea, tin ore 210 -5.6 45.7 1983-85 

Niger* 98.0 97.6 uranium, livestock 200 0.0 61.5 1992 
Sudan* 99.2 97.2 cotton, animals, sesame seeds 290 4.2   

Guinea-Bissau* 91.8 95.8 nuts, fishery 230 4.4 88.2 1991 
Burundi* 96.3 95.7 coffee, tea 140 -1.5 ..  
Somalia* .. 95.5 live animals, fishery, bananas .. .. ..  
Benin* 96.6 95.4    

(1996)
cotton, fuels 380 2.7 ..  

Gambia 93.2 92.8    
(1996)

peanuts, fish, cotton lint, palm kernels 340 2.1 ..  
Malawi* 93.6 92.7 tobacco, tea, sugar 210 2.5 4.3 1995 

Myanmar* 92.8 89.6    
(1991)

wood, pulses, rice .. .. ..  
Equatorial Guinea  1/ 85.4 

(1985)
89.5 Petroleum, timber, cocoa 1,060 .. .. .. 

Ethiopia* 99.8 86.8 coffee 110 3.0 46.0 1981-82 
Mali* 98.7 83.9 cotton, gold 260 3.5 ..  

Mozambique* 61.8 83.3 fishery, nuts, cotton 140 10.5 ..  
Guinea* 99.3 82.5    

(1996)
bauxite, aluminum 550 1.9 26.3 1991 

Togo* 89.4 80.5 phosphate rock, cotton, coffee 340 2.0 ..  
United Republic of 

Tanzania* 
65.9 78.2    

(1996) 
coffee, cotton, cashew nuts, minerals, 

tobacco, sisal 
210 1.2 ..  

Burkina Faso* 89.2 73.7 cotton 250 3.2   
Madagascar* 93.7 72.1 coffee, vanilla, cloves, shellfish, sugar 250 1.5 72.3 1993 
Lao People’s 

Democratic Republic 
65.6 71.3    

(1996) 
wood, live animals, coffee 400 3.8 ..  

Uganda* 99.3 70.7    
(1996)

coffee, cotton 330 3.0 69.3 1989-90 
Zambia* 84.0 68.5 copper, zinc 370 1.8 84.6 1993 

Solomon Islands   1/ 81.2 
(1985)

66.5 Timber, fish, palm, copra 870 .. . .. 
Cambodia 35.8 65.8 wood, rubber, soybeans 300 -1.4 ..  

Sierra Leone * 60.1 57.8    
(1996)

diamonds, rutile, cocoa, coffee, fish 160 -20.6 ..  
Afghanistan   1/ 72.0 

(1985)
57.6 Dried fruit and nuts, wool and hides, 

tt
.. .. .. .. 

Central African 
Republic* 

73.8 57.4 wood, live animals, cotton 320 3.8 .  

Source: World Bank 1998, UNCTAD 1999 and Common Fund for Commodities  
*denotes eligibility for assistance under HIPC Debt Initiative; 
1/ as percent of total exports of goods and services 

 
Globalization and liberalization may reinforce traditional relations of dominance 

between firms in developed and developing economies. For instance, developing countries 
entering the soluble coffee business are competing directly with two of the world’s largest food 
companies. Developing countries’ firms need to compete against the technical efficiency of these 
firms and also their financial, political and market power. At the same time, if appropriate and 
mutually beneficial links are established, firms in developing countries may find more ample and 
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potentially profitable points of entry to, and scope for effective participation in, international value 
chains for commodities, such as European Union markets through specific agreements.  

An additional effect of liberalization is that services to the commodity sector are 
increasingly being provided by foreign companies, reducing the share of the export price 
which remains in the producing country. On the one hand, as foreign companies go down into 
the marketing chain, they will rely on their traditional (Western) counterparties for insurance, 
and partly also for logistical services. In contrast, state companies and local private companies 
relied more commonly on local service providers. On the other hand, as financing techniques 
become more complex, the banks involved in commodity financing need to improve their 
sophistication. Although efforts are being made by local institutions like the African Export-
Import Bank, in many parts of the world local banks are less considered than international 
ones in developing the necessary structured finance skills. Thus, financing tends to be the 
responsibility of foreign banks and trading companies, who will benefit from the margins that 
generate such financing. 

 

III.3.2. Eroding terms of trade for developing countries 
Even in countries where marketing is operated by the private sector, the price increase 

in primary commodities also contributes to inflated tax revenue thanks to fiscal takings (export 
taxes). Nevertheless, the real prices of primary commodities globally declined from the 
beginning of 1980s. After a slight recovery in 1984, they fell globally by around 45 percent , 
thus bringing about a net deterioration of the terms of trade for numerous exporters of primary 
commodities.  

Between 1980 and 1986, the real prices of primary commodities (according to World 
Bank statistics) fell strongly because of the slowdown in economic growth in the main 
consumer countries and the fall in demand for primary commodities, this being accounted for 
by improvements in technology, and, in certain situations, by environmental constraints. Since 
2000s, the real prices are increasing (Table4). 

Table 4: Approximate estimation of terms of trade and purchasing power of exports (base 100 in 1975) 
Year Brazil  Chili  Colombia  Côte d'Ivoire  Ghana  

 T.E. P.A. T.E. P.A. T.E. P.A. T.E. P.A. T.E. P.A. 
1960 107 40 114 83 95 68 89 19 111 89 
1961 105 44 110 86 93 64 88 25 96 88 
1962 101 38 113 91 89 68 82 29 89 89 
1963 99 43 113 91 87 65 85 29 90 82 
1964 114 44 113 103 100 78 89 39 91 86 
1965 112 48 126 111 97 75 89 45 76 84 
1966 108 52 180 140 95 70 104 46 75 70 
1967 101 48 164 141 89 69 100 49 89 78 
1968 105 55 183 147 102 76 103 62 93 86 
1969 112 67 219 166 87 82 97 63 111 84 
1970 122 77 216 188 105 98 90 51 121 125 
1971 117 75 161 135 94 85 93 45 91 89 
1972 123 96 151 111 94 110 89 62 80 101 
1973 121 119 179 128 99 109 77 59 87 118 
1974 109 99 147 171 107 105 92 108 96 97 

T.T.: Term of Trade; P.P.: Purchasing Power. 
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Table 4: Approximate estimation of terms of trade and purchasing power of exports (base 100 in 
1975) (continued) 

Year Brazil  Chili  Colombia  Côte d'Ivoire  Ghana  
 T.T.  P.P. T.T.  P.P. T.T.  P.P. T.T.  P.P. T.T.  P.P. 

1975 100 100 100 100 100 100 100 100 100 100 
1976 111 112 104 130 135 118 86 134 95 98 
1977 135 124 90 127 189 151 77 147 148 113 
1978 108 122 88 134 145 165 74 161 193 107 
1979 93 112 90 163 118 155 65 175 140 84 
1980 73 106 74 143 130 172 60 195 103 78 
1981 56 112 61 114 122 139 61 242 69 63 
1982 86 103 78 84 93 83 81 76 64 80 
1983 91 118 82 91 89 86 77 73 63 48 
1984 95 148 75 88 93 99 86 98 71 53 
1985 91 143 76 92 94 101 85 106 59 61 
1986 109 138 74 100 117 136 88 115 66 85 
1987 91 147 83 112 76 126 78 99 64 80 
1988 94 188 97 147 81 119 75 84 64 87 
1989 88 180 100 166 71 133 67 86 51 85 
1990 83 148 94 160 58 144 65 84 47 68 
1991 86 157 88 173 58 158 64 76 44 78 
1992 88 176 87 189 52 150 62 78 42 75 
1993 91 198 79 178 54 157 63 62 41 80 
1994 101 175 115 163 191 166 123 185 94 82 
1995 110 180 136 180 187 173 122 118 107 98 
1996 108 180 110 178 190 175 119 106 109 95 
1997 114 193 113 193 190 181 117 117 114 98 
1998 114 195 100 190 183 181 117 116 124 113 
1999 103 100 100 198 189 190 118 121 110 110 
2000 100 100 100 100 100 100 100 100 100 100 
2001 95 106 192 198 191 196 106 108 104 105 
2002 105 126 189 198 189 195 135 143 120 114 
2003 117 154 192 109 192 102 132 150 126 115 

Source: Handbook of international trade and development statistics, UNCTAD, 1983 and 2005. 
 



 37

Table 4: Approximate estimation of terms of trade and purchasing power of exports (base 100 in 
1975) (continued) 

Year Indonesia  Malaisia  Zaïre  Zambia  
 T.T.  P.P. T.T.  P.P. T.T.  P.P. T.T.  P.P. 

1960 60 26 149 71 119 139 112 100 
1961 52 24 128 64 109 116 105 92 
1962 50 21 124 64 108 93 106 92 
1963 47 21 116 64 107 88 104 98 
1964 45 22 117 64 111 93 110 125 
1965 46 21 125 71 119 89 124 138 
1966 45 20 117 71 163 123 186 178 
1967 42 19 102 67 150 112 165 162 
1968 42 21 102 76 166 130 186 189 
1969 44 24 117 92 194 174 228 265 
1970 44 31 107 91 194 195 223 240 
1971 52 33 100 82 149 160 152 151 
1972 50 43 91 80 134 158 139 156 
1973 58 63 96 112 163 175 189 195 
1974 107 114 127 119 151 173 181 185 
1975 100 100 100 100 100 100 100 100 
1976 104 119 110 135 110 106 109 125 
1977 104 138 118 143 117 103 94 99 
1978 95 132 109 160 100 90 89 89 
1979 107 148 115 191 105 103 100 110 
1980 137 179 109 177 91 103 84 77 
1981 150 183 99 152 75 41 67 66 
1982 111 100 87 99 87 38 76 84 
1983 103 98 86 120 93 78 84 70 
1984 105 103 93 144 91 71 75 57 
1985 98 88 82 134 90 67 76 47 
1986 64 68 65 116 85 72 73 59 
1987 68 73 71 139 85 59 85 68 
1988 59 78 71 156 94 63 104 87 
1989 61 87 69 180 96 69 111 97 
1990 67 93 67 195 86 51 97 60 
1991 62 108 66 232 80 47 87 52 
1992 60 123 68 169 78 26 83 77 
1993 55 136 66 297 72 25 72 85 
1994 85 161 110 155 54 34 151 119 
1995 90 164 109 164 52 38 190 135 
1996 97 172 112 169 64 45 152 140 
1997 99 182 111 175 64 61 142 120 
1998 82 179 107 175 39 44 113 154 
1999 66 180 105 188 64 60 87 158 
2000 100 100 100 100 100 100 100 100 
2001 95 96 99 92 90 83 96 152 
2002 101 99 99 101 89 92 92 141 
2003 100 98 100 106 101 103 95 152 

Source: Handbook of international trade and development statistics, UNCTAD, 1983 and 2005. 
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In developing countries, the sharp price increases in primary commodities in the 

1970s encouraged vast programs to extend production capacity aimed at export receipts and 
financing economic development5. Primary commodities prices, with regard to those of 
manufactured goods, reached their lowest level during a 90 year period (1900-1990)6. 
Consequently, a swift analysis of the real price fluctuations of primary commodities 
seems to confirm the hypothesis of Prebish-Singer according to which the long term 
prices of primary commodities compared with those of the manufactured goods are 
characterized by a falling trend. The empirical check of this hypothesis is delicate as noted 
by numerous analyses. 

But conditions of supply also played an important role in the price weakness of 
primary commodities, in particular since second half of the 1980s. The causes of the reaction 
of primary commodities supply during 1980s are due in part to the debt crisis and the necessity 
of adopting adjustment measures which, among other things, are aimed at increasing export 
receipts by raising the exportable quantities. However, other factors such as technological 
progress, the improvement of communication techniques, and the increasing productivity of 
factors of production, contribute to the accumulation of the world supply of primary 
commodities. 

Indeed, the perfection of communication techniques facilitates the information traffic 
about prices and allows the operators to make decisions more quickly (for instance, increasing 
the number of commercial transactions, and decisions to invest in production capacities). The 
improvement of production techniques and marketing also encouraged an increase in the 
global supply of primary commodities by favoring the entry of new producers on the 
international markets. During the 1980s, Malaysia then Indonesia became big producers of 
cocoa using modern production techniques and management (for example, employing hybrid 
varieties of cocoa, protection against parasites, specialized material, and qualified personnel). 
While the other producers increased their production by only 15 percent between 1980 and 
1992, Malaysia raised its annual production by 3 percent and Indonesia by 10 percent during 
the same period. During the 1970s, the biggest Malaysian cocoa plantations were encouraged 
by the increase in the real price of cocoa and the standing surfaces quickly increased.  

So, cultivated surfaces given over to cocoa production increased appreciably in 
particular since the middle of the 1980s, putting Indonesia at present among the main 
producing countries alongside Côte d'Ivoire and Ghana. Although international cocoa prices 
tended to fall from the beginning of the 1980s, Indonesian production remained competitive 
because of the strong productivity of its plantations.  

In spite of an increase in demand which is essentially due to the population growth in 
developing countries, the increased production of foodstuffs was very high, except in the 
middle of the 1970s, and this led to a significant price decline during the 1980s. Cultivated 
surfaces increased in most of the producing developing countries and there was regular growth 
in the production of agricultural primary commodities in particular. The progress in agronomy 
enabled varieties with high return and resistant to diseases, to be produced. Also, the more 
frequent usage of fertilizers and pesticides as well as the development of irrigation, favored a 

                                                 
5Borensztein, E.; Reinhart, C.M.: "The Macroeconomic Determinants of Commodity Prices", IMF Staff Papers, 
vol. 41, n°2, June 1994, p. 236-261. 
6Borensztein, E.; Reinhart, C.M.: "Commodity Prices: Cyclical Weakness or Secular Decline ?", IMF Staff 
Papers, vol. 41, n°2, June 1994, p. 175-213. 
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rising trend of agricultural production. This scientific progress benefited numerous agricultural 
primary commodities such as coffee, cocoa, cotton, rubber.  

Hence, the evolution of export receipts depends on diversification measures taken in 
the producing countries. But, many countries, notably African ones, still depend strictly on 
exports of primary commodities. The relative price movements of primary commodities and 
manufactured goods appreciably influenced the evolution of the terms of trade and the 
purchasing powers accruing to developing countries from their exports as well as their 
economic growth.  

This table shows that, for the countries analyzed, the terms of trade were favorable for 
the most part, and that the purchasing power of exports was high during the 1970s thanks to 
the sharp price increases of numerous primary commodities as a result of a variety of factors. 
For agricultural products, factors which activated the sharp price rise are related especially to 
climatic conditions as for example the frost that affected the Brazilian coffee fields in 1975, 
1977 and 1986.  

As regards mining products, exporter countries of metals such as Zaire, Zambia, Chile 
and Malaysia benefited from favorable terms of trade and purchasing power between the 
middle of the 1960s and the middle of the 1970s thanks to rapid economic growth in the main 
industrial countries and a strong demand for mining products. Additionally, Brazil and 
Malaysia have been able to benefit from favorable terms of trade and advantageous purchasing 
power continuously since 1973 on account of diversification of their exports. Colombia has 
also been in an advantageous position except during the period 1982-1984.  

However, the African countries have generally experienced unfavorable terms of trade 
and purchasing power since the beginning of 1980s because their exports are weakly 
diversified. Ivory Cost exports mainly cocoa and coffee; the major part of Ghana’s export 
receipts are also from cocoa; the economies of Zaire and Zambia are based essentially on 
copper. When the price of the main exported product falls, there are direct repercussions on 
the country’s trading position and on its financial capacity to cover the imports of 
manufactured goods. A recent empirical analysis of the economy of Ivory Cost7 has 
demonstrated that the variability of terms of trade results from shocks of supply and demand 
on the export market. It shows also that the primary commodity market plays an important role 
in the "international transmission of economic cycles". 

 

III.4. The changing trade patterns and its impacts on commodity 
markets dynamics 

 
Since 1980s, international trade changed with market liberalization set up within 

Uruguay rounds and GATT transformation to World Trade Organization which members are 
engaged in the dismantlement of trade barriers and in the ban of subsidies in agriculture and 
industry. Thus, international trade is mainly handled by private firms adopting international 
strategies, for instance, through mergers or agreements with local firms. In addition, Stock 
Markets, as private firms, are restructuring and playing a major role in international trade, 
particularly in terms of reference prices. The international division of labor is shifting from 
relationships between nations to relationships between firms with international dimension. The 

                                                 
7 Akitoby, B.: "Termes de l'échange et cycles économiques réels : une application à la Côte d'Ivoire", Revue 
Economique, vol.48, n°6, novembre 1997, p.1485-1508. 
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dominance of developed countries could be reflected in the dominance of firms located in 
developed countries. 

Furthermore, increasing per capita incomes and faster industrialization in many 
developing countries made South-South trade growing at a higher level. This situation puts 
more pressure on primary commodities demand and changes the structures of the traditional 
sources of supplies, especially for Europe.  

III.4.1. Globalization of primary commodities markets  
The evolution of marketing modalities and international trade favors the globalization 

of international markets thanks to the improvement of communication techniques, to better 
information traffic and to methods of management and marketing of world dimension. This 
globalization of markets results notably in arbitrage phenomena that tend to lead to a process 
of homogenization of international prices. 

However, the spatial configuration of international trade also depends on costs of 
transport, on methods of financial payment and on specific commercial conditions 
(commercial zones, custom taxes, privileged relations European Union-ACP, product 
agreements). Furthermore, rigidity in trade relations tends to favor supply channels or outlets 
which are spatially privileged between certain geographic zones. Thus, products of the African 
countries are often intended for sale in Europe, and Latin American products furnish North 
America. However, the limitation of risks in a trade field leads to a diversification of sources 
of supplies and outlets by the extension of the transcontinental commercial networks. In 
addition, the increasing South-South trade tends to depreciate the negotiating power of buying 
countries which must have a renewing strategy to secure and to diversify their sources of 
supplies (Table 5).  

The market globalization presents several important characteristics which widen the 
international market and favor possibilities for extending trade flows. All this arbitrage 
behavior occupies international trade at the world level and participates in the dynamics of 
countries’ internal trade. However, the arbitrage operations tend to favor links between the 
conditions offered in the various regions, except for factors of differentiation which are linked 
in particular to product specificities. Prices evolve then in a dynamics of convergence, that is 
to say, they tend to be calculated from the same available references at the world level. A large 
part of domestic trade is affected by this world dynamics and by this tendency to 
homogenization. The international prices which are determined in Stock Markets or calculated 
by specialized agencies from prices of commercial contracts serve as a reference on the world 
markets of primary commodities.  

Finally, globalization also stems from players’ behavior in a product economics 
(producers, consumers and users) who react generally to price fluctuations of this product. The 
increase in the price of energy in the 1970s, for example, entailed a rise in the production costs 
of numerous mining companies, especially in the countries of the OECD which take into 
account prices determined on the international market. Even in the countries of Eastern 
Europe, producers and exporters react to international prices even if, sometimes, they behave 
as country "discount traders" and sell off their products because of the pressing need to acquire 
foreign currencies. 

The competition dynamics of markets thus favored a progressive extension of the 
geographical space and extended the dimension of adjustment mechanisms between 
production and consumption with regard to the price fluctuations. These adjustment 
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mechanisms are acting on ever wider levels. So, they tend to homogenize prices on the 
international markets as far as they are negotiated from the same reference prices. As regards 
the products which we consider in this study, the reference prices are mainly those of the 
Stock Markets of London and New York which guide the operator’s decision. 

 
Table 5: Intra- and inter-regional merchandise trade, 2005 (Billion dollars and percentage) 

 Destination        

Origin North 
America 

South and 
Central 
America Europe

Commonwealth 
of Independent 

States (CIS) Africa 
Middle 

East Asia World  
Value         
North America 824 87 238 7 18 34 270 1478 
South and Central America 118 86 68 6 10 6 48 355 
Europe 398 58 3201 109 112 122 332 4372 
Commonwealth of 
Independent States (CIS) 19 7 178 62 5 11 40 340 
Africa 60 8 128 1 26 5 49 298 
Middle-East 66 3 87 3 15 54 281 538 
Asia 608 51 498 37 54 89 1424 2779 
World 2093 301 4398 224 240 321 2443 10159
Share of inter-regional trade flows in each region's total merchandise exports  
North America 55,8 5,9 16,1 0,5 1,2 2,3 18,3 100,0 
South and Central America 33,2 24,3 19,1 1,6 2,7 1,8 13,4 100,0 
Europe 9,1 1,3 73,2 2,5 2,6 2,8 7,6 100,0 
Commonwealth of 
Independent States (CIS) 5,7 2,0 52,3 18,1 1,4 3,1 11,8 100,0 
Africa 20,2 2,8 42,9 0,3 8,9 1,7 16,3 100,0 
Middle-East 12,3 0,6 16,1 0,6 2,9 10,1 52,2 100,0 
Asia 21,9 1,9 17,9 1,3 1,9 3,2 51,2 100,0 

World 20,6 3,0 43,3 2,2 2,4 3,2 24,0 100,0 

Share of regional trade flows in world merchandise exports  
North America 8,1 0,9 2,3 0,1 0,2 0,3 2,7 14,5 
South and Central America 1,2 0,8 0,7 0,1 0,1 0,1 0,5 3,5 
Europe 3,9 0,6 31,5 1,1 1,1 1,2 3,3 43,0 
Commonwealth of 
Independent States (CIS) 0,2 0,1 1,8 0,6 0,0 0,1 0,4 3,3 
Africa 0,6 0,1 1,3 0,0 0,3 0,1 0,5 2,9 
Middle-East 0,7 0,0 0,9 0,0 0,2 0,5 2,8 5,3 
Asia 6,0 0,5 4,9 0,4 0,5 0,9 14,0 27,4 
World 20,6 3,0 43,3 2,2 2,4 3,2 24,0 100,0 

Source: World Trade Organisation (WTO), 2007. 
 

III.4.2. A dynamic South-South trade  
Except for tropical agricultural products which require specific climatic conditions 

(coffee, cocoa, palm oil, coconut, rubber), numerous primary commodities are produced and 
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consumed in the majority of countries. However, industrial nations are still the main market of 
primary commodities, although over recent years, developing countries have been occupying 
an increasing part of this market. The traditional perception of the "North" as buyer of 
primary commodities and the "South" as producer is less and less corresponding to 
reality because of the fast growth of the "South-South" trade of primary commodities 
(Table 6). 

