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World market outlook for Papua New Guinea’s 
commodities. 
Lindsay Fairhead, Vivek Tulpule, Theodore Levantis 
 
This paper is based on a presentation by Vivek Tulpule, Deputy Executive Director of the 
Australian Bureau of Agriculture and Resource Economics (ABARE), at the Islander, 
Port Moresby, Papua New Guinea in June 2003. Mr Tulpule’s presentation was 
organised by the Institute of National Affairs. 
 
Introduction 
Cash crops provide the primary source of income for over 70 per cent of Papua New 
Guineans. Many others rely on the forestry and mining sectors for their livelihood, albeit 
both directly and indirectly. Given that Papua New Guinea exports almost all its cash 
crop output, most of its forestry production, and its entire minerals output, the well being 
of the people of Papua New Guinea is inexorably intertwined with developments in world 
commodity markets. 
 
This paper provides an analysis of future developments in world markets for the 
commodities exported by Papua New Guinea. It begins with an outlook of world 
economic growth, before considering recent and likely future developments in global 
mineral markets. The paper then proceeds to explore the outlook for Papua New Guinea’s 
key agricultural export commodities and for the world log market. 
  
World economic outlook 
Among other factors, the strength of world economic growth is a principal determinant of 
demand for commodities exported by Papua New Guinea. While the quick ending of the 
war in Iraq has improved world economic prospects, it does not mean that world 
economic growth will recover rapidly in the remainder of 2003. For major OECD 
countries, modest to weak economic growth is expected to continue in the short term, 
mainly because of structural problems in their economies.  
 
In non-OECD Asia (excluding Japan and the Republic of Korea), signs of economic 
recovery were emerging in early 2003. But the recent outbreaks of SARS have adversely 
affected economic activity in a number of Asian countries, including China, Chinese 
Taipei and some south east Asian countries. The main impact of the SARS outbreaks has 
been on the tourism and airline sectors of the Asia Pacific region. But consumer spending 
in these countries has also been sharply affected, as consumers have stayed home and 
avoided places like department stores, supermarkets and restaurants. While there have 
been no recent reports of new cases, the situation in some countries, including China and 
Chinese Taipei, remains uncertain. If the SARS epidemic is successfully contained in 
non-OECD Asia and Canada, then the adverse effect on economic growth in other parts 
of the world is not expected to be significant. 
 
World economic growth is forecast to decline to 2.5 per cent in 2003 from 2.7 per cent in 
2002. The lower growth outcome for 2003 partly reflects the adverse effect on economic 



growth in non-OECD Asia of the recent SARS outbreaks. In 2004, world economic 
growth is expected to recover to 3.3 per cent. This strengthening of growth is based on an 
underlying assumption that the SARS outbreaks will be successfully contained in the 
second half of 2003. 
 
Table 1 Economic growth in selected countries 
  2001 2002 2003 f 2004 f  
Developed countries % 0.7 1.6 1.4 2.2 
United States % 0.3 2.4 2.0 3.0 
Japan % 0.4 0.3 0.2 0.4 
Western Europe % 1.5 0.8 0.9 1.6 
  Germany % 0.6 0.2 0.2 0.8 
  United Kingdom % 2.0 1.6 1.8 2.2 
Korea, Rep. of % 3.1 6.3 3.8 5.0 
Australia % 2.7 3.8 3.1 3.4 
New Zealand % 2.7 4.4 2.7 3.0 
 
Developing countries % 3.3 4.1 4.0 4.9 
South East Asia a % 1.6 4.0 3.2 4.3 
China b % 7.3 8.0 6.9 8.0 
Latin America % 0.6 -1.0 1.5 3.0 
Russian Federation % 5.0 4.3 4.0 3.5 
Papua New Guinea % -3.4 -4.0 -1.4 2.2 
 
World c % 2.2 2.7 2.5 3.3 
 
(a) Forecasts for South East Asia are the weighted average of forecasts for Singapore and Indonesia, Malaysia, Philippines and 
Thailand. (b) Excludes Hong Kong. (c) Weighted using 2001 purchasing-power-parity (PPP) valuation of country’s GDP by the IMF. 
(d) Projections for PNG are ABARE estimates using the model PNGGEM. 
 
