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Preface

The twelfth session of the United Nations Conference on
Trade and Development (UNCTAD XII) was held in Accra,
Ghana, from 20 to 25 April 2008. The Conference adopted the
Accra Accord, which forms the basis for UNCTAD’s work for
the next four years.

The agreed work programme on commodities, which
includes institutional arrangements, marks both a continuation
and a new departure, or revival, of work on commodities in
UNCTAD.

The Accra Accord reconfirmed that UNCTAD should
continue to play a key role, with appropriate coordination with
other international and regiona actors including with relevant
international commodity bodies, in order to address the trade and
development problems associated with the commaodity economy,
giving due attention to all commodity sectors, such as agriculture,
forestry, fisheries, metals and minerals, and oil and gas.

The Accra Accord also mandated UNCTAD to promote
intergovernmental cooperation and consensus-building on:

e Ways of integrating commodity policies into national,
regional and international development and poverty-
reduction strategies;

o Traderelated policies and instruments for resolving
commodity problems; and

e Investment and financia policies, in order to access
financial resources for commodity-based devel opment.

It provided for a multi-year expert meeting on commodities
and development to be ingtituted in UNCTAD for the next four
years. This meeting — which marks the first time in more than a
decade that UNCTAD has had an intergovernmental machinery
devoted specifically to commodities — is mandated to produce
“practica options and actionable outcomes’ for addressing the
opportunities and challenges related to long-standing commodity



trade and development issues and to assuring development gains
from commodity trade.

With regard to institutional arrangements concerning the
UNCTAD secretariat, the Accra Accord urged the Secretary-
Generd of the United Nations to transform the existing
Commodities Branch into an autonomous unit reporting directly
to the Secretary-General of UNCTAD. It aso indicated that
through the guidance and leadership of the Secretary-Generd of
UNCTAD, this unit should contribute more effectively to
developing countries’ efforts to formulate strategies and policies
to respond to the chalenges and opportunities of commodity
markets.

This booklet reproduces the texts of the Accra Accord
relating specifically to commodities as well as texts of a more
general nature — including on ingtitutional issues — that are
relevant to carrying out the mandate on commodities. The texts
are reproduced here for ease of reference, and as a work tool for
al those involved in UNCTAD activities or in work related to
UNCTAD’s mandate on commodities.

Harmon Thomas
Head
Special Unit on Commodities
UNCTAD
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Excerpts from the Accra Accord

Excerpts from the Accra Accord:! paragraphs
relevant to the mandate on commodities

A. Policy analysis

50. The challenges regarding commodity trade continue to be a
major issue in the twenty-first century. While the current
commodity boom has improved the situation of primary
commodities in world trade and revived the potentia role of
commodity trade in contributing to sustained economic growth
and poverty reduction in the globalized economy, key realities of
the commodity economy remain, including price volatility in the
sector, and its impact on incomes in rea terms, limited
development gains from the production and trade of primary
commodities for many developing countries, especially least
developed countries (LDCs), and continued difficulties in
diversification. A long-term resurgence in the demand for, and
value of, primary commodities in world trade would hold out the
possibility that commodity-dependent developing countries may
be able to generate sufficient gains from commodity trade to
relieve financing constraints and enable them to launch their
economies on a sustained growth path of rising income,
diversification and poverty reduction. These prospects raise
opportunities and challenges for trade and development, and the
need for appropriate policy responses at the national, regional and
international levels.

51. Severa emerging issues have a bearing on the extent to
which stronger demand and higher prices for commodities will be
translated into sustainable growth, development and poverty

! Seer UNCTAD. Report of the United Nations Conference on Trade and
Development on its twelfth session. TD/442.
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UNCTAD’ s Work on Commodities: The Mandate from the Accra Accord

reduction. Key among these are: the consolidation and
concentration of firms in international commodity supply chains
and the need for a competitive environment for commaodities;
exchange rate appreciation and loss of competitiveness; the
digtribution of the gains between different actors in the
commodity sector; the channelling of revenues to investment in
infrastructure and human capital; the relationship between greater
commodity use and sustainable development; the use of
commodities as an asset; as well as the implications of volatile
energy and food prices.

B. Policy responses

77. Actions are needed to dea with long-standing commaodity
trade and development opportunities and challenges in order to
ensure that commodity-dependent developing countries,
particularly the least developed among them, are able to derive
increased benefits from the globa integration of markets and to
meet the Millennium Development Goas, and to harness
development gains from the boom in commodity prices.

78. In relation to long-standing commodity trade and
development opportunities and challenges, policy actions are
needed to mitigate the impact of highly volatile prices and
incomes, especialy for agricultura commodities on commodity-
dependent countries and poor farmers. Policies should also
facilitate value addition and greater participation in commodity
value chains by commodity-producing countries. Efforts should
be made at all levels, and for al participants in the commodity
sector to improve transparency and accountability. Welfare safety
nets, the use risk management tools to hedge against price
volatility, diversification of the economic bases of countries
benefiting from rising commodity prices, and facilitation of
access to resources for financing commodity development are
also important policies.

79. Actions are needed to support the effective utilization by
commaodity-dependent developing countries of the opportunities
offered by current higher commodity prices to initiate a process
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of sustained economic growth towards the goal of poverty
eradication. The current commaodity boom is also having serious
detrimental effects on the commodity-importing developing
countries, particularly LDCs. These detrimental effects range
from balance-of-payments problems to reduced development
expenditures and to food insecurity. Concerns have also been
expressed by some developing countries about market failures,
the efficient functioning of markets and the need to improve
didlogue between the food importing and food-exporting
countries to reduce and stabilize world food prices. In this regard,
the decision of the Secretary-General of the United Nations to
immediately establish a high-powered task force, comprised of
eminent experts and leading policy authorities, to address the
current food crisis and its impact on poverty and the long-term
food security challenges facing such countries is welcomed.

83. Oil exporters would gain from channelling revenues into
investments in infrastructure and human capital for the benefit of
future generations. Attention should be given to the
diversification of the energy matrix, including renewable
energies. The international community, including Governments
and international financial institutions, should promote an
enabling environment for the development and utilization of
financing mechanisms for new energy technology and
infrastructure. Countries should also exchange experiences and
analysis, in order to further explore the sustainable use of the
biofuels alternative in a way that would promote socidl,
technological, agricultural and trade development, while being
aware of countries’ needs to ensure a proper balance between
food security and energy concerns.

C. UNCTAD’s contribution

91. UNCTAD should continue to play a key role, with
appropriate coordination with other international and regiona
actors, including with relevant international commaodity bodies, to
address the trade and development problems associated with the
commodity economy, giving due attention to all commodity
sectors such as agriculture, forestry, fisheries, metals and minerals

3
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and oil and gas. In this context, it should monitor developments
and challenges in commodity markets and address links between
international commodity trade and national development,
particularly with regard to poverty reduction.

92.

UNCTAD should enhance its efforts, under the three pillars

of its work, to help commodity-dependent developing countries to
harness development gains from the current boom in commodity
prices, as well as to deal with trade and development problems
related to commodity dependence.

93.

(@

In this context, it should:

Assist  commodity-dependent  developing  countries,
particularly small commodity producers, in their efforts to:
develop national commodity strategies, including
mainstream commodity policies into their national and
regiona development strategies; build supply-side capacity
and attain competitiveness; move up value chains and
diversify commodity sectors, comply with public and
private international trade standards, access commodity
information and databases; take advantage of export
opportunities for commodities in emerging markets; assist
developing countries, upon request, in building human and
ingtitutional capacities; assist developing countries, on
request, to promote and improve transparency and
accountability in the public, private and corporate sectorsin
order to enable the countries concerned to maximize the
benefits that accrue to them from the extractive industries,
taking into account, where appropriate, the implementation
of relevant initiatives on extractive industries, establish
effective marketing systems and support frameworks for
small commaodity producers, including economically viable
safety net programmes; and develop commoadity financing
and risk management schemes (including commodity
exchanges). In carrying out this work, UNCTAD should
avoid duplication and therefore work in coordination with
other relevant actors aready activein this areg;
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(b) Promote intergovernmental cooperation in the field of
commodities and consensus-building on ways of
integrating commodity policies into national, regional and
international development and poverty reduction strategies;
trade related policies and instruments for resolving
commaodity problems; and investment and financial policies
for accessing financial resources for commodity-based
development, including with respect to official
development assistance, Aid for Trade and other
possibilities;

(c) Contribute to building effective multi-stakeholder
partnerships with a view to identifying innovative
approaches to resolving commodity-related problems.

98. UNCTAD's work on energy-related issues should be
addressed from the trade and development perspective, where
relevant in the context of UNCTAD’s work on commodities,
trade and environment, new and dynamic sectors, and services.

* *x * *

V. Sub-theme 4: Strengthening UNCTAD:
enhancing its development role, impact and
institutional effectiveness

183. In view of the current challenges in commodities markets,
the Secretary-General of the United Nations is urged to transform
the existing Commodities Branch into an autonomous unit
reporting directly to the Secretary-General of UNCTAD, within
exigting resources of the Commaodities Branch of the Division of
International Trade in Goods and Services, and Commodities,
while retaining the Branch mandate and taking into account,
without duplicating, the work of other relevant organizations.
Through the guidance and leadership of the Secretary-General of
UNCTAD, this unit should contribute more effectively to
developing countries’ efforts to formulate strategies and policies
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to respond to the chalenges and opportunities of commodity
markets.