 
Table 6: South-South regional and interregional commodities trade, 2003 (millions dollars and %) 

 Destination 

Origin Developing 
America 

Developing 
Africa 

Developing 
Asia 

Total 

Value     
Developing America 29 723 3 012 14 980 47 715 

Developing Africa 3 202 7 817 10 218 21 237 

Developing Asia 5 482 4 051 101 700 111 233 

Total    180 185 

Share of regional and interregional destinations in each region's commodities exports 

Developing America 62.0 6.0 31.0 100.0 
Developing Africa 15.0 37.0 48.0 100.0 
Developing Asia 5.0 4.0 91.0 100.0 

Share of trade flows in total South-South commodities exports  
Developing America 17.2 1.7 8.7 27.6 

Developing Africa 1.9 4.5 5.9 12.3 
Developing Asia 3.2 2.3 56.5 62.0 

Sources: UNCTAD Handbook of Statistics; UNCTAD secretariat calculations based on UN Commodity 
Trade Statistics Database data, 2005-2006. 

 
Increasing per capita incomes and relatively fast industrialization in certain 

developing countries are the main factors which have modified the traditional trade 
structure. Indeed new countries, especially Asian industrial countries (China, India, South 
Korea, Hong-Kong, Taiwan, and Singapore) strongly increased their demand for primary 
commodities. For example, in 1993, in respect of mineral products, South Korea was the sixth 
world importer of tin and manganese, Hong-Kong the seventh tin importer and ninth nickel 
importer.  

In 2003, the ten leading exporters in intra-developing country trade accounted 
for 50 percent of South-South trade. On the import side, the concentration is more 
pronounced as the top ten traders accounted for more than 70 percent of South-South 
commodities trade. The leading exporters are also mostly leading importers, with eight of 
them being developing economies in Asia and two in Latin America. In terms of average 
growth rates of export and import, the countries that have experienced the most rapid 
expansion in their trade with developing countries are China (24 percent ), Mexico (17 
percent) and India (18 percent). All these countries have greatly reduced their trade barriers 
and recorded above average trade growth over the period from 1990 to 2003. China is the 
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largest developing country exporter, generating annual exports of $23 billion in dynamic 
commodities (Table 7). 
 

Table 7: Leading exporters and importers of ores and metals among developing countries, 1990-2003 
(Million dollars and percentage) 

Value Share in world exports 
and imports Percentage change

 1990 2003 1990 2003 1990-2003 
Exporters      

Chile 4 526 8 231 3.6 4.5 6.0 
China 1 323 6 985 1.1 3.7 14.0 
Brazil 4 297 6 246 3.4 3.5 3.0 

Republic of Korea 542 4 539 0.4 2.4 12.0 
Indonesia 1 119 3 480 0.9 2.0 9.0 

Peru 1 558 2 572 1.2 1.5 2.0 
Mexico 1 493 1 999 1.2 1.2 4.0 
India 1 031 1 542 0.8 0.8 2.0 

Singapore 811 1 541 0.6 1.5 7.0 
Venezuela 1 330 1 020 1.1 0.6 -2.0 
Malaysia 612 915 0.5 0.6 5.0 
Thailand 239 795 0.2 0.6 9.0 
Above 12 18 881 39 863 15.1 22.9  

      
Importers      

China 1 563 23 228 1.2 12.8 20.0 

Republic of Korea 4 626 12 762 3.5 7.0 7.0 

India 1 915 7 914 1.5 4.3 9.0 

Mexico 902 3 468 0.7 2.0 14.0 

Thailand 1 187 2 531 0.9 1.3 4.0 

Malaysia 1 015 2 361 0.8 1.3 4.0 

Brazil 1 099 1 651 0.8 0.9 4.0 

Singapore 1 254 1 402 1.0 1.1 3.0 

Indonesia 1 097 1 015 0.8 0.6 -1.0 

Philippines 444 697 0.3 0.4 5.0 

Argentina 305 601 0.2 0.3 5.0 

Morocco 432 422 0.3 0.2 -2.0 
Above 12 15 840 58 052 12.0 32.0  

Sources: UNCTAD Handbook of Statistics; UNCTAD secretariat calculations based on UN Commodity Trade 
Statistics Database   data. 

 
Today, developing countries are emerging as major importers and consumers of 

commodities produced by other developing countries. This is due to economic and population 
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growth and consequently to rising demand in many countries of the South. Stronger 
economic growth in the 1990s was a principal factor causing the growing share of South-
South commodities trade in world trade almost to double. The value of developing 
countries’ commodities trade rose from $264,891million in 1990 to $422,218 million in 2003. 
The share of intra-developing country trade in world commodities trade rose from 7 percent in 
1990 to 12 percent in 2003, representing a historic peak in terms of the last 50 years. On the 
export side, developing country exports to other developing countries increased from 25 
percent of total developing country commodities exports in 1990 to 42 percent in 2003. 
Imports are a higher proportion still, representing 48 percent of developing country imports in 
2003 compared with 30 percent in 1990. In recent years the share of South-South commodities 
trade in total developing country trade has been greater for imports than for exports.  

The overall increase in the share of developing countries’ commodities trade between 
1990 and 2003 was strong and quite steady on the import side. However, for exports a strong 
increase in the first half of the 1990s was followed by an erosion of the share in the second 
half. The steeper rises of the export share over the import share up to 1995, and its stagnation 
thereafter while the import share continued to grow, have much to do with the relative strength 
of demand growth in the developing countries. Up to 1995, demand growth in developing 
countries exceeded that in the developed countries by a very wide margin, turning the former 
into a prominent export destination for all regions.  

Asia dominates trade between developing countries, accounting for more than 
half of all South-South commodities exports and almost 70 percent of South-South 
commodities imports, in part reflecting sheer market size. In keeping with developing 
Asia’s rapid economic growth over the past decade and its more open trade policies, trade 
within developing Asia grew more than South-South trade in general between 1990 and 2003.  

Although industrial nations dominate the production of certain primary commodities 
(cereal, sugar, soybean), they depend on many of the reserves of mineral products of 
developing countries. Because of the essential importance of these primary commodities in 
production of vital industrial goods, several industrial nations keep strategic stocks with the 
aim of ensuring their supplies. The oil crisis of the 1970s increased the awareness of a global 
dependence which put pressure, to a large extent, on the international market of primary 
commodities. 

When the primary commodity is quoted on several Stock Markets such as those of 
London and New York (coffee, cocoa, copper, for example), capital flows enter within the 
framework of operations of arbitrages between Stock Markets and tend to homogenize the 
various prices. If a speculative movement or a high price variation starts on a stock market, it 
very quickly leads to repercussions on the other Stock Markets. Large-scale stocking 
operations of the product for speculative purposes and the anticipatory behavior influence the 
market in its global dimension. Thus, the price fluctuations and the speculative phenomena 
act, by effects of contagion, on the whole market of the product.  

Furthermore, these capital flows follow an arbitrage rationale between various types 
of investment which can affect several primary commodities markets. When some significant 
disturbance, such as a major storage operation, affects a primary commodities market, it 
sometimes has an impact on the other primary commodities markets. The temporal dimension 
of these contagion phenomena and their potential consequences, have crated the need for 
medium-term analysis of the situations of primary commodities markets. 
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III.4.3. China’s international trade strategy in Africa 
 
Exports from Africa to Asia tripled in the last five years, making Asia Africa's third 

largest trading partner (27 percent) after the European Union (32 percent) and the United 
States (29 percent). While Asia accounts for one-quarter of Africa’s global exports, this trade 
represents only about 1.6 percent of the exports shipped to Asia from all sources worldwide. 
Nowadays, most trade is still North-South, between Africa and developed nations in Europe, 
Japan, or North America. Africa's exports to Asia grew at a 20 percent annual rate in the last 
five years, and have accelerated to 30 percent since 2003. 

The business climate in many African countries improved in 2005 and Sub-Saharan 
Africa (SSA) was the third best reforming region, after Eastern Europe and Central Asia, and 
Organization for Economic Cooperation and Development (OECD) high income countries. 
China and India—which are undertaking major investments in the African continent—together 
account for about 10 percent of both SSA exports and imports, 25 percent more than these two 
countries' share in world trade. 

Although China’s primary interest in Africa is energy, it has major interests in 
other natural resources, particularly metals, food and timber. It exports textiles and low-
cost consumer goods, primarily electronic and high-technology products, and invests in 
infrastructure. Like the former colonial countries China backs its trading relations with aid, 
debt relief, scholarships, training and the provision of specialists. It is also a major supplier of 
military hardware, like the Western countries, and has supplied peacekeepers—to the 
Democratic Republic of Congo and Liberia—and election observers to Ethiopia. 

China’s methods are going against the interests of the International Monetary Fund 
(IMF). Thus, the terms and practices of China as a donor remain unclear, with 
indications that links are indeed attached between aid and business arrangements. The 
Chinese offer package deals that include infrastructure development or long term low interest 
loans that Western companies can rarely compete with. The Chinese also differ from many 
Western investors who consider African countries as risky emerging countries. 

The loan has given Angola the ability to ignore the IMF’s demand for an agreement 
on accountability and to delay indefinitely an international donors’ conference. About half of 
Angola’s $9.7 billion foreign debt is owed to the Paris Club of nations, which rules dictate that 
creditor countries cannot reschedule debts without an IMF acceptance. 

China is now making strategic trade deals throughout Africa. For instance, it gets 
copper from Zambia, cobalt and copper from the Democratic Republic of Congo, timber and 
oil from Congo-Brazzaville, iron-ore from South Africa, and food from Tanzania. China is 
also stepping up exports to Africa, especially in textiles. Garment factories across Africa have 
been shutting down since the ending of the Multi-Fibre Agreement (MFA), which allowed 
Western countries to place quotas on clothing and textile imports from China. 

Chinese foreign direct investment in Africa is growing with an amount of $US1.18 
billion in mid-2006. Chinese investments have an advantage over Western countries because 
most of them are through state-owned companies whose individual investments do not have to 
make a profit so long as they serve overall Chinese objectives. China’s foreign direct 
investment in Africa is mostly channelled to resource-rich countries, headed by Angola, 
Nigeria, South Africa, and Sudan. Fifty percent of Africa’s exports to China are oil, and eighty 
percent of Africa’s exports come from five oil and mineral exporting countries. 
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Like the European Union and the United States, China is also looking to diversify its 
oil supplies away from the Middle East and now gets about the third part of its oil from Africa, 
mainly from Sudan, Angola and Congo-Brazzaville. Thus, China’s trade strategy in Africa is 
affecting the supply sources security of major primary commodities necessary to the European 
Union. To face the Chinese trade strategy in Africa, the European Union has to strengthen the 
use of its trade instruments such as Flex and the forthcoming Economic Partnership 
Agreements (EPAs) by direct assistance to farmers of developing countries, more incentives to 
foreign direct investments of European companies encouraging them to take more market risks 
in Africa. Indeed, the European Union has to develop close links between aid, economic 
partnerships and the security of supply sources of primary commodities from Africa. 

 

III.4.4. Liberalisation effects on market structures of primary commodities 
Government control over the commodity sector has been substantially reduced over 

the past decade in many countries. This has deep impact on market structures. Indeed, 
agricultural liberalization in many developing countries has created new opportunities and 
new challenges for private sector players, but also new difficulties, especially for smallholder 
farmers and for local traders. Following structural adjustment programmes and liquidity 
pressures on the Government, banks and the private sector, price controls have been 
abandoned, government entities involved in input supply or commodity marketing abolished, 
agricultural credit systems liberalized, and import licensing and foreign exchange controls 
reduced. 

Generally, liberalization and deregulation should improve the share of export prices 
received by farmers (although whether or not this results in a gain in absolute terms will 
depend on the evolution of export prices), and in some markets (e.g. coffee and cocoa) this 
appears to have occurred in the early post-liberalization years.  

However, farmers are facing many new challenges in learning to deal with a 
liberalized market. These include a lack of possibilities to manage their exposure to world 
market price risks and to hold products in storage to benefit from seasonal price increases; a 
lack of market information about alternative markets and prices in these markets; and a lack of 
working capital exacerbated by poor access to credit (in part as a result of the widespread 
inability of local banks to provide warehouse receipt finance). As to traders, in the first years 
of liberalization, the roles of the former government marketing boards were generally taken 
over by a range of local traders. Nevertheless, these traders were rapidly replaced by 
international trading companies or their agents mainly because of the relatively high cost of 
credit for these local traders, and their difficulties in using risk management techniques. 

In many countries, commodity imports as well have been privatized. The new private 
importers are facing problems similar to those experienced by local exporters: a lack of 
marketing skills and capacity to obtain and analyse market information, and poor access to 
credit and price risk management tools. The international traders’ response to the changes in 
import structures often was to gain a larger control of the distribution system, up to the level of 
in-country depots and warehouses. At the national level, one concern is how to protect 
consumers against import price shocks for such crucial commodities as oil products and 
cereals; more work on market-based safety nets is needed to formulate appropriate policy 
responses to this problem. 
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Because of liberalization, services to the commodity sector are increasingly being 
provided by foreign companies, then reducing the share of the export price which remains in 
the producing country. On the one hand, as foreign companies go down into the marketing 
chain, they will rely on their traditional (Western) counterparties for insurance, and partly also 
for logistical services. In contrast, state companies and local private companies relied more 
commonly on local service providers. On the other hand, as financing techniques become 
more complex, the banks involved in commodity financing need to improve their 
sophistication.  

 

III.4.4.1. Changes in markets structures of minerals, metals and oil  
Since most mineral and metal products are highly standardized and since producers 

cannot affect prices (at least, for metals quoted on terminal markets), production costs are the 
main or indeed in many cases the only, determinant of competitiveness. Hence, investment 
decisions are usually taken on the basis of production costs relative to the rest of the industry.  

The location of production facilities in the minerals and metals industry is mainly 
determined by the location of ore deposits. Moreover, lead times are very long and the 
industry is capital intensive. Consequently, changes in the geographical structure of the 
industry take place only slowly, as new production facilities are added and existing ones close 
due to the depletion of deposits or adverse production cost developments. Changes in 
production shares among companies mainly result from corporate mergers and acquisitions, 
and over the past few years, a number of major mergers have taken place in the industry. The 
mergers have, however, not affected the nature of competition in the industry. Nor have they 
had more than a marginal effect on the degree of concentration. Within the minerals and 
metals industry as a whole, companies have diversified their activities upstream or 
downstream, but unlike the situation with respect to agricultural commodities, there are no 
indications of a general trend towards upstream vertical integration (though of course, 
historically, the minerals and metals industry is more vertically integrated than agriculture). 

Over the longer term, the trend with respect to industry structure can be 
described as one of a return to core interests, characterized by the exit of non-mining 
companies, particularly oil companies, from the industry and by a reduced degree of 
horizontal diversification within mining companies. It is possible that these trends may 
eventually lead to a higher degree of concentration of production in a small number of 
producers, the competitive advantages of which are based principally on technological factors 
and the size of their capital base. This is already happening in the oil sector, where the 
landscape is changing fast. 

Particularly over the last decade, many developing countries and emerging countries 
were opened to foreign investment in minerals production. As a result of technological as well 
as policy and legislative changes, investment in exploration and development of mineral 
deposits, which in the 1980s tended to be concentrated in Australia, Canada and the United 
States, has become more distributed, with a large share of new investment being directed to 
Latin America and increasing shares of exploration expenditure going to Latin America and 
Africa. 

It is important to notice that the reduction in the number of “junior” companies is 
affecting the structure of the industry over time. These companies, which are mainly active in 
the precious metals industry, have traditionally played an important role as finders and 
developers of new ore deposits.  
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As for most agricultural commodities, the role of traders with respect to mineral 
commodities has diminished (but unlike agricultural commodities, the pressure towards this 
change has mostly come from producers, not users). The increased sophistication of producers 
with regard to the management of price risks, partly resulting from the growing importance of 
structured finance arrangements for mineral investment, has played an important role. While 
traders still perform a prominent role as intermediaries for minerals and metals which are not 
quoted on terminal markets, their importance has diminished for these commodities as well. 
This is the result of increasing requirements as regards product specifications and timeliness of 
deliveries, factors which favour direct contacts between producers and consumers.  

Nevertheless, giant trading companies still account for a large part of world trade of 
some minerals and metals. At least some of these trading companies have been strengthening 
their market position by becoming more involved in metals processing operations. For 
example, Swiss-based Glencore, has become very actively involved in metals processing 
worldwide. Apart from obtaining control over steel mills and aluminium, zinc and copper 
smelters, traders have also made efforts to provide a complete package of commodities to their 
clients, offering for example not only iron ore to steel mills, but also coal (leading to a process 
of concentration of trading houses across minerals and metal sectors, similar to that described 
for agriculture below). 

 

III.4.4.2. Changes in markets structures of agricultural commodities  
The role and functions of traders in agriculture have changed. Buyers and sellers can 

meet directly now, so if traders wish to maintain their market share they need to provide 
value-added services. The information advantage of traders has strongly eroded, which puts 
their profit margins under pressure. Obviously, much of the market information which is now 
widely available is useful only if combined with proper analysis. Confident of their analytical 
skills and under pressure from the declining margins on normal trade, quite a few trading 
houses are frequently tempted to speculate on future market movements. Moreover, the 
decentralization of the production, export and import of commodities, against the background 
of the overall erosion of credit quality of developing countries and emerging countries, has 
created opportunities for traders to take risks.  

The structure of the trading community has been influenced by the need for traders to 
provide value-added services, and opportunities to take significant risks. Thus, the trading 
house has either to be very large, or to act as a specialist in a narrow area (defined by product 
and/or geographical zone). The large, diversified trading houses have a turnover larger than 
the GDP of many, if not most, of the countries they are trading with. Their size gives them 
access to cheaper insurance, finance and freight, better information, more risk-taking capacity, 
and more possibilities for arbitrage between their various transactions. In addition, trading 
companies benefit from being efficient and able to react fast; this requires a small number of 
managers, and little bureaucracy. In the past, small traders were disadvantaged because they 
had to build up a network of offices and agents around the world, and because personal 
contacts were essential for getting relevant market information. Now, the growing Internet and 
the wider availability of news vendors mean that this information has become much more 
readily available. Niche market players are thus likely to continue expanding. 

Commodity trading houses now, compared to two decades ago, can be considered as 
fewer, bigger, more diversified across the range of commodities, and more vertically 
integrated upstream to the farmers’ level and downstream in transport and processing. But 
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separate from this concentration process among traders, traders as a group have lost market 
share to users - such as roasters in the case of coffee, grinders in the case of cocoa, and 
supermarket chains for a range of commodities. In any case, where there has been a 
concentration among traders, it was closely linked to a concentration among users. Moreover, 
there is a growing trend towards concentration at the retail level: in most European countries, 
the five largest supermarket chains have a market share of more than 50 percent. These 
supermarket chains are integrating downstream, sometimes through investments, but more 
commonly through the development of networks. Among other things, they are increasingly 
buying directly from exporting countries, at times in cooperation with each other through a 
central purchasing organization (which increases their bargaining power vis-à-vis dispersed 
commodity producers). 

 

III.5. Past international agreements and commodity price 
stabilization mechanisms 

When overreaction phenomena entail a strong imbalance between production 
and consumption and high price variations on the international market, producers and 
consumers can be induced to conceive regulatory instruments within the framework of 
an international agreement. However, the impact of an international agreement for 
production based on the medium-term market dynamics depends on instruments set up to 
control the production evolution. So, repercussions of an international agreement on the 
market situation remain strictly connected to mechanisms of interaction between production, 
consumption and price as well as to the structure and the regulatory regime of this market. 

International product agreements are based mainly on three instruments: buffer 
stock, export quotas, and\or retreats of the market. The implementation of these 
instruments is based on the comparison between the real evolution of the market price and the 
margin of intervention determining a price objective. The intervention of a buffer stock or the 
retreats of the market depend on the position of the international price on the price range of the 
agreement. When the international price is situated on a median part corresponding to the 
determined objective, the instruments of the agreement do not come into play. When the 
international price falls to a bottom limited by a minimum price, the buffer stock director can 
support the price by proceeding to purchases on the market (may buy). If the international 
price reaches the floor, the buffer stock director has to buy (must buy). When the international 
price goes up to a top limited by a price ceiling, the buffer stock director can slow down or 
block the price increase by proceeding to sales on the market (may sell). If the international 
price reaches the ceiling, the buffer stock director has to sell (must sell) until the exhaustion of 
his reserves.  

The retreats of the market are made by producers and can correspond to repurchases 
of product or a temporary stocking of part of the production. The export quota is also 
determined by a price range. When the international price reaches a minimum price, an export 
quota system is implemented to reduce the supply on the international market. In the case of 
an increase in the international price, the export quota can be increased to improve the supply 
on the international market. When the market is in a situation of shortage, the quota can be 
suspended or abolished.  

The international product agreements are mainly operated to counteract phases of 
excessive rise and fall of prices on markets in competitive and over- reactive markets. A buffer 



 50

stock can be constituted only during a phase of overproduction to limit the supply on the 
international market taking into account the means which were allocated and allowing buffer 
stock director to continue his purchases according to the evolution of the international price. 
The main objectives of the product agreements concern better regulation of markets, to avoid a 
large imbalance between production and consumption, and to prevent strong variations in the 
evolution of prices.  

Even if a product agreement aims at stabilizing or at smoothing the annual price 
fluctuations, notably those which are connected to climatic conditions or to the general 
economic activity of major consumer countries, important factors stemming from medium-
term market dynamics are not taken into account, such as the evolution of production 
capacities, the entry onto the market of new producers, mechanisms of cyclical dynamics. 
Because of their limited temporal dimension, instruments of a product agreement cannot either 
prevent or block the succession of phases of excess and shortage resulting from medium-term 
dynamics. 

Meanwhile, when the price range is fixed to a level that encourages producers to 
invest in production capacities and consumers to slow down their consumption, the market 
will tend to evolve towards a phase of excess by favoring the boost of the cyclical dynamics 
phenomenon. So, in order that instruments of a product agreement may be effective in the 
regulation of the market, they have to block the cyclical dynamics and break the interaction 
between production, consumption and price. 