While world economic growth is expected to recover in 2004, there is considerable 
uncertainty surrounding this outlook. The biggest challenge lies in the economic 
performance of the United States. Since the mid-1990s, economic growth in the United 
States has accounted for around half of the growth in the world economy. Given the 
weakness in other major world economies, including Japan and Western Europe, the 
outlook for world economic growth is particularly dependent on economic developments 
in the United States. 
 
Despite significant monetary and fiscal stimulus over the past two years, evidence of a 
strong US economic recovery is yet to emerge. The most worrying aspect of the cur rent 
US economic situation is weak investment in the business sector. Business investment 
spending on equipment and software, for example, contracted year on year by 6.3 per 
cent in the March quarter 2003. If business investment spending fails to recover in the 
short term, it will prolong the economic weakness in the United States, implying world 
economic growth will be slower than assumed for the purposes of this analysis. 
 
Outlook for key mineral commodities 
Papua New Guinea’s minerals sector contributes 27 per cent to GDP and directly 
accounts for a quarter of the National Government’s non-grant revenues. Developments 
in the global mineral sector are therefore crucial both to economic growth in Papua New 
Guinea and to fiscal outcomes. 
 
 
 



Oil 
Since the end  of the war in Iraq, world oil prices have remained resilient, despite weak 
world oil demand. Much of the war premium dissipated with the commencement of 
hostilities, but in mid-June 2003, prices were still relatively high at above US$30 a barrel 
for West Texas Intermediate (WTI). Prices at this level reflect significant uncertainty in 
the market. Among the factors currently placing upward pressure on prices are: the low 
level of OECD oil stocks; the delays in bringing Iraqi oil production back on stream; 
terrorism and other security concerns; and OPEC’s policy on production and price 
targets.  
 
At the same time, there are other factors at play that, on their own, would tend to drive 
prices lower. These include weak economic growth and hence weak consumption growth 
in OECD countries and the negative impact on consumption of the SARS outbreak, 
particularly in east Asia. 
 
Before the recent war, Iraq’s production was around 2.4 million barrels a day, 3 per cent 
of world oil production. Although production in early June was around a quarter of 
prewar output, Iraq is expected to increase output to about two-thirds of prewar 
production by the fourth quarter of 2003. Full prewar output is not expected to be 
achieved until around mid-2004. The delay comes mainly because of the need to repair 
damaged infrastructure. An objective of the new regime in Iraq is to achieve a production 
capacity of 3.5 million barrels a day, Iraq’s pre-1991 Gulf War capacity. But achieving 
this requires conditions of political and economic stability — conditions that may take 
some time to be established. 
 
OPEC member countries, excluding Iraq (OPEC 10), met on 11 June and reaffirmed their 
current production quotas and their commitment to keeping prices within their target 
range of US$22–28 a barrel (for a basket of OPEC crude oils). This range is roughly 
equivalent to a WTI price range of US$24–31 a barrel. Prices have remained within 
target and mostly in the upper half of the range, in the period from the commencement of 
the war in March to mid-June. This comes despite persistent over quota production by 
OPEC countries, implying that prices may have been higher if quotas had been adhered 
to. 
 
With Iraqi production increasing and OECD stocks expected to build over coming 
months, there is expected to be some downward pressure on prices. In this event, OPEC 
may need to curb current production to achieve midrange target prices. However, in 
2004, with global consumption expected to grow in line with assumed strengthening 
world economic growth, additional production from Iraq is expected to be absorbed 
without the need for OPEC to reduce quotas in order to maintain price targets. 
 
With Iraqi production expected to increase in the fourth quarter of 2003 and with stocks 
in OECD countries expected to gradually return to normal, prices should ease during the 
second half of 2003 (see figure 1). For 2003 as a whole, world oil prices are forecast to 
average US$29 a barrel (WTI), up 11 per cent on average 2002 prices. In 2004, prices are 
forecast to fall by 10 per cent to average US$26 a barrel (WTI). This forecast assumes a 



gradual return to full prewar production in Iraq, stronger world economic growth (and 
hence stronger oil consumption), and no significant market disrupting events. Beyond 
2004, prices are expected to stabilise at around the US$26 a barrel level. 
 
