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Main message

= [ommodity-dependent developing countries (CDDCs) are

highly vulnerable to a wide range of shocks
= \alue addition is way of escaping the commaodity trap

= Most CDDCs continue to be highly dependent, but some

have made progress in diversitying exports



Commodity dependence trap
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What is commodity dependence?

= [ommodities >= b0% of merchandise exports

= Three major groups:
— Agriculture
— Minerals, Ores and Metals

— Fossil fuel energy

= [ountry depends on a commaodity group when:
— it is commodity dependent (B0% merchandise exports) and

— sector generates at least |/3 of commodity exports



od LODGs (period 2013-2017)
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Why is commaodity dependence a trap?

s Most GDDCs seem to be "locked” into this state for decades

= [[DDCs generally dependent on a limited range of products a
export partners, exposing them to shocks

= A range of other vulnerabilities associated with commaodity
dependence



Africa’s export dependence: examples

Burundi
Comaraos
Djibouti
Eritrea
Ethiopia
Kenya
Madagascar
Malawi
Mauritius
Mozambique
Rwanda
Seychelles

Somalia

Gold, coffee

Spices, ferrous waste

Petr. Prad. & live animals

Copper, fisheries
Coffee, vegetables
Tea, vegetables
Nickel, spices
Tobacco, sugar

Fish, sugar

Aluminium, pearls, etc.

Base metals, coffee
Fish, petroleum oils

Live animals, gold
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Benin
Burkina Faso
Cabo Verde
Cate lvoire
Gambia
Ghana
Guinea
Liberia

Mali
Mauritania
Nigeria
Senegal

Sierra Leone

Cotton, gold

Lold, cotton

Fish, petroleum oils
Cocoa, petroleum oils
Forestry, fruits & nuts
Gold, petroleum oils
Al ores, petroleum oils
Iron ore, rubber

Lold, cotton

Iron ore, fish
Petroleum, natural gas

Petroleum oils, fish

Precious stones, base metals
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onare of tossil tuels in total merchandise exports in ZUl/ (7a)
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Africa’'s limited export partners: examples

Burundi UAE, EU Benin China, India

Comaoros EU, Singapore 63 Burkina Faso Switzerland, India BE
Djibouti UAE, Yemen 43 Cabo Verde EU, India i
Eritrea China, India 90  Cate Ivoire EL, Africa a8 (42+1b)
Ethiopia ELl, Africa 40(23+17)  Gambia China, India Tl
Kenya EU, Africa ol (33+18)  Ghana EL, India 4k
Madagascar EU, USA 07  Buinea EL, India 0z
Malawi FU, Africa ol (42+9)  Liberia FU, China 03
Mauritius EU, Viet Nam 78 Mali UAE, South Africa 03 (32+21)
Mozambigue EL, S. Africa a6 (37+19)  Mauritania China, EL b2
Rwanda DRC, China 38 (22+16)  Nigeria EL. India 02
Seychelles EU, Japan 78 Senegal Africa, EU o6 (32+24)
Somalia S. Arabia, UAE 73 Sierra Leane China, EU 33
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Commadity dependence is development problem
= 7/3 of developing countries are commodity dependent

= Most prevalent in economically vulnerable countries:
— 80% of Least Developed Countries (LDCs)
— 81% of Landlocked Developing Countries (LLDCs)
— a/% of Small Island Developing States (S1Ds)

— 89% of countries in Sub-Saharan Africa

= Also, strong correlation with income per capita

— 31% of low-income countries against...
— less than |/3 of high-income countries



Vulnerabilities associated with dependence

= Socio-economic vulnerabilities

= \ulnerability to climate change
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Negative association between dependence and development

= [eclining terms of trade and short-term price volatility

= [utch Disease through real exchange rate appreciation

= Microeconomic effects on households and firms



Vulnerability to declining terms of trade

= Negative trend of commodity prices: commodity prices drop
by 1% per year over long-term

= Prices go through booms & busts, hence changes in incomes

= from a low of 47.6 before boom, prices trebled |0 years
later & dropped 20% after boom

= Steady increase of manufacturing prices, eroding
purchasing power of CDDCs



Changes in commaodity prices

Five-year average commaodity prices (index base 2015 = 100) ‘ Price changes in %
Group 1998-2002 2003-2007 2008-2012 2013-2017 Boom change Bust change
Al 415 44.0 [ab.a 124.8 2788 -20.3
Energy 48.0 08.2 72,6 RYA 209.6 -23.
Minerals 349 BG.8 134.5 6.0 2804 -13.8
Agriculture BL.9 724 125.3 I09.4 1024 127
Manuf. Unit value 76.5 89.8 04.7 05.2 36.9 0.3
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Vulnerability to short-term price volatility

Monthly percentage changes of UNCTAD Commadity Price Index (all groups)
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Dutch Disease & real exchange rate appreciation

= |arge capital inflows during periods of high prices lead
to domestic currency appreciation ..