However, instruments of the international product agreements generally present 
temporal limits for two main reasons. For one thing, the buffer stock has only a limited 
capacity, that is, 10-15 percent of world production, and when an overproduction phase 
extends over several years, its interventions on the international market become quickly 
limited. If these stock capacities were increased, the economic returns would not be better 
because the importance of the capital resources so mobilized could be used in other more 
profitable operations than attempting to influence the medium-term market dynamics. The 
compensatory financing of STABEX, and since 2000 Flex, raises the same problem. For 
instance, the mobilized capital could be used for the diversification of production in the most 
vulnerable producing countries, that is, those whose economy is widely dependent on the 
product export (Table 8). 
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Table 8: International Trade Policy Instruments 

Instruments Organisations 
STABEX created in 1975 by Lomé Convention I (13 % of 
European Development Fund was affected to ACP countries 
during 1995-2000 that is ECU1800 millions). The STABEX 
programme was one of the instruments of the European Union's 
development policy. Its objective was to reduce the instability of 
the agricultural export earnings of the developing countries which 
signed the agreement. 
FLEX (Fluctuations in Export Earnings) began operation in 
2000. Its main objective is to assist ACP Governments that are 
facing loss of income due to short-term fluctuations of total 
export earnings. It is regarded as budgetary support to finance 
government spending on development programmes. 

European Union 

Compensatory Financing Facility (CFF) was established in 
1963 to provide loans to countries experiencing balance of 
payments problems. 
This financial assistance enables countries to rebuild their 
international reserves; stabilize their currencies; continue paying 
for imports; and restore conditions for strong economic growth 

International Monetary Fund 
(IMF) 

Generalised System of Preference (GSP) was stated at the 
UNCTAD II Conference in New Delhi in 1968 to increase the 
export earnings of developing countries, to promote their 
industrialization; and to accelerate their rates of economic 
growth." 
Under GSP schemes of preference-giving counties, selected 
products originating in developing countries are granted reduced 
or zero tariff rates over the MFN rates. The least developed 
countries (LDCs) receive special and preferential treatment for a 
wider coverage of products and deeper tariff cuts. 

United Nations Commission on 
Trade and Development 
(UNCTAD) 

International Product Agreement (IPA): Many primary 
commodities markets have been managed by an International 
Product Agreement such Coffee, Cocoa, Rubber, Tin, but most of 
them collapsed in the end of 1980s. 

Developed and developing countries 

 
On the other hand, the export quota or retreats of market present the same 

limits as far as producers under the pressure of social political and economic constraints 
are concerned, leading them to give up their action sooner or later. The export quota 
cannot have a significant and long-lasting impact on production provided only if part of the 
effectively controlled world production is sufficiently major and the discipline of partners 
signing the agreement holds firm. Furthermore, the quota has to be sensitively calculated 
because it forces certain producing countries to sacrifice part of their production for the benefit 
of other rival producers. The quota distribution generally reflects the strategies of producers 
who try to defend or to conquer market shares. Because quotas are calculated according to the 
production and market share of the previous period (between three and six years according to 
the product), the exports determination tends to freeze the exports distribution between 
countries and to favor the most competitive producers. However, its impact is asymmetric 
because it combats excess but it does not act against shortages.  

The instruments of the product agreement depend mainly on the medium and 
long term market dynamics. In the medium and long term, the evolution of producers’ 
capacity to produce results in a considerable variety of productive methods, potential, 
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competitiveness levels and marketing strategies. This dynamics affects the agricultural 
cultivation of developing countries, in that replacing one form of cultivation with another 
cannot be effected in a very short space of time, and particularly as their capacities of such 
countries evolve gradually.  

 

III.6. International Trade policy 

 
 
Trade policy dynamics depends largely on trade agreements characteristics based 

generally on bilateral, regional or multilateral agreements. The multilateral trade agreements 
within international organizations like WTO are commonly preferred because they avoid trade 
distortion and exclusion. But, multilateral negotiations are confronting developed countries 
advantaged by strong negotiating power with developing countries closely dependent on 
primary commodities. The currents situation of multilateral negotiations within Doha 
agreements shows that the elimination of industrial subsidies in developing countries depends 
on the elimination of agricultural subsidies in developed countries. 

The European Union is a major player in international trade both as importer and 
exporter (Table 9 and 10). The European Union economy is considered as the most open to 
trade and tariffs for industrial products are among the lowest in the world. In addition, The 
European Union used strong trade instruments such as STABEX and now FLEX to help 
developing countries facing sharp fall of primary commodities prices. The European trade 
policy is also based on close cooperation with commodity dependent developing countries 
(CDDCs) and initiatives for developing countries is using instruments such as European 
Development Fund (EDF), and planning to implement the EPAs at national, international and 
regional levels in 2008. 
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Table 9: Merchandise imports of Europe by product, 2005 (Billion dollars and percentage) 

 Value 

Share in 
imports of 

Europe 

Share in 
world 

imports Annual percentage change 
 2005 2000 2005 2000 2005 2000-05 2003 2004 2005

Total merchandise imports 4542,7 100,0 100,0 42,4 43,2 10 20 20 9
Agricultural products 429,6 9,7 9,5 45,2 47,4 10 22 14 6

Food 351,8 7,6 7,7 45,3 48,4 11 23 14 6
Fish 33,8 0,8 0,7 38,0 42,4 10 19 11 9
Other food products 318,1 6,9 7,0 46,3 49,1 11 23 15 6

Raw materials 77,8 2,1 1,7 44,8 43,3 6 20 12 7
Fuels and mining products 684,4 12,0 15,1 36,5 37,4 16 25 29 35

Ores and other minerals 63,9 1,3 1,4 46,3 38,4 13 23 40 11
Fuels 528,9 8,5 11,6 33,6 36,1 17 27 27 44
Non-ferrous metals 91,5 2,2 2,0 46,7 45,5 9 16 30 13

Manufactures 3349,5 75,9 73,7 43,2 44,5 10 20 20 6
Iron and steel 142,7 2,5 3,1 43,9 42,2 16 30 47 11
Chemicals 582,6 10,7 12,8 49,1 51,5 14 22 21 11

Pharmaceuticals 177,4 2,3 3,9 58,8 65,1 22 23 20 7
Other chemicals 405,1 8,4 8,9 47,0 47,2 12 22 21 12

Other semi-manufactures 351,2 8,0 7,7 46,6 46,6 10 18 19 7
Machinery and transport equipment 1642,2 40,1 36,1 41,1 42,0 8 19 20 5

Office and telecom equipment 473,4 13,1 10,4 36,6 36,7 6 10 22 9
EDP and office equipment 207,4 5,8 4,6 42,1 44,0 5 14 20 6
Telecommunications equipment 193,6 4,5 4,3 42,0 41,1 9 12 27 19
Integrated circuits 72,5 2,8 1,6 24,9 21,0 -1 -4 18 -3
Transport equipment 639,0 14,2 14,1 46,2 48,5 10 25 18 2
Automotive products 444,8 9,5 9,8 44,8 48,2 11 25 19 2
Other transport equipment 194,2 4,6 4,3 49,3 49,3 9 24 16 1
Other machinery  529,8 12,9 11,7 41,4 40,5 8 19 19 4

Textiles 79,4 2,2 1,7 37,4 37,1 5 15 12 -2
Clothing 138,6 3,2 3,1 42,6 48,3 9 20 15 4
Other manufactures 412,9 9,2 9,1 45,2 46,5 10 20 17 8

Personal and household goods 101,8 2,2 2,2 48,4 52,5 11 22 19 6
Scientific and controlling instruments 79,1 1,8 1,7 41,4 37,1 10 20 18 6

Miscellaneous manufactures 231,9 5,2 5,1 45,5 48,3 10 20 16 9
Source: World Trade Organisation (WTO), 2007. 
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Table 10: Merchandise trade of Europe by region and by product, 2001-05 (Billion dollars and percentage) 

 Total Exports  Imports 

 2001 2002 2003 2004 2005  2001 2002 2003 2004 2005 
 Value 

World 2654,6 2839,4 3386,5 4050,9 4371,9  2732,4 2876,1 3461,6 4160,9 4542,7 
 Share 
World 100,0 100,0 100,0 100,0 100,0  100,0 100,0 100,0 100,0 100,0 
Intra-Europe 72,7 68,1 73,8 73,8 73,2  70,2 66,9 72,0 71,8 70,3 

European Union (25) 66,8 62,8 67,8 67,5 66,7  65,1 61,9 66,6 66,2 64,5 
Other Europe 5,8 5,3 6,0 6,3 6,5  5,2 4,9 5,4 5,6 5,8 

Inter-regional trade 25,5 24,4 25,1 25,1 25,9  29,7 26,7 26,9 27,2 28,7 
North America 10,4 9,7 9,5 9,1 9,1  8,4 7,6 6,3 5,8 5,7 
South and Central America 1,7 1,6 1,3 1,3 1,3  1,7 1,6 1,7 1,8 1,8 

Commonwealth of Independent States (CIS) 1,3 1,5 1,9 2,2 2,5  2,7 2,6 2,9 3,3 4,0 
Russian Federation 0,8 1,0 1,3 1,5 1,7  2,2 2,1 2,3 2,6 3,1 

Africa 2,4 2,3 2,4 2,4 2,6  2,9 2,8 2,8 2,7 3,0 
North Africa 1,2 1,2 1,2 1,2 0,9  1,4 1,3 1,4 1,4 1,1 
Sub-Saharan Africa 1,2 1,1 1,3 1,2 1,6  1,5 1,5 1,4 1,3 1,9 

South Africa 0,4 0,5 0,5 0,5 0,5  0,5 0,5 0,5 0,5 0,5 
Other Sub-Saharan Africa 0,8 0,7 0,8 0,7 1,1  1,0 1,0 0,9 0,8 1,4 

Middle East 2,2 2,3 2,5 2,6 2,8  1,9 1,5 1,5 1,6 2,0 
Asia 7,5 7,0 7,5 7,6 7,6  12,1 10,7 11,8 12,0 12,2 

Japan 1,7 1,6 1,5 1,5 1,4  3,3 2,7 2,5 2,4 2,2 
China 0,9 1,0 1,4 1,5 1,6  2,7 2,7 3,7 4,1 4,6 
Australia and New Zealand 0,7 0,6 0,7 0,7 0,7  0,4 0,4 0,4 0,4 0,4 
Six East Asian traders 3,0 2,9 2,7 2,7 2,3  4,0 3,8 3,8 3,8 2,6 
Other Asia 1,2 0,9 1,1 1,2 1,7  1,7 1,1 1,4 1,4 2,5 

Total merchandise 100,0 100,0 100,0 100,0 100,0  100,0 100,0 100,0 100,0 100,0 
Agricultural products 9,2 8,7 9,6 9,2 9,1  9,9 9,4 10,3 9,7 9,5 

Food 7,6 7,3 8,0 7,7 7,6  7,7 7,6 8,4 8,0 7,7 
Fish 0,6 0,6 0,6 0,6 0,6  0,8 0,8 0,8 0,7 0,7 
Other food products 7,0 6,7 7,4 7,1 7,0  7,0 6,8 7,6 7,2 7,0 

Raw materials 1,6 1,4 1,5 1,5 1,5  2,1 1,8 1,9 1,8 1,7 
Fuels and mining products 7,7 6,8 7,2 7,7 9,3  12,1 11,0 11,4 12,2 15,1 

Ores and other minerals 0,7 0,6 0,7 0,9 0,9  1,3 1,1 1,2 1,4 1,4 
Fuels 5,1 4,5 4,9 5,1 6,5  8,7 7,8 8,4 8,8 11,6 
Non-ferrous metals 1,9 1,7 1,6 1,7 1,8  2,2 2,0 1,8 2,0 2,0 

Manufactures 80,0 75,9 80,9 80,8 79,7  77,1 72,3 75,9 75,7 73,7 
Iron and steel 2,7 2,4 2,7 3,3 3,5  2,5 2,2 2,5 3,1 3,1 
Chemicals 12,9 12,7 14,9 14,9 15,2  10,9 10,8 12,6 12,6 12,8 

Pharmaceuticals 3,1 3,6 4,9 5,0 5,0  2,4 2,9 4,0 4,0 3,9 
Other chemicals 9,8 9,1 9,9 9,9 10,2  8,5 8,0 8,6 8,7 8,9 

Other semi-manufactures 8,8 8,2 8,7 8,7 8,5  8,1 7,7 8,0 7,9 7,7 
Machinery and transport equipment 41,6 39,2 40,3 40,1 39,2  40,7 37,4 37,9 37,7 36,1 
Office and telecom equipment 10,8 9,5 8,4 8,3 8,5  13,3 11,5 10,3 10,4 10,4 
EDP and office equipment 4,3 3,8 3,5 3,4 3,3  5,9 5,1 4,7 4,7 4,6 
Telecommunications equipment 4,3 3,8 3,4 3,4 3,7  4,5 4,0 3,7 3,9 4,3 
Integrated circuits 2,2 1,9 1,5 1,6 1,4  2,8 2,4 1,8 1,8 1,6 
Transport equipment 15,7 15,3 16,9 16,8 16,0  14,4 13,8 15,4 15,1 14,1 
Automotive products 10,9 10,5 12,1 12,0 11,4  9,7 9,2 10,6 10,5 9,8 
Other transport equipment 4,8 4,8 4,8 4,7 4,6  4,7 4,5 4,8 4,6 4,3 

Other machinery 15,1 14,4 15,0 15,0 14,7  13,1 12,2 12,3 12,2 11,7 
Textiles 2,3 2,2 2,1 2,0 1,8  2,3 2,1 2,1 1,9 1,7 
Clothing 2,4 2,3 2,6 2,4 2,4  3,2 3,1 3,3 3,2 3,1 
Other manufactures 9,3 8,9 9,6 9,4 9,2  9,3 8,9 9,5 9,2 9,1 

Personal and household goods 2,2 2,1 2,2 2,1 2,0  2,2 2,1 2,3 2,3 2,2 
Scientific and controlling instruments 1,9 1,9 2,1 2,1 2,0  1,8 1,8 1,8 1,8 1,7 
Miscellaneous manufactures 5,2 5,0 5,3 5,2 5,2  5,3 5,0 5,3 5,1 5,1 

Source: WTO, 2007. 
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III.6.1. Analysis of trade agreements dynamics 
Bilateral agreements compared to multilateral negotiations can be seem as more 

attractive for many reasons. First, they seem easier and quicker to conclude. Since there are 
few partners, preferential trade agreements can be concluded within a shorter period of time. 
This attractiveness is very convenient to both politicians and business communities. Second, 
preferential trade agreements can widen areas of implementation such as investment, 
competition, technical standards, labour standards or environment provisions. Third, many of 
the recent free trade agreements contain political or geopolitical considerations. For 
developing countries negotiating with more powerful developed countries are expecting 
exclusive preferential benefits, as well as development assistance and other non-trade 
preferences. Furthermore, preferential trade agreements are often used as instruments for 
domestic reform in areas where the multilateral system offers a weaker leverage. 

But bilateral agreements cannot substitute for multilateral trade rules because they can 
lead to trade diversion and shift imports from most efficient global suppliers. Consequently, 
some drawbacks can be generated by bilateral agreements. First, preferential trade agreements 
can favour an incentive for even further discrimination, which eventually will affect trading 
partners. Countries without an agreement will try to avoid exclusion by concluding 
agreements with a country benefiting from an agreement. Accordingly, preferences obtained 
by this way tend to have a short term effects. Second, bilateral agreements cannot solve 
systemic issues such as rules of origin, antidumping, and agricultural subsidies. These issues 
cannot be handled at the bilateral level. Third, many small developing countries concluding a 
bilateral agreement with a powerful big country are facing disadvantage and a weaker 
negotiating position compared to that of the multilateral negotiations. Finally, RTAs are 
fundamentally altering the world trade landscape. The number of agreements in force, now 
more than 200, has risen sixfold in just two decades. Today, more than one-third of global 
trade takes place between countries that have some form of reciprocal RTA. The European 
Union and United States are playing a dominant role in this proliferation. The European 
Union, through its Economic Partnership Agreements, is using RTAs to restructure trading 
relations with the African, Caribbean, and Pacific countries that benefited from Cotonou 
preferences. 

RTAs are often one component of a larger political effort to deepen economic 
relations with neighbouring countries. They can create opportunities to expand trade through 
joint action to overcome barriers to trade, both institutional and policy-related. But the growth 
in RTAs also reflects the relative ease of making reciprocal reductions in border barriers when 
the participants are fewer and policymakers feel more in control of outcomes. RTAs also offer 
the flexibility to pursue trade expanding policies not addressed well in global trading rules.  

RTAs therefore usually go beyond diminishing tariffs to reduce trade impediments 
associated with standards, customs and border crossings, and regulations affecting trade in 
services—as well as broader rules that improve the overall investment climate. Because RTAs 
often form cornerstones of larger economic and political efforts to increase regional 
cooperation, RTAs can help motivate and reinforce broader reforms in domestic policy; they 
can be designed to contribute to a political environment that is more conducive to stability, 
investment, and growth. Not all RTAs create new trade and investment. Those with high 
external border protection may actually reduce members’ trade overall even as trade within the 
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group rises, a phenomenon known as trade diversion. When regional agreements consolidate 
high levels of external protection, regional trade may expand, but at the expense of trade with 
lower cost suppliers.  

As agreements proliferate, a single country may become a member of several different 
agreements. The average African country, for example, belongs to four different agreements, 
and the average Latin America country belongs to seven. The result is a spaghetti bowl of 
overlapping arrangements, each with differing rules of origin, tariff schedules, and periods of 
implementation. Those differences delay the passage through customs of goods covered by 
preferential arrangements, and longer processing times make the trade cost more expansive. A 
prerequisite for the success of any trade policy is that it be part of a sound domestic policy 
framework. Trade agreements can reinforce positive elements in the domestic reform program 
by linking policy to the agreement itself. But an RTA cannot substitute for sound domestic 
policies. Low external tariffs and wide coverage minimize the risks of trade diversion, while 
non-restrictive rules of origin promote increased trade. The practice of excluding many 
agricultural products is common, but it can limit development payoffs. Trade facilitation 
measures, though worthwhile in and of themselves, receive more attention from policymakers 
when they are embedded in an RTA, and they often have positive trade-creating effects for all 
trade partners.  

South–South agreements, in particular, are often poorly implemented. Monitoring 
mechanisms may be weak or not receive the sustained, high-level political attention necessary 
to drive institutional improvements related to tariff schedules, customs, and border crossings. 
Against these benchmarks of success, it is difficult to give universally high marks to any 
single category of agreement. But in general, North–South agreements score better on 
implementation than South–South agreements. Because North–South agreements can integrate 
economies with distinct technological capabilities and other differences in factor proportions, 
and because they usually result in larger post-agreement markets, their potential gains are 
usually greater. However, tighter rules of origin, more restrictive exclusions for particular 
sectors (such as agriculture), and a preoccupation with rules not calibrated to development 
priorities can undercut those benefits. South–South agreements sometimes go further North–
South deals at focusing on merchandise trade, minimizing exclusions, adopting less restrictive 
rules of origin, and lowering border costs. But most South–South agreements have not adhered 
to implementation schedules, and they suffer from their small market size and economic 
similarity.  

The development consequences of RTAs are not limited to their effects on members; 
they also extend to the multilateral system. In one sense, RTAs are a step toward greater 
openness in the global trade system, in that they promote trade and generate new domestic 
areas with an interest in openness. Moreover, some regional trade policies—such as measures 
to improve customs, speed transactions at ports or border crossings, and open services 
markets—can be beneficial in a non-discriminatory way. Such measures can complement 
bilateral and multilateral policies. 
 

III.6.2. Links between industrial and agricultural subsidies  
The average food price index for 2006 was 20 percent higher than in 2005. The index 

for agricultural primary commodities prices was mainly driven by the rubber market. Even if 
the trend seems to have changed in the second half, rubber prices remain very high (about 40 
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percent above their 2005 level). The price rise can be explained by the combined effect of 
booming demand from China and rising oil prices, which have made synthetic rubber less 
competitive. Prices of other agricultural commodities such as wheat and other cereals are still 
jumping to higher levels mainly because of the use of cereals as biofuels and a lack of 
investment in the main producing countries especially the European Union. The price increase 
of wheat is deeply affecting both developed and developing countries.  

In developed countries, the wheat price rise is making bread and other food products 
more expansive and then lowering the purchasing power of the European consumers. In the 
one hand, higher prices of agricultural products may lead both to economic and political 
consequences during the general elections in Europe. In the other hand, the wheat price 
increase may accelerate the Agricultural Common Politicy (CAP) reform by cutting more 
deeply the agricultural subsidies.  

In developing countries, a higher price of wheat and cereals is making basic food 
more expansive and worsen food situation in poor countries. Then, hunger could appear 
again in many poor countries where riots could occur like in Morocco and Egypt at the 
beginning in 1981 and 1982 respectively. This situation may also seriously affect in the near 
future economic partnerships and aid between developed and developing countries.  

In farm trade, poor countries urgently need better access to rich-country markets for 
their farm products. Yet, so far, this is where the Doha talks have achieved the least (there has 
been more progress on cutting domestic support and eliminating export subsidies). Poor 
countries can reap large economic benefits from opening their markets to each other. 
Discussions about how to reduce barriers for industrial goods—which are far higher in poor 
countries than rich ones—are at an impasse, thanks largely to the intransigence of big 
emerging economies, such as India and Brazil. These countries are not ready to make 
“concessions” on industrial tariffs until they see more progress in farm trade. Rich countries 
are ready to do more on farm trade until they see progress in talks on industrial goods and 
services. 

Key players now seem to be showing greater flexibility, but high-level political 
support is needed to resolve key sticking points relating to farm tariffs, domestic farm 
subsidies, and industrial tariffs. Negotiations on tradeoffs in services have lagged behind 
other areas. The main issue of farm tariffs is the depth of tariff cuts and the extent of 
exceptions, with the European Union, in particular, showing resistance to deeper cuts. 
Discussions on domestic farm subsidies focus on the depth of subsidy reduction and on how 
various farm support regimes are classified. Negotiating partners have asked the United States 
to limit annual spending under qualified farm programs to $15 billion (requiring some cuts 
from current levels). At the WTO's high-level cotton conference in March, African cotton 
producers reiterated their call for a new aid mechanism to compensate for the adverse effects 
of cotton subsidies (see story on aid for trade). 