Figure 1 World oil price 

 
 

Gold 
The price of gold was volatile in the first half of 2003. After commencing the year at 
US$343 an ounce, gold prices rose to a peak just below US$375 an ounce in early 
February before falling to US$322 an ounce in early April. By late May, the gold price 
once again exceeded US$375 an ounce. During this time a number of factors both 
supported and added volatility to gold markets, including the escalation of tensions in the 
Middle East and the subsequent war in Iraq, the uncertain prospects for economic growth 
and the weakness of the US dollar. 
 
A number of issues have increased investor uncertainty in 2003. Tensions in the Middle 
East and the outbreak of SARS have been key contributors to this uncertainty, 
underlining a transfer of funds from equities to gold. By 2004, the world economic 
outlook is expected to have improved significantly, and hence cause a shift of investment 
funds from gold to equity markets. As a result, the incentive to hold defensive or ‘safe 
haven’ assets such as gold will lessen and funds will be switched back toward assets 
whose returns are more positively correlated with economic expansion, such as equities.  
 
While the US dollar denominated gold price rose strongly in the first half of 2003, the 
gold price expressed in other currencies (such as the euro) did not. A depreciation of the 
US dollar against the currencies of other countries results in an increase in these 
countries’ purchasing power of US dollar denominated products. This increase in 
purchasing power provides support for US dollar gold prices so long as there are no 
implications for the demand for gold. The supportive impact on gold prices of the recent 



depreciation of the US dollar is expected to turn later in 2003 as the US dollar is forecast 
to appreciate against most other major currencies. 
 
Conditions are expected to encourage greater hedging by gold producers in 2004 and 
increasingly in 2005. After three years of falling interest rates, ABARE expects that US 
interest rates will increase slightly in 2004 and more significantly from 2005 onwards as 
economic growth recovers and strengthens. This will raise the incentive to hedge. 
Further, as the asset allocation activity of private investors switching funds from gold 
begins to turn gold prices more firmly downward, gold producers will have added 
incentive to lock in future prices for their output. The resultant increase in hedging 
activity will lead to an increase in gold supply that will place further downward pressure 
on gold prices. 
 
There was a significant fall in gold fabrication consumption in 2002 caused by a 
combination of poor economic growth and higher gold prices. Substantial declines 
occurred in the largest two gold consuming regions, India and Europe, that together 
account for 43 per cent of world fabrication demand. The forecast for world consumption 
growth is moderate for 2003 due to the continuation of relatively high gold prices and 
weak economic activity. Consumption growth is expected to strengthen in future years in 
line with higher rates of world economic growth. 
 
The gold price is forecast to average US$353 an ounce in 2003, 14 per cent higher than in 
2002 (figure 2). But the price of gold is forecast to fall from the fourth quarter of 2003 
due mainly to the expected appreciation of the US dollar and the anticipated shift in 
investor sentiments toward equities as world economic activity recovers. The average 
price for 2004 is expected to drop to US$335 an ounce. Underlining this is the 
expectation of a continued pickup in economic activity and an anticipated easing of 
geopolitical tensions. Nonetheless, prices are forecast to remain relatively strong in 
historical terms until an expected increase in world interest rates in 2005, after which 
prices should ease further. 
 
Figure 2 World gold price 
 

 



Copper 
In response to weak global demand, low prices and high stocks, several major producers 
reduced their production of copper in 2002 and have maintained those levels so far in 
2003. These reductions have come about predominantly from BHP Billiton’s Escondida 
and Tintaya mines, as well as from closures and cutbacks in several of Phelps Dodge’s 
mines in the United States. With cuts to mine output feeding through to lower smelter 
production, exchange stocks fell by 15 per cent between December 2002 and June 2003. 
In the same period, prices averaged US$1646 a tonne, a 5.4 per cent increase on 2002 
average prices (figure 3). 
 
Codelco, Chile’s state owned copper company (and the world’s largest producer) has 
adopted an alternative form of restraint — it is continuing to produce but is withholding 
about 200 000 tonnes from the market. While this approach has the effect of reducing 
supply, the unsold production is adding to stocks and any substantial buildup of these 
may limit the extent to which prices rise. 
 
