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V. COMMODITY FIRM ASSET OWNERSHIP  
 AND VERTICAL INTEGRATION

SUMMARY
Many CTFs are investing more heavily in physical assets as the profitability of pure physical 
arbitrage comes under pressure.

The complexity and diversity of CTFs makes it difficult to generalize.

The data suggest that:

• There are two categories of firm: asset-intensive and asset-light. 

• There is a trend towards increased vertical integration for some firms, but this is not uniform. 

Midstream 
All major CTFs own midstream assets such as storage and terminals. There are strong 
economic arguments for this. CTFs that control their own storage and processing are not 
subject to the risk of a third party creating an artificial bottleneck to extract excess profit.

As arbitrage opportunities become more fleeting there is a greater incentive to integrate.  
In oil trading, increased price transparency has restricted arbitrage opportunities and made 
access to storage and logistics more valuable.

Recent acquisitions of physical assets by Trafigura highlight the economic factors propelling 
midstream investment.

Downstream 
Downstream activities are mainly concentrated in emerging markets or developing regions  
of advanced economies. These are usually small markets requiring investment. Sometimes 
governance is poor. These conditions favor vertical integration. Integrated midstream and 
downstream operations are replacing retreating oil majors in emerging markets.

Upstream 
Owning production has transactions cost benefits, but these can be achieved in other ways,  
for instance with off-take agreements. There are cases of upstream integration in agricultural 
products, but the trend is more common in energy and industrial metals. 

Vertical Disintegration 
Commodity trading firms have also contributed to vertical disintegration by developing  
liquid, competitive markets that reduce transactions costs and increase sector efficiencies.

A. THE PHYSICAL ASSET INTENSITY OF COMMODITY TRADING FIRMS

In the past few years, there have been numerous stories and consulting reports claiming  
that commodity trading firms are evolving from pure intermediaries that own very few physical 
assets, to more vertically integrated firms that invest more heavily in physical assets, in order  
to profit from the real optionality inherent in these assets.1 There is a kernel of truth in this 
characterization, but reality is more complicated. Many well-known firms commonly identified 
as commodity traders (notably the ABCD firms) have always been vertically integrated to some 
degree, and have substantial investments in durable physical assets including refining/processing 
plants. Other trading firms are affiliates of asset-heavy firms including most notably vertically 
integrated oil and gas producers. It is the case that some energy and metals trading firms that 
historically have been very asset light are becoming more fixed asset intensive through the 
strategically targeted purchase of or investment in physical assets at various stages of the value 
chain. But the patterns of asset ownership among commodity traders are extremely diverse, 
complex, and dynamic, making generalizations impossible. 

Given this complexity and diversity, a detailed analysis of the integration and structure  
of commodity trading firms is well outside the scope of this study. I therefore set my sights 
on more modest objectives. First, I will present data that quantifies asset intensity and 

1   Deloitte, Trading up: A look at some current issues facing energy and commodity traders (2013). Jan Ascher, Paul Laszlo, 
Guillaume Quiviger, Commodity trading at a strategic crossroad, McKinsey Working Papers on Risk (2012). Steven 
Meersman, Roland Rechtsteiner, Graham Sharp, The Dawn of a New Order in Commodity Trading, Oliver Wyman Risk 
Journal (2012).

Patterns of asset 
ownership are  
very diverse
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integration by some commodity trading firms. This data shows the diversity of commodity 
trading firm integration strategies. This data also illustrates some trends. Second, I will draw 
on the economics literature relating to vertical integration and asset ownership to identify 
some of the factors that influence the integration of some commodity transformation 
activities. Third, I will focus on the evolution of integration patterns among oil and energy 
trading firms, focusing on the experience of Trafigura.

The information on individual companies, and integration within particular sectors, is useful 
in conveying the diversity of commodity trading firms, and in illustrating the fact that 
commodity firm presence in multiple stages of the commodity value chain is and has been 
quite common. This information is less useful in illustrating broad patterns. For commodity 
trading firms for which financial data is available, however, it is possible to construct measures 
of asset intensity that proxy for integration along the value chain.