A. Research and analysis

184. Research and analysisis the backbone of UNCTAD’ s work
and it should be devel opment-ariented, independent and grounded
in solid evidence. It should also:

(c) Provide practica solutions and policy options and an
analyticad response to emerging and long-standing
development challenges and continue to examine systemic
issues related to trade and development and interrelated
issues,

(fy  Prepare, on demand and with donor support, country-
specific policy reviews and case studies in the areas of
investment, trade, services, commodities, science and
technology and innovation, and information and
communication technologies (ICTs);

B. Consensus-building

189. The consensus-building pillar of UNCTAD’s work is of
fundamental importance. The intergovernmental machinery
should strive to build consensus on policies that allow developing
countries to maximize the opportunities and address the
challenges of globalization and economic integration, and that
promote an enabling environment for sustained economic growth
and sustainable development. It should also provide guidance for
the work of the secretariat in al three pillars of UNCTAD. The
intergovernmental character of UNCTAD must be preserved, and
the coherence between the different levels of the
intergovernmental process must be enhanced.

190. The outcomes of intergovernmental meetings should be
more action-oriented and should identify practical solutions to
trade and development problems.

191. Greater participation of non-State actors, civil society, the
private sector and other stakeholders should be encouraged in
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UNCTAD’s intergovernmental meetings, including expert
meetings, in accordance with the established rules of procedure
and as prescribed in paragraphs 115-118 of the S&o Paulo
Consensus.

1. Trade and Development Board

192. As the highest body of UNCTAD between Conferences,
the Board should strengthen its decision-making and policy
function, and its governance function.

(f)  Overseeing the operation of its subsidiary bodies and
ensuring that they and the secretariat are discharging their
mandates in accordance with intergovernmental decisions
of UNCTAD;

194. The Board will add to the agenda of its regular session an
additional item entitled “Development strategies in a globalized
world”.

195. As an organ of the General Assembly, UNCTAD should
enhance its contribution to the work of its parent body. The
Board' s report to the General Assembly will continue to comprise
negotiated outcomes on Africa, the LDCs and technica
cooperation, chair's summaries and negotiated outcomes
addressed to the secretariat. The Board should also contribute
more to the work of the Economic and Social Council, in
accordance with relevant General Assembly resolutions,
particularly to work related to the integrated and coordinated
implementation of and follow-up to the outcomes of the major
United Nations conferences and summits.

196. The annual regular session of the Board will take place in
early September.

198. The President of the Board should hold monthly
consultations with the extended Bureau of the Board and
interested member States to alow for regular briefings by the
secretariat on forthcoming meetings, informal follow-up to
meetings, and procedural and housekeeping matters. The monthly
consultations should continue to serve as a forum for dialogue
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between the secretariat and member States on issues of interest to
the organization.

2. Commissions

201. The commissions are subsidiary bodies of the Trade and
Development Board and their reports, including any conclusions
and recommendations agreed within the scheduled time of their
sessions, will be submitted to the Trade and Development Board
for approval. They are intergovernmental meetings attended by
government representatives. The role of the commissions is. to
conduct policy dialogue on one or two selected issues; to consider
reports of expert meetings, to manage and recommend for
approval the work programme of expert meetings within their
purview; and to promote and strengthen synergies among the
three pillars.

202. There will be two commissions. one entitled the Trade and
Development Commission and the second entitled the
Investment, Enterprise and Development Commission. The Trade
and Development Commission will have the mandate of the
previous Commission on Trade in Goods and Services, and
Commodities, and will also assume responsibility for transport
and trade logistics issues from the previous Commission on
Enterprise, Business Facilitation and Development. The
Investment, Enterprise and Development Commission will have
the mandate of the previous Commission on Investment,
Technology and Related Financial Issues, and will also assume
responsibility for enterprise and ICT issues from the previous
Commission on Enterprise, Business Facilitation and
Development.

203. The outcomes of commission sessions will be agreed
conclusions from the policy dialogue and recommendations to the
secretariat [...]. In this regard, recommendations could include
suggestions on areas and topics of research. On the basis of a
dialogue between beneficiaries and donors, recommendations
could aso include suggestions on the implementation and, if so
agreed by the interested parties, on the discontinuation of
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technical cooperation projects. These conclusions and
recommendations should be focused, brief and directly related to
the agenda of the session and should provide inputs to the
research and analysis pillar and the technical cooperation pillar.
They will be reflected in the reports of the commissions.

204. The substantive topics for commission sessions will be
decided upon by the Trade and Development Board, upon the
recommendation of the Bureau of the Board, at least six months
in advance of the commission session, and will be based on a
topic or topics selected from the secretariat research or from
issues of interest identified in the reports of expert meetings. In
order to allow for greater responsiveness to member States
interest in preparing for commission sessions, between sessions
the Bureau of the Trade and Development Board will follow up
on preparations for the next commission’s session.

205. Commission sessions will be held at the same time each
year in the Spring and back-to-back, in order to alow better
planning and attendance, including from capitals. Each session
will have a duration of five days, and this time period will include
a break of one day for informal consultations. The first three days
will focus on the substantive items of the agenda, comprising one
or two topics decided in advance by the Bureau of the Trade and
Development Board and consideration of expert meetings' reports
and work plans. After a break of one day, on the last day of the
session the commission will address the ingtitutional issues on the
agenda and adopt any agreed outcome.

206. The commission meetings will have as their inputs:
substantive documentation prepared by the secretariat, providing
secretariat views and recommendations based on secretariat
research and analysis; reports of expert meetings, inputs from the
Global Network of Development Think Tanks, civil society and
the private sector; and secretariat activity reports. Documentation
will be produced at least six weeks in advance of the sessionin al
official United Nations languages, in accordance with United
Nations rules.
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3. Expert meetings

207. Expert meetings will continue to be held under the auspices
of the commissions. Expert meetings should be strengthened so
that experts make a greater contribution to UNCTAD’s
programme of work in all three pillars. Expert meetings will be
held in single sessions or in multi-year sessions. There will be no
increase in the total number of expert meetings per year (eight),
and individual sessions will not last more than three days. All
expert meetings will comprise experts designated by member
States but serving in their persona capacities. Balanced
participation from capitals in different regions should be
encouraged. Expert meetings should be interactive and enable all
experts to participate fully; they should encourage sharing of
experience and best practices, and they should facilitate
networking among experts. They may generate, as part of the
report of the Chair, practical options and actionable outcomes for
consideration by the commissions, such as inventories of best
practices, checklists, indicative guidelines, sets of criteria or
principles, and model frameworks.

208. The topics and the terms of reference for multi-year expert
meetings will be determined by the Trade and Development
Board at its fifty-fifth session. The multiyear expert meetings will
report annually to the commissions. Multi-year expert meetings
will last for up to four years, though not beyond the session of the
Conference following their establishment. In this regard, the
Trade and Development Board will establish a multi-year expert
meeting on commodities.

209. Single-session expert meetings will be convened on
specific topics that require in-depth examination. The topics will
be decided by the Trade and Development Board.

210. Funding for the participation of experts from developing
countries, including LDCs, and countries with economies in

transition must be sustainable and predictable. Funding will come
from the trust fund that exists for this purpose, and the Secretary-

10
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Genera of UNCTAD is requested to make a renewed, sustained

effort

C.

212.

Technical cooperation
As one of the three pillars of UNCTAD, technical

cooperation should be fully integrated with the other two pillars.
Technica cooperation should:

(@

(b)
(©)

(d)

(€)
(f)

(9)

(h)

(i)

()

213.

Deliver tangible results at the interregional, regiona and
national levels, to the benefit of al developing countries;

Be demand-driven and embrace country ownership;

Be based on the principles of transparency, efficiency,
effectiveness and accountability;

Continue to address the needs of al developing countries,
in particular LDCs,

Particularly address the needs of the African continent;

Be planned and implemented in a geographically balanced
manner;

Continue to address the specia needs and problems of
landlocked devel oping countries;

Also continue to address the specia needs of small island
developing States, and to address the special needs of other
structurally weak, vulnerable and small economies;

Be in accordance with Trade and Development Board
decisions 492 (L1V) of 2007 and 478 (L) of 2003; and

Also bein accordance with the conclusions of the Mid-term
Review in 2006.

Regional partnership-based delivery of technical assistance

activities should be maximized in order to benefit from pooled
resources. Local and regional expertise and material resources
should be used to the maximum to enhance the institutional
capacity of recipient countries and the sustainability of benefits.

11
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214. With regard to LDCs, UNCTAD should intensify its
contribution to the Enhanced Integrated Framework for Trade-
related Technical Assistance to Least Developed Countries.
UNCTAD, in collaboration with other participating institutions,
should contribute to strengthening in-country capacities for the
effective management, implementation and monitoring of the
mainstreaming of trade into LDCsS' national development plans.
The Conference takes note of the successful outcome of the
Pledging Conference on the Enhanced Integrated Framework,
held in Stockholm on 25 September 2007.