World copper consumption is forecast to increase by 2.3 per cent in 2003. In 2004, 
stronger world economic and industrial production growth is expected to stimulate a 
significant improvement in demand, and copper consumption is forecast to grow by 4.0 
per cent to 16.1 million tonnes. In 2002, China’s increase in copper consumption 
accounted for almost 90 per cent of the rise in global copper use. While this proportion is 
expected to decline in 2003 and 2004 as copper consumption in the OECD gradually 
recovers, China’s consumption growth is expected to be critical to overall world copper 
demand in the short term and beyond. 
 
In 2003, world copper prices are forecast to average US$1675 a tonne, a 7.3 per cent 
increase on 2002 (figure 3). They are forecast to rise by a further 5.7 per cent in 2004 to 
US$1770 and 7.9 per cent in 2005 to US$1910. Strengthening of industrial production, 
production restraint by major producers and the enduring strength of China’s import 
demand are factors supporting these rises. In view of these projected price increases, 
producers are expected to respond by bringing idle capacity back on stream and by 
investing in new capacity, including in projects deferred temporarily because of weak 
market conditions in the recent past. As supplies, encouraged by the better prices in the 
2003–05 period, rise more rapidly than consumption, and stocks grow, downward 
pressure on prices will emerge with falls expected in 2006 and into 2007. 
 
 
 
 
 
 
 
 
 
 



Figure 3 World copper price 
 

 

Nickel 
Papua New Guinea has the opportunity to develop its nickel resources. The decision to 
develop will be aided by an understanding of the world nickel market and its outlook. 
 
World nickel consumption is projected to increase from 1.25 million tonnes in 2003 at an 
average annual rate of 4.6 per cent to reach 1.57 million tonnes in 2008. This increase is 
underpinned largely by rising demand generated from increased stainless steel output.  
 
Stainless steel consumption in Asia is projected to grow particularly strongly throughout 
the outlook period in line with assumed high economic growth rates and expected 
increases in the intensity of stainless steel use in the developing and newly industrialised 
countries of the region. In particular, increased consumption is expected to stem from 
growing demand for stainless steel from the power, construction and consumer goods 
sectors.  
 
The geographic distribution of nickel consumption will be somewhat more diverse, as a 
number of stainless steel production facilities will be constructed in Europe and north 
America that will supply material to the Asian region. Nonetheless, the strongest gains in 
nickel consumption are expected to occur in China, where the largest quantity of new 
stainless steel production capacity is planned for construction.  
The strong rate of growth in world nickel consumption will support significant increases 
in nickel output. World nickel production is projected to increase from 1.22 million 
tonnes in 2003 to 1.6 million tonnes in 2008, an average annual increase of 5.6 per cent. 
Much of this increase, however, is concentrated in the later years of the outlook period as 
no significant new capacity is expected to come on line in the next two years. Increases in 
output out to 2005 will rely on incremental capacity increases and higher capacity 
utilisation at existing operations.  
 



During the first half of 2003, spot nickel prices rose by almost 30 per cent to US$9450 a 
tonne (US429c/lb), primarily as a result of concerns over supply disruptions (figure 4). 
Strike action at the world’s largest producer, Norilsk Nickel in the Russian Federation, 
was later followed by a strike at Inco Limited’s Sudbury operation (that accounts for 10 
per cent of world output) in Canada that remained unresolved in early June. Nickel prices 
are forecast to ease from recent highs when the situation in Canada is resolved. 
 
Over the remainder of the year, ABARE’s leading indicator of nickel prices suggests that 
prices will remain at levels substantially higher than in 2002. Higher nickel prices 
throughout 2003 and 2004 will increase the incentive to collect nickel scrap, hence the 
proportion of scrap used in stainless steel production is expected to rise. This will 
dampen the extent to which nickel prices will rise. Higher nickel prices will also increase 
the incentive for drawdowns from ‘unrecorded’ stocks not included in official industry 
statistics. 
 
With nickel consumption forecast to exceed production out to 2005, nickel stocks are 
expected to continue to decline. As a result, nickel prices are forecast to rise strongly out 
to 2005 (figure 4), with stocks declining as demand growth significantly outpaces 
increases in supply. However, from 2006 onwards there is expected to be downward 
pressure on prices as accelerating output from new, low cost nickel operations, begins to 
enter the market. 
 