Specifically, the assets held on the balance sheets of traditional pure intermediary trading 
firms tend to be predominately current assets, consisting of commodity inventories and 
receivables (trade credit granted to customers). A traditional trading firm can operate with  
an office, phones and computers, and rent, lease, or charter the physical assets needed to 
transform goods in space or time. Thus, current assets tend to represent a large fraction of 
the total assets of pure trading firms, and fixed (or long-term) assets tend to represent a small 
portion. Conversely, firms engaged in other commodity transformations, notably processing, 
invest in and own long-term fixed physical assets, such as refineries. Similarly, firms engaged in 
primary commodity production (e.g., mining or oil production) own assets like mines and wells.

I therefore use fixed assets (or long term assets) as a fraction of total assets as a measure  
of whether a firm is primarily a pure trader, or is instead more extensively integrated into 
asset-intensive transformation activities.2 This data is available for 17 firms for years going back 
as far as 2007. Table 2 presents this information in tabular form: Figure 1 presents it graphically.

Two things stand out. First, firms fall into two basic categories. One set of firms, consisting  
of companies including the ABCD firms, is relatively asset intensive. The other set, consisting 
primarily of oil traders (and oil and metals traders) are much less asset intensive. The disparities 
can be extreme, with some trading firms having virtually no fixed or long-term assets, and 
some other firms commonly categorized as traders having nearly 50% long-term physical assets. 

Second, there is an upward trend for some firms, but not uniformly across all the firms  
in the sample. Among the ABCD firms, ADM and Bunge have exhibited relatively stable ratios, 
Cargill’s ratio has actually fallen, but Louis Dreyfus’s has increased. For Asia-based firms,  

2   Fixed assets divided by revenues is another measure of asset intensity. Traditional trading firms tend to have large 
revenues, because their business consists of continuous buying and selling of commodity inventories, but involves 
little investment in fixed assets. The data on this measure exhibit similar patterns to those for fixed assets relative  
to total assets, so I do not separately report them.

Fixed assets/total 
assets measures  
asset intensity

TABLE 2 

FIXED ASSETS DIVIDED BY TOTAL ASSETS AT COMMODITY TRADING FIRMS

2007 2008 2009 2010 2011 2012

Archer Daniels Midland 0.31 0.39 0.42 0.35 0.35 0.34

BP International Ltd 0.20 0.14 0.16 0.29 0.33 0.31

Bunge 0.34 0.35 0.45 0.39 0.44 0.37

Cargill 0.45 0.44 0.43 0.43 0.29 0.35

E.On Global 0.02 0.12 0.06 0.02 0.02 0.02

EDF Trading 0.02 0.02 0.02 0.03 0.02 0.08

Eni Trading & Shipping 0.00 0.01 0.02 0.04 0.06 0.03

Glencore 0.39 0.40 0.42 0.44 0.47 0.49

Louis Dreyfus B.V. 0.18 0.26 0.33 0.29 0.29 0.33

Mercuria Energy Trading 0.00 0.00 0.00 0.03 0.03 0.04

Noble Group 0.19 0.20 0.20 0.29 0.23 0.29

Olam 0.10 0.21 0.27 0.24 0.32 0.36

Shell Trading International 0.00 0.00 0.00 0.06 0.06 0.07

Trafigura 0.06 0.07 0.08 0.08 0.10 0.13

Vitol 0.05 0.05 0.08 0.07 0.08 0.05

Wilmar 0.54 0.54 0.45 0.41 0.40 0.43
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Wilmar has become less asset-intensive, but Olam and Noble have become more asset-
intensive. Glencore was becoming more asset intensive even before its acquisition of Xstrata. 

There is a similar diversity in trends among the traditional traders who are less asset-intensive. 
Mercuria has increased its intensity somewhat, though that level remains relatively small, while 
Vitol’s intensity increased, then in 2012 decreased back to its 2007 level.3 In contrast, Trafigura’s 
asset intensity more than doubled between 2007 and 2012 (and has more than tripled since 2006). 

Thus, it is incorrect to say that commodity trading firms have uniformly become more 
asset-intensive. Some have, but some have not. In this, as in so many other things examined 
herein, there is considerable diversity among trading firms. 

B. ASSET OWNERSHIP BY COMMODITY TRADING FIRMS

As the data on fixed assets suggests, there is substantial variation in asset ownership across 
commodity trading firms. This is further demonstrated by a more detailed examination  
of specific trading firms. Some firms own assets at all stages of the value chain—upstream, 
midstream, and downstream. Some have investments at all stages for some of the commodities 
they trade, but in only one or two of the stages for others. 