Concerning industrial tariffs, developed countries are pressing for sharper cuts in 
higher tariffs, but some emerging markets, especially Brazil and India, want to be able to 
retain higher tariffs. Other issues include non-tariff barriers, the treatment of tariffs not 
"bound" or limited in previous trade rounds, and sectoral initiatives. As far as services are 
concerned, developed countries are also pressing for liberalization of services trade. 
Developing countries are generally resisting such liberalization, although some, including 
India, are pressing for greater access to developed country services markets through temporary 
migration. 
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While the immediate focus is on coming to agreement on the core "triangle" of 
issues, a successful conclusion to the Doha Round will also depend on the outcome of 
negotiations in several other fields, including, banking and services, such as insurance other 
sectors. Developed countries want negotiations on services to proceed independently from 
other areas, but developing countries have insisted on links with agriculture and 
nonagricultural market access (industrial tariffs).  
 

III.6.3. Repercussions of tariffs and persistent agricultural subsidies 
on international trade  

Agriculture and primary commodities accounts for more than one quarter of GDP and 
nearly half of employment in developing countries' economies whereas in OECD countries 
agriculture accounts for nearly 2 percent of GDP and 7.3 percent of employment in 2001. 
Nearly three quarters of the world's poor are concentrated in rural areas, mainly in developing 
countries, and are depending heavily on agriculture and primary commodities for their 
incomes. Thus, consensual trade liberalization in agriculture could play a major role in poverty 
alleviation.  

Nevertheless, both tariffs and domestic support for agriculture are still relatively high, 
especially in many OECD countries. In the European Union, United States, Japan and Canada, 
for instance, applied Most Favoured Nation (MFN) tariffs on agricultural products are more 
than four times than those on non-agricultural products, thus preventing developing countries 
from the opportunity to benefit from trade in agricultural products.  

Total support to agriculture by OECD countries amount nearly to US$1 billion per 
day, more than six times all development assistance. Much of this support is linked to 
production encouraging higher output resulting in large surpluses, especially in several OECD 
countries where such support is most generous.  

Support linked to production in combination with export subsidies drives down world 
prices of agricultural products and leads to the displacement of developing countries' products, 
not just from subsidising countries' markets but also from their own and third markets, to the 
detriment of farmers in developing and least developed countries. Consequently, agriculture 
remains the most protected, subsidized, and thus distorted, sector of many OECD Members' 
economies, with social and economic repercussions not just domestically but globally.  

Estimates by the World Bank and IMF suggest that the benefits from dismantling all 
border measures and eliminating subsidies affecting agriculture would be very large for 
industrialized and developing countries alike8. In reality, domestic agricultural policies and 
international trade are closely interrelated, with protective border measures often being 
necessary for the maintenance of domestic support programmes. In particular, a domestic 
support programme that holds the domestic price above the world level requires 
accompanying import restrictions, such as tariffs. Total support to agriculture by OECD 
countries, as measured by the total support estimate, remains high, at US$318 billion in 2002, 
roughly the same amount as sub-Saharan Africa's annual GDP9. The European Union, Japan 
and the US collectively account for over four-fifths of such support. Total support was the 

                                                 
8 IMF and World Bank: Market Access for Developing Country Exports – Selected Issues, Washington, D.C., 
2002. 
9 OECD: Agricultural Policies in OECD Countries—Monitoring and Evaluation, Paris, 2003. 
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equivalent of 1.2 percent of GDP in the OECD area. Agriculture's contribution to GDP in the 
OECD economies is currently about 2 percent.  

Nearly three quarters of total support is provided to farmers. Such support, as 
measured by the producer support estimate (PSE), represents 31 percent of total farm receipts, 
down from 38 percent in 1986-88. The corresponding PSEs for Japan, the EU, Canada and the 
United States were 59 percent, 36 percent, 20 percent and 18 percent respectively.  

Rice, sugar and milk are the most supported commodities, with transfers to producers 
close to, or exceeding, half of gross receipts for these products. The prices received by OECD 
farmers in 2002, were on average 31 percent above world prices (compared with 57 percent in 
the mid-1980s), thereby shielding farmers in many countries from world market signals. At 
the same time, the prices paid by OECD consumers in 2002 were on average 37 percent higher 
than world prices. Prices paid by consumers were, on average, 10 percent higher in the United 
States, 42 percent higher in the European Union and more than double in Japan, South Korea, 
Norway and Switzerland. 

Government intervention in agriculture is also extensive in many developing 
countries; whereas tariffs on agricultural products can be just as high in developing as in 
OECD countries; subsidies tend to be used rather less owing to their budgetary cost. Under the 
Common Agricultural Policy, 70 percent of support that is, market price support plus 
payments to producers, is allocated to the largest 25 percent of the European Union's farms; in 
the US, Canada and Japan, the corresponding amounts of support allocated to the largest 25 
percent of farms are 89 percent, 75 percent and 68 percent, respectively.  

Governments also justify assistance for agriculture by the argument that market-
oriented agriculture would fail to take due account of externalities, particularly protection of 
the environment, a non trade concern explicitly mentioned in the Preamble of the WTO 
Agreement on Agriculture. The externalities generated by agriculture are not exclusively 
positive, however; there may also be some significant negative externalities, directly linked to 
production. Thus, protection and domestic support policies may encourage environmentally 
harmful agricultural practices, such as intensive farming, including high use of fertilizers and 
pesticides. The outcome is resource degradation and environmental stress, such as adverse 
effects on the ground water, the soil and biodiversity. Furthermore, by depressing incomes and 
exacerbating poverty in developing countries, such policies make it even more difficult for 
farmers in these countries to move towards more environmentally sustainable practices.  

According to the IMF, removal of agricultural support (tariffs and subsidies) as part of 
a comprehensive effort to lower trade barriers would raise global economic welfare by 
US$128 billion annually, the bulk of which appears to be due to the removal of tariffs. While 
nearly US$98 billion of this welfare gain would accrue to industrial countries, through more 
efficient production and lower food prices for many consumers, the benefits to developing 
countries would also be substantial, at some US$30 billion10. These benefits are particularly 
large for food exporting regions, including Sub-Saharan Africa.  

Despite the large overall gains from liberalization of agriculture, some developing 
countries may gain very little, or even be harmed, by liberalization, unilateral or multilateral, 
of commodity markets. Countries that are significant food importers may also be affected by 
such liberalization11. As regards potential losers, therefore, it may be necessary for trade 

                                                 
10 IMF: World Economic Outlook, Washington, D.C, 2002. 
11 Bown Chad P., McCulloch Rachel: Trade Adjustment in the WTO System: Are More Safeguards the Answer? 
Global Economy and Development, Working Paper #07, The Brookings Institution, June 2007. 
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liberalization to be accompanied by complementary policies and, in the case of needy 
developing countries, assistance from international agencies designed to redress the 
unfavourable redistributive effects arising from liberalization.  

Like other trade reforms, elimination of agricultural subsidies would thus generate 
gainers and losers within trading countries. Even in countries that are not net importers of 
agricultural products, the higher world relative prices of most agricultural products would 
impose significant adjustment costs on consumers as well as industries that use these products 
as inputs. With higher input costs, firms would reduce or suspend output; workers employed in 
these industries would experience unemployment or wage reductions.  

Most of the poorest countries are net food importers. Large amount of government 
subsidies in the United States and European Union depress the international prices of 
agricultural products, thus creating a net benefit for these countries in the form of more 
favourable terms of trade. Although reduction or elimination of these subsidies would have 
important efficiency benefits for the world as a whole, net food importers would lose. For 
example, a collective net loss is predicted for developing countries other than members of the 
Cairns group of agricultural exporters12. 

Elimination of export subsidies on agricultural products, a goal of the Doha Round, 
would relieve governments in richer countries of a major budgetary burden and provide 
additional savings through improved efficiency in domestic production and consumption. 
Advocates for poor countries have suggested that the unfavourable terms-of-trade impact of 
subsidy elimination could be offset by converting just a portion of the savings into 
supplementary development assistance13.  

Liberalization may require international transfers between major gainers and 
the countries that would otherwise lose overall. Two issues have arisen in the Doha 
Round: preference erosion and terms-of-trade deterioration for food-importing 
countries. For a small number of poor countries, the likely Doha package would mean net 
losses even after adjustment. A program of bilateral or multilateral adjustment compensation 
could be achieved in the form of “aid for trade”. These transfers would serve the dual purpose 
of helping the poorest countries to benefit from increased participation in international 
markets. 

 

III.6.4. The European tariffs policy  
The European Union economy is considered as the most open to trade: the 

average level of customs duty protection in the European Union amounts to around 4 

percent on industrial goods, taking into account MFN rates. In addition, European 
Union tariffs for industrial products are among the lowest in the world. Moreover 
imports from many of the European Union's suppliers of industrial products enter the 
Community at preferential rates under the terms of bilateral agreements, the Generalised 
System of Preference (GSP) or tariff suspension regimes. For instance steel imports from 
Mediterranean countries, linked to the Community through bilateral Co-operation 
Agreements or Euro-Mediterranean Agreements, enter at zero duty (Table A3.B).  

                                                 
12 Peters, Ralf: “Roadblock to Reform: The Persistence of Agricultural Export Subsidies,” Policy Issues in 
International Trade and Commodities Study Series No. 32, UNCTAD, 2006. 
13 Amiti, Mary, and Romalis John: “Will the Doha Round Lead to Preference Erosion?” IMF Staff Papers, 
forthcoming, 2007. 
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Table A3.B
Imports of agricultural products from preference beneficiaries by type of market access, EU, 2003
(in % of total bilateral imports, million dollars)

MFN duty 
free 

access

MFN 
dutiable 
access

Preferential 
access

Non Ad 
val. 

Duties

MFN duty 
free access

MFN 
dutiable 
access

Preferential 
access

Non Ad val. 
Duties

1 2 3 4 5 6 7 8
Albania 19 71 0 29 0 0.1 4.5 5.6 0.0
Antigua and Barbuda 12 88 0 12 0 0.3 1.6 2.3 0.0
Argentina 4,363 60 20 13 7 10.4 15.5 20.0 1.3
Armenia 0 56 4 40 0 0.7 0.9 2.0 0.0
Bahrain 1 88 1 11 0 0.1 0.9 0.6 0.0
Barbados 31 18 0 81 0 0.4 1.6 2.3 0.1
Belize 83 1 4 95 0 0.1 1.5 1.7 0.0
Bolivia 41 72 0 28 0 0.3 3.8 4.8 0.0
Botswana 37 1 0 99 0 0.1 0.4 0.4 0.0
Brazil 8,551 66 28 4 2 23.3 19.3 14.2 1.3
Brunei Darussalam 0 97 0 3 0 0.0 0.1 0.1 0.0
Cameroon 583 55 0 45 0 1.2 5.6 7.7 0.1
China 1,923 51 10 39 1 15.2 25.9 30.0 1.6
Colombia 1,031 34 45 21 0 1.0 7.0 18.2 0.3
Congo 13 68 0 32 0 0.0 1.6 1.3 0.0
Cuba 209 2 36 62 0 1.9 3.6 6.2 0.1
Côte d'Ivoire 2,158 62 0 38 0 1.3 6.2 9.6 0.1
Dominica 10 9 0 91 0 0.3 1.5 3.3 0.1
Dominican Republic 170 17 0 80 3 0.9 4.3 11.9 0.6
Ecuador 870 10 61 30 0 0.9 7.4 15.5 0.6
Egypt 343 39 5 55 2 5.1 13.8 22.4 0.9
El Salvador 64 85 2 13 0 0.1 1.9 1.6 0.0
Fiji 114 2 0 98 0 0.0 1.2 1.5 0.0
Gabon 0 80 1 19 0 0.1 0.9 0.7 0.0
Georgia 27 6 1 93 0 0.4 1.7 2.5 0.0
Ghana 617 77 0 23 0 1.7 8.1 16.2 0.7
Grenada 12 94 0 6 0 0.0 0.9 1.0 0.0
Guatemala 234 54 1 46 0 0.1 4.8 8.4 0.0
Guyana 150 1 3 78 17 0.3 2.0 1.0 0.3
Honduras 196 70 6 24 0 0.1 3.0 5.4 0.0
Hong Kong, China 53 10 90 0 0 21.1 12.7 0.0 0.6
India 1,065 55 5 28 12 7.1 22.3 27.1 1.3
Indonesia 1,341 34 46 20 0 4.5 12.2 17.2 0.7
Jamaica 152 8 0 92 0 0.1 3.0 8.1 0.1
Kenya 780 29 1 70 0 1.2 6.5 12.3 0.3
Korea, Republic of 48 39 59 0 3 19.0 8.4 0.0 1.0
Kuwait 1 83 0 17 0 0.3 1.6 1.7 0.0
Kyrgyz Republic 4 74 0 26 0 0.0 2.3 1.9 0.0
Macao, China 0 96 0 4 0 0.1 0.9 0.4 0.0
Malaysia 1,046 19 52 30 0 3.9 11.1 15.2 0.3
Mauritius 324 5 3 93 0 0.6 3.9 6.5 0.0
Moldova 60 43 7 49 0 2.0 4.1 7.2 0.3
Mongolia 14 100 0 0 0 0.0 1.6 0.3 0.0
Namibia 68 10 0 90 0 0.4 3.3 2.9 0.1
Nicaragua 63 81 0 19 0 0.3 2.3 3.0 0.0
Nigeria 475 93 0 7 0 2.5 7.4 12.0 0.1
Oman 0 41 0 60 0 0.0 0.7 1.9 0.0
Pakistan 268 26 0 50 24 0.9 10.9 16.5 0.9
Panama 240 2 90 8 0 0.6 2.5 4.2 0.1
Papua New Guinea 307 24 0 76 0 0.0 2.8 1.6 0.0
Paraguay 264 93 2 1 3 1.6 5.1 3.8 0.1
Peru 427 41 1 57 1 0.6 10.9 17.7 0.6
Philippines 327 26 54 20 0 3.9 7.0 14.5 0.4
Qatar 0 30 2 68 0 0.1 0.7 1.2 0.0
Saint Kitts and Nevis 9 2 0 99 0 0.0 0.3 1.0 0.0
Saint Lucia 25 0 0 100 0 0.3 0.4 1.7 0.0
St Vincent & Grenadines 16 1 0 98 1 0.1 0.4 1.2 0.1
Sri Lanka 123 59 18 22 0 3.2 10.3 13.9 0.4
Suriname 12 10 5 38 46 1.0 3.6 9.3 0.4
Swaziland 118 0 1 99 0 0.4 0.7 4.9 0.0
Taipei, Chinese 53 30 70 0 0 18.1 9.4 0.0 0.3
Thailand 1,199 6 80 9 5 21.0 14.2 17.7 0.9
Trinidad and Tobago 38 22 0 78 0 0.3 2.5 3.8 0.1
United Arab Emirates 176 95 0 5 0 2.0 9.7 11.0 0.7
Uruguay 318 43 48 9 1 4.3 9.3 4.9 0.7

9

Venezuela, Bolivarian Rep 115 68 12 21 0 . . . .
Zimbabwe 392 15 1 85 0 0.6 4.1 9.6 0.3

Total Developing 31,787 49 24 25 3 . . . .

EU

Imports (%)

Country

% of ag. sub-headings with at least one national 
tariff lined with trade 

Bilateral
imports
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Table A3.B (cont'd)
Imports of agricultural products from preference beneficiaries by type of market access, EU, 2003
(in % of total bilateral imports, million dollars)

MFN duty 
free 

access

MFN 
dutiable 
access

Preferential 
access

Non Ad 
val. 

Duties

MFN duty 
free access

MFN 
dutiable 
access

Preferential 
access

Non Ad val. 
Duties

1 2 3 4 5 6 7 8
Angola 1 90 0 10 0 0.0 1.5 1.6 0.0
Bangladesh 16 7 0 87 6 0.1 3.8 8.5 0.6
Benin 26 93 0 8 0 0.0 2.3 1.5 0.0
Burkina Faso 30 72 14 14 0 0.1 2.2 2.5 0.0
Burundi 21 98 0 2 0 0.0 1.3 0.4 0.0
Cambodia 2 0 0 21 79 0.0 0.6 0.7 0.3
Central African Rep. 8 100 0 0 0 0.0 0.7 0.0 0.0
Chad 41 100 0 0 0 0.0 1.0 0.0 0.0
Dem. Rep. of the Congo 17 72 0 28 0 0.0 2.5 2.3 0.0
Djibouti 1 76 0 25 0 0.0 1.6 1.2 0.0
Gambia 6 34 0 66 0 0.0 1.6 1.6 0.0
Guinea 29 96 0 4 0 0.0 2.6 3.2 0.0
Guinea-Bissau 2 97 0 4 0 0.0 1.2 2.3 0.0
Haiti 13 78 0 22 0 0.1 1.6 1.9 0.0
Lesotho 0 92 0 8 0 0.0 0.1 0.1 0.0
Madagasca

9

r 171 47 2 51 0 0.1 8.1 8.5 0.6
 Malawi 207 16 1 83 0 0.1 2.5 2.0 0.1

Maldives 1 99 0 1 0 0.0 0.4 0.1 0.0
Mali 41 98 0 2 0 0.0 3.0 2.6 0.1
Mauritania 1 64 0 36 0 0.0 1.0 1.0 0.0
Mozambique 46 31 13 56 0 0.1 2.0 1.9 0.0
Myanmar 4 72 23 1 5 0.1 1.7 1.2 0.1
Nepal 7 12 80 8 0 0.1 2.2 1.7 0.0
Niger 2 63 0 37 0 0.0 1.0 0.9 0.0
Rwanda 13 98 0 2 0 0.0 1.3 0.7 0.0
Senegal 96 23 0 77 0 0.1 4.3 7.0 0.1
Sierra Leone 10 99 0 1 0 0.0 3.6 1.6 0.0
Solomon Islands 2 87 0 13 0 0.0 1.5 0.1 0.0
Tanzania 120 45 0 55 0 0.0 7.1 6.7 0.1
Togo 40 79 0 21 0 0.0 3.9 5.1 0.0
Uganda 180 64 0 36 0 0.0 4.5 7.1 0.1
Zambia 70 11 32 57 0 0.3 2.0 2.6 0.3

Total LDC 1,223 49 4 47 0 . . . .

TOTAL 33,010 49 23 25 3 . . . .

Country

EU

Bilateral
imports

Imports (%) % of ag. sub-headings with at least one national 

 
Source: Eurostat, table extracted from Patrick Low, Roberta Piermartini, Jurgen Richtering, “Non-Reciprocal 
Preference Erosion Arising From MFN Liberalization in Agriculture: What Are the Risks?”, WTO, Manuscript, 
March 2006. 

 
This European initiative is anticipating significant liberalisation across all non-

agricultural products which represent over 70 percent of developing country exports. It 
also includes a proposal for all WTO Members to reduce tariffs on textiles, clothing and 
footwear to a narrow common range as close to zero as possible. The European Union is also 
adding specific unilateral elements preparing to shoulder with other key WTO members in 
order to take greater account of the specific needs of developing countries14. The mechanism 
proposed would benefit all WTO Members, with tariff cuts across non-agricultural products.  

The European Union is also proposing that all WTO Members agree to deeper cuts 
for textiles, clothing, and footwear, with a view to bringing these tariffs within a narrow 

                                                 
14 Brenton, P.: 'Integrating the Least Developed Countries into the World Trading System: The Current Impact of 
EU Preferences under Everything But Arms', World Bank Policy Research Working Paper 3018, April 2003. 
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common range as close to zero as possible. This would also require that non-tariff barriers 
are substantially reduced and all export restrictions on raw materials are removed.  

Furthermore, the European Union is encouraging developed and developing 
countries in a position to do so, to provide to Least Developed Countries (LDCs):  

• Duty Free and Quota Free (DFQF). In the 6th WTO Ministerial Conference in 
Hong Kong in December 2005 it was agreed DFQF for all products from the LDCs. The 
US and Japan limited this benefit to 97 percent of products thus leaving aside some 
sensitive products for a period of time. The European Union already grants this benefit 
of DFQF since 2001.  

• "Round for Free" for the Least Developed Countries, not compelled to 
undertake any tariff cuts commitments.  

• Gradual phasing in of commitments for some members, where appropriate and 
depending on the results of the negotiations.  

The European Union also tries to negotiate deeper cuts for environmental goods, and 
whose liberalisation will help to develop a mutually supportive relationship between 
economic growth and environmental protection.  
 

III.6.5. The European compensatory financing system  
 

Stabex and Sysmin were two compensatory financing schemes dedicated to 
agricultural products and mineral products respectively. These two compensatory mechanisms 
benefited to ACP countries till Flex was established in 2000.  

 

III.6.5.1.Stabex and Sysmin 
Two compensatory systems were set up by the European Commission following the 

first Lomé Convention in 1975 aiming to compensate shortfalls in export earnings through an 
automatic transfer. The first one is Stabex which was used for agricultural exports. Unlike 
the Compensatory Financing Facility of International Monetary Fund, it was dedicated 
specifically to the commodity sector that suffered from the loss of revenue. All agricultural 
commodities were concerned by Stabex except sugar and meat. The transfer was 
implemented automatically if the decline in export revenue was due to exogenous factors and 
if the product accounted for a significant part of the country's total export income. The amount 
to be transferred was calculated by the difference between observed values and reference 
values calculated for the product. The payment was transferred to the Government, which was 
expected to spend it in the sector concerned or in a way that would benefit producers in that 
sector. There was no obligation to reimburse. Sysmin functioned like Stabex but was 
intended specifically for the mining sector. 

The lack of financial resources, especially during the commodity crisis of the 1980s–
1990s, and the time lag in transferring the payment were the major factors Stabex inefficiency. 
Furthermore, only few countries benefited from this compensatory financing. Indeed, "under 
Lomé I, II and III, three products, namely coffee, groundnuts and cocoa received 60 percent of 
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all Stabex transfers"15. Five countries (Cameroon, Ivory Cost, Ethiopia, Senegal and Sudan) 
received half of the transfers. 

From 1980 to 2000, Stabex transferred ECU 5,150 billion ($6,67 billion) to the ACP 
countries and Sysmin ECU 1,752 billion ($2.27 billion). By way of comparison, world export 
value for iron ore was approximately $10 billion and for cocoa about $3 billion in 2000. Under 
all Lomé Conventions, control was increasingly made over the use of these funds, so that 
disbursement lags increased and automaticity declined16. The two schemes were abolished in 
2000 and left place to Flex’s scheme. 