Figure 4 World nickel price 
 

 
 
 



Outlook for key agricultural commodities 
Understanding the outlook for cash crops is vitally important for Papua New Guinea. 
Agriculture makes the same contribution to Papua New Guinea’s GDP as the minerals 
sector. But more than that, cash crops are the dominant source of income for the majority 
of Papua New Guineans. Papua New Guinea’s principal cash crops are coffee, cocoa, and 
palm oil. The outlook for each of these is considered in turn. 
 

Coffee 
The world price of coffee is now beginning to stabilise, after falling to its lowest point in 
real terms for 100 years (figure 5). But the coffee price is not about to return to its heights 
of the mid-1990s. 
 
Figure 5 World coffee price 
 

 
 
Excess production, particularly in Vietnam, has been responsible for driving coffee prices 
down to their current levels. Vietnamese coffee production escalated in the late-1990s in 
response to high coffee prices, and with the assistance of grants funded by aid moneys. 
Vietnamese coffee production more than trebled in just four years to reach almost 15 
million bags (60 kg bags) in 2000, making Vietnam the second largest producer in the 
world. While Vietnam produces poor quality robusta coffee, over supply on the bottom 
end of the market has forced down the price of high quality coffee beans such as those 
grown in Papua New Guinea.  
 
Another important factor behind the decline in coffee prices has been the introduction of 
a refining technique that makes poor quality beans saleable. The technique removes 
foreign sediments and foul tastes from poor quality robusta coffee beans that were 
previously indigestible. International brewers mix the purified beans with higher quality 
beans and with flavouring such as chocolate or vanilla. 
 



While the practise of using poor quality beans is expected to persist, the over supply of 
low grade coffee is being addressed. In 2001 the government of Vietnam announced a 
plan to destroy 180,000 hectares of coffee trees, or one third of Vietnam’s total planted 
area. Vietnamese coffee production has dropped substantially, falling by 30 per cent in 
2002. Vietnam’s coffee production is expected to remain at its 2002 level in the medium 
term. This will contribute to an expected recovery of prices in the second half of 2003 
and into 2004. 
 

Cocoa 
In contrast to the coffee market, the world cocoa market has been experiencing high 
prices since 2002 due to a shortage in production (figure 6). Civil unrest in the Ivory 
Coast has undermined the production capacity of the world’s leading cocoa producer. 
Production in the Ivory Coast was 1.4 million tonnes in 2000, or 40 per cent of total 
world output, but had fallen to 1 million tonnes by 2002. Production in the Ivory Coast is 
expected to be lower again in 2003.  
 
Other producers have been unable to make up for the short fall in the Ivory Coast. Poor 
weather has not only constrained production in other countries, but has contributed to a 
decline in output throughout much of the African cocoa belt, including in countries such 
as Ghana and Nigeria. Between 2000 and 2002, world production of cocoa dropped by 
600,000 tonnes. 
 
However conditions are laying the foundation for a strong expansion in cocoa harvests in 
most countries outside of the Ivory Coast. In particular, better husbandry practices are 
expected to result in world output rising by 100,000 tonnes over 2003 to around 3 million 
tonnes. However this still falls short of the volume consumed last year and is therefore 
not expected to relieve pressure on prices. 
 
The world cocoa price would have risen further had it not been for the restraint exercised 
by buyers. Cocoa buyers have limited their purchases in the expectation that prices will 
fall within the next couple of years. It is likely that consumption of cocoa will actually 
decline in 2003, but this is not expected to prevent a further rise in price in 2003. 
 
In the longer term, developments in the Ivory Coast will determine world market 
outcomes. Assuming that hostilities persist in the Ivory Coast, the conditions of tight 
supply and a high world price will continue. However if production recovers in the Ivory 
Coast, the world price could plummet as early as 2004 to the low levels experienced in 
2000. 
 
 
 
 
 
 
 



Figure 6 World cocoa price 
 

 

Palm oil 
The current boom in world prices for palm oil has led it to become the largest source of 
income for Papua New Guinea in the agricultural sector. But there is a strong likelihood 
that prices will become weaker in 2004 and 2005.  
 