This finding is documented in graphical form in Appendix B for a selection of major companies. 
There is a chart for each company that indicates its activities in 13 major commodities.  
Four types of activity are considered: pure trading (with no asset ownership); upstream  
(which includes ownership of mines, oil wells, and agricultural land); midstream (which 
includes storage and terminals); and downstream (which includes processing and refining).  
A solid dark blue box for a particular commodity and activity indicates that the company 
owns physical assets for that commodity-activity pair.4 

One generalization is that all major commodity trading firms own midstream assets, such  
as storage facilities and terminals, although some firms participate in some commodity 
markets purely as traders, with no asset ownership. Moreover, some of the increased asset 

3   Data on Vitol is available going back to 2003. Its asset intensity decreased by almost 60% (from .11 to 0.5) from 2003 
to 2007, before increasing in 2008-2011 and then turning down. 

4   I made determinations as to whether a company owned assets in a particular activity-commodity pair based on an 
examination of the websites of private companies (e.g., Cargill, Louis Dreyfus, Vitol) and an examination of annual 
reports and websites for public companies (e.g., ADM, Glencore). 

Some (but not all) 
firms are getting 
more asset intensive

FIGURE 1 

FIXED ASSETS DIVIDED BY TOTAL ASSETS AT COMMODITY TRADING FIRMS
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intensity documented above is driven by increasing investments in midstream assets.  
As will be discussed in more detail below, there are strong economic reasons for trading  
firms to invest in such assets: by doing so, they reduce transactions costs. Moreover, the 
increasing availability of information about prices and flows has increased the transaction 
cost reduction-related benefits of midstream asset ownership. Generalizations are more 
difficult to make about upstream and downstream assets. Hence, the analysis is inherently 
more case-by-case. Given the complexity of the markets, I will focus on a few representative 
cases to illustrate some of the factors at work.

Another generalization is that trading firm asset ownership cannot be viewed in isolation. 
Especially in energy, commodity firms are acquiring assets that other firms are divesting for 
strategic reasons. Thus, understanding patterns and trends in commodity trading firms requires 
an understanding of patterns and trends in other companies, such as large oil companies.

I now consider trading firm investments in midstream, downstream, and upstream assets. 

Midstream Investments. Commodity merchandisers have long invested in midstream assets 
such as storage facilities and terminals. Historical data and systematic statistics are lacking, 
but some documentation dating back to the early-20th century illustrates this point. The 
Federal Trade Commission’s (FTC) Report on the Grain Trade analyzed terminal and country 
grain marketing around 1920. With some alarm, the FTC documented that merchandisers 
tended to control terminal grain elevators, country elevators, and grain export facilities.  
It noted that 80% of terminal elevator capacity was owned by “private dealers in grain.”5 
Even ostensibly “public” elevators that stored grain for third-parties were largely owned by 
grain dealers, and they utilized this capacity in their merchandising activities. With respect  
to country elevators and warehouses, the FTC found that 35% were “line elevators” owned 
and operated by large grain merchants.6 

As noted above, this continues to be the case in the grain and cotton trades today. The major 
agricultural trading firms own storage and logistical facilities. 

Transactions costs economics sheds considerable light on the need for trading firms to 
control storage facilities and terminals. Specifically, the concept of “temporal specificity”  
is of particular relevance for midstream assets.7 A temporal specificity exists when even  
a short delay in obtaining (or selling) a good imposes a large loss on the buyer (or seller).  
Under these circumstances, the seller (or buyer) has considerable bargaining power that he  
can exploit. Moreover, the wide bargaining range induces wasteful haggling, that sometimes 
results in a failure to complete what would have been a mutually beneficial transaction. 

This is perhaps best illustrated by a commodity trading example, namely, storage. One of  
the main functions of commodity storage is to smooth out supply and demand shocks:  
the amount of a commodity in store should go down (or up) when demand is unexpectedly 
high (or low), or supply is unexpectedly low (or high).8 These shocks occur continuously, and 
particular in volatile market conditions can be large in magnitude. Optimal utilization of 
storage capacity requires timely response to these shocks.