 

III.6.5.2. Flex 
The failure of the two previous mechanisms (Stabex and Flex) led to the 

implementation of a new compensatory fund named Flex, which entered into force in 2000. 
Its main goal is to help ACP Governments that are affected by loss of income stemming from 
short-term fluctuations of total export earnings. Flex compensatory financing is considered as 
budgetary support to finance government spending on development programmes. The major 
difference from the other mechanisms is based on eligibility criteria: 

• 10 percent (or 2 percent for LDCs) loss of export earnings from all goods exported 
or from the total of agricultural or mining products exports (if above 40 percent of total 
export revenues) relative to the last three years; and, 

• 10 percent decline of the public deficit for the assessed year or foreseen for the 
following year. 

 
Both criteria have to be met, and because of difficulties in meeting the second 

criterion only six countries out of 51 were eligible to benefit from Flex. In 2004, the European 
Commission decided to extend and simplify the use of this instrument. The second eligibility 
criterion, relating to the public deficit, was abolished and the special clause concerning the 2 
percent loss for LDCs was extended to landlocked and island countries. Studies showed that if 
the new criteria had been introduced from the beginning, the ACP countries would have 
received €255 million instead of €35.65 million17. 

Nevertheless, despite the above-mentioned modifications, the effectiveness of the 
European compensatory financing must be still under consideration to be more efficient. 
Payments do not benefit to the relevant sector, unlike in the case of Stabex, or to the 
producers. The financing mechanism of Flex is also submitted to the same administrative 
delays as the other three mechanisms (CFF, SGP and Stabex). A review of Flex must be made 
to reduce the delay for a more effective and user-friendly compensatory scheme. For this 
purpose, a compensatory scheme must be based on the following specifications: 

• Intervention according to ex-ante rather than ex-post mechanisms, that is, clearly 
linking automatic pay-outs to specific situations; 

• Ease of access in terms of technical requirements; 
• Unimpeded pay-outs when the country itself is not responsible for the specific 

commodity-linked loss; 
                                                 

15 Koehler G. The future of STABEX. Libreville, Gabon, 6–7 November 1997. 
16 Combes J.-L. and Guillaumont P. Commodity price volatility, vulnerability and development. Development 
Policy Review, 2002, 20 (1). 
17 http:/ec.europa.eu/trade/issues/global/development/pr120204_fr.htm 
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• Coercive mechanism benefiting to actual producers and consumers.18  
• Close link with Economic Partnership Agreements of the European Union which 

funding is directed towards development process and commodity diversification of developing 
countries 

• Appropriate institutional framework in the beneficiary country to ensure a direct 
distribution of funds to small producers through an effective compensatory system  

• Transfers must be not refundable. 
 

III.6.6. European Union initiatives for developing countries 
European Union actions towards Commodity Dependent Developing Countries 

(CDDCs) are supporting a wide range of objectives taking into consideration the mid and long 
term dynamics of commodity markets.  

-At national level, commodity strategies must be incorporated into national strategies 
taking into consideration poverty implications and needs of commodity sectors. The 
implementation of commodity chain strategies, with the support of the European Union, is 
made with the long term development instruments. As regards the EU, the existing funding 
from national and regional indicative programmes under the European Development Fund 
(EDF) can be useful to support commodity strategies. The mid term review of the different 
ACP country strategies and programmed allocations is appropriate to the endogenous 
mechanisms of primary commodity markets.  

European Union actions also aim to jointly support the developing and monitoring 
of new insurance and finance instruments for the various operators in the commodity chain, 
including producers. So, the EU has to support piloting the use of market based insurance 
tools at the macro-level lessening the effects of commodity shocks. This includes the 
identification of appropriate international regulatory framework for the application of these 
instruments and also consideration of temporary co-financing of the premium linked to this 
type of insurance. In this context, the EU could establish safety net programs to channel 
resources to CDDCs affected by commodity shocks. In addition, CDDCs need alternative 
international lending arrangements such as commodity-based loans, local currency loans, 
integrating commodity shock management into existing instruments of international finance 
institutions and synergies with grant-based compensatory finance. 

European Union Flex compensatory instrument is improved by providing additional 
budgetary resources to ACPs in order to safeguard macro-economic and sectoral reforms and 
policies that are at risk as a result of a fall in export revenue. Thus, CDDCs could use 
allocating Flex resources to the implementation of national commodity chain strategies. In 
areas where structural changes in global commodity markets have made production 
permanently uncompetitive, CDDCs could also establish long term programs aimed at 
assisting farmers in making the transition to other rural activities. 

The technical assistance provided by the EU consists of informing CDDC 
governments’ policy choices. The information is based on the analysis of the specific 
constraints, conditions and potential for successful livelihood diversification and growth in 
individual CDDCs, including the opportunities offered by the existence of one or a few 
comparably strong agricultural commodity chains. Considering the gender sensitiveness, 

                                                 
18 UNCTAD. Report of the Meeting of Eminent Persons on Commodity Issues. TD/B/50/11, 30 September 2003. 



 66

women dominate many of the non-farm activities with potential – food processing and 
preparation, tailoring, trading and many services. These skills could be integrated in 
growth/diversification efforts. 

-At regional level, the EC support of commodity development concerns regional 
networks of farmer organisations, commodity branch organisation, trade associations; 
quality-enhancing services (certification, testing, market information); chain-related 
technology and market development research; co-ordinated provision of infrastructure 
such as transport networks; and investment promotion. Interlinked development 
cooperation activities could help the ACP to use Economic Partnership Agreements (EPAs) to 
support regional integration and trade including the development of commodity sectors. More 
than 30 percent of financial allocations have been set aside for ACP for trade and regional 
integration under the regional indicative programmes. This is complemented by additional 
funding allocated under the national programmes and the all ACP programmes.  

-At international level, the Doha Development Agenda is crucial for the CDDCs, 
especially as concerns agriculture. The EU is playing a major role by supporting the weakest 
countries in the multilateral trading system and going further to reduce trade distorting 
domestic subsidies and their deep impacts on CDDCs agricultural exported commodities. In 
this context, The EU is reforming its Common Agricultural Policy and abolishing 
progressively subsidies in many agricultural sectors, particularly in Cotton sector which is 
fundamental for many African countries. But, the overall elimination of trade distortion is 
under negotiation in WTO.  

Furthermore, most commodity-dependent countries are either LDCs or ACP countries 
or both and thus enjoy preferential tariffs on most or all trade with the EU. For ACP countries, 
the Economic Partnership Agreements (EPAs) could provide an opportunity to build upon 
existing preferences and further enhance access conditions to the EU market. The CDDCs 
market access can be achieved by easy access to data on tariffs, rules of origin and trade 
statistics. 
 

III.6.7. Policy recommendations 
The international primary commodity markets are significant both for the producing 

developing countries and for the main consumer countries, particularly the European Union. 
They influence, not only the economic and social situation of the producing countries but they 
also bring about considerable financial and economic repercussions for the consumer 
countries, mostly in terms of extra costs on imports. Therefore, they deeply influence the 
international environment and the balance of the relationships between countries and regional 
unions through the international trade structure. 

Many instruments of international trade are implemented and particularly those of the 
European Union such as former STABEX and now FLEX which are generating drawbacks 
and inefficiency. These mechanisms had drawbacks in connection with their operation on an 
ex-post rather than an ex-ante basis; their strict eligibility requirements; and, the conditions 
they imposed in return for receiving finance.  

Moreover, as donors have neglected supply management, they have increasingly 
shifted attention to the use of market-based risk management tools such as derivatives and 
insurance. However, the use of these instruments remains limited in CDDCs because of the 
costs associated with their use. Moreover, they are only suitable for addressing short-term 
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price and volume instability, rather than long-term price falls. Thus, the European Union trade 
policy instruments must take into account the mid and long term dynamics of primary 
commodities markets 

The combination of deregulation, liberalisation and the shift to market-based policies 
has yet to produce an improvement in the livelihoods of commodity producers, or the situation 
of CDDCs. Prices have become more volatile and their long-term decline has continued. 
According to this situation some new measures for dealing with the ‘commodity crisis’ have 
been put forward as increasing attention has been paid to the problems of long-term price 
decline and volatility.  

The role of donor interventions in agricultural commodities could have adverse effects 
with respect to their net poverty impact in different sectors. Indeed, while donor support, e.g. 
for raising productivity, may make benefit producers in one country or area, the cumulative 
effect will be to increase supply and further reduce prices, outweighing the positive effective 
of increased sales volume and leading to a net loss in producer welfare (II.2.2.).  

The challenges of CDDCs may require an enhanced role for the state, in contrast to 
the deregulatory and market-based approaches of the past. Here the challenge is to ensure that 
the state does not replicate past mistakes, but equips the poor to engage with the market on 
more beneficial terms through providing assistance to diversify assets and improving social 
and physical infrastructure. The possible option for the European Union is to help 
governments of the concerned developing countries to create or to enhance adapted 
institutions to the new liberalised markets. 

More attention should be given in post-liberalisation countries to the need to deal with 
the segmentation of the market which has disempowered producers with regards to buyers. 
Strengthened producer organisations are essential if farmers are to establish a stronger 
bargaining position within the supply chain. The possible option for the European Union is to 
provide direct assistance to farmer’s organisations in developing countries. 

Furthermore, most of the International Product Agreements collapsed. There has 
been thus increased interest in revisiting the feasibility of international supply 
management. The main obstacles to such strategies are likely to be opposition from 
consuming developed country members who oppose higher prices and resistance from other 
competitive developing country producers who oppose controls on their production.  

Then, CDDCs are generally capturing an ever-smaller proportion of the final retail 
value relative to processors, wholesalers and retailers. This can be increasing concentration of 
international trading and processing of commodities. Any oligopsony has market power that 
must be regulated in some way to produce an efficient outcome. An international competition 
agreement could, therefore, support the development of competitive markets in agricultural 
commodities.  

The development of niche markets such as Fair Trade and organic products or the 
establishment of voluntary commodity funds may be able to assist agricultural commodity 
producers in developing countries. In particular it has been proposed that Fair Trade principles 
could be integrated into government procurement policies and that targets are set for Fair 
Trade as a proportion of total trade in some agricultural commodities.  

Currently, China is developing an aggressive trade strategy in Africa to secure its 
supply sources of primary commodities necessary to its high economic growth. China is using 
methods including infrastructure development or long term low interest loans. The Chinese 
objective is not only to buy oil but also major primary commodity such as metals and ores. 
But, this Chinese strategy is competing seriously with the European Union strategy to secure 
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and to diversify its own supply sources of primary commodities. Thus, in order to face the 
Chinese trade in Africa, the European Union has to develop close links between aid, 
economic partnerships and the security of supply sources of primary commodities from 
Africa. 

 
IV. Concluding remarks 
 

Prices fluctuations of major primary commodities on Stock Markets are frequently 
receiving much attention from consumers, producers and traders. These fluctuations are 
occurring in short term and reflect the real situation of primary commodity markets which can 
be either on shortage or overproduction. The duration of these fluctuations depends on the mid 
and long term dynamics of markets which is endogenous and cyclical. But, price fluctuations 
can be also aggravated upward or downward by exogenous shocks. 

Considering that many producing countries are largely dependent on primary 
commodities, it seems difficult to them to allocate efficiently export earnings to their 
development process and finance actions of diversification. It does not mean that it is a 
“commodity curse” but, in many cases, good governance could tackle commodity 
potentialities as a “commodity blessing”. 

Trade liberalisation and globalisation of primary commodities markets modified 
the relationships between developed and developing countries in two directions: 

 On the one hand, private firms are now free to develop more strategies on 
international markets within new trade rules based on free competition;  

On the other hand, South-South trade is increasing thanks to higher per capita 
incomes and faster industrialisation of emerging countries such as Chine, South Korea, 
India and Brazil. In addition, the international division of labour is shifting from 
relationships between nations to relationships between international firms which behave 
according to acute competition. 

The European Union as major importer and exporter is in position to play a 
leading role both in supporting European firms acting on primary commodities markets 
and improving actions to help CDDCs to strengthen their production capacities and to 
reduce poverty and unemployment. The support of European firms could be based on 
access to market information and market research enabling to take decision about 
market opportunities and the evolution of sources of supplies. Indeed, considerable 
financial losses could stem from price instability of primary commodities.  

Complementary to trade preferences and to specific partnership, the Economic 
Partnership Agreements are appropriate to help integrating commodity sectors in the 
development process of developing countries and to make commodity availability a 
“commodity blessing” thanks to better allocations of export earnings.  
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Case study: International market of aluminum  
 

It is generally observable that when economic growth improves, metal prices rise, and 
when growth slows, metal prices fall. Analysis of supply and demand trends and movements 
in inventories are of secondary importance to broader macroeconomic trends when it comes to 
price determination. 

In the past 15 years, metal prices have almost always moved in harmony with the 
general economic activity. Many factors influence the level of prices. An economic recovery 
with a low level of inventories will stimulate a higher level of prices than growth has to deal 
with through a stock overhang. If industrial stocks are held tightly by a small group of 
producers and traders, this could allow a significant accumulation to develop, irrespective of 
the level of inventories. An industry with significant future capacity on line will enjoy less 
upside than one with little swing capacity. 

 
1. Economy of aluminum 
 

Bauxite and alumina are mainly provided by developing countries whereas developed 
countries are major producers and consumers of primary aluminum. But, emerging countries 
such as Chine, India, South Korea are needing an increasing part of world aluminum. 
Production and consumption of aluminum is closely linked to the rhythm of general economic 
activity. 

 
1.1. Geography and production technology of aluminium  

The main characteristics of the world aluminium market stem from two basic features. 
On the one hand, there is a geographic disequilibrium between raw materials which are 
situated generally in the southern hemisphere - Central Africa (40 percent of world stock of 
bauxite) and Australia; and aluminium production and consumption which are concentrated in 
the northern hemisphere (USA, EU). This disequilibrium determines the high transportation 
costs within overall production costs. 

On the other hand, high energy consumption dictates that refineries should be 
constructed near to hydro-electric power stations. In many countries this is a main factor for 
vertical integration with energy suppliers. 

Aluminium production requires very much energy in relative terms and sources of 
cheap hydroelectric power have been searched for throughout its history; more than 55 percent 
of the world's primary aluminium is produced using hydroelectric power. Technological 
improvements have reduced the amount of electric power necessary, but still around 15 MWh 
per tonne of aluminium is consumed in the process; this figure may be somewhat lower in the 
most modern plants. 

In practice, long rows of smelting cells, called potlines, are electronically connected in 
series; from 50 to 200 cells may form a single potline (Box1). A typical aluminium smelter 
consists of around 300 pots (cells) with a production capacity of some 125 000 tonnes of 
aluminium annually. However, some of the latest generation of smelters are in a 400 000-500 
000 tonne range, and the largest facilities in the world by far, Bratsk and Krasnoyarsk in 
Russia have a production capacity up to 850 000-900 000 tonnes. 
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Box 1: Production technique of aluminum 

 
Two to three tonnes of bauxite are required to produce one tonne of alumina and two tonnes of alumina are 
required to produce one tonne of aluminum metal.  
Source: World Aluminum Institute, 2007.  
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The largest market for aluminium in end-use applications is transport accounting for 

36 percent , then the building sector representing over 25 percent, followed by packaging and 
engineering representing 17 percent and 14 percent respectively. Shipments of foil stock make 
up the largest end-use market for rolled products, 22 percent in Western Europe.  

 
 1.2. The world production of aluminum 

The global aluminium production rate continued at a strong rate in 2004, at around 6 
percent per year. Total production was 31.58 million tonnes in 2005, up 1.79 million tonnes 
compared to 2004; this was accounted for by China, where production jumped by 19 percent 
in 2004, after the 26 percent increase in 2003. China produced more than 1 million tonnes 
extra in 2004 (Table 1). 

 
Table 1: World production and consumption of aluminum (thousands tonnes) 

  2000 2001 2002 2003 2004 2005 
World production 24418 24436 26076 208001 29822 31873
China 2794 3371 4321 5547 6589 7806 
Russia 3247 3302 3348 3478 3594 3647 
Canada 2374 2583 2709 2792 2592 2894 
United States 3668 2637 2705 2705 2517 2480 
Australia 1762 1784 1836 1857 1895 1902 
Brazil 1271 1132 1318 1381 1457 1499 
Norway 1026 1068 1096 1192 1322 1377 
World consumption 25059 23722 25371 27605 29784 31581
China 3499 3492 4115 5178 5943 7119 
United States 6161 5230 5509 5667 5800 6119 
Japan 2225 2014 2010 2235 2319 2265 
Germany 1491 1580 1690 1916 1795 1769 
South Korea 823 850 921 982 1118 1190 
Russia 748 786 990 803 1020 1020 
Italy 78 756 851 956 987 965 
India 602 589 604 798 861 941 
Canada 800 743 747 736 761 803 
France 782 746 762 754 749 725 

Source : Word Bureau Metal Statistics (WBMS), 2006 
 

On a world level, following the 2.6 million tonnes installed in 2003, 2004 saw a 
further 2.3 million tonnes installed--of which about 1.5 million tonnes were in China. It is now 
expected that 2005 will see an increased capacity of 1.8 million tonnes giving a total of 35.2 
million tonnes.  

European primary smelters have been operating at full capacity for years. In 2004 the 
capacity utilisation rate reached 101.8 percent, which is higher than the world average which 
fluctuates around 92 percent. This is still mainly due to cutbacks in production in North 
America, while China's operating rate declined to 89 percent, reflecting the number of new 
capacities which did not come to fruition due to alumina and power constraints.  

 

http://www.allbusiness.com/accounting/2976210-1.html
http://www.allbusiness.com/packaging/3080227-1.html
http://www.allbusiness.com/engineering/3073638-1.html
http://www.allbusiness.com/china/3078605-1.html
http://www.allbusiness.com/north-america/3078783-1.html
http://www.allbusiness.com/north-america/3078783-1.html
http://www.allbusiness.com/alumina/3073887-1.html


 72

 1.3. The world demand of aluminum  
The recent sharp increase in aluminium prices can largely be explained by increasing 

demand in Asian countries, mainly China. The Chinese demand for aluminium accounted 
for 6.78 million tonnes in 2005, 7.66 million tonnes in 2006 an estimated level of 8.43 
million in 2007 and 10 million in 200919. In 2020, forecasting leads to 14.3 million tonnes. 
The average growth of Chinese demand for aluminium is estimated at 7,2 percent until 2010 
against 15,5 percent between 2000 and 2005, period during which that of Europe amounted to 
3,76 percent and that of the North American continent less than 1 percent. The world’s mining 
capacities cannot satisfy this strong demand because high energy prices are affecting them 
greatly. 

During 2006, many events occurred such as a lower supply, a drop in Chinese 
exports, locks of plants in the United States and in Europe while aluminium demand was 
increasing. Meanwhile, the actions of hedge funds on Stock Markets put additional pressure 
on prices. In November 2005 the price of aluminium reached $2095, exceeding by far the 
1989 record. In fact, the trend of rising aluminium prices started from the end of 2001 with the 
market reversal and went on to reach $2830 a tonne on 30 April 2007. 

In 2004, world primary aluminium use increased to 2.6 million tonnes (9.3 percent), 
compared to 2003--reaching 30.2 million tonnes. in total. The increase in use was high in all 
regions, except for Africa but most notably in North America following zero growth there in 
2003. Use in Western Europe amounted to 7.55 million tonnes, representing a growth rate of 
4.9 percent, while net imports were at 2.8 million tonnes in 2004, which is 100kt more than in 
2003 (Table 2). China is the largest user of primary aluminium in the world, with about 
one fourth of all world use. North America is the second largest user with 23 percent. China 
is the largest single user country and went up by 1 percent in 2004 to 20 percent of world 
primary aluminium use.  

.Table 2: Exports and imports of aluminum 
  2000 2001 2002 2003 2004 2005 

Main exporters             
Russia 3177 3074 2782 3108 4160   
Canada 1837 2046 2133 2233 1997 2051 
China 209 409 788 1250 1679 1324 
Australia 1381 1484 1527 1526 1540 1593 
Norway 1042 1188 1128 1363 1485 1513 
Brésil 760 588 749 799 818 753 
South Africa 504 461 585 626 646   
Netherlands 451 470 582 636 610   
Germany 375 367 388 389 413   
Venezuela 388 398 437 392 390 416 
United States 451 339 305 242 344 383 
United Arab Emirates 516 453 377 341 327   
Main importers             
United States 2688 2677 2918 2983 3298 3691 
Japan 2905 2612 2575 2941 3021 2977 
Germany 1586 1602 1667 1896 1799   
South Korea 890 881 973 1080 1197   
China   530 582 881 1033 637 

Source : WBMS, 2006 

                                                 
19 World Aluminum Institute, 2007. 

http://www.allbusiness.com/human-resources/workforce-management-hiring-outsourcing/2977641-1.html
http://www.allbusiness.com/africa/3078342-1.html
http://www.allbusiness.com/middle-east/lebanon-north/2978303-1.html
http://www.allbusiness.com/imports/3075117-1.html
http://www.allbusiness.com/north-america/3078783-1.html
http://www.allbusiness.com/china/3078605-1.html
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 1.4. A cyclical evolution of world demand of aluminum 

In the 1970s and the 1980s the world demand for aluminium caused the price to rise 
on the aluminium market. Many developed countries extended their aluminium production in 
order to meet their needs for this metal in both their military and civilian industries. In the 
early 1990s the great expectation of economic development have fallen because of relatively 
modest economic growth in industrial countries (with the exception of China) and the 
disintegration of the Soviet Union which resulted in a rising supply of  high quality, cheap 
Russian aluminium on the world market. 

Historically, aluminium demand is closely linked to the economic cycle. We have to 
take into consideration that demand significantly outpaces the expected recovery in industrial 
production although if prices begin to accelerate, a restocking boom could lead to further 
buying. This last happened in 1995 and was subsequently followed by another destocking 
slump. 

The aluminium market has a very slow supply response. Historically, aluminium 
prices fall to average cash costs before any supply side response is forthcoming. 
Approximately half of the industry loses money before any cutbacks occur. During the Asian 
crisis, prices fell back to this level, but even then there were no production cuts. In the early 
1990s the aluminium market was solved by massive oversupply following the 1991-92 
recession and the collapse of the former Soviet Union, which caused a deluge of primary metal 
to flood onto the Western market. However, even then it took three years of chronically 
depressed prices before the industry cut back production with the signing of the Memorandum 
of Understanding in January 1994. 

In 1997, the Asian crisis exacerbated the situation with regard to the demand for 
aluminium, and consequently the price. After a short period of stagnation prices have fallen 
even further since the September 11 attacks. As regards low world prices of aluminium the 
general tendency throughout the world is now to limit  production in countries with high 
energy costs (the USA for instance) and to move into liberated market segments occupied by 
enterprises situated in the countries with low energy costs. 