The world palm oil price is currently high for a number of reasons. Most important has 
been a severe constraint on production in Malaysia and to a lesser extent, Indonesia. 
Together these two countries produce over 80 per cent of total world palm oil. Drought in 
early 2002 inflicted stress and very poor yield rates on palm oil growers, particularly in 
Malaysia. However Malaysian palm oil production has recovered during 2003. 
 
Production in Malaysia, the world’s largest palm oil producer, is expected to continue to 
expand significantly at least over the next three years. Malaysia’s planted area has grown 
by 20 per cent in the last three years (figure 7). Given the improvement to yield in new 
oil palm strains, Malaysia’s output can therefore be expected to increase by more than 20 
per cent in the period 2002-05. 
 
 
 
 
 
 
 
 
 
 
 
 



Figure 7 Area of Malaysian oil palm plantations 
 

 
 
Besides Malaysia, oil palm output is rising in most producing economies. For example, 
farmers in the Philippines are clearing coconut palm plantations to make way for oil palm 
plantations. There is insufficient data available to estimate the extent to which oil palm 
plantations are expanding across all economies, but it is occurring and has the potential to 
result in over-production within the next few years. 
 
Strong growth in production will not lead to a drop in price unless growth in consumption 
fails to keep pace. Consumption of palm oil has been expanding rapidly to date due in 
part to a short supply of substitutes, particularly soybean, sunflower, rapeseed and canola 
oils. In 2002, areas producing these crops encountered adverse weather conditions. 
However weather conditions are much improved and production of world oilseeds is 
likely to expand in 2004. Once oilseed stocks are replenished, growth in palm oil 
consumption is likely to moderate. 
 
While the price of palm oil is expected to remain strong into 2004, it is likely to subside 
after that (Figure 8). If production continues to expand rapidly once consumption growth 
slows, the world price of palm oil will be driven down. This is a likely scenario given the 
delay between planting and production and given the current rapid expansion in total 
world planted area. 
 
 
 
 
 
 
 
 
 



Figure 8 World palm oil price 
 

 
 
 
Outlook for the market for logs 
Papua New Guinea’s forests have tremendous economic potential through a variety of 
uses, including log exports. Logging of Papua New Guinea’s forests contributes about 
five per cent to Papua New Guinea’s GDP, and over seven per cent to the Central 
government’s non-grant revenues.  
 
Virtually all of Papua New Guinea’s log exports are destined for Asia, making Papua 
New Guinea the third largest supplier of tropical hardwood logs to the Asian market. 
Until recently, Japan was the world’s biggest importer of hardwood logs. But the demand 
profile of Asia’s market has been transformed due to a combination of circumstances 
(figure 9).  
 
Figure 9 Asian hardwood imports 
 
Japan’s demand for hardwood logs has been declining for some years. Stagnant economic 
growth has been a major factor, but so has a shift in demand towards softwood logs for 
plywood. In contrast, Chinese import demand has been growing rapidly since 1998. In 
the late 1990s the Chinese government curtailed logging of its own native forests, forcing 
buyers to import. China has now replaced Japan as the world’s largest importer of 
hardwood logs, and is continuing to grow in importance.  
 
For this reason, future growth in Papua New Guinea’s log exports depends largely on 
China. China now accounts for 40 per cent of Papua New Guinea’s log exports, and this 
share is expected to continue to grow. In the future, Chinese import growth is expected to 
at least keep pace with the strong growth of the Chinese economy. It may outpace 
China’s GDP growth if China’s consumption of logs per person converges to the levels of 
industrialised economies. China’s consumption of logs per person is currently very low 
compared to industrialised economies. 



Figure 10 Consumption of timber 2001 $/person 
 

 
 
Prices for Papua New Guinea’s log exports have been relatively weak since the East 
Asian financial crisis of 1997. This has mainly been due to the continued weakness in the 
Japanese market. In future years, a steady recovery in log prices is expected due mainly 
to a combination of increasing environmental concerns in the international community, 
including concerns about global warming, and a depletion of economic forestry 
resources. 


