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Introduction

This document outlines the methodological background to the UNCTAD free-market commodity price
index. Several methodological revisions have been introduced in the 2015=100 series. In summary
these were:

3 Re-basing the index, with a corresponding revision of the weights, from the year 2000 to the
year 2015.

3 Enhancement of product coverage; and

[ Introduction of new sub-indices.

The remainder of the document details the different compilation steps in the order below:

Definition: Primary commodities;
Basket determination;

Weights selection;

Price selection; and

ok o

Index calculation.
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1 Definition: Primary commodities

The UNCTAD free-market commodity price index (FMCPI) is designed to measure the price
movements of primary commodities exported by developing economies. There is no single, universal
definition of primary commaodities in terms of standard statistical (product) classifications. The current
methodology continues to use the same concept of primary commodity adopted by previous series
of the FMCPI. Thus, the definition of primary commodity adopted by the FMCPI takes into account
the definition provided by the United Nations Statistics Division's (UNSD) documents on technology
insensitiveness (UNSD 2009), as well as in the Broad Economic Categories (BEC) classification
(UNSD 2016). Particular attention has been attributed to the definition used in BEC:

"Primary goods are those which characteristically are products of primary sectors of the
economy —i.e., farming, forestry, fishing, and the extractive industries. However, goods which
characteristically are products of other sectors, such as manufacturing, where the product
underwent only a minor change, are still classified as “primary” in cases where nearly all of
the value of the product is contributed by one of the primary sectors of the economy. For
example, cotton undergoes physical transformation when ginned, but as most of the value of
the ginned cotton derives from the agricultural sector, it is classified, in the BEC, as a primary
good. Thus, a good is classified as primary if it is a product of farm, forest and fishing, or of
an extractive industry, to whose value transformation has made only a minor contribution.
Guidance in classifying goods as primary or processed can further be sought in the
description of and explanation associated with the HS sub-headings, which uses wording
such as “raw”, “in the rough”, “in primary form” or “combed but not otherwise processed”.
Waste and scrap materials are also classified as primary commodities in the BEC."

For the compilation of the UNCTAD FMCPI, primary commodities are defined as goods where all, or
almost all, of the value-added during production has been generated by the primary sectors of the
economy i.e. primary commodities are largely unprocessed or unrefined. To conceptualize that
definition in terms of the Harmonized Commodity Description and Coding System (HS) 2007 (UNSD
2017), HS headings (as identified by the 4-digit codes of the HS classification) are classified into
primary commodities and other types of products. The headings classified as primary commodities
are presented in Table A1 in the Annex. They form the universe from which individual commodities
were selected for the basket.
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2 The basket

From the universe of primary commodities described in Section 1, a set of representative
commodities were selected for the basket. The selection is designed to ensure the best possible
representation of primary commodities exported by developing economies and to take into account
some specific requirements identified during user consultations. Commodities with unreliable data
availability or where no price data were available were excluded from the index. In these cases their
weights were also excluded. The selected commodities (referred to as "index commodity items") are
detailed in Table 1. The corresponding HS sub-headings (identified by 6-digit codes) from which
they have been constructed are shown in Table A2 in the Annex.

The basket of primary commaodities for the overall price index has been subdivided into four groups,
with most groups further subdivided into subgroups (see Table 1).

Table 1. Weighting structure of the basket, subgroups and groups

Sub-group Group Total
Wheat 2.82 1.48 0.20
Maize 12.81 6.74 0.89
Rice 15.43 8.11 1.08
Sugar 23.38 12.29 1.63
Bovine meat 13.96 7.34 0.97
Food
Bananas 9.34 4.9 0.65
Pepper 3.49 1.84 0.24
Soybean meal 0.09 0.05 0.01
Crustaceans™ 15.46 8.13 1.08
Fish* 3.21 1.69 0.22
Total subgroup 100.00 52.58 6.97
. Coffee 63.69 10.95 1.45
Tropical Cocoa beans 2128 3.66 0.49
All food beverages
Tea 15.03 2.58 0.34
Total subgroup 100.00 17.20 2.28
Soybeans 63.04 19.05 2.53
Soya bean oil 12.38 3.74 0.50
Sunflower oil 1.07 0.32 0.04
Vegetable Ground-nut oil 0.47 0.14 0.02
g:zegl?: Copra 0.16 0.05 0.01
Coconut oil 2.94 0.89 0.12
Palm kernel oil 2.04 0.62 0.08
Palm oil 17.90 5.41 0.72
Total subgroup 100.00 30.22 4.01
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Sub-group Sub-group Sub-group