The aluminium industry makes a significant contribution to the global economy 
as well as to the individual national economies of over 30 countries. Over the past twenty 
years there has been little difference in the growth rate trend in primary aluminium 
consumption. Between 1982 and 2001 – two complete business cycles – primary aluminium 
consumption increased at a global annual growth rate of 3 percent, significantly below the 
increase in consumption of precious metals over the same period – gold, platinum and 
palladium – and below the average growth rate of nickel. However aluminium consumption 
has consistently exceeded growth in steel demand and associated metals, zinc and tin. 

However, if the past two business cycles are examined independently, a marked 
difference in performance becomes evident. During the period 1982-1991, the aluminium 
consumption cycle grew at a compound annual growth rate of 3.7 percent. Aggregate G7 
industrial production grew at an average rate of 2.9 percent per annum during this cycle. By 
contrast, during the 1991-2001 cycle, aluminium demand growth slowed to just 2.4 percent 
per annum. Demand for metals continued to outpace G7 industrial production, which slowed 
to just 1.9 percent. 

In 2001, due to the reduction in global industrial activity, combined with massive 
destocking by end users, the global aluminium industry experienced a recession almost 
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unprecedented in its severity. Excluding China, global industrial output went down by about 6 
percent, which correlates well with aluminium consumption, down by as much as 7 percent in 
2001. During the past decade the annual average aluminium price seems to have been fairly 
stable with the exception of the early years of recession of the 1990’s and 1995, when the 
price peaked together with rapidly increasing production (14 percent) above USD 1800/tonne. 

 
2-The European Aluminum Market 
 

Western Europe is the world largest user of primary aluminum because of increasing 
capacity utilisation rate. The production increase of EU25 was higher than that of growth trend 
in 2004. In 2005, 12 Merger and Acquisition transactions collectively accounted for over US$ 
2 Billion. Germany is the biggest Aluminum market within the EU-25, both in terms of 
production and use. 

 
2.1. European production of aluminum 

Total world alumina production rose by 6.1 percent in 2004 to reach 63.1 million 
tonnes, while Western European production increased by 3.6 percent. There was a significant 
increase in the use of alumina in Western Europe, which reached close to 10.5 million tonnes 
and in net imports which increased remarkably by one million tonnes up to 3.8 million tonnes.  

Global refinery operating rates have also been increasing continuously and are on 
average fluctuating around 98.9 percent, compared to 97.0 percentin 2003. The world market 
was fairly balanced in 2004. An important factor that drives growth in output is capacity 
additions. In Western Europe an additional 169 thousand tonnes were installed in 2004, of 
which only 50 thousand tonnes were in the European Union.  

As global demand for aluminium continued to grow, additional production capacity 
was put in place. Primary aluminium production in Western Europe, the world’s largest 
user of primary aluminium, continued with a strong positive trend. This was due to a 
further increase in the capacity utilisation rate of Western European smelters--which was 
much higher than the worldwide average--and to the expansion of production capacities, 
mainly in Norway.  

Aluminium production at European Aluminum Association (EAA) member smelters 
grew strongly for the second year in a row to reach an annual production of 4.3 million tonnes. 
This is mainly due to the high rate of expansion in Northern Europe and the lower rate of 
expansion in The Netherlands and the UK. The EAA membership for primary production 
accounts for 92 percent of the total primary production in Western Europe. Total primary 
production in Western Europe amounted to 4.71 million tonnes in 2004, of which 3.01 million 
tonnes was produced in EU25. This is an increase of 5.5 percent, which is much higher than 
the growth trend.  
 

2.2. Impacts of scrap aluminum 
Supply to the Western European aluminium recycling industry continued to be 

problematic in 2004. In 2003, a total of 4.1 million tonnes of tolled and purchased scrap was 
melted in Western Europe, of which 2.5 million tonnes was by refining and 1.6 million tonnes 
by re-smelting. The share of old scrap reached 28 percent while new scrap was at 49 percent, 
approximately 960 thousand tonnes have yet to be identified as new or old scrap. From the 

http://www.allbusiness.com/imports/3075117-1.html
http://www.allbusiness.com/western-europe/3079103-1.html
http://www.allbusiness.com/asia/sri-lanka-western/2978125-1.html
http://www.allbusiness.com/europe/norway/2977921-1.html
http://www.allbusiness.com/europe/2977755-1.html
http://www.allbusiness.com/europe/netherlands/2977920-1.html
http://www.allbusiness.com/uk/3063873-1.html
http://www.allbusiness.com/western-europe/3079103-1.html
http://www.allbusiness.com/recycling-industry/3077258-1.html
http://www.allbusiness.com/asia/sri-lanka-western/2978125-1.html
http://www.allbusiness.com/europe/2977755-1.html
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companies reporting for 2003, it can be concluded that only 8 percent of the refiners’ scrap 
intake is the form of tolled scrap, while for re-smelters this ratio is 43 percent.  

Furthermore, Russian export duties of 50 percent on aluminium scrap, the Ukrainian 
export ban on aluminium scrap and scrap exports to China have all jeopardised the supply and 
profitability of the European aluminium refiners and re-smelters.  

 
 2.3. European demand of aluminum 

There is a huge demand for Aluminium across Europe as it is widely used in almost 
every sector. In Western Europe, there were 12 Merger and Acquisition transactions 
collectively worth over US$ 2 Billion in 2005, a 79 percent increase from the aggregate value 
that was swapped in 2004. Germany constitutes the biggest aluminium market within the EU-
25, both in terms of production and use, driven mainly by the construction and transport 
sectors. According to automobile industry Euro-IV norm in Europe (which is compulsory 
from Oct 2006) will create a demand for aluminium. On the country level, the aerospace 
industry in France is going through a phase of high growth with a high number of export 
orders, indicating a potential demand for aluminium. 

The average use per capita in Europe in 2004 was slightly higher than in 2003--up 3.7 
percent to 19.7kg. It varied widely from country to country and ranged between 5 and 40kg. 
These figures now include the ten new European member states, which registered an average 
use per capita of 17.6kg. They, together with Turkey, are among the fastest growing 
aluminium users. In the two other major aluminium using areas, the US and Japan, the use per 
capita was 29.5 and 30.8kg (2003 figures) respectively. China, the largest single aluminium 
consuming country, has reached 4.6kg/capita.  

 
3-The bauxite and alumina market structure 
 

The world bauxite and alumina market is oligopolistic and major producers are not 
necessarily owners of the dominant international companies. The three main leading 
companies are Alcoa, RusAl and Alcoa.  

 
 3.1. The world bauxite and alumina market situation 

The mining of aluminium ores – mainly bauxite – is a US$2.5 billion per year 
industry. Primary aluminium production depends on plentiful supplies of easy-to-mine and 
cheap-to-transport high-quality ore for refining into alumina. The world reserve base is good 
for nearly 250 years at the present rate of mining. But some countries have to turn further a 
field for their supplies as they exhaust their cost-competitive domestic reserves. Of the 150 
million tonnes of ore mined in 2001, (including 6 million tonnes of non-bauxite) 70 percent 
was produced by the world’s ten largest bauxite mining companies (Table3).  

 

http://www.allbusiness.com/export-duties/3090296-1.html
http://www.allbusiness.com/exports/3073729-1.html
http://www.allbusiness.com/china/3078605-1.html
http://www.allbusiness.com/europe/2977755-1.html
http://www.allbusiness.com/turkey/3079078-1.html
http://www.allbusiness.com/japan/3078703-1.html
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Table 3: Main producers of bauxite (thousands tonnes) 

  1999 2000 2001 2002 2003 2004 
World production 130175 138915 139044 144373 153716 162066 
Australia 48416 53802 53285 54134 55602 56593 
Brazil 14372 14379 13388 13148 18457 20949 
Guinea 17419 17992 17312 17481 17044 18795 
Jamaïca 11689 11127 12370 13119 13445 13297 
India 6712 7562 7864 9647 10414 11285 
China 7100 7900 8650 10000 10000 12000 
Russia 4513 5000 4805 4586 5442 6018 
Venezuela 4167 4361 4585 5191 5446 5815 

Source : WBMS, 2006 
 

The list included in table 4, presents some of the world’s major alumina producers – 
AWAC (Alcoa/WMC 60/40), Chalco, Alcan, BHP Billiton and Rio Tinto – but others such as 
RusAl, Pechiney, Glencore and Norsk Hydro are notably absent. The latter companies are 
major buyers of bauxite. 

 
Table 4: World Top Ten Bauxite Producers (million tonnes, dry basis) 

Corporates 2001 2002 
AWAC - Alcoa World Alumina & 
Chemicals 

30.8 34.3 

MRN-Mineração Rio do Norte (Brazil) 11.3 11.9 
Chalco (China)  11.1 12.4 
Alcan  11.3 11.6 
BHP Billiton (68% Australian)  10.7 10.8 
Rio Tinto's Comalco (96% Australian)  10.6 10.6 
Guinea Government  7.1 7.1 
Bauxilum (Venezuela)  4.6 4.9 
SUAL-Trust (Russia)  4.1 5.1 
Kaiser (Jamaica)  3.9 4.2 
TOTAL  105.5 112.9 
Source: AME Economics, 2001. 

 
Australia is the dominant world producer of bauxite (and of alumina). It has the 

advantages of extensive near-coastal reserves of gibbsitic bauxite, low political risk and an 
established mining development culture. Reserves are at Weipa (Rio Tinto) and Gove (Alcan) 
in the far north, and in the agricultural south-western corner of Western Australia (Alcoa and 
BHP Billiton). Overall, these have a relatively short cover (71 years at 2001’s rate of 
production). The resource base is boosted by large but as yet relatively inaccessible 
discoveries in the Kimberley region of the northwest. 

Guinea’s bauxite industry is dominated by CBG, which exports its full 14 million 
tonnes per year of production of so-called Boké bauxite. CBG is 49 percent government-
owned, the major share being held by the Halco consortium of AWAC, Alcan, Norsk Hydro, 
Pechiney and Rio Tinto. Guinea also hosts Africa’s only alumina refinery, Friguia, part of the 
Frialco operation controlled by the private UK group Manro Hydan, and a government 
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authority runs the export-oriented Kindia operation. Between them, Frialco and Kindia 
produce around 5 million tonnes per year of bauxite. RusAl has now turned its attention to 
Guinea’s huge bauxite potential, and is planning to open up the Dian Dian deposit. 

 
3.2. Firm strategies in aluminum market 

RusAl plans to achieve the position of leading world producer of aluminium in 2012 
thanks to the Australian Aurukun mine (325 millions tonnes of enriched alumina). It has a 
cheap and plentiful hydroelectric resource allowing it to compensate for the costs of importing 
alumina over long distances. It has already bought 20 percent of the shares of Queensland 
Alumina Ltd (QAL), the biggest Australian refinery of alumina to Kaiser Aluminium for 401 
millions $. This acquisition assures RusAl 770,000 tonnes a year of supplementary alumina.  

Aurukun was auctioning but did not interest RusAl. Only Chalco stayed in contention 
after the successive retreats of Alcan, Alcoa de BHP Billiton, Companhia Valle de Rio Doce 
(CVRD), Mitsubishi Corporation, and Hydro Aluminium. Furthermore, RusAl intervenes in 
Armenia and in Ukraine. Finally, RusAl intends to increase its 30 percent productivity and to 
reach a total production of 5 million tonnes of aluminium. At present, the capacity installed by 
its production units allows RusAl to produce about 3 million tonnes a year of aluminium and 
byproducts of aluminium. 

In Africa, Alcoa and Alcan concluded an agreement with the Guinean government for 
the construction of a production unit of alumina of a capacity of 1.5 million tonne a year with 
a possibility of extension. The bauxite will be supplied by the Bauxite Company of Guinea 
(BCG)  in which a 51 percent stake is held by Halco, which also owns a 45 percent stake in 
Alcoa and Alcna. Australian BHP Billiton engaged an investment with 2.5 billions in the 
exploitation of bauxite and in a project of alumina refinery. 

Chalco obtained an exploitation license of renewable bauxite of three years in Fria 
region (the North East of Guinea). With the Greek company 3PL Trade, Chalco is associated 
in a an exploitation license of more than 500 km2 in the same region. RusAl develops reserves 
around the mining site of Kindia to increase its production from 3 to 3.8 million tonnes. 

In Sierra Leone, the extraction is relaunched by Titanium Resources Group which 
stopped its production in 1995 because of the civil war. Every year, 1.2 million tonne of ore 
will be extracted and sold to Alcoa World Alumina L.L.C and Glencore A.G. Norsk Hydro 
has projects for the production of aluminium and hydro-electric power in Angola. Alcoa plans 
to relaunch the foundry of Velco to Tema in Ghana with a production of 120.000 tonnes. 

 
 3.3. Sustainable production of aluminium 

Environmental questions are becoming an increasing concern of the aluminum 
business. The challenge is now to be on line with sustainable business and environment. The 
Brundtland Commission Report 1987 stated fifteen years ago “meeting the needs of the 
present, without compromising the ability of future generations to meet their own needs.”  

Financial implications are also important indeed. A company’s approach to 
sustainable development could affect share value and a company’s standing. For example the 
Dow Jones Sustainability Group Index measures the performance of industrial companies 
according to criteria for social responsibility and sustainable development. The aluminium 
industry is committed to good environmental stewardship by the minimization of any impact 
on the environment, the research into energy and emission reduction, the responsibility, safe 
disposal or re-use of waste products, the maximizing the use of recycled material, and finally 
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the restoration of land to nature or to sustainable agriculture after mining or other industrial 
processes. 

The Aluminium Industry is seeking to reduce energy consumption and emissions 
through more efficient production and recycling and through collaboration with customer 
industries. For example energy consumption per tonne of production has fallen by 70 percent 
over the past hundred years. PFC emissions per tonne of aluminium have diminished by 47 
percent between 1990 and 1997. The use of aluminium in automobiles has the potential to 
save up to 20 metric tons of CO2 equivalents for each tonne of additional automotive 
aluminium products used, due to enhanced vehicle fuel efficiency over the vehicle's lifetime. 
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Case study: International market of natural gas 
 

Natural gas meets nearly a quarter of the world’s energy needs. Demand for 
natural gas increased very strongly during the last three decades of the 20th century but has 
been stabilizing since 2000. Natural gas consumption is mainly connected geographically 
to production; a quarter of the supply is dedicated to international trade (Table 1).  

 
Table 1: Natural gas consumption in 2005, by major areas (in Gm3) 

Areas Consumption Share in world 
consumption (in %) 

Variation 
2005/2004 in %) 

North America 774.5 28.2% - 1.2% 
Central and South 
America, Carabeans 

124.1 4.5% + 5.7% 

Europe 526.7 19.2% + 1.6% 
Former Soviet Union 595.9 21.7% + 1.6% 
Middle East 251.0 9.1% + 3.9% 
Africa 71.2 2.6% + 4.0% 
Pacific Asia  406.9 14.8% + 7.8% 
World 2749.6 100% + 2.3% 
Source: BP Statistical Review of World Energy, June 2006. 
 

Natural gas reserves are comparable to those of oil but its production is one third 
lower, because natural gas is seriously disadvantaged by high transportation costs (Table 2).  

 
Table 2: Reserves of natural gas, by major areas (in Gm3) 

 1985 1995 2005 
   Reserves of gaz Reserves of oil 

North America 10.37 8.47 7.46 8.76 
South and Central America 3.32 5.96 7.02 16.63 
European Union 25 3.49 3.44 2.57 1.0 
Former Soviet Union 40.00 57.37 58.32 18,.88 
Middle East 27.67 45.37 72.13 113.71 
Africa 6.16 9.93 14.39 17.08 
Asia Pacific 7.57 10.54 14.84 6.07 
Total World 99.54 143.42 179.83 183.82 
Source: BP Statistical Review of World Energy, June 2006. 
 

There is no real market for this energy, and international trading of gas is based on 
long term contracts (Table 3, and 4).  

 
Table 3: World export and import capacities of LNG 

 (Millions tonnes of LNG) 
 2003 2004 2005 2006* 2007* 2008* 

export capacities  123,8 130,7 162,8 170,1 186,5 241,1 
import capacities 239,2 244,2 251,7 269,3 295,2 378,4 

* Forecasts. 
Source: The Petroleum Economist: Encyclopedia of LNG 2006 
Observation: one tonne of LNG is equivalent to 1380 m3 of steamed gas. 
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Table 4: International trade of natural gas (in Gm3 and %) 
 1985 1990 1995 2000 2005 

International trade flows 216 321 388 526 721 
Share in world production 12.5% 16.1% 18.3% 21.7% 26.1% 

Source: BP Statistical Review of World Energy, June 2006. 
 

Natural gas meets 24 percent of the energy needs of the European Union, and 
this reduces the EU’s dependency on imported oil. Thus, the region would seem to be in the 
process of becoming dangerously dependent on Russian natural gas; actually, it is true to say 
that interdependence connects the two partners. 

 

1. Economy and geography of natural gas 
Natural gas, or methane, is a hydrocarbon presenting a size competitive disadvantage 

with regard to oil because its transportation is very expensive. Therefore, although natural gas 
reserves are at the same level as those of oil, methane is under-exploited, its production being 
widely dedicated to local consumption. 

 
1.1. The transport of natural gas is expensive 

Natural gas is a fossil energy which can be found on its own in sedimentary ponds - 
this is so-called “dry gas” - or in association with oil; when oil is extracted, a small quantity of 
gas is produced. The various processes involved in exploring for and producing natural gas are 
not fundamentally different from those of oil. The gas properties of this energy nevertheless 
carry certain disadvantages; it is difficult and expensive to transport it. Furthermore, natural 
gas transportation is very sensitive to economies of scale. 

One cubic meter of gas contains 1300 times less energy than one cubic meter of 
oil. It is transported by pipe in which the pressure is significantly increased by compressing 
the gas and forcing it to move. It can also be liquefied for transportation by sea; it is brought 
up to a temperature of 161° Celsius and then loaded onto a special ship (a gas carrier) which 
forwards it up to a re-gasification plant and then distributed by networks to the final consumer. 
When it is in liquid shape (it is known then as “liquefied natural gas” or LNG), one cubic 
meter of LNG represents 600 times more gas than when it s in the form of gas (Table 5). 
Whether methane is transported on land or by sea, it is approximately five times more 
expensive to transport than oil. 

The gas industry depends on important economies of scale: for example, it is three 
times cheaper to forward natural gas by a 56 inch canal rather than one of 30 inches. 
Consequently, natural gas can be essentially transported in a cost-effective way towards the 
dense energy outlets of the developed countries markets. In developing countries, when 
demand is weak, natural gas is used only if there is no need to transport it; in such instances it 
will more often than not be used to produce electricity. 

Gas is especially used as fuel. Much environmental interest is focused upon it since its 
combustion is clean, with very few elements to damage the ozone layer, which can produce 
acid rain, or contribute to the greenhouse effect. Natural gas does not produce sulfur dioxide, 
few nitrogen oxides, and less carbon dioxide than other fuels (a half that of coal, a quarter that 
of fuel oil). This advantage is not however taken into account in determining the price of 
natural gas which is simply considered as an oil fuels substitute for heavy fuel oil and heating 
oil. Natural gas prices do not exceed those of these two fuels. So, natural gas value is less 
appreciated than that of oil and its price represents on average 80 percent of that of oil which 
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sold at a higher price due to the petrol it contains. Thus, the additional transportation and 
distribution costs of this fuel remain chargeable to the supplier. 

Gas being more expensive to forward than oil and being sold cheaper, the gas 
rent is lower than the oil rent. In 2005, we can consider them globally to amount to 
$15/barrel fuel oil equivalent against $45/barrel, respectively. When a country is able to 
produce oil as well as gas, it most usually prefers to produce only oil. This decision is 
understandable and explains why natural gas is an under- exploited resource. World reserves 
of gas are at the same level as those of oil, while natural gas production is only two thirds of 
that of oil. 

 
Table 5: Principal convection factors 

To convert to billion cubic 
meters NG 

to million tonnes of 
oil equivalent 

to million tonnes 
of LNG 

to million barrels 
of oil equivalent 

to $/barrel of 
oil 
equivalent 

from Multiply by 
1 billion cubic 
meters NG 

1 0.90 0.73 6.29  

1 million tonnes of 
oil equivalent 

1.111 1 0.805 7.33  

1 million tonnes of 
LNG 

1.38 1.23 1 8.68  

1 million barrels of 
oil equivalent 

0.16 0.025 0.02 1  

$1/MBtu     5.8 
Source: BP Statistical Review of World Energy, June 2006. 
 

1.2. Natural gas geography 
Given its high transportation cost, natural gas was consumed at first only where it was 

produced. In 1950, the United States and Rumania accounted for almost the whole world 
consumption of natural gas which at the time contributed to only 10 percent of the world’s 
energy requirements. Then, other countries such as Canada, many European countries 
(Germany, Italy, France, and the Netherlands), the USSR, Middle Eastern and North African 
countries, experienced this form of energy and began to become consumers of it. It might at 
first be thought that natural gas geography would be different from that of oil which has 
an advantage based on the fact that natural gas would be localized outside OPEC 
countries. However it very soon became apparent that these two hydrocarbons were 
globally localized in the same countries. Natural gas reserves are strongly concentrated. 
Three countries (Russia, Qatar, and Iran) account for more than half the world reserves, six 
others account for an additional one fifth, with around thirty others accounting for the rest 
(Table 6). 
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Table 6: Main producers of natural gas (in Gm3) 

 1985 1990 1995 2000 2004 2005 Variation 
2005/2004 

Canada 84.2 99.3 158.7 183.2 183.6 185.5 1.3% 
United States 475.5 514.2 534.3 550.6 539.4 525.7 -2.3% 
Mexico 27.0 26.8 26 .6 35.8 37.4 39.5 6.0% 
Argentina 13.9 17.8 25.0 37.4 44.9 45.6 1.9% 
Venezuela 17.3 22.0 27.5 27.9 28.1 28.9 3.2% 
Norway 26.2 27.8 27.8 49.7 78.5 85.0 8.6% 
Netherlands 71.5 60.6 67.0 57.3 68.8 62.9 - 8.4% 
United Kingdom 39.7 45.6 70.8 108.4 96.0 88.0 -8.1% 
Ouzbekistan 32.3 38.1 45.3 52.6 55.8 55.7 -0.2% 
Russia 431.0 597.9 555.4 545.0 591.0 598.0 1.5% 
Turkmenistan 77.6 81.9 30.1 43.8 54.6 58.8 7.9% 
Algeria 34.3 49.2 58.7 84.4 82.0 87.8 7.3% 
Abu Dhabi 13.2 20.1 31.3 38.4 46.3 46.6 0.9% 
Saudy Arabia  18.8 30.5 42.9 49.8 65.7 69.5 6.1% 
Iran 14.6 23.2 35.3 60 .2 84.9 87.0 2.8% 
Qatar 5.5 6.3 13.5 23.7 39.2 43.5 11.4% 
Australia 13.5 20 .6 29.8 31.2 35.3 37.1 5.5% 
China 12.0 14.2 17.9 27.2 41.0 50.0 22.2% 
Indonesia 32.3 45.3 63.4 68.5 75.4 76.0 1.1% 
Malaisia 10.3 17.8 28.9 45.3 53.9 59.9 11.6% 
World 1676.3 1987.9 2142.4 2432.3 2703.8 2763.0 2.5% 

Source: BP Statistical Review of World Energy, June 2006. 
 