= |nefficient allocation of resources: high imports @ low
domestic production

= |pss of competitiveness of domestic production

= [ollapse of entire sectors (e.g. manufacturing) @ more
economic and export concentration



Uther macroeconomic vulnerabilities

Periods of low prices much longer than those of high
prices

During low-price periods

— budget deficits increase
— debt stock increases
— currencies are devalued
— inflation increases

These factors lead to slow growth @ even recessions in
SOME CAses



Fttects on firms and households

Macro vulnerabilities create negative environment for firm
investment & production

Particularly, uncertainty w.r.t. export earnings
discourages investment a long-term growth

At household level, low prices reduce household income
and capacity to meet socio-economic needs

Low prices may push or maintain households in poverty



Vulnerability to climate change

Climate change adds another layer of vulnerability to CODCs &
compounds economic vulnerability

Commodity dependence & climate vulnerability go hand in hand

31/40 (that is 92%) countries most vulnerable to climate change
are LDDCs

5103 are particularly vulnerable, especially CODCs among them

These countries contributed very little to the problem but bear
brunt of its effects



Climate change affects CD in many ways

Agriculture: yields and water availability increasing food
instability & poverty

Crop, livestock a fisheries losses due to extreme weather
BVENLS

Energy @ mining sector: effect on infrastructure &
installations

Possible stranding of natural resources (palm oil, fossil
fuels, etc.)



Value addition for export diversification
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Economic and export diversification
= ] strategies: vertical and horizontal diversification

= \ertical diversification: producing new product by adding
value to primary commodity

= Fven though CDDCs have generally failed to diversity,

there are examples of vertical diversification:

— Adding value to crude oil or gas: petrochemicals (alcohal, fertilizers,
plastics) or alumina processing: Egypt, [ran, Oman, Saudi Arabia, etc.

— Increase in oil refining: Algeria, [ran, Oatar, UAE, etc.

—  Diversitying into energy intensive products such as aluminium:

Bahrain, Uman, Qatar, Saudi Arabia, UAE



Value addition or vertical diversification

Adding value to a primary commodity results in creation of
new product

This allows country's export of higher value products:
— Less exposed to commodity vulnerabilities highlighted
— [ommand higher prices on market

Value addition must be deep enough to create products
substantially different from underlying primary commodity

Most CDDCs failed to add value, but successful cases exist



Saudi Arabia; commodity-based manufacturing

1965 2017
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Horizontal diversitication

= |nvesting in production of new products unrelated to existing
primary sector

= Fxamples:
— Tajikistan, Armenia, Brazil, Liberia, diversified into agriculture
— Mineral dependent countries also diversified into agriculture:
Lameroan, Chile, Ghana, Peru
— Diversification into manufacturing: Brazil, Indonesia
— Diversification into different commodity segments: Colombia

= [ombination of vertical & horizontal diversification: Costa Rica
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Brazil: diversitying into other comm. @ manufacturing
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Determining relevant diversification strategy

= Analysis of risk: idiosyncratic or systemic”?

= |ook at comparative o potential competitive advantage
— How to access required inputs and at what cost?
— Market access: tariff escalation, 8PS, other NTMs
— Market location @ transport costs
— |nstitutional environment that is required

= [ienerally combination of vertical and horizontal strategies



Combination of vertical & horizontal diversification: Costa Rica
1965 | 2017
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Costa Rica: including services
1980 2017
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Conclusion

LDDCs face multitaceted vulnerabilities: economic, social and climate
Pursuing economic diversification would limit exposure to vulnerabilities

Countries need to carefully study diversification strateqy before adoption:

—  Adding value to an existing primary commodity

—  Diversitying horizontally within the commodity sector

—  Diversitying into manufacturing of products using existing primary commadity (e.g. oil)
—  Combining vertical and horizontal diversification

Diversification strategy must consider access to complementary inputs &
market access for the new product

successful diversification takes a long time & requires holistic approach



Thank you.