Fish meal fodder* 6.22 0.23

Tobacco 14.93 0.55

Cotton 8.61 0.32

Wool, fine 2.18 0.08

Jute 0.19 0.01

Agricultural raw materials Hides and skins 8.26 0.30
Tropical logs 1.73 0.06

Tropical sawnwood* 2.81 0.10

Plywood* 25.26 0.93

Rubber 29.81 1.10

Phosphate rock 2.07 0.91 0.19

Manganese ore 1.69 0.74 0.16

Iron ore 26.18 11.55 2.45

Minerals, ores and Aluminium 11.69 5.16 1.09

non-precious Copper 38.34 16.92 3.59

metals Nickel 6.15 2.71 0.58

Lead 458 2.02 0.43

Minerals, ores and metals Zinc 5.62 2.48 0.53
Tin 3.69 1.63 0.35

Total subgroup 100.0 44.14 9.36

Gold* 88.03 49.17 10.43

Precious metals* Silver* 7.66 4.28 0.91

Platinum* 4.31 2.4 0.51

Total subgroup 100.00 55.86 11.84

Gas Natural gas* 19.52 12.07

Coal Coal* 3.88 2.40

Fuels™ Petroleum Crude petroleum* 76.61 47.38

Price index - all groups

* Index commodity item not previously covered in the FMCPI.

The composition of the basket was updated in a number of important respects. Several index
commodity items, such as crustaceans, fish, fish meal fodder, tropical sawnwood, plywood were
added to the basket. In addition a new sub-group 'Precious Metals' and a new group 'Fuels' were
added to the basket. These commodities have been included in recognition of their growing
importance to the developing economies commodity exports.
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Total exports of primary commodities from developing economies included in the FMCPI basket
(valued in current United States dollars), expressed as a percentage of corresponding total exports
of primary commodities from developing economies (as defined in Table A1 in the Annex) are
presented in Table 2, broken down by product group. Data are averaged over the period 2014 - 2016.

‘ Table 2. Coverage of index's primary commodities within total of corresponding (sub) group

Group Subgroup Coverage (%)
All food 34.36
Food 2417
Tropical beverages 86.18
Vegetable oilseeds and oils 56.44
Agricultural raw materials 46.07
Minerals, ores and metals 58.05
Minerals, ores and non-precious metals 47.98
Precious metals 69.59
Fuels' 73.50
Gas 98.73
Coal 93.83
Petroleum 69.77

Total 99.78

" This group is broader than the listed subgroups: other fuels are not covered with the three subgroups (refer to

Table A1).
Source: UNCTAD calculations based on Comtrade data (UNSD, 2018).

3 Weights

The weights used in the calculation of the FMCPI determine the degree to which the price movements
of the different commodities influence the movement of the overall index and sub-indices. By
construction, they represent the share of the trade value of exports of each commaodity in the basket,
originating from developing economies during the base period (see Formula 1 in Section 5).

These export weights are derived from export trade data sourced from the UNSD Comtrade database
(UNSD, 2018a). The weights were calculated at HS 2007 6-digit level, and then aggregated to index
commodity items (see Table A2 in the Annex). As not all economies report their export values in HS
2007, data reported in other versions of HS were converted to HS 2007 using HS classification
concordance matrices provided by UNSD (2018Db).

The base year of the index is 2015. However, to ensure the weights are stable and don't reflect short-
term fluctuations in exports, they were calculated using a three-year average, for the years around
the base year i.e. 2014 - 2016. The weighting structure of the FMCPI and its sub-indices is shown in
Table 1 - Section 2.
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4 Prices

The average prices for the commodity items used in the index are derived from a representative
sample of monthly, weekly or daily spot-market quotations. These prices are collected from a variety
sources. Price quotations may be collected in a variety of currencies. Any prices not denominated in
United States dollars are converted to United States dollars (see Table A3 in the Annex). Most of the
absolute prices used in the calculation of the index are published separately in the table 'Free market
commodity prices' which is available on UNCTADStat. Unfortunately not all series can be published
owing to copy right restrictions. Furthermore, other absolute commodity prices, not used in the
compilation of the index are also published in this table.

5 Index calculation

As with the previous index, the new FMCPI is calculated using a fixed-base Laspeyres index. The
formula for the calculation of the index is:

b

w
=
¢

M U R FE— B —i |,

¢
¢

where sP represents the weight of the commodity index item i (see Section 3 above) and pf is the
price in period t (see Section 4 above). gP is the quantity of the commodity index item i in the base
period.

6 Results

Figure 1 depicts the evolution of the revised and updated FMCPI compared with the previous series
(rescaled to the year 2015=100) for the period January 2000 to December 2017. Figure 1 also depicts
the evolution of the new FMCPI calculated for all primary commodities excluding precious metals and
fuels.

Figure 1 shows that the inclusion of precious metals and fuels is the primary cause of differences
between the two time series. By contrast, the evolution of the new index excluding precious metals
and fuels is very similar to that of the old index.
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‘ Figure 1. New and previous free market commodity price indices (2015=100)
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