During the period of increasing energy prices, namely, the 1970s, technical progress 
in the transportation of natural gas made it cheaper to transport it in huge quantities over long 
distances, and international trade has been growing. In 1970, international trade represented 7 
percent of natural gas production. This share gradually rose to 26 percent in 2005 (Table 3). 
Nevertheless, this percentage remains modest compared to the oil trade which constituted 63 
percent of production in 2005. Three quarters of traded natural gas is transported by 
pipeline, the remaining quarter by sea (LNG). 

North America represents the main natural gas region in the world, and its production 
to some extent reflects its stagnant consumption. The former Soviet Union is the second zone 
of production and consumption; it is also the main source of export (Table 7). Western 
Europe represents the third natural gas market in the world and constitutes the main 
importing region. 
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Table 7: Main exporters of natural gas in 2005 (in Gm3)  

Pays Exports by pipes Exports as LNG Total Exports Variations 
2005/2004 (in %) 

Russia 151.38  + 2.0% 
Canada 104.18  + 2.1% 
Norway 79.46  + 6.1% 
Algeria 39.08 25.68 + 6.4% 
Netherlands 46.75  - 5.0% 
Indonesia 4.83 31.46 - 8.5% 
Malaisia 1.78 28.52 + 3.5% 
Qatar  27.10 + 12.6% 
Australia  14.85 + 22.0% 
Trinidad and Tobago  14.01 + 0.1% 
Nigeria  12.04 - 4.4% 
World 532.65 188.81 + 6.1% 

Source: BP Statistical Review of World Energy, June 2006. 
 

1.3. International natural gas markets  
There is no effective natural gas market, the biggest part of the international trade 

being organized in long term contracts. This is easy to explain. A natural gas producer has to 
engage in particularly heavy investments to build his production capacities, with weak 
expected profitability. For this reason he wants to avoid running the risk of not being able to 
sell his production. As far as the natural gas consumer is concerned, he invests large amounts 
in a tight distribution network. He cannot sell his natural gas above the industrial or domestic 
fuel oil price. Hence, he does not want to run the risk of buying his natural gas too 
expensively, or of not finding a supplier. These risks create interdependence between both 
partners who conclude a long term contract, for a period of say twenty to thirty years, on 
agreed quantities, with an indexed price for those of substitutes such as industrial and 
domestic fuel oils. The buyer has to remove the contractual capacities, the « take or pay » 
clause forcing him in every case to pay the supplier, whereas there is removal or not of 
foreseen quantities. These contracts also lead to exchanges of technologies related to the 
exploration, production, transportation and distribution of natural gas. They are often 
accompanied by financial aspects (long-term loans in case the supplier needs additional 
financial means to achieve his project). 

There are two free markets of natural gas, both restricted in their international 
dimension: the American market and the rising European market. The opening-up of the 
American natural gas market was inaugurated by the Natural Gas Policy Act of 1978 which 
abolished the administered price of natural gas, put suppliers in competition with each other, 
and separated them from carriers and distributors. Because of the large number (several 
thousand) of American producers, and the large number of buyers (1200 distribution 
companies), a proper wholesale market has been set up; natural gas wellhead price results 
from supply and demand confrontation: it is the Henry Hub price. In Europe, liberalization of 
the natural gas market began in 1998. But this opening up to competition actually remains 
limited; in 2006, 1,5 Gm3 of gas representing 0,3 percent of the European consumption was 
sold at a free market price on the National Balancing Point, the only place where contracts are 
made at prices which are not administered or negotiated. 

It is earnest wish of the United States that an international LNG market should be set 
up, based mainly across the Atlantic Ocean. On this market they would be able to obtain the 
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quantities necessary to cover the growing deficit that they are going to face because of the 
reduction in their domestic production. Yet natural gas producers are reluctant to support any 
such project and remain faithful to long-term contracts. These two opposing tendencies 
become apparent when comparing the capacities LNG-importing countries have already 
installed (300 million tonnes of LNG), with the capacities exporting countries have built (180 
millions in liquefaction). 
 

2. Natural gas in developing and in emerging countries 
Natural gas is essentially dedicated to satisfying the domestic demand of producing 

countries. This enables them to dedicate more oil to their exports, when this situation arises, 
because oil provides them a higher rent. As far as emerging countries are concerned, they do 
not consider natural gas as an energy priority. They prefer to produce their own, much less 
expensive national coal, even if it is more polluting. 

 
2.1. The natural gas exporting and producing countries 

In developing countries that are producing natural gas, this energy is always preferred 
to the others to satisfy the local needs. This avoids having to transport it and allows more oil to 
be released for export. Oil provides higher export earnings than natural gas. Thus, whereas in 
Europe and in Northern America, natural gas satisfies approximately a quarter of energy 
needs, it satisfies 40 percent in the natural gas producing countries of Africa and the Middle 
East, and as much as 53 percent in the former Soviet Union countries. In general, in these 
countries, natural gas is sold at a very low price on the domestic market. This is due to the fact 
that natural gas is supposed to cover the basic needs of a wide sector of the population, and a 
cheap form of energy is normally expected to improve the competitiveness of local economic 
activities as well, or at least be sufficient to promote a good competitive situation. The choice 
of a low price leads to a situation where demand increases very strongly and the profitability 
of natural gas exploitation is not guaranteed. Therefore, natural gas associated with oil is 
flared even nowadays in significant quantities. (It is not profitable to exploit it commercially, 
given the low level of domestic prices). And very often, the public company responsible for 
the development of the natural gas industry does not possess sufficient financial means to 
renew its reserves. Its production is reduced or at least does not rise as high as the potential 
represented by the reserves: this situation is particularly met in Indonesia, in Argentina, in 
Nigeria, in Russia. 

Four countries only adopted a real natural gas strategy: Qatar, Russia, Algeria, and 
Egypt. For these countries, exports are important. Income from exports of natural gas allows 
developing industrial activities and services in addition to the natural gas sector.  

Two other natural gas countries hold very major reserves but operate a policy of 
holding back supply: Iran and Venezuela. They produce only natural gas associated with oil 
and use it for satisfying their domestic energy needs, without trying to export it. They dress 
this choice with a political dimension, declaring explicitly that they do not wish to help 
Northern countries, the United States in particular. Actually, they are affected by the same 
economic and technical constraints as the other countries who do not produce more natural gas 
than what the oil extraction rhythm allows: Saudi Arabia, the United Arab Emirates, Kuwait, 
Iraq for example. It is obvious that it is the relative weakness of natural gas rent that makes the 
development of oil reserves preferable to that of natural gas. 
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2.2. Emerging countries and natural gas 
Southern Countries which are discovering natural gas use it to cover their domestic 

energy needs. Thus, Asia Pacific represents a region where natural gas consumption is 
increasing most strikingly (7.8 percent in 2005) because many countries exploit natural gas 
resources recently updated: Bangladesh, China, India, Malaysia, Myanmar, Pakistan, 
Thailand, and Vietnam. Two large emerging countries, China and India consume all the 
natural gas that they produce, quantities that are small compared with all their energy needs, 
(Gas covers respectively 3 percent and 8 percent of the energy needs of these two countries). 
They began to import small quantities of natural gas in LNG form, but contracts were 
concluded at prices much lower than international prices and they will not be revised: the 
contractual prices reached hardly $4 / MBtu while the market price in the region has exceeded 
$8 / MBtu. Actually, in these two countries, the energy policy is clear: oil is imported in huge 
quantities. There is no local source of supply, and there is no way of avoiding its use, because 
it supplies fuels for which no substitutes exist. As far as fuels are concerned, production of 
local coal is preferred to possible imports of natural gas; local coal is produced at a cost of $2 / 
MBtu. These imports would naturally permit the use of a clean form of energy, but it would be 
necessary to pay more, and using foreign currencies, while energy is available locally in large 
quantities. Environmental arguments are totally absent in these energy choices, which are also 
adopted by Thailand and the Philippines. 

Two countries are the exception to these trends: Japan and South Korea. Since 
the beginning of the seventies, these countries have been importing at a high price LNG 
intended for the generation of electricity, an option aimed at reducing the atmospheric 
pollution which seriously affects these countries 

 

3. Natural gas and the European Union 
The European Union is a large consuming region of natural gas, henceforth mainly 

imported. A decision was taken to reduce the dependency of the region on oil to meet its 
energy needs (Table 8). Russia is the main supplier of the EU, an interdependence 
connecting both partners. Europe is trying to develop a wide domestic market for natural gas 
(see Table 9). The process is slow to establish because of the weakness of the political 
commitment of member states. The energy sector is strategic and there is much hesitation 
on the part of the EU to free it up to competition, whatever the advantage of doing so 
might be. 

Table 8: European Union balance of Energy, 1985-2005 
(millions tonnes oil equivalent) 

 1985 1990 1995 2000 2005 
Consumpation of energy 1503.7 1558.5 1565.8 1654.8 1715.1 
Of which oil 601.8 634.6 651.5 682.6 700.4 
Natural gazs 230.3 261.1 307.4 377.9 424.1 
Share of natural gas (in %) 15.3% 16.8% 19.6% 22.8% 24.7% 
Production of energy 868.7 807.7 810.8 803.0 731.9 
Of which natural gas 133.3 130.5 175.9 196.6 179.7 
Share of natural gas (in %) 15.3% 16.2% 21.7% 24.5% 24.5% 
Imports of energy 635.0 750.8 755.0 851 .8 983.2 
Of which oil 468.9 532.4 506.5 533.6 590.4 
Of which natural gas 97.0 130.6 131.5 181.3 244.4 
Share of natural gas (in %) 15.3% 17.4% 17.4% 21.3% 24.9% 

Source: BP Statistical Review of World Energy, June 2006. 
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Table 9: European Union balance of natural gas (EU25) in 2005 (in Gm3) 

Consumption Supply 
United Kingdom 95.1 Denmark 10.4 
Germany 88.7 Germany 15.8 
Italy 84.2 Italy 12.0 
France 49.4 Netherlands 62.9 
Netherlands 40.9 Poland 4.3 
Spain 34.7 United Kingdom 88.0 
Others 50.2 

 
 
 
Production 

Others 20.4 
Norway 78 
Algeria 53 
Russia 129 

Total UE25 492.4  
 
 
Imports Others (Nigeria, Egypt, UAE, 

 Qatar, Oman, Libya) 
24 

Source: CRE, Rapport d’Activité 2006. 
 

3.1. Natural gas in the energy policy 
In the 1960s, the European Union based its rapid economic growth on cheap 

imported oil. The oil crises of the 1970s highlighted the weakness of such an energy 
option. Dependency on imports turned out to be expensive and strategically dangerous. Thus, 
new policies were adopted to diversify as far as possible the different energies that were being 
used, and also the suppliers. In this context, natural gas holds a privileged place: cheap, clean, 
provided by suppliers other than OPEC countries, it is the best substitute for oil and coal. 

The natural gas option was adopted more easily in as much as several countries in the 
region had discovered natural gas deposits and already had local domestic distribution 
networks: Italy, Germany, France, the Netherlands, then the United Kingdom and Denmark. 
European demand for natural gas increased strongly. At first this was satisfied by 
domestic production, then imports played an increasing part in meeting demand. In 2005, the 
European Union (25 members) consumed 492 billion cubic meters of gas (Gm3), producing 
214 Gm3 (that is 43 percent), and importing 278 Gm3. Natural gas meets 24 percent of the 
energy needs of the region.  

 
3.2. Dependence on natural gas  

Fears are occurring over the European natural gas balance. Reserves in the North 
Sea are running out very quickly. Thus, natural gas demand must be increasingly 
covered by imports concentrated on three suppliers outside the European Union: 
Norway, Algeria, and above all, Russia. 

In 2005, Norway supplied 16 percent of the natural gas in the European Union. Even 
though Norway is not a member of the European Union, there are close ties (in particular with 
the other Scandinavian countries), and the economic and political interests converge. Norway 
still has plentiful natural gas reserves and Europe is the natural outlet.  

Algeria supplies 11 percent of natural gas needs of Europe. It is the oldest 
supplier of the region. There are close economic and cultural ties between Algeria and 
France, Spain, and Italy in particular. The relative political instability of the Maghreb is not 
enough to arouse major fears concerning the stability of the Algerian natural gas supply to 
Europe. 

In 2005, Russia delivered 129 Gm3 of natural gas to the European Union. This 
represents 26 percent of the EU’s needs and this situation seems all the more dangerous 
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in there have been recent disputes between Russia and two countries (Ukraine and 
Belarus) through which Russian natural gas is supplied to the EC. Fears arise underlining 
the apparent dependence of Europe upon Russian natural gas. This dependence can only 
intensify in the future. As natural gas demand increases, European production of natural gas 
falls strongly and in an irreversible way (the United Kingdom, the Netherlands, Denmark, 
Germany, Italy); supplies from more distant countries (Nigeria, Qatar, Egypt, UAE) may be 
able to serve as supplement but cannot meet the deficit which goes on increasing as a result of 
the capping of Norwegian and Algerian production. Increasing use of Russian natural gas is 
inevitable. However, when a closer look is taken of the situation, it seems more relevant 
to speak of interdependence rather than dependence between the Russian supplier and 
the European customer. 

Gazprom, the Russian public utility, produces 90 percent of Russian natural gas 
on which it holds the export monopoly. It sells 80 percent of this production on its local 
market, at a price which does not cover the total costs. In 2006, natural gas was sold at a price 
of $1.5 / MBtu on the Russian domestic market, while the same natural gas arrived at a price 
of $8 / MBtu at the German border. This situation does not allow Gazprom to secure the 
necessary financial means for the development of the huge natural gas reserves it holds 
particularly in Eastern Siberia. Thus, it has to export its natural gas. 20 percent of the 
production is reserved for export to Europe, at a price of $8 / MBtu in 2006, thus permitting 
Gazprom to balance its accounts and to find the necessary financial resources for its 
development program. 

The two potential clients for Russian natural gas are the European Union and 
China. The EC is the traditional, important, reliable outlet, already connected by the 
existing gas pipelines. China is an often announced potential outlet. Currently, this country 
does not accord any privilege to natural gas in its energy options and prefers to develop locally 
available coal, limiting the energy imports to oil which supplies the petrol it needs. Importing 
natural gas would mean competing for an expensive product bought with foreign currency, 
given that there is a cheap local fuel available namely coal. Coal surely is very polluting, but 
this aspect is not taken into account. China was equipped with three re-gazification plants 
which would have allowed her to import LNG but contracts were concluded at a price which 
was half of the international price. This situation would not be considered as standard on an 
Asian market where energy demand is very high. China could conceivably receive natural 
gas from Turkmenistan, but it is not really possible for her to become a significant outlet 
for Russian natural gas. The EC is actually the only reliable outlet for Russian natural 
gas. 

 
3.3. The liberalization of natural gas markets 

In1998, the European Union promulgated a directive with the intention of liberalizing 
the natural gas industry. The idea was to open up competition between suppliers, to unbundle 
supply, transport and distribution. A decline in domestic price was expected from this 
competition, and this should have contributed to an improvement in the competitiveness of the 
European economy. Actually, several hurdles prevented competition to settle up in the natural 
gas industry of the region. 

The small number of suppliers (eight in all - ExxonMobil, Shell, BP, Total, Statoil, 
Gazunie, Sonatrach, Gazprom) satisfied the biggest part of the European demand and made 
them all essential. Meanwhile, the big national distributors carried on signing contracts with 
these suppliers, at negotiated prices which were indexed to heavy fuel oil and heating oil 
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prices and not at market prices. Furthermore, natural gas was expensive to transport. Thus, the 
closest supplier was the right one to supply the customer; competition had no part to play in 
such circumstances. Transport networks for the supply of natural gas were set up to provide 
natural gas to the consumers and not to entitle substitution between various suppliers, as it is 
the case with the architecture shaped by the North American natural gas network.  

Natural gas can be stored, and distributors preferred using their stocks rather 
than using the spot market to adjust according to supply and demand. Finally, authorities 
seemed generally reluctant to allow competition free rein in the energy sector which is 
considered as strategic. This is something that the Brussels Commission has lamented, noting 
the lack of commitment on the part of the Authorities in liberalizing the natural gas markets. 
At the present time, the various national markets of the region remain relatively isolated. In 
2006, the average price of domestic natural gas stood at $17.2 / MBtu, ranging from $6.6 / 
MBtu in Hungary to $39.3 / MBtu in Denmark. 
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Case study: International market of cotton  
 

Cotton production is spread over the entire world and cotton is grown in about 100 
countries. Four countries alone (China, the USA, India, and Pakistan) account for 
approximately two thirds of world output. If Uzbekistan and Egypt are added, six 
countries would account for three quarters of world cotton production. This concentration 
in cotton production has to be put into perspective by considering the impact of domestic 
policy reforms in the largest cotton producing countries, as well as climatic and sanitary 
contingencies.  

The large world suppliers of cotton fibre are, first, the United States, followed by 
the African countries of the FCFA zone. As with most of the other agricultural primary 
commodities, international cotton prices are characterized by a downward long-term trend. 
China has a strong presence in this world market, because of its position as first producer and 
consumer. The decrease in the production costs noted in a great number of countries does not 
explain by itself the price reduction. Other factors come into play, such as the subsidies 
granted by some countries to their cotton producers, in particular the United States. Cotton is a 
matter of substantial economic and social importance for the African countries which grow it, 
in particular those of the FCFA zone.  

 
1. World market of cotton 

An analysis of fundamentals of the world cotton market initially highlights that China, 
United States, followed by India and Pakistan are major players in production levels in terms 
of world volumes.  

 
1.1. The main producer countries of cotton 

There was constant progress in the evolution of the world cotton production, from the 
beginning of 1950s until 2000. Production went up from 6.6 million tonnes, during the 
season 1950-51, to 25.43 million tonnes in 2006-2007 (Table 1 and Figure 1), that is a 
four-fold increase in world production. In 2006-7, the main world producers of cotton 
have been China (25 percent), the United States (20 percent), India (16 percent) and 
Pakistan (9 percent). These four countries represent 70 percent of the world’s production, a 
marked increase over the 51 percent share these countries held in 1980-1981. It is useful to 
note that Uzbekistan’s share of world cotton fibre production dropped from 12 percent (when 
it was 3rd producer in the world) in 1980-81 to 4 percent in 2004-2005. This spectacular drop 
occurred following the fall of the Berlin Wall in 1989, a period during which the Uzbekistan 
cotton market suffered serious disruption caused by mismanagement of the irrigation system 
intended primarily for cotton production.  

It should also be noted that the share of African countries belonging to the CFA franc 
zone of world cotton production went up twice in 25 years, rising  from 2 to 4 percent, and 
that their production of cotton fibre rose five-fold. Finally, it is important to note that, of the 
European Union member states, only two countries produce cotton, namely Greece and to a 
lesser extent, Spain.  In 2004-2005, these two countries accounted for scarcely 1.9 percent of 
world cotton fibre production, though there had been a marginal increase over a 25 year-
period, up from 1.3 percent in 1980-81. 
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Table 1: Main producers of Cotton (millions tonnes) 
  2001 2002 2003 2004 2005 2006 
China 5,32 4,92 4,87 6,32 5,77 6,35 
United States 4,42 3,75 3,97 5,06 5,16 4,58 
India 2,69 2,31 3,04 4,13 4,12 4,22 
Pakistan 1,78 1,74 1,71 2,48 2,25 2,31 
Brazil 0,77 0,85 1,31 1,3 1,03 1,14 
Ouzbekistan 1,06 1,02 0,89 1,13 1,23 1,1 
World production 21,49 19,3 20,73 26,3 25,15 25,43 

Source: International Cotton Advisory Council (ICAC), 2007. 
 

Figure 1: Cotton production (million tonnes), by main countries, 1980/81 - 2009/10 

 
Source: UNCTAD secretariat, based on: "Cotton: World Statistics - International Cotton Advisory 
Committee (ICAC)", 2007. 

 
 1.2. Evolution of cultivated land and returns 

Despite the declining trend of cotton's share in textiles fibres since the 1970s, cotton 
remains by far the most important natural fibre of the 20th century. Nevertheless, in the early 
2000s, cotton represented 38 percent of the fibre market. In the context of a developing 
country, cotton is crucially important by reason of the income and employment provided in its 
production and processing. The growth of cotton production since 1945 was due for the most 
part to improved yield (the output per hectare tripling between 1946 and 2006, topping 643 
kilograms per hectare (kg/ha) in 2003, and up from 209 kg/ha in 1946, according to the 
International Cotton Advisory Committee - ICAC), rather than to simply expanding the area 
under cultivation. Cultivated land increased by only 32 percent over the period 1946-2003, 
expanding from 22.3 million hectares to 30 millions. 

The area of land under cotton cultivation, and the returns expressed as kilos of cotton 
fibre per hectare, cover the same period as that considered for production (1950-2005). It 
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shows that the increase in world cotton fibre production is due more to an increase in the 
returns than to an increase in the land under cultivation. Indeed, the average world return 
increased  by 3,2 during this period, going up from 233 kg/ha, during the season 1950-1951, to 
744 kg/ha in 2004-2005, while the increase in cultivated land was only 23,8 percent, with 
28.537.000 ha cultivated in 1950-1951 and 35.332.000 ha in 2004-5.  