215. Efforts should be pursued to improve the management,
evaluation and reporting of all technical assistance activities, with
greater attention being paid to:

(@ Measuring the effectiveness and evaluating the impact of
those activities, in accordance with the relevant paragraphs
of Trade and Development Board decision 478 (L) and
relevant United Nations rules and procedures on technical
cooperation evaluation;

(b) Clearly identifying the roles and responsihilities within the
secretariat; and

(c) Tracking the demand for assistance and the availability of
funding. There should be more cross-divisional cooperation
in order to promote a holistic, UNCTAD-wide perspective
and to enhance synergies, cost-effectiveness and the
sharing of best practices and lessons learned in the design
and implementation of technical assistance activities.

216. The Conference underscores Trade and Development
Board decision 492 (LIV) and encourages its effective
implementation in order to increase predictability, transparency
and coherence in the planning and implementation of technical
assistance programmes with a view to enhancing the effectiveness
and impact of UNCTAD technical cooperation.

217. Fund-raising should also be further improved. In line with
Trade and Development Board decision 492 (LI1V), donors and

12
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potential donors in a position to do so are urged to provide multi-
year contributions to the newly established thematic trust funds so
asto increase predictability in the planning and implementation of
the relevant technical assistance programmes. Other ways and
options to improve fund-raising and diversify the funding base
should also continue to be explored, such as more effective
outreach and presentation of UNCTAD technical cooperation
capacities and programmes and of funding needs.

218. One of the key aims of the current United Nations reform
proposal isto improve the ways in which United Nations agencies
operate at the national level. UNCTAD should reinforce its
operational links with other United Nations organizations,
particularly those operating at country level. The Conference
welcomes the establishment by the United Nations System Chief
Executives Board for Coordination of the inter-agency thematic
cluster on trade and productive sectors, the purpose of which is to
enhance the role of trade and related issues in United Nations
development assistance plans, undertake joint operations at the
country level and enhance inter-agency cooperation in system-
wide initiatives in these areas. The newly established training
programme for United Nations resident coordinators on the
activities and programmes of the thematic cluster should be
pursued actively. As a complement to that training, the designated
regional focal points referred to in paragraph 182 above should,
within the framework of established secretariat procedures, also
assist United Nations resident coordinators in identifying and
developing UNCTAD programmes for their countries and their
inclusion in United Nations development frameworks. General
Assembly resolution 62/208, entitled “Triennial comprehensive
policy review of operational activities for development of the
United Nations system”, and subsequent resolutions on this
subject, should be implemented by UNCTAD as expeditioudy as
possible.

219. The Conference welcomes and encourages the
implementation of the Aid for Trade initiative and takes note of
the Aid for Trade Globa Review held from 19 to 21 November

13
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2007. The Aid for Trade initiative includes resources for technical
assistance provided through both bilateral and multilateral
channels to build capacity to formulate locally-owned trade
policies, participate in trade negotiaions, implement trade
agreements, build supply-side capacities and offset adjustment
costs. UNCTAD can contribute to the realization of the Aid for
Trade initiative through, inter aia, its technical cooperation
activities, including through its participation in the trade and
productive capacity cluster.

220. UNCTAD should also improve its technical cooperation
outreach towards potential recipients, including LDCs, taking into
consideration Trade and Development Board decision 478 (L).
The interaction between the secretariat, potential beneficiaries and
donors on UNCTAD technica cooperation should be carried out
in a more structured way and facilitated within the framework of
the Working party on the Medium-term Plan and the Programme
Budget (Technical Cooperation).

D. Implementation

221. In order to implement the activities outlined in the
operational paragraphs on UNCTAD’s contribution and on
strengthening UNCTAD in the Accra Accord in an efficient and
timely manner, they should be presented, in accordance with
United Nations rules and practices, as the work programme for
the next four years with clearly defined objectives and outpuits,
including timeframes and expected outcomes. The Secretary-
Genera of UNCTAD should present the work programme to
member States for discussion at the first meeting of the Working
Party on the Medium-term Plan and the Programme Budget and
the subsequent session of the Trade and Development Board.

* % % %
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Annex A. Terms of reference for multi-year expert
meetings on commodities and
development?

Objective

17.  The challenges regarding commodity trade continue to be a
major issue in the twenty-first century. While the current
commodity boom has improved the situation of primary
commodities in world trade and revived the potentia role of
commodity trade in contributing to sustained economic growth
and poverty reduction in the globalized economy, key redlities of
the commodity economy remain, including: price volatility in the
sector and its impact on incomes in read terms; limited
development gains from the production and trade of primary
commodities for many developing countries, especially LDCs;
and continued difficulties in diversification and in transparency
and accountability at all levels and for al participants in the
commodity sector. A long-term resurgence in the demand for, and
value of, primary commodities in world trade would hold out the
possibility that commodity-dependent developing countries may
be able to generate sufficient gains from commodity trade to
relieve financing constraints and enable them to launch their
economies on a sustained growth path of rising income,
diversification and poverty reduction. These prospects raise
opportunities and challenges for trade and development, and the
need for appropriate policy responses at the national, regional and
internationa levels (Accra Accord, paras. 50 and 78).

18. In this context, paragraph 208 of the Accra Accord
mandated the Trade and Development Board to establish a multi-
year expert meeting on commodities. The objective of the
meeting is to enable commodity-dependent developing countries,
in accordance with the Accra Accord (see para. 10), to harness
development gains from the current boom in commodity prices,

2 Seet UNCTAD. Terms of reference for multi-year and single-year expert
meetings. TD/B/55/9. These terms of reference were approved ad referendum at
the extended Bureau meeting on 29 August 2008.
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deal with trade and development challenges related to commaodity
dependence, derive increased benefits from the global integration
of markets and meet the internationally agreed development
godls, including the Millennium Development Goals (Accra
Accord, paras. 77, 92 and 208).

Main issues
19. Themulti-year expert meeting will:

(@ Monitor developments and chalenges in commodity
markets, giving due attention to all commodity sectors
(AccraAccord, para. 91) (all sessions);

First session

(b) Examine success stories and consider ways of integrating
commodity policiesinto national, regiona and international
development and poverty reduction strategies, including
efforts at al levels and for al participants in the
commodity sector to improve transparency and
accountability (Accra Accord, para. 93);

(0 Review and identify measures and support needed by
commodity-dependent developing countries to utilize
effectively the opportunities offered by current higher
commodity prices to initiate a process of sustained
economic growth, and by the commodity-importing
developing countries, particularly LDCs, to cope with the
detrimental effects of the current commodity boom (Accra
Accord, para. 93);

Second session

(d) Review and identify opportunities for the diversification of
the energy matrix, including renewable energies, while
being aware of countries' needs to ensure a proper balance
between food security and energy concerns (Accra Accord,
paras. 91 and 98);

18
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(e) Identify how trade-related policies and instruments can be
used for resolving commodity problems (Accra Accord,
para. 93);

(f)  Identify investment and financial policies for accessing
financial resources for commodity-based development,
including with respect to official development assistance,
Aid for Trade and other possibilities (Accra Accord, para
93);

Third session

(0) Review and identify policy actions to mitigate the impact
of highly volatile prices and incomes on commodity-
dependent countries, and to facilitate value addition and
greater participation in commodity value chains by
commodity-producing countries (Accra Accord, para. 93);

(h) Identify innovative approaches to resolving commodity-
related problems based on effective multi-stakeholder
partnerships (Accra Accord, para. 93);

Fourth session

(i) Review and evaluate UNCTAD activities to assist
commodity-dependent developing countries, including
small commodity producers, in their efforts to address
commodity challenges and promote development gains
from commodity production and trade (Accra Accord, para.
93).

20. In carrying out this work under the multi-year expert
meeting, appropriate coordination will be undertaken, within
UNCTAD’s mandate, with other international, regional and other
actors, including relevant international commodity bodies,
aready activein this area.

Outcomes

21. The multi-year expert meeting on commodities and
development will provide a forum for sharing country
experiences with regard to benefiting and assuring development

19
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gains from the boom in commodity prices as well as for
examining information to assist countries in dealing with long-
standing challenges of commodity dependence, including
overcoming difficulties in diversification, with specific attention
to issues (a) to (h) above. It will generate lessons learned from
those experiences and, as provided for in paragraph 207 of the
Accra Accord, identify *“practical options and actionable
outcomes’” for addressing at the national, regiona and
international levels the opportunities and challenges of long-
standing commodity trade and development issues and assuring
development gains from the boom in commodity prices. Such
options and outcomes may be in the form of “inventories of best
practices, checklists, indicative guidelines, sets of criteria or
principles, and model frameworks’ (para. 207). The meeting will
aso review and evaluate UNCTAD’s contribution to assisting
developing countries in the area of commodities (issue (i) above).