Consider a firm that has put a commodity in store in a facility that it does not own, or  
control under some contract or lease. There is an increase in demand, making it optimal for 
the firm to take the commodity from storage and sell it (or consume it itself). The operator  
of the storage facility realizes that the value of the commodity to the customer is maximized 
if the customer can access it quickly to respond to the demand shock, and is worth less if 
access is delayed. This gives the storage facility operator the ability to extract some of this 
value by threatening to delay performance. Although the terms of the storage contract may 
attempt to preclude such conduct, contracts are incomplete (i.e., all contingencies cannot  
be set out in the contract, leaving room to attempt to evade performance by taking 
advantage of one of these contractual gaps), and are costly to enforce (meaning that  
the storer might prefer to capitulate to the storage operator’s demand rather than go to  
court). Moreover, since timely access to the stored good is essential and getting the contract 

5   Federal Trade Commission, Report on the Grain Trade, Volume III: Terminal Grain Marketing (1921) at 7. 

6   Federal Trade Commission, Report on the Grain Trade, Volume I: Country Grain Marketing (1921) at 41. 

7   For a discussion of temporal specificity, and an application of the concept to the study of a particular market,  
see Stephen Craig Pirrong, Contracting Practices in Bulk Shipping Markets: A Transactions Cost Explanation, 36 
Journal of Law and Economics (2003) 937.

8   Craig Pirrong, Commodity Price Dynamics: A Structural Approach (2011).

Trading firm asset 
ownership cannot be 
seen in isolation

Trading firms want  
to control delivery  
and reduce 
transactions costs

All major firms own 
midstream assets
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enforced is likely to be time consuming, capitulation becomes a more reasonable alternative.9 

These problems can be avoided if the firm that stores the commodity controls the storage 
facility, either by owning it, or obtaining control via a long-term contract or lease arrangement 
that is not subject to opportunistic conduct by the asset owner or user. This logic can explain 
the phenomenon noted by the FTC almost a century ago: the decline in “public” warehousing 
and merchandiser ownership (or control) of storage facilities. It can also explain the ownership 
(or control by lease/contract) of storage facilities across major commodities by trading firms.10

Similar arguments obtain for other fixed logistic assets, such as terminals. Executing an 
arbitrage transaction frequently requires unpredictable, rapid and timely access to such  
an asset, and this creates a temporal specificity that the asset operator can exploit to extract  
a supercompetitive price from the firm attempting to execute the arbitrage. If the firm 
executing the arbitrages owns the asset, however, such a “holdup” cannot occur. 

It should be noted further that the possibility for such holdups reduces the incentive to seek 
out arbitrage opportunities, because the operator of the logistics facility can extract some  
of the value that the arbitrageur’s efforts create. If the arbitrageur owns the asset, however,  
it can capture fully the value of the arbitrage, and therefore has a stronger incentive to seek 
out and exploit such value-enhancing transactions.

Not all logistic assets are equally susceptible to temporal specificity-related holdups. Standardized 
bulk ships (or tankers) operating on heavily-trafficked routes are relatively immune, for instance.  
If a carrier attempts to hold up a shipper, the shipper can readily find another carrier: competition 
sharply mitigates the potential for a holdup.11 However, fixed logistic assets for which there are 
few alternatives are more susceptible to this problem. Thus, one expects that commodity traders 
need not own standardized bulk carriers or tankers, but have a far stronger incentive to own 
terminals or storage facilities. This prediction is largely borne out in practice.

The analysis also has implications for the factors that cause changes in the incentive for 
trading firms to integrate into ownership of logistic assets. The more fleeting are arbitrage 
opportunities, the more acute are temporal specificities and the greater incentive to integrate. 
Recent developments in some commodity markets, notably the oil market, are consistent with 
this prediction. Due to information technology, greater ability to monitor the activities of 
competing traders (e.g., by tracking vessel movements in real time), and the substantial increase 
in price transparency in the energy markets,12 the duration of arbitrage opportunities has 
declined substantially. Immediate access to logistic assets and storage facilities is therefore 
more valuable for firms that are primarily engaged in executing arbitrages. This helps explain 
increased investment of traditional trading houses in midstream logistic assets and storage 
facilities, which is a major driver of the increased asset intensity of some of these firms.

Supply and demand shocks in the commodity markets can increase the demand for 
midstream infrastructure that is needed to facilitate commodity flows. Moreover, the needed 
new infrastructure often exhibits characteristics that makes it economical for those that are 
going to utilize it, build it and own it, at least for some period. In particular, the infrastructure 
often exhibits substantial scale economies at efficient scale, and due to these scale economies 
infrastructure assets may be geographically dispersed, with only a small number of facilities 
serving a particular tributary territory. Moreover, it is often specialized to optimize its 
efficiency. Furthermore, it is fixed to a specific location: in the language of transactions cost 
economics, it is “site specific.” Finally, some traders control flows of the commodity sufficient 
to utilize a large fraction of the asset’s capacity.