A comparison of the average returns obtained in the main countries and the 
production areas was made by taking as a base of comparison the 1980-81 and 2004-2005 
seasons. It is important to note the progress of the main producing countries, these being 
China (up from 550 in 1980-81 to 1111 kg/ha in 2004-2005), the United States (up from 453 
to 958 kg), India (up from 169 to 463 kg) and Pakistan (up from 339 to 769 kg); it is 
noticeable that the returns have often more that doubled.  

Consequently, Chinese production is forecast to rise by 29 percent to reach a record of 
6.3 million tons. Production in the United States is expected to reach 4.35 million tonnes, up 
about 9 percent from the previous season. Other major cotton producing countries such as 
Australia, Brazil, Pakistan and Uzbekistan have had higher production.  

The progress is similar in countries such as Australia and it is particularly spectacular 
in Brazil where the returns increased more than five-fold going up from 208 to 1101 kg/ha. 
The same tendency can be discerned in the CFA franc zone countries because the returns 
increased on average only by 44 percent, going up from 310 kg in 1980-81, to 445 kg/ha in 
2004-5. Furthermore, the average returns in this area stay below the world average and the 
difference increased considerably, because it was 25 percent in 1980-81, with 411 kg/ha of 
world average, against 40 percent in 2004-5, with a world average of 744 kg kg/ha.  

 
1.3. World demand and consumption of cotton 

The main producers are also the main cotton consumers. Among them, China is 
the most important by far; absorbing more than a third of world consumption in 2005 
(Table 3 and table 4). This trend is clearly set to continue over the next few years. For several 
decades, international cotton fibre consumption increased at an annual average rate that was 
very close to that of the production.  

World cotton consumption is expected to reach 25.12 million tonnes in 2006-7, up 
about 740 000 tonnes from the previous season, driven largely by the booming textile 
industry in China. In China, total cotton mill consumption is estimated to reach 9.45 million 
tonnes in 2006-2007, up 450 000 tonnes from 2005-2006.  

Consumption is therefore situated around 24.38 million tonnes of cotton fibre, lower 
than production which stands at around 25.15 million tonnes. Sometimes, consumption just 
slightly exceeded production during different periods. During 2004-2005, the distribution of 
the world consumption of cotton fibre shows that China is the main world consumer by 
far (36 percent), ahead of India (14 percent) and Central Europe countries, Europe and 
Turkey (10%). The progress China has made in the consumption of world cotton fibre is 
impressive because it only stood at 23 % in 1980-81 and was estimated at 39 % for 2005-
2006. This predicted massive rise in Chinese consumption can be largely attributed to the 
liberalization of the world textiles market, after the intervention by the WTO on 1 
January 2005, giving a strong impulse to the Chinese textile industry. This growth in 
Chinese consumption and, to a lesser extent, those of India and Pakistan, was made to the 
detriment of other regions where the textile industry had lost much of its competitiveness, in 
particular Europe (Europe 15) and Central Europe.  
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Table 2: Main consumers of Cotton (millions tonnes) 

 2001 2002 2003 2004 2005 2006 
China 5,51 6,14 6,98 8,52 9 9,45 
India 2,91 2,91 3 3,3 3,6 3,85 
Pakistan 1,86 2,04 2,23 2,34 2,48 2,6 
UE, Centr Eur, and Turquey 2,43 2,4 2,1 2,31 2,23 2,2 
East Asia and Australia 2,13 2,08 1,91 1,97 1,87 1,86 
United States 1,68 1,58 1,41 1,46 1,31 1,21 
Brazil 0,83 0,8 0,88 0,9 0,87 0,87 
CIS 0,67 0,67 0,69 0,67 0,7 0,73 
World consumption 20,12 20,88 21,46 23,84 24,38 25,12 

Source: ICAC, 2007. 
 

Figure 2: Cotton consumption (million tonnes), by main countries, 1980/81-2009/10 

 
Source: UNCTAD secretariat, based on: "Cotton: World Statistics - International Cotton Advisory 
Committee (ICAC)" 

 
Sharp increases in the exports of textiles and clothing to developed countries such as 

the United States and the European Community, following China's admission to the WTO 
have brought about a sharp increase in mill consumption since 2002. Given its comparative 
advantage, it is expected that China will continue to increase its exports of cotton textiles in 
the near future. Other developing countries such as Brazil, India, Pakistan and Turkey 
are estimated to have slight increases in mill consumption. Meanwhile, mill consumption 
in the United States declined by about 5 percent to 1.3 million tonnes. Consequently, the world 
cotton consumption increased slightly compared with the previous season. As world 
production is expected to be slightly equal to consumption in 2006-2007, stocks will reach 
nearly 20 percent from last session with 11.52 million tonnes (Table 5 and table 6).  
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Table 3: World stocks of cotton 
  2001 2002 2003 2004 2005 2006 
World stocks 10,98 9,23 8,55 10,48 11,25 11,56 
China 3,09 2,39 2,17 1,36 1,41 1,49 
United States 1,62 1,17 0,76 1,23 1,25 1,55 

Source: ICAC, 2007. 
 

Figure 3: Long-term price developments for cotton (Cotlook A-Index, 1973/74-2004/05) 

 
Source: UNCTAD secretariat (Data: UNCTAD Commodity Price Bulletin). 

 
Since 1940, world cotton consumption has increased at an average annual growth rate 

of about 2 percent (roughly the same as production). Growth in the demand for cotton was 
comparatively higher in the 1950s and 1980s, with an average growth rate of 4.6 percent a 
year during the 1950s and 3 percent in the 1980s. Developing countries have absorbed much 
of global cotton output since 1945. Their share in global consumption has become even more 
significant since the end of the 1990s. Developing countries accounted for approximately 
77 percent of global cotton consumption between 1981 and 1998; since 1999 their ratio 
has been above 80 percent, according to projections based on ICAC figures. In 2007, 
they will absorb almost 87 percent of global cotton output. 

Cotton consumption has shifted to developing countries mainly as a result of 
rising wage levels in developed countries. In the textile sector, labour accounts for about 1/6 
of production costs. This means that raising labour costs eroded the competitive edge of 
developed countries, and contributed to the shifting of cotton processing to low-cost 
economies (most notably Asia and the Maghreb, but also Africa). Following specialisation, 
some countries were able to forge new patterns of comparative advantages out of competitive 
differences in quality. These countries built on the competitiveness and dynamism of the 
textile sector, which became the foundation stone of their development. Other exogenous 

http://www.unctad.org/Templates/Page.asp?intItemID=1889&lang=1
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factors (such as the development of new technologies and improved infrastructures) favoured 
delocalisation of production by enterprises based in developed countries.  

The main cotton producing economies also account for a large part of consumption. 
According to ICAC data, China, the United States, India, and Pakistan as a whole would 
account for approximately 56 percent of global cotton consumption over the period 1980-
2007. Their overall consumption has risen considerably in volume. For example, consumption 
multiplied by 1.3 in the USA and almost doubled in China and India. Pakistan has had the 
largest increase in volume which was multiplied by 4.5 between 1980 and 2007.  

 
2. European market of cotton 

The European Union is considered as a small trading country in the international 
market for ginned cotton representing about 5 percent of world imports, with Southeast Asia 
and Brazil being the main import markets. Greece and Spain are the two primary cotton-
producing Member States.  

Even though there are no significant yield differences between them, Greece is by far 
the largest supplier of cotton producing around 3 to 3.5 times more than Spain or 75-80 
percent of Community’s total production. In Greece, cotton accounts for 9 percent of the 
country’s total agricultural output, while Spain’s figure is only 1.5 percent. In both countries, 
the main production areas are much localized. The three main production regions in Greece 
are Thessaly, Macedonia-Thrace, and Sterea Ellada. In Thessaly cotton accounts for 60 
percent of arable land and in Sterea Ellada for about half of arable land. In Spain, the main 
production regions are Andalusia, especially the provinces of Seville and Cordoba, and 
Valencia. 

The support for cotton production is a sensitive subject in the European Union 
since together with other Mediterranean products cotton production is generally 
localised in poor rural areas whose development is lagging behind. Before the Common 
Agricultural Policy reform the aid regime was based on a direct aid per ton of unginned 
cotton, subject to a National Guaranteed Quantity (NGQ) for each Member State. The level of 
aid, granted to processors, who pay a minimum price to producers, is fixed periodically 
on the basis of the difference in a “guide price” and the world price. Since 1995/96, the 
“guide price” has been fixed at €1,063 per ton, with a minimum price of €1,009.9 per ton. 

New aid arrangements will apply from January 1, 2006. In these new 
arrangements for cotton there will be a partial move to a system of decoupling and single 
farm payments. The move is only partial in that 35 percent of the aid will continue to be 
provided in the form of an area payment, as direct aid. The remaining 65 percent will be 
provided as a single farm payment. Under previous arrangements the growers did not benefit 
from direct aid for cotton but rather from the indirect aid paid to ginners. During the reference 
period 2000 to 2002, no direct producer aid for cotton existed in the European Union. 

The total aid available per hectare in each Member State is fixed at 35 percent of 
the national allocation that producers received indirectly. The reason for the partial move 
to these new aid arrangements is to protect areas in which production would cease if there was 
a full change to single farm payments. The domestic support for European cotton growers is 
subject to a production ceiling. If the quantity is exceeded the amount of support is decreased.  

The assistance for restructuring programs in production regions will be financed 
by the European Agricultural Guidance and Guarantee Fund (EAGGF) as a part of the 
Rural Development policy. The reforms in this sector are estimated to require financial 
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assistance of € 22 million for adjustments. This expenditure will be entered in the 2007 
European Union budget. Furthermore, the European Union adopted an “action plan” in 2004. 
The aim of this action plan is to help developing countries fight agricultural commodity 
dependence and to support the development of the cotton sector in Africa. 

 
3. International trade of cotton  

China is not only the first cotton-producing country but also the first importing 
country, accounting in 2004-2005, for nearly one fifth of the world imports in volume 
(Table 4). Other major importing zones in 2004-2005 were, in decreasing order: Eastern Asia 
and Australia (29 percent), Europe (ex Europe 15), Central Europe and Turkey (19 percent), 
India, Pakistan and Bangladesh (13 percent). China’s share in the world imports improve  
considerably in 2005-2006, since it is likely to more than double, reaching about 45 percent. 

 
Table 4: Main importers (millions tonnes) 

  2001 2002 2003 2004 2005 2006 
Asie de l'Est et Australie 2,14 2,03 1,72 2,04 1,82 1,82 
UE, Eur, Centr, et Turquie 1,6 1,4 1,24 1,41 1,4 1,33 
CEI 0,33 0,35 0,31 0,35 0,32 0,32 
Amérique du Sud 0,22 0,33 0,3 0,23 0,31 0,32 
Chine 0,1 0,68 1,93 1,39 3,29 3,19 
Importations mondiales 6,23 6,54 7,29 7,22 8,85 8,73 
Source: ICAC, 2007 

In cotton exports, the United States are by far the leading exporting country with 
a share, in volume, of 40 percent in 2004-2005 (Table 5). The FCFA zone is in second 
position with 12 percent, followed by Uzbekistan (11 percent). The evolution of world 
cotton exports over the last 25 years is characterized by strong progress made by the FCFA 
zone, which tripled its relative share in volume, and the United States which moved up from 
30 percent to 40 percent. This increase in market shares was essentially to the detriment of 
countries and zones such as Uzbekistan, India and Pakistan, Europe (Europe 15) and Turkey.  

 
Table 5: Main exporters (millions tonnes) 

  2001 2002 2003 2004 2005 2006 
Etats-Unis 2,39 2,59 3 3,14 3,54 3,38 
Zone CFA 0,76 0,82 1,07 0,95 1,09 1,09 
Ouzbékistan 0,81 0,8 0,64 0,85 0,96 0,82 
Australie 0,66 0,57 0,47 0,44 0,55 0,59 
Brésil 0,25 0,11 0,21 0,34 0,4 0,43 
Grèce 0,15 0,28 0,3 0,26 0,35 0,29 
Chine 0,07 0,16 0,04 0,01 0,01 0,01 
Exportations mondiales 6,45 6,68 7,26 7,75 8,85 8,73 
Source: ICAC, 2007. 

 
Despite increases in local processing (especially in developing countries), cotton is 

still one of the most traded agricultural raw materials. Almost one third of cotton 
production (approximately 4.6 million tonnes of fibre) has been traded per annum since the 
1960s. With an annual average export of 1.6 million tonnes since 1980 (that is, 26 percent of 
the world's cotton exports), the United States is by far the dominant exporter with regard to 
cotton fibre.  
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In terms of the direction of trade flows, 48 percent of US cotton exports went to 
Asia in the 2000-2004 period, with four Asian countries (China, Japan, South Korea and 
Indonesia) accounting for one third of imports from the USA. The United States is also the 
single largest exporter of raw cotton to Mexico, which has relied heavily on US imports to 
supply its export assembly plants, known as Maquiladoras. Up to 1992 these transactions were 
only recorded by the Central Bank of Mexico. Starting in 1992, they have been incorporated 
into official international trade statistics, which explains the (apparent) sharp rise in Mexico's 
imports from the USA since then. Four percent of US exports during the period 2000-2004 
went to Canada. Over the same period, Turkey absorbed 11 percent of cotton exports from the 
USA.  

Since the collapse of the former Soviet Union, Uzbekistan has been the second 
major cotton exporter, accounting for 12 percent of world exports over the period 1990-
2004 (around 700 000 tonnes exported per annum over the reference period). According 
to ICAC projections, exports from Uzbekistan would decrease significantly over the years, 
declining in volume from 760 000 tonnes in 2001 to below 600 000 tonnes in 2006 (11 percent 
lost in world exports). Though West African countries together account for a small share of 
world exports, their cotton production is largely for export. 

Since the early 1980s, imports of raw cotton have become less concentrated, and the 
trend is expected to continue over time. The number of cotton importing countries rose from 
85 in 1980 to 104 in 2004. The share of traditional cotton importers has fallen over the past 
decades. The European Union, the Russian Federation, Japan, South Korea, and China 
together accounted for slightly more than one third of world cotton imports in the 2000s, 
compared to about three quarters over the 1980 decade. Especially in Asia, new important 
cotton importers have entered the market. This is notably the case of Thailand and Mexico, 
whose share in world cotton imports rose from less than 10 percent in the 1980s to almost 30 
percent at the beginning of the 21st century.  

The sharp increase in imports by China pushed the total cotton trade figures to in 
excess of 7 million tonnes in 2003-2004 for the first time in history, 723 000 tonnes more than 
in 2002-2003. The mainland of China alone imported nearly 2 million tonnes in 2003-2004, 
which was nearly 1 million tonnes more than the previous season, on account of reduced 
production and increased consumption. However, most other major importing countries such 
as the European Union, Indonesia, Mexico and Turkey had lower imports largely due to lower 
domestic mill consumption and/or slow growth in textiles exports.  

Sharp increases in exports from Brazil, former USSR countries; Mali and the United 
States more than offset the lower exports from Australia and Egypt. Exports from the United 
States reached a total  of nearly 3 million tonnes, and Brazil also experienced significant 
growth, with exports reaching 210 000 tonnes, nearly 100 percent more than in 2002-2003. 
Exports from the former USSR have remained sluggish over the past few years due largely to 
the slow growth in production and increased domestic mill use. It was expected that total 
exports in 2003-2004 would be 1.13 million tonnes, about 7 percent less than in 2002-3. 
Australia would see its exports continue to drop to only 470 000 tonnes due to the lower 
output level.  

After rebounding strongly in 2002-2003, production in most Francophone African 
countries continued to increase in 2003-2004. As more than 95 percent of output was for 
exports, Mali, Cote d'Ivoire and Burkina Faso experienced significant increases in exports in 
2003-2004. Mali is expected to increase exports by 10 percent to reach 182 000 tonnes, while 
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Burkina Faso increased exports by over 15 percent to reach 180 000 tonnes. However, Benin 
had lower exports, only 120 000 tonnes which was 28 percent lower than the 156 000 tonnes 
in 2002-3. In 2004-5, the global trade volume was about 9 percent lower than 2003-4 largely 
due to the sharp increase in production in China which led to lower imports.  

 
4. Price dynamics 
 

The world reference price on the international market of cotton is Cotton Outlook 
Index A of Liverpool. The historical evolution of cotton prices shows a regular decline 
because of technological progress, infrastructure improvements and a better control of 
inventories.  

 
4.1. Reference price determination 

The international reference prices are almost always negotiated in cash, or in futures, 
over a period of two to four months maximum. The indexes are determined by Cotton Outlook 
and by supply and demand balance. The world reference index is A Index of Cotton Outlook 
(Cotlook A) of Liverpool, established from the average of the lowest 5 national prices among 
a basket of national prices of 13 reference countries. This price is expressed in USD/pounds 
and corresponds to a fibre of average length of 1-3/32" (27.8 mm). Many of the cotton 
varieties which can be found in the world market are classified according to this category, 
although it is nevertheless possible to buy cotton at moving prices according to cotton quality. 
Nowadays, there is no forward contract really used as international reference. Forward 
contracts are really ruled, the most important being negotiated on the American stock 
exchange, but, in that case, they correspond to the specifications of the United States market. 

 
 4.2. Historical evolution  

The historical evolution, from 1980 until 2005, is based on the Cotlook A Index which 
is also expressed in FCFA/British Pound to determine the impact of appreciation or 
depreciation of the USD with regard to the Euro. In general, the long-term price evolution of 
cotton is rather similar to that of other farm products and is characterized by a tendency to 
decline (Figure 3). However, the falling trend with 0.24 percent a year over the last 40 years is 
approximately twice as fast as for all other agricultural primary commodities. The decline has 
accelerated these past 10 years, in the course of which prices are situated on average around 
55 cents a pound, against 75 cents a pound previously. The regular decline in the price of 
cotton accompanied a decrease in production costs which is due to various factors, such as the 
technological progress, the improvement of infrastructures, and better inventory control. 

Furthermore, cotton prices are also affected by strong volatility. Thus, the price of 
cotton reached a lower level of 28.5 cents/lb in October 2001, and rose to 74 cents/lb in the 
winter of 2003-2004. During the first quarter of 2006, prices evolved between 50 and 58 cents 
a pound. It is also necessary to emphasize that the dollar’s fall against the Euro that has 
been taking place since 2002, is an additional factor affecting the price of cotton exported 
from the FCFA zone. 

Developments within the major producing countries such as the United States and 
China can also affect the cotton price. The high level of subsidies granted by the United 
States to their cotton producers were frequently evoked and were officially cited by 
Brazil when she lodged an official complaint with the WTO, in March 2003 (Table 6). 
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This complaint was also taken up by African countries such as Burkina Faso, Mali, 
Benin and Chad.  

However, although the United States was roundly condemned by the WTO in March 
2005, and it was decreed that all their subsidies should be considered illegal and therefore 
gradually abolished, there are various estimations of the short-term impact of such abolition on 
cotton prices20. According to studies and used models, estimations of an increase in the price 
cotton can be anything from 2 percent to 30 percent, even 70 percent21. Nevertheless it is 
possible to over-estimate the positive effects that the elimination of subsidies could have 
on African cotton prices; principally because of the oligopolistic character of the cotton 
market and the constant under-evaluation of the cotton exports of the African countries 
in the FCFA zone. 
 

Table 6: Support through export programmes, 2001/02 - 2002/03 

 
Source: UNCTAD secretariat, based on: "Lower Subsidies This Season" (C. Valderrama, ICAC, 2003). 

 
5. Genetically Modified cotton versus sustainable cotton 

In 2006, the global area of Genetically Modified-crops (GM-crops) reached 102 
million hectares, with a 60-fold increase between 1996 and 2006; this makes genetic 
engineering the fastest adopted crop technology in recent history.2 10.3 million farmers from 
22 countries grew GM-crops. The 22 countries comprised 12 developing countries, which 
grew more than 40 percent of the global GM–crop area, and 10 industrialized countries; they 
were, in order of hectarage, the United States, Argentina, Brazil, Canada, India, China, 
Paraguay, South Africa, Uruguay, Philippines, Australia, Romania, Mexico, Spain, Colombia, 
France, Iran, Honduras, Czech Republic, Portugal, Germany, and Slovakia. 

The largest absolute increase in biotech crop area in 2006 was in the United States, 
followed by India and Brazil. The largest percentage increase was in India, with a threefold 
increase from previous year, mainly in Biotech cotton that confers resistance to important 
insect pests of cotton. Biotech soybean continued to be the principal GM–crop in 2006, 
followed by corn, cotton and canola. Herbicide tolerance has consistently been the dominant 
characteristic, followed by insect resistance and a combination of the two traits. 

In 2006, six European Union countries planted biotech crops: Spain, which continued 
to be the lead country, followed by France, the Czech Republic, Portugal, Germany and 

                                                 
20 Gillson, Ian, Poulton Colin, Balcombe Kelvin, and Page Sheila: Understanding the impact of Cotton Subsidies 
on developing countries, Working Paper, FAO, May 2004;  
21 Poonyth, Daneswar,, Sarris Alexander, Sharma Ramesh and Shui Shangnan: The impact of domestic and trade 
policies on the world cotton market, FAO, April 2004. 
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Slovakia. Spain planted 60,000 hectares of corn in 2006. The cultivated area of Biotech corn 
in the other five countries increased more than fivefold from approximately 1,500 hectares in 
2005 to approximately 8,500 hectares. According to International Service for the Acquisition 
of Agri-biotech Applications (ISAAA), growth in these five countries is expected to continue 
in 2007 albeit on small cultivated areas. 

Genetically modified (GM) cotton rose to account for 28 percent of all land sown 
to cotton globally in 2005 and to one-ninth of the world’s total area of GM crops. But the 
United States and China account for almost all of that, where the proportion of plantings that 
are GM are already more than four-fifths and two-thirds, respectively. The only other countries 
with high GM adoption rates by 2005 are Australia and South Africa, both with slightly more 
than four-fifths of their cotton areas under GM varieties. Apart from India and Mexico, where 
legal adoption began to take off only in 2003-2004, and an unknown extent of (possibly 
illegal) plantings in Argentina, no other developing countries have widespread adoption yet of 
this new technology. 

In contrast, Max Havelaar, one of the main fair trade associations, launched, in March 
2005, the first fair trade label for a non-food commodity: cotton. To achieve its aim, Max 
Havelaar has worked with small producers from Cameroon, Mali and Senegal (about 20'000) 
organised in association and certified by the international standardisation body: Fairtrade 
Labelling Organisation (FLO). Cotton growers from Burkina Faso joined this enterprise in 
2005. Then, cotton farmers from this country are likely to account for the greatest share of the 
global fair trade cotton production. 
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