Target experts

22.  The meeting will serve as a leading forum on the interface
between commodities and development. Country experts should
be nominated from ministries such as those dealing with trade,
agriculture and natural resources (e.g. minerals and metals, oil
and gas), as well as from the private sector, including
representatives of producer associations or cooperatives.
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The changing face of commodities in the
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Note prepared by the UNCTAD secretariat®

Executive summary

By the end of the twentieth century, commaodity prices were in the
doldrums, mainly because of sluggish demand growth in relation to
supply. They had been on a downward trend in real terms since the
1980s. However, since 2002, commodity prices have rebounded,
driven largely by growing demand in newly industrializing
developing countries. If the cycle of growth and industrialization in
developing countries continues, the current commodity boom may
mark the beginning of a changed commodity economy in the twenty-
first century characterized by a long-term resurgence in the demand
for, and value of, primary commaodities in world trade. This holds out
the possibility that low-income commodity-dependent developing
countries may be able to generate sufficient gains from commaodity
trade to relieve financing constraints and enable them to launch their
economies on a sustained growth path of rising income and poverty
reduction. These prospects raise opportunities and challenges for
trade and development, and the need for appropriate policy responses.
UNCTAD XII provides an opportunity for the international
community to agree on an international action plan on commodities
designed to harness development gains from the present boom in
commodity prices and to address the long-standing commodity trade
and development problems.

3 This document was submitted on the above-mentioned date as a result of
processing delays.
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. Introduction

1 Trade in commodities is of vital importance to both
exporting and importing countries. A large number of developing
countries, particularly the poorest, depend on primary commodity
exports. These exports are critical to employment and incomes,
and are a major source of government revenues, accounting for a
large share of their resources for financing development. On the
other hand, importing countries need predictable and affordable
access to supplies of raw materias in order to maintain and fuel
industrial growth and satisfy consumption demands of their
populations. Other concerns, particularly food security, food
safety and the environmental and social sustainability of
commodity production and use are also important to importing
and exporting countries. Finally, the recent turmoil in commodity
markets has underlined the shared interest of all countries in
ensuring that commodity markets do not become a source of
global macro-economic instability.

2. This background note highlights the opportunities and
challenges arising from the current boom in commodity prices
and the prospects for a long-term resurgence in the demand for
primary commodities. It also points to the need for appropriate
policy responses.

II.  The commodity boom and its impact on
developing countries

A. Extent of price increases

3. Since 2002, commodity prices have been on the rise
following their sharp fall between 1995-1997 and 2002. The
price of oil has risen approximately tenfold from alow in 1999 to
a record high of $100 per barrel a the beginning of 2008. The
UNCTAD price index for non-fuel commodities has also reached
its highest level in current dollars since 1960, rising 107 per cent
since 2002 (see table 1). The broad-based rise in prices has been
driven by the boom in metal and mineral prices, which have
increased 224 per cent since 2002. In real terms, commodity
prices are still below their levels of the 1970s and early 1980s.
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Only the rea price for the minerals, ores and metals group has
exceeded those levels.

Table 1. World primary commodity prices, 2001-2007
(Percentage change over previous year)

Commodity group 2002—-2006* 2007
All commodities (in current dollars)** 89 18
All commodities (in special drawing
rights) 66 12
Food and tropical beverages 48 24
Tropical beverages 51 9
Food 48 26
Vegetable oilseeds and oils 26 66
Agricultural raw materials 62 15
Minerals, ores and metals 220 4
Crude petroleum 158 67

Source: UNCTAD secretariat calculations, based on UNCTAD Commodity price
bulletin, various issues; and United Nations Statistics Division, Monthly bulletin of
statistics, various issues.

*Percentage change between 2002 and 2006.
**Excluding crude petroleum.

4. The evolution of commodity prices since 2006 reveas a
mixed pattern. While some commodity prices continued to rise in
2007, there has been a slowdown, or even a decline in some
prices. Expectations are that slower global economic growth,
increased supplies of some commodities, substitution effects in
minerals and metals and energy commaodities, changing behaviour
of investors in commodity markets and the strong influence of
crude petroleum prices on the prices of many other commodities
will likely put downward pressure on commodity prices in the
medium term. However, the short-to-medium-term prospects are
for commodity prices to remain firm.

B. Causes of price increases

5. The driving forces behind the current boom in commodity
prices have been a combination of strong global demand, led by
China, and a slow supply response, together with low inventories
for a number of commodities, particularly minerals and metals
and grains. Commodity prices have aso been influenced by
speculation, fed by high liquidity in internationa financia
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markets and relatively low interest rates, seeking higher returnsin
comparison to equity and debt securities. The increase in dollar-
denominated commaodity prices between 2002 and 2006 is aso
partly explained by the depreciation of the dollar against other
major currencies. Finaly, a major factor in the current rise in
demand for some agricultural commodities, particularly maize
and sugar, is the heightened demand for biofuels, which is closely
linked to developments in energy prices.

6. On the supply side, the response of production to rising
demand has been duggish, particularly for energy, metals and
minerals. A prolonged period of low prices, coupled with the long
lead times in mining investment, led to slow capacity growth for
many years and meant that supply could not catch up with the
sudden increase in demand. Consequently, inventories of metals
have been drawn down and are now extremely low. There are
some indications that global oil consumption growth has slowed
since 2006, with a decline in oil consumption in the countries of
the Organization for Economic Development and Cooperation
(OECD) while Chinese consumption has risen. At the same time,
global oil production, especialy refining capacity, has been
growing slowly. Thus, on the whole, even with slower growth in
the global demand for oil, market conditions remain tight, with
spare capacity of the members of the Organization of the
Petroleum Exporting Countries at very low levels.

7. The pattern of price developments in the agricultural sector
is due to many factors. Supply constraints — production shortfalls
and low world stocks of cereals in the face of strong growth in
consumption for food and feed — caused by shifts in the
composition of food demand in rapidly growing Asian countries
towards high protein foodstuffs and brisk demand for biofuels,
have triggered tightness in the grain and oilseed sectors. High
feed prices have aso raised costs for animal production and
resulted in higher livestock and dairy prices.

C. Impact on developing countries

8. Rising commodity prices have contributed to significant
improvements in the external accounts of many developing
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countries dependent on primary commodities with large terms of
trade gains for oil- and mineral-exporting countries. Table 2
presents an estimate of the impact of changes in the terms of trade
of developing countries, by export structure.

1. QOil- and mineral-exporting developing countries

0. Between 2004 and 2006 income gains from changes in the
terms of trade were high for oil- and mineral-exporting countries,
exceeding 7 and 5 per cent, respectively of gross domestic
product, while, on average, exporters of other commodities
showed losses. However, in some cases, the windfall gains have
been partly offset by increased profit remittances by transnational
corporations involved in the exploitation of natural resources.
This has been the case particularly for oil- and mineral-exporting
countries in Africa and Latin America where foreign companies
account for alarge proportion of their export-oriented production,
especialy in mining, and where the taxation system is favourable
to private firms in the extractive industries. As shown in table 2,
high income payments to non-residents drained most of the terms-
of-trade-related income gains for mineral exporters between 2004
and 2006.

Table 2. Impact of changes in terms of trade and net income
payments on national disposable income in selected
developing country groups, average for 2004-2006
(Percentage of gross domestic product)

Effects from Effects from
. - Net
changes in terms of changes in net impact
trade income payments p

Oil exporters 7.3 -0.2 7.0
Exporters of minerals
and mining products 5.7 -4.6 12
Other commodity
exporters -0.2 -0.1 -0.3

Source: UNCTAD secretariat calculations, based on United Nations Statistics
Division, United Nations common database; International Monetary Fund, Balance
of payments statistics database; Economic Commission for Latin America and the
Caribbean, Balance of payments statistics database; national sources; and
UNCTAD estimates of unit value and volume of exports and imports.
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2. Other commodity-exporting developing countries

10. The record is mixed for exporters of agricultural products.
While countries exporting vegetable oilseeds and oils, cereals,
dairy products and some meat products have seen their terms of
trade improve over the past few years, some of those exporting
tropical agricultural products have seen the prices of their exports
outpaced by those of their imports, for example, fuels and food,
and thus are experiencing significant deterioration of their terms
of trade. Tables 3 and 4 provide some indications of the impact on
the cost of petroleum imports for selected low-income countries
and on the food import bills of the low-income net food-
importing countries.

11.  The current hike in world prices of nearly al major food
and feed commodities is having a ripple effect through the food
value/supply chain, contributing to food price inflation and hence
to greater food insecurity, especially in poor countries. In recent
months, food riots have broken out in severa countries and a
number of governments around the world have implemented a
series of measures to limit the increase of domestic food prices
and prevent consumption from falling.

Table 3. Oil import costs as a proportion of total imports;
selected sub-Saharan African countries

(percentage)
1996-2000 2001-2005
Benin 9 24
Burundi 10 15
Central African Republic 8 16
Kenya 14 18
Madagascar 10 12
Rwanda 9 18
Togo 8 12
United Republic of Tanzania 9 14

Source: UNCTAD calculations.

12.  The agricultural price boom has also been accompanied by
much higher price volatility — large price fluctuations over a short
period — than in the past, especialy in the cereals and oilseed
sectors, increasing the degree of uncertainty of returns in
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agricultural markets. Finaly, high and low price events are
typical occurrences in agricultura markets;, thus it can be
expected that the current period of high prices will eventually
end, even if the long-term trend is upwards. In this context, an
issue is how to cope with the inevitable bust phasesto comein the
price cycle.