All of these factors create the potential for serious opportunism problems if the major users 
of the new assets (traders controlling commodity flows) do not own them.13 Specialization  
of the asset, site specificity and scale economies that make it efficient for a single piece  
of infrastructure to serve a substantial portion of the commodity flows for a large region,  
and the fact that large traders control flows of the commodity that can utilize a substantial 
fraction of the asset’s capacity mean that bargaining and contracting hazards arise if the 

9   The ongoing controversies about long load-out times and alleged opportunistic behavior by industrial metals, coffee, 
and cocoa warehouse operators that offer public storage (usually as warehouses regular for delivery under futures 
contracts) illustrates the potential for conflicts between those who store commodities in warehouses they do not own 
and the owners of these facilities.

10   It also sheds light on current controversies in LME warehousing. 

11   My article on contracting practices in bulk shipping markets goes through this argument in detail.

12   Jan Ascher, Paul Laszlo, Guillaume Quiviger, Commodity trading at a strategic crossroad, McKinsey Working Papers on 
Risk, No. 39 (2012).

13   For a detailed analysis of these issues, see Oliver Williamson, The Economic Institutions of Capitalism (1985).

There are strong 
economic reasons  
for traders to own 
midstream 
infrastructure
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trader that controls the commodity flows does not control the asset. If the parties attempted 
to deal through a long term contract, the asset owner could attempt to evade performance 
under the contract to extract a better deal from the trader: the trader may find it better  
to agree because alternative ways of moving the commodity are substantially more costly 
(because they are out of position relative to the trader’s commodity flows, or not optimized  
to meet the trader’s needs). Similarly, the trader could threaten to evade performance by 
diverting its flows elsewhere, unless the asset owner makes concessions. If the trader controls  
a substantial fraction of the flows that use the asset, if it carries through on the threat the 
asset will operate well below capacity, meaning that the asset owner may feel compelled  
to make concessions in order to avoid idling the bulk of the facility. Thus, the combination  
of traders that control large commodity flows, with assets that are specialized to facilitate 
those flows and which must operate at scale, creates the conditions for ongoing and wasteful 
disputes between the trader and the asset owner. This problem can be eliminated if the trader 
owns the asset. 

These considerations are an important driver of the increased asset intensity of some 
trading firms that was documented above. Trafigura provides several examples. Consider  
the Burnside Terminal on the Mississippi River in Louisiana. The shale gas boom in the 
United States, and the resulting decline in natural gas prices, has substantially reduced  
the demand for coal for electricity generation in the United States. This freed substantial 
quantities of coal for export, but there is inadequate infrastructure to accommodate an 
increase in export flows. Trafigura determined that the Burnside Terminal is ideally placed 
to alleviate this bottleneck, but that this required a substantial investment to upgrade the 
facility and optimize it for use as a coal (and also alumina and bauxite) terminal. The asset 
is specialized, of large scale, site specific, and there are few nearby facilities capable of 
handling its volumes. Moreover, Trafigura, as a major trading firm, efficiently markets coal 
internationally in sufficient quantity to utilize a substantial fraction of the capacity of the 
facility. The transactions cost economics considerations discussed above make it efficient 
for Trafigura to own the asset.

Similar considerations pertain in Corpus Christi, where the shale oil boom in Texas created  
the need for substantial amounts of new, specialized terminal capacity; in Colombia, where 
existing infrastructure is inadequate to handle increased oil and coal output, and the needed 
infrastructure exhibits scale economies and is site specific, and where Trafigura controls large 
flows of coal and oil; and Peru, where large-scale, specialized storage, blending and terminal 
facilities are required to handle large flows of concentrates marketed by Trafigura. 

Thus, Trafigura’s increased physical asset intensity is concentrated in logistics assets needed to 
handle large volumes of new commodity flows caused by large changes in supply and demand 
patterns. Transaction costs considerations make it efficient for the firm, which handles large flows 
of the commodities, to own the infrastructure assets scaled and specialized to handle these flows.

Although Trafigura provides an excellent illustration of the economic factors that can drive 
increased investment in midstream assets by trading firms, it is by no means the only one. 
Another example is Brazil, where existing infrastructure on the Amazon is insufficient to 
handle the increased production of soybeans in tributary regions that can be exported to 
China. Trading firms, including all of the ABCD firms, are making large investments in handling 
and storage facilities on the river, and will own and operate these assets (in some cases in 
joint ventures with Brazilian firms).