13. The extent to which commodity exporting developing
countries will continue to benefit from high commodity prices
will depend on how global demand for, and supply of, the
different commodities evolve. In any case, the long-term benefits
for producing developing countries will depend on their ability to
use their higher commodity export earnings for diversification of
production and industrialization. By reducing their dependence on
commodities, this will also make their export earnings less
vulnerable to fluctuations in commodity prices (see
recommendations, part V).

Table 4. Cereal import bill of low-income food deficit countries
by region and type
(billions of dollars)

2002-2003 2007-2008
Africa 6.5 14.6
Asia 7.0 15.4
Latin America and Caribbean 0.3 0.7
Low-income food-deficit countries 14.0 31.2
Wheat 7.8 19.1
Coarse grains 3.3 5.2
Rice 3.0 7.0

Source: Food and Agriculture Organization of the United Nations, Crop prospects
and food situation (December 2007).

* Includes food deficit countries with per capita income below the level used by the
World Bank to determine eligibility for assistance from the International
Development Association (i.e. $1,575 in 2004).

lll.  The realities of the global commodity economy at the
beginning of the twenty-first century and the outlook
for commodity trade

14. The current commodity boom that has improved the
situation of primary commodities in world trade has revived the
potential role of commodity trade in contributing to sustained
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economic growth and poverty reduction in the globalized
economy. However, key redities of the commodity economy
remain at the beginning of the twenty-first century, including high
price volatility in the sector, declining long-term trends in
commodity prices and incomesin rea terms, limited devel opment
gains from the production and trade of primary commodities for
many developing countries — especially low-income countries —
and continued difficulties in diversification. These redlities are
discussed in this section.

A. Continuing commodity dependence

15. Despite a marked shift over the past 30 years in the
composition of the exports of developing countries taken as a
group — from primary commodities to manufactures, which now
account for around 70 per cent of their exports — many developing
countries are still highly dependent on commodity exports. As
indicated in table 5, currently, 92 developing countries depend on
primary commodities for at least 50 per cent of their export
earnings. If oil is excluded, non-oil commodities account for over
50 percent of average annual exportsfor 47 countries.

Table 5. Primary commodity dependence of developing countries
(2003-2005 annual averages)

Number of
developing Number of developing
countries that countries that derive
derive at least 50 between 20 per cent and
per cent of export 49.9 per cent of export
earnings from earnings from
Commodity group commodities commodities
All commodities 92 38
Non-fuel commodities a7 41
Fuel 25 18
Ores and metals 7 13
Agricultural raw materials 3 6
All foods 29 39

Source: UNCTAD calculation based on data from the United Nations Commodity
Trade Statistics Database (COMTRADE).
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16. The dtuation of commodity-dependent countries varies
according to the commodities on which they are dependent.
Petroleum-exporting countries face an atypical demand and
supply situation. The demand for oil is highly inelastic given the
essential role of energy in the functioning of modern society and
productive processes, and the low degree of technical and
economic substitutability of other sources of energy supply in the
short term. At the same time, economically exploitable supplies
are available only in alimited number of countries. The situation
of mineral exporters is somewhat similar to that of oil on the
supply side: supply is determined principally by the existence of a
mineral deposit. However, demand for minerals follows closely
the business cycle and industrial demand growth in the
industrialized and industriaizing countries.

17. Exporters of agricultural commodities fall into two
categories. low-income producing countries dependent on the
export of one or a few agricultural commodities, such as the
traditional tropical products produced by small-scale farmers; and
dynamic, more diversified, middle-income agricultural-exporting
countries. The latter group includes a few developing countries
such as Argentina, Thailand, Maaysia, Viet Nam and Brazil,
whose export of certain bulk commodities, for example, cereals
and oilseeds, are highly competitive. In fact, these more
agriculturally diversified developing countries have actually
become less commodity-dependent over the past decade.

B. The low-income commodity dependency trap

18. In contrast, the low-income agricultural producing
developing countries are mostly specialized in export of
commodities — traditional tropical products — for which demand
in traditional developed country markets has been sluggish in
recent years. As a result, their share of world commodity trade
has been stagnant or falling, along with their capacity to diversify
into higher value commodities or manufacturing. Although
specialized in agricultural exports, these countries are typically
net importers of food. The largest single concentration of
commodity-dependent countries in this category isin Africa.
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19.  With reliance on one — or a few — export commodities, the
low-income commodity-producing developing countries are
highly vulnerable to trade shocks, and face an unpredictable
existence at both the micro and macro levels. They are confronted
with a common set of chalenges when participating in
international markets. These include structural over-supply for
many of their traditional export commodities, and therefore
declining prices; erosion of trade preferences as a result of
multilateral and regional trade liberalization, which contribute to
difficultiesin retaining international market shares; a proliferation
of standards in their traditional markets in OECD countries, and
increasing concentration and reduced competition in globa
supply chains for products based on these primary commodities,
which make value addition and greater participation in value
chains more difficult. Some of these problems are related to the
workings of the international trading system (see next section).

C. Structural and systemic factors affecting the
development and poverty reduction impact of
commodity production and trade

20. Both internad and external factors have an impact on the
extent to which commodity sectors can serve as an engine of
growth in developing countries. Internal constraints include
ingtitutional, policy, infrastructural and human capital deficits,
and structural problems. For example, in the oil and mining
sectors, backward and forward linkages between the sectors and
the rest of the economy are frequently undeveloped. The lack of
appropriate strategies for investing oil and mining revenues has
also limited the impact of these sectors on development. In
agricultural  sectors, supply-side constraints, in particular
inadequate trade-related infrastructure, human capita and
technological innovation, reduce opportunities for vertica
diversification and value addition.

21. Trade barriers in the international trading system — market
access and entry conditions, lack of regulation of anti-competitive
practices in international supply/value chains and inability to
comply with ever-changing trade standards — also limit

30



Annex B

opportunities for commodity-based development. For example,
tariff peaks and tariff escalation affect mainly agricultural
products. Moreover, large domestic support to agriculture and
export subsidies in OECD countries have led not only to declines
and greater instability in the prices of some agricultura
commodities on world markets, for example, cotton, but also to a
crowding out of developing countries in export markets. Finaly,
the subjecting of developing countries to most of the rules that
hold for developed countries in the multilateral trading system
reduces the policy flexibility of commodity-dependent devel oping
countries to promote commodity-based development through
targeted policy incentives.

D. Long-term prospects for commodity trade:
new regions of industrial growth and increased
demand for commodities

22.  Anemerging reality of the early twenty-first century is that
developing countries are becoming leading consumers of
commodities. Table 6 shows, for example, that between 1995-
1997 and 2003-2005 developing countries increased their share
of world primary commodity imports in total and in every major
commodity group. The largest increase in developing country
world import shares occurred in ores and metals. Asia,
particularly China, mainly accounts for the rise in these import
shares. After dowing somewhat in 2001-2002 from an annua
average growth rate of 12.4 per cent for the decade 1991-2000,
China resumed its double-digit growth in 2003. India is aso
approaching double-digit growth. Sustained strong growth in
these continent-size devel oping economies will continue to impart
astrong demand for commodities, especially because they arein a
phase of development in which the intensity of use of energy,
metals and raw materials is on the rise. Equally, rising standards
of living will increase demand for food imports, particularly
because of the shift to a diet higher in proteins and rapidly rising
consumption of items that have traditionally been considered as
luxuries, such as coffee and cocoa. Although developed countries
still account for at least 60 per cent of world commodity imports,
in al maor commodity groups, industrializing developing
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countries are projected to continue to grow at a faster pace than

developed countries and consequently will continue to underpin

demand growth in raw material markets.
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23.  Given the pattern of this demand growth which is centred
mainly on fuels, metal and agricultural raw materials, exporting
developing countries of these commodities are likely to benefit
from strong demand and relatively high world prices for such
commodities. Exporting developing countries are likely to benefit
further from the fact that the developing countries have a rising
share in each others' commaodity trade (see table 7).
Table 7. Commodity trade, including fuels, among developing

countries, by regions
(1995-1997 and 2003-2005 averages)

Exports to developing Imports from
countries developing countries
(percentage of total (percentage of total
commodity exports) commodity imports)
Region 1995-1997 2003-2005 1995-1997 2003-2005
Africa 23 30 41 56
America 31 33 51 53
Asia 37 48 59 64
All developing countries 33 41 56 61

Source: UNCTAD calculations based on COMTRADE data.

24.  While the growing trade in primary commodities among
developing countries is unlikely to be sufficient to permanently
reverse the long-term decline in real commodity prices, a
sustained increase in the demand for commodities by these
countries from each other will continue to provide additional
opportunities for increased commodity exports by developing
countries, including capture of value added in the new supply
chains being developed directly from producing developing
countries to new consuming markets in Asia. Thus, in the
medium- to long term, low-income commodity-dependent
developing countries may be able to generate sufficient gains
from commodity trade to help launch their economies on a
sustained growth path of rising per capitaincome and progressin
poverty reduction.

V. Emerging commodity policy issues

25. Despite the favourable outlook for commodities, severa
emerging issues have a bearing on the extent to which stronger
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demand and higher prices for commodities will trandate into
sustainable growth and development, and poverty reduction.

A. Distribution of rent from extractive industries

26. The government’s share in the rent from export-oriented
activities in the mining, oil and gas sectors is a potentialy
important source of revenue for financing development.
Government revenue accrues from transfers of State-owned
exporting companies or as a share of export income through
royalties and income taxes paid by private operators. Careful
management of the rent from extractive industries is of special
importance because these rents are generated from the
exploitation of non-renewable resources, which will eventually be
exhausted.

27. Some genera trends and orders of magnitude based on
rough estimates of the distribution of rents in the oil and mining
sectors can be identified. In some major oil-exporting countries
where most government income is generated directly through
State-owned exporting companies or joint ventures transfers to
the public budget exceed 60 per cent of total fuel export
earni ngs.4 In contrast, in several sub-Saharan African countries,
such transfers account for a much smaller share of oil export
earnings. The counterpart of the relatively low share of the public
sector in total oil earnings in sub-Saharan Africa is the higher
share obtained by foreign investors. The lower fiscal income in
these countries is explained partly by high start-up costs and high
initial depreciation allowances that reduce the taxable income, but
aso by fisca incentives accorded to the foreign-owned
companies.

28. Therisein the prices of oil, minerals and metals in recent
years has rekindled the debate on the distribution and use of
windfall rents in the extractive industries. Fiscal incentives
accorded to foreign investors have come under criticism,

4 See: UNCTAD (2005). Trade and Development Report 2005: New Features of
Global Interdependence. Chapter 3. United Nations publication. Sales No. E-
05.11.D.13, New York and Geneva. 1996.
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especiadly in a number of Latin American countries. The
incentives, which were mainly introduced during a period of
persistently low mineral prices, are seen by many as
unnecessarily generous at the present, much higher prices. In
response, some countries have recently revised their fisca and
ownership regulationsin the oil and mining sectors.”

B. Competition in commodity supply/value chains

29. The numbers and transaction value of mergers and
acquisitions in many industries across the world, especially in
commodity industries such as oil and gas, food and beverages,
and metals and minerals, have risen sharply in recent years. For
instance, in the mining sector, the number and value of mergers
and acquisitions rose dramatically in 2005 and 2006 — compared
with those recorded over the past decade — amounting to a
tran%éction value of around $60 billion by the third quarter of
2006.

30. Commodity trading companies, processors and retailers —
for example, large supermarket networks — in maor consuming
markets control commodity supply chains, a situation being
reinforced by the ongoing concentration on the side of commodity
buyers and the paralel fragmentation on the side of the
producers.” This makes most producers in commodity-dependent
developing countries price-takers. Increased concentration in
commodity markets is a major reason for the widening spread
between what consumers pay and what producers receive for their
produce.?

5 See: UNCTAD. World Investment Report 2007: Transnational Corporations,
Extractive Industries and Development. Chapter 6. United Nations publication.
Sales No. E-07.11.D.9, New Y ork and Geneva. 2007.

5 UNCTAD. Cross-border Mergers and Acquisitions Database. Available at
http://www.unctad.org/fdistatistics

" In the context of structural adjustment programmes, marketing boards were
dismantled in alarge number of commaodity-dependent devel oping countries.

8 The increased profits of both trading and processing companies over the period
of the price collapse of tropical products such as coffee and cocoa suggests that
market concentration has benefited these companies.
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31. One chalenge is how to dea with mega-mergers in
commodity sectors and competition issues in global supply/value
chains. There is an urgent need to strengthen competition policy
in commodity industries where the principa actors are
increasingly a small humber of large enterprises which dominate
the trading and processing activities in those commodities around
the globe.

C. Commodities, environmental sustainability and
climate change

32. There are two key aspects to the emerging interface
between commodities, environmental sustainability and climate
change. One is that the increasing global demand for energy,
industrial raw materials and foodstuffs associated with growing
world population, industrialization and urbanization may put
strains on the environment in terms of resource requirements and
pollutants. The other relates to the impact of commodity
production and use on climate change.

33. Climate change relates to commodities and development in
two ways: through the impact of climate change on commodity
producers, especially resource-poor and vulnerable ones, arising,
for example, from unstable weather conditions — more storms and
floods in some places and growing aridity in others — or reduced
resilience of coastal ecosystems; and the consequences for them
of climate change mitigating measures. There is a growing
consensus that emissions of greenhouse gases such as carbon
dioxide and methane — most of which are linked to the use of
fossil fuels — are a principal factor in climate change. Related
issues concern the importance of preserving tropical rainforests.

34. Climate change issues are being addressed through various
policies for carbon-reduction such as regulatory measures (e.g.
standards on energy efficiency or regulation and standards on
renewables); fisca measures (e.g. carbon taxes or subsidies for
energy efficiency and fuel switching); and market-based and
incentive measures (e.g. Kyoto flexibility and government
procurement). These measures should take into account their
likely impact on developing countries and provide for capacity-
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building, technology transfer and adoption of new energy
technologies, including biofuel production.®

D. Energy security and the oil price boom in perspective

35.  Access to affordable energy is indispensable for sustaining
economic growth and improving the quality of life. While the
impact of the current oil price increases on net oil-importing
countries has generaly been much smaler than in the two
previous episodes of oil price hikes (i.e. 1973-1974 and 1979-
1983), it has been larger for developing countries. Part of the
reason is a substantial reduction of oil dependency in developed
countries over the past 30 years, reflected in areduced share of oil
in total energy consumption and a reduced reliance on industrial
production compared to services. In contrast, reliance on oil
imports has increased in the developing world, largely as a result
of industrialization and urbanization. Whereas in 1972 the oil
import bill in devel oping countries (excluding the Organization of
the Petroleum Exporting Countries) represented 0.8 per cent of
their gross domestic product, in 2004—2005 it exceeded 3.5 per
cent, roughly twice the ratio in the main OECD countries. In Asia
the ratio of oil imports to gross domestic product remains the
highest, followed by sub-Saharan African countries, excluding
Nigeria and South Africa, despite a much lower level of
industrialization. As noted in part Il, some low-income oil-
importing developing countries have been particularly hard hit
(seetable 3).

36. In sum, qil prices have had, and continue to have, an
impact on the import expenditure of a significant number of
developing countries. However, in many cases the negative
impact on the trade balance has been partly or fully compensated
for, either by a parallel increase in the price of other exported
primary commodities or by expanding volumes of manufactured
exports. Nevertheless, oil dependency remains high in many
developing countries, where 1.6 billion people still lack access to

% For further discussion see: UNCTAD. The interface between trade and climate
change policies and the role of UNCTAD. TD(XI11)/BP/2. 2007.
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electricity. The prospect of sustained high oil prices will
adversely affect economic growth and poverty reduction for
countries not experiencing higher prices for their exports.

E. Biofuels and the implications for food security

37. The strong demand for biofuels has been a response not
only to high crude petroleum prices but also to growing concern
about climate change. The commodities most affected by this
increase in demand have been sugar and maize, which are used
for ethanol production, and vegetable oils for biodiesel. In
addition to being environmentally friendly in terms of carbon
emissions, the production of biofuels may be economically
beneficia to developing countries, as it may help reduce their oil
import  bills, offer improved energy security through
diversification of energy sources and provide opportunities to
diversify agricultural output.

38. In general, developing countries have a competitive
advantage in biofuel production. For instance, producing ethanol
from sugar cane in Brazil is more efficient in economic and
environmental terms than producing it from maize in the United
States.”® However, developed countries are promoting local
production and limiting access to their markets by means of
support policies in the form of subsidies for their producers and
high import tariff protection.

39. The competing uses of land for the production of food,
animal feedstock and biofuels have contributed to food security
concerns. For instance, increasing the land under maize
production in the United States for ethanol production has
displaced land for soybeans, the prices of which have been rising
sharply since mid-2006. This in turn has led to higher prices for
animal feedstock and meat. The higher food prices can have
dramatic consequences for net food-importing developing
countries (see table 4 above). There are also concerns that the

1 For further discussion, see UNCTAD. Biofuel production technologies:
status, prospects and implications for trade and development. United Nations
publication. UNCTAD/DITC/TED/2007/10. New Y ork and Geneva. 2008.
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effects on deforestation, water scarcity and biodiversity as aresult
of bringing increased land under cultivation may offset the
environmental benefits of biofuel production. A possible solution
may come from obtaining biofuels from tropical plants, such as
the jatropha tree, which can grow on degraded land and would
therefore not compete with other uses yet have a positive
environmental impact, or from using improved technology.

V. Policy responses

40. International policy action on commodities has to address
two sets of challenges. on the one hand, the perennia problems of
international commodity markets and trade and their impact on
the efforts of commodity-dependent developing countries to
develop and to meet the Millennium Development Goals,
especiadly the reduction of poverty; and on the other hand, the
challenge of harnessing development gains from the current
commaodity boom.

A. Commodity policy: an historical perspective

41.  Long-standing commodity trade and devel opment problems
are related to the boom and bust cycles in commodity markets,
especialy for agricultural commodities. The need to stabilize
commodity prices and to assure returns that are considered
remunerative to producers is a concern of developing and
developed countries aike. Historically, two distinctive trends
have emerged, one with respect to producers in the developed
countries, and the other with regard to those in the South.