In sum, commodity trading firms have always owned and operated midstream assets,  
like terminals, blending facilities, and storage facilities. The nature of these assets makes  
it efficient for firms merchandising large commodity flows to own them: this reduces 
transactions costs. Moreover, major changes in supply and demand patterns have led to  
the need for new infrastructure, which large commodity trading firms have accommodated 
through investment and ownership, thus increasing their fixed asset intensity.

This increased intensity is sometimes explained as the result of commodity trading firms 
investing in assets that offer “optionality.” This explanation is incomplete. Optionality 
(defined as adjusting the use of the asset in response to unexpected supply and demand 
shocks and the associated relative price changes) is a necessary condition for ownership of  
an asset, but not a sufficient one. Bulk cargo ships and tankers offer substantial optionality  
(in terms of routes and sometimes cargoes), but a trading company does not need to own  
a bulk carrier or tanker to exploit that optionality because ships are mobile, and because there 
are competitive charter markets with large numbers of buyers and sellers: a trader can exploit 
a ship’s flexibility and optionality by chartering it when needed. Many infrastructure assets,  
in contrast, are sufficiently unique (in terms of location, configuration, size, etc.) that 

Owning midstream 
assets creates 
transactions cost 
efficiencies for 
Trafigura
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something analogous to a ship chartering market is not feasible. For these assets, ownership 
is necessary to exploit their optionality efficiently. 

Downstream Assets. One of the notable developments in energy markets in recent years  
is the integration of some large trading firms into the fuel and lubricants retail, distribution, 
and downstream distribution businesses. Puma Energy, originally a wholly-owned subsidiary 
of Trafigura, owns and operates fuel storage and marketing businesses (involving distribution, 
retailing and wholesaling) in 40 countries in Africa, Latin-America, North-East Europe, the 
Middle East, Australia, and Asia. As another example, Vitol’s Vivo joint venture (with Helios 
Investment Partners and Shell) distributes and markets fuel in Africa. 

The downstream activities of trading firms are primarily concentrated in emerging markets, 
or rapidly developing regions of advanced countries.14 These markets tend to be relatively 
small, and have underdeveloped infrastructures and therefore require additional investment. 
Moreover, local capital markets are relatively undeveloped. The market sizes are insufficient 
to support a large number of efficiently-scaled retailers, wholesalers, and distributors (as is 
the case in far larger markets, such as the United States). If these businesses were operated 
separately, it is likely that firms at each segment of the marketing chain would have  
market power, leading to potential for multiple monopoly markups and the potential for 
opportunistic behavior if firms in the different segments attempted to use long term 
contracts to mitigate the markup problem. These factors tend to make vertical integration 
more efficient than separate ownership of retail, wholesale, and distribution segments. 

Further, markets in these countries tend to be highly regulated, and often adopt price 
controls. In some, the quality of governance is poor. It is well known that such conditions 
tend to favor vertical integration.15 

Economic considerations therefore strongly favor the integration of midstream and 
downstream functions in fuel markets in emerging economies, and these activities have 
historically been integrated in these markets. The previous owners were the oil majors,  
and the integration of trading firms into this sector is the flip side of the exit of the majors. 
Majors have been becoming less integrated generally because returns in downstream 
businesses do not compare favorably with those that can be earned in the very capital-intensive 
upstream exploration and production activities. Trading firms that can efficiently supply 
inputs into the downstream markets in emerging economies are the natural buyers for 
these businesses. So the tale of vertical integration by commodity traders is also very much  
a story of disintegration by oil majors.

Recently some traditional trading houses (including Gunvor and Vitol) have acquired oil 
refineries. These acquisitions are again to a considerable degree a reflection of developments 
in the broader oil industry, in particular the serious erosion in refining economics in Europe. 
One major refiner, Petroplus, went bankrupt, and the financial performance of European 
refineries generally has led refiners to shed capacity. Some of this capacity has been idled: 
from 2006 to 2013, European refining capacity (crude distillation units) declined 7.5%.  
Trading firms have found it economical to purchase and operate some of the capacity that 
was no longer sufficiently profitable for traditional refiners to retain. 

The major agricultural trading firms that merchandise grains and oilseeds also process 
these commodities. For instance, Cargill and ADM process wheat, corn, and soybeans.  
Bunge