42.  Whereas OECD countries have been providing income
stabilization support and protection of livelihood for their farming
populations — which represent on average 3 to 4 per cent of their
workforce — equivalent to some $1 billion a day,"* developing
countries, because of fiscal constraints, have not been able to do
so. Instead they have looked to the international community for
solutions to their commodity dependence and associated

1 For example, see: OECD (2007). Agricultural Policies in OECD Countries:
Monitoring and Evaluation 2007, table 2.1.
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problems. This is especially the case of Africa where agriculture
employs around 70 per cent of the workforce, a great majority of
whom live on less than a dollar aday.™

1. International stabilization efforts

43. The search for solutions to commodity problems at the
international level was first given serious consideration in the
post-World War |1 period in the negotiations leading to the 1948
agreement on the Havana Charter, which was not ratified by
member States. The continued downward trend in the terms of
trade for commodity-exporting countries, combined with
instability in commodity prices and revenues, led to the
commodity issue being placed high on the agenda of UNCTAD’s
first conference in 1964. After that, attempts to develop a viable
international  commodity policy were carried out within the
framework of UNCTAD, leading to the adoption in 1976 of the
Integrated Programme for Commodities at UNCTAD IV in
Nairobi.*® The idea was to negotiate commodity agreements that
would, through their own resources and those borrowed from a
common financing facility to be established for this purpose, be
able to finance buffer stocks in order to reduce price fluctuations,
and stabilize prices at levels remunerative to producers. However,
despite intensive negotiations spanning several years, the only
new commodity agreement that was negotiated within the context
of the Integrated Programme for Commodities in UNCTAD was
the International Natural Rubber Agreement. The Agreement
establishing the Common Fund for Commodities, which was
adopted in 1981, entered into force only in 1989, with its first
window designed to finance buffer stocks suspended.

12 geer World Bank (2007). World Development Report 2008:Agriculture for
Development.

13 The programme covered broadly five areas: commodity price stabilization
(with a focus on 10 core commodities: cocoa, coffee, copper, cotton, jute,
rubber, sisal, sugar, tea and tin); market access (to supplies and markets for
importing and exporting countries, respectively); processing in developing
countries; marketing and distribution systems, and improving the
competitiveness of natural vis-a-vis synthetics.
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44.  With the advent of a global recession in the 1980s, some
existing commodity agreements, such as that for sugar, were
discontinued under the pressure of depressed prices, while
economic clauses in agreements such as those for coffee and
cocoa were removed. With the ascendancy of market-oriented
strategies in the 1980s, intervention in markets was no longer
deemed acceptable. Instead, the free play of market forces via
price liberadization and deregulation was cited as promising the
most efficient alocation of resources and welfare gains for
developing countries suffering balance of payments difficulties
and the debt overhang in the 1980s.

2. Compensatory financing mechanisms

45.  Compensatory financing facilities, first introduced in the
International Monetary Fund, have also been used in efforts to
buffer at the macro and micro levels commodity-exporting
developing countries and producers against the worst effects of
commodity price and income volatility. The best-known are the
Contingency and Compensatory Financing Facility of the
International Monetary Fund (1988), preceded by the
Compensatory Financing Facility, which commenced in 1963;
and the various arrangements concluded between the European
Union and the African, Caribbean and Pacific countries under
successive Lomé Conventions and the Cotonou Agreement, that
is, the stabilization of export earnings, the system for mineral
products and the instrument for financing short-term fluctuations
in export earnings. Although these instruments have had
significant resources, they have suffered from problems
associated with their design and operation, affecting eligibility
and the number of countries having access, the proportion of
export shortfall compensated and the speed of disbursement
which have limited their intended countercyclical effects.

3. Domestic stabilization schemes

46. Domestic price stabilization measures to address
commodity problems have aso been tried in many developing
countries. Crop marketing boards and caisses de stabilisation,
which in many cases had existed since colonia times, mediated
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between world markets and producers in many commodity-
exporting countries. They offered support (administered) prices
and also provided ancillary services such as extension and rural
infrastructure including, in some cases, health and educational
facilities, input provision, product distribution and credit.

47. The record of these boards was mixed, and in the late
1970s and early 1980s some were beset with problems, such as
corruption. Nonetheless, crop marketing boards did play a vita
role in the development of the agricultural export sector in several
countries, and these ingtitutions were dismantled in many
countries within the context of structural adjustment programmes,
thereby exposing commodity producers to the vagaries of world
commodity markets. The post-adjustment experiences have aso
been mixed, but, on the whole, real producer prices have reflected
the declining pattern of world commodity market prices. Farmers
have also suffered negative conseguences because production and
marketing costs have risen, fertilizer prices and transport costs
have soared and net incomes have declined. Consequently, small
producers have been less able to protect themselves from falling
commodity prices.

4. Commodity price risk management

48. Against the background of the limited progress made by
both domestic and international price stabilization schemes to
address the commodity problems of developing countries,
attention has focused since the 1990s on the use of market-based
mechanisms for managing commodity price risks. The relevant
derivatives contracts are usualy traded on internationa
commodity exchanges in major financial centres such as London
and New York. Technically, these mechanisms permit producers,
or governments of producing countries, to limit the risks arising
from unanticipated price movements by passing them on to
investors (speculators) on these exchanges.
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49. However, the use of these market-based instruments is not
widespread in developing countries because of the lack of
sophistication, size and cost in using these markets. Accordingly,
interest is now focusing on the establishment of commodity
exchanges in developing countries that can offer hedging
opportunities adapted to the needs of domestic producers and
traders. However, not all developing countries, especially the
low-income commodity-dependent countries, have the necessary
criticl mass of professiona traders/exporters and large
commodity producers, required to operate an exchange with
viable and effective hedging possibilities. In any case, while
futures markets may help to address problems related to price
variability, they cannot address the issue of long-term declines in
commodity prices and negative terms of trade trends for
commodity-dependent countries.

B. The way forward

50. The way forward requires actions to harness development

gains from the boom in commodity prices and to address the

long-standing commaodity trade and development problems. They

consist of aspects relating to global governance, coherence and

solidarity."

1. Actions to address long-standing commodity trade and
development issues

51. Policy actions are needed: to remove factors contributing to
market failures and thereby facilitate commodity market
adjustments, to mitigate the impact of highly volatile and
declining incomes, especially from agricultural commodities, on
low-income commaodity-dependent countries and poor farmers; to
facilitate value addition and greater participation in commodity
value chains by commodity-producing countries; and to facilitate
access to resources for financing commodity development.

14 See al so the outcome of the pre-UNCTAD X1 event on commodities: the
Global Initiative on Commodities Report. Brasilia, 7-11 May 2007.
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(@)
52,

Facilitating commodity market adjustment

Possible actions to address causes of protracted periods of

commaodity market imbalance and high price volatility include:

(@

(b)

(©)

(b)

53.

reduction or elimination of factors that lead to
structural imbalances in markets and prevent the
adjustment of supply to demand, such as trade-
distorting domestic support and export subsidies;

support for national efforts to invest in the production
of new supplies as warranted by the market situation or
to adjust supply to international market conditions;

support for the better functioning of markets at the
national and regional levels, including the
strengthening of markets, marketing systems and
services.

Dealing with income effects of commodity price
instability and declining terms of trade

Possible actions to mitigate the impact on producers or

consumers, particularly in least developed countries, of lower or
higher and more volatile commodity prices and adverse terms of
trade trends include the following:

(@

(b)

(©)

54.

strengthening compensatory financing schemes, for
example, by improving eligibility criteria; extending
their coverage to include essential imports such as fuel
and food; and more timely disbursement of funds;

establishing viable safety nets at the national level for
small producers.

Increasing development gains for developing
countries from trade in commodities

Possible actions at the international level in this regard

consist of two aspects: policy or rule-making actions and financial
actions (see (d) below).
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(a

(b)

(©)

Enhancing market access for commodity-based
products

(i) Reduction or elimination of tariffs and tariff
escalation affecting commaodity-based products;

(ii) Reduction or elimination of non-tariff barriers,
including regulatory protectionism and control of
private barriers to entry.

Encouraging value addition and greater participation in
supply/value chain by, for example:

(i)  Providing policy flexibilities under international
trade rules for low-income commodity-dependent
countries to provide incentives, including domestic
support, temporary exemption from tariff
reduction and export aids, for investments in the
context of national programmes to diversify
commodity production and add value through
processing of commodity-based products for
export;

(i) Addressing anti-competitive practices within
commodity supply/value chains, in particular, by
providing support for:

a Voluntary codes of conduct for enterprises;

b. National and regional mechanisms to
address anti-competitive practices;

C. Formation of producer associations at the
national level;

d. Enforcement of international rules on
restrictive business practices.

Removal of infrastructural bottlenecks and tariff and
non-tariff barriers to the development of new
supply/value chains to dynamic markets in the South
and within developing regions.
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(d)
55.

Resources for financing commodity devel opment

Low-income commodity-dependent developing countries

need increased support and investments aimed at strengthening
the competitiveness of their productive sectors, by, for example:

(a

(b)

(©)

56.
(@

Upgrading traditional commodity sectors

(By raising competitiveness and productivity — through
reduction in production and transaction costs,
improvements in quality and compliance with
standards — producers would be able to live with lower
prices, and/or to obtain higher prices through quality
premiums and specialty market shares.)

Diversifying around traditional commodities

(Vertical diversification would allow producing
countries to add more value before export and thus
retain more income in the local economy.)

Diversifying into non-traditional commodities

(Diversifying  horizontally  into  non-traditional
commodities or into non-commodity activities and
local livelihood products — as a safety net for small and
resource-poor commodity producers — can help to
reduce or eliminate the economic vulnerability due to
dependence on afew primary commodity exports.)

Possible actions could include the following:

Increased official development assistance and aid for
trade targeted to help meet adjustment costs of trade
reforms and preference erosion, to strengthen
productive capacities in commodity sectors and exploit
new demand opportunities in dynamic developing
markets, to support (greater participation in
international supply/value chains and diversification
efforts through improved capacity to meet standards
and other market requirements such as sustainable
production and processing systems, and to help build
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trade-related infrastructure that would relieve supply-
side constraints.

(b) Facilitated access to investment finance could include
mechanisms whereby regional and multilateral
financial institutions, sovereign wealth funds and
private financial institutions provide incentives to
invest in export commodity sectors of low-income
developing countries, especially those for which the
price outlook is favourable.

2. Actions to harness development gains from the current
commodity boom

57. Actions are needed to support the effective utilization by
commaodity-dependent developing countries of the opportunities
offered by higher commodity prices to initiate a process of
sustained economic growth and poverty reduction, and to mitigate
the detrimental impact of higher energy and food prices on the
growth and development prospects of net-energy and -food-
importing devel oping countries.

3. Managing the oil boom

58. From a development perspective, challenges include
governments successfully negotiating more beneficial and
transparent contracts with oil companies, ensuring that taxes are
not evaded and corruption is reduced, managing the
macroeconomic challenges created by the boom, managing
strategically the use of windfall oil revenues to diversify the
economy and ensure sustainable growth, and dealing with the
adverse impact of higher energy costs on the development
prospects of oil-importing developing countries.

59.  Policy recommendations are provided below.

(a) at the national level, taking into account the eventual
depletion of oil reserves, a three-pronged strategy for
successfully managing oil revenues should be
considered.
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(b)

4.
60.

(i) A macroeconomic framework aimed at ensuring
high rates of prudently invested savings, for
example, through a national oil fund, and an
effective counter-cyclical policy to stem real
exchange rate appreciation and to insulate
government expenditure from the volatility of oil
price cycles;

(ii) A business plan for investing the surplus revenue
to enhance productivity and added value, build
social and economic infrastructure and human
resources, and develop the non-oil productive
sectors;

(iti) A political and social contract for managing oil
revenues, based on democratic participation and
transparent economic governance, for example by
adhering to the Extractive Industries Transparency
Initiative. Oil revenues should be distributed
equitably across regions within countries to avoid
exacerbating civil strife and conflicts.

At the international and regional levels, developing
countries should be supported to develop their potential
for producing biofuel economically to help reduce oil
import bills, raise rural incomes and diversify
agricultural production. It may also offer improved
energy security through diversification of energy
sources. As a temporary measure, non-debt-creating
compensatory financing facilities should be provided to
these countries.

Managing the mineral boom

From a development perspective, challenges include

obtaining a more equitable sharing of revenues between foreign
investors and host countries, particularly the windfalls of a boom
period; building human resource capacity, through training, for
example; supporting economic diversification in mining areas,
Setting up strong procedures and institutions to improve resource
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management and integrating artisanal, or small-scale miners into
the formal economy.

61. Policy recommendations are provided below:
(@ Atthenational level:

(i) Take steps to ensure that national benefits increase
when prices rise (e.g. through progressive taxation
or production sharing agreements);

(ii) Support the establishment of better linkages —
upstream, downstream and in ancillary services
(e.g. local procurement) — between the mining
sector and other sectors of the economy;

(iii) Target resources deliberately to poverty reduction
(e.g. through health, education, social safety nets)
and to employment creation (e.g. through
incentives and promotion of entrepreneurship, and
access to credit).

(b)  Attheinternational level:

(i) Provide support to capacity-building and
transparency efforts of producing countries for the
prevention of anti-competitive behaviour;

(ii) Consider mechanisms to ensure that the ongoing
concentration of firms in the mining sector does
not stifle competition in the sector.

5. Managing the agricultural commodity boom

62. From a development perspective, challenges include
ensuring that maximum earnings reach producers, using the
investment by producers and governments of windfall revenuesto
target raising productivity and increasing value addition in
addition to the diversification of agricultural sectors in order to
reduce vulnerability to price fluctuations, addressing threats to
food security arisng both from rising food prices and from
competition for land and other inputs between food and export
crops (including biofuels), and strengthening mechanisms at the
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national level (e.g. stabilization funds, commodity boards, safety
net programmes) to deal with the eventua downside of the price

cycle.

63.  Policy recommendations are provided below:
(@ At the national level

(i)

(if)

(i)

(iv)

(V)

(vi)

(vii)

Turn general declarations of support for
agriculture into detailed sectoral and commodity-
specific strategies with adequate budgets;

Encourage farmers to adjust their portfolio of
export commodities to take advantage of
commodities with favourable price outlooks;

Governments with substantial revenues from
extractive industries should consider providing
support that is compatible with the World Trade
Organization to the agricultural sector and
producers of tradable crops, including investing
boom revenues in infrastructure and services to
support farmers — rura roads, electricity,
irrigation, extension, technology and research;

Promote national economic diversification by
investing windfall revenues in agro-processing
activities, increasing value addition and use of by-
products;

Put in place financial tools adapted to the needs
and capabilities of smallholders so that they can
raise the capital needed to improve productivity;

Consider establishing stabilization funds as a
safety net for commodity producers;

Strengthen agricultural  research institutes to
facilitate the adoption, adaptation and creation of
improved technologies;
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(b)

C.

64.

(viii) Rethink and restructure marketing boards so that

(ix)

they can retain their useful regulatory role and
provide effective support services to farmers,

Develop effective systems to improve farmers
access to reliable, accurate and timely market
information.

Support should be given at the international and
regional levelsfor:

(i)

(if)

(i)

(iv)

(V)

(vi)

Value addition and greater participation in
supply/value chains through improved market
access and entry conditions, including fair
competition in these chains;

Capacity-building for compliance with trade
standards;

Capacity-building to take advantage of
opportunities in dynamic markets of developing
countries and within regions;

Joint ventures between countries for value-adding
activities, especially within regional groupings,
Measures to address the adverse food security
impact of higher food prices;

National and regional agricultural research
institutes for technology adaptation and
development.

UNCTAD'’s contribution to are-launched agenda
on commodities

Re-launching the commodity agenda requires not only
endorsing the above-mentioned actions, but also committing to a
programme of work that expands and refines previous
commitments. UNCTAD’s contribution should be built on the
three pillars of its work: research and analysis, dialogue and
policy consensus-building, and technical cooperation.
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65. For example, policy-oriented research and analysisin a re-
launched agenda on commodities could include studies on ways
to facilitate commodity market adjustments, particularly for
commodities prone to structural over- or undersupply;
identification of best practices for greater participation in
commodity value chains, including ways and means of
overcoming challenges to increase value addition in specific
commodity sectors; best practices in the generation, management
and utilization of government revenues from the extractive
industries; best practices in energy diversification strategies
including the optimal mix of energy sources (e.g. geothermal,
solar or biofuels); and best practices regarding the roles of
government and public institutions in promoting commodity
sector development, for example, productive capacity upgrading,
export marketing, managing risks, access to finance, research and
development, and extension services, analysis of the policy
flexibility required by commodity-dependent countries in the
context of rules and disciplines of the World Trade Organization
to pursue an active diversification programme; the adjustment
needs of commodity-dependent developing countries arising from
trade policy reform processes, including the impact of preference
eroson and fisca revenue losses, and non-tariff barriers,
including public and private standards affecting commodity
exportsin raw and processed forms.

66. International didogue and consensus-building on policy
actions required for dealing with commodity problems and issues
could focus on ways to integrate commodity policies into
national, regiona and international development and poverty
reduction strategies; on trade-related policies and processes for
resolving commaodity problems; and on investment and financial
policies with respect to official development assistance, aid for
trade, compensatory financing schemes and other means of
facilitating  financial  resources for  commodity-based
development.
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67. Prioritiesin technical cooperation activities could be given
to asssting commodity-dependent developing countries in
mainstreaming commodity policies into their national and
regiona development strategies; implementing reforms; moving
up value chains; and diversifying commodity sectors; complying
with public and private international trade standards; taking
advantage of export opportunities arising from new patterns of
globa demand for commaodities; putting in place institutions and
procedures to ensure transparency, good governance, fair
contracts and fair taxation in extractive industries, and sound
management of revenues from depletable natural resources,
including investment in infrastructure and human capita
development; economically and environmentally sound energy
diversification strategy choices, including the use of biofuels,
while taking into account domestic food consumption needs; local
capacity-building in the management, trade and financing of
projects in the extractive industries of developing countries; and
the development and implementation of aternative marketing
schemes and support systems for small commodity producers,
including economically viable safety net programmes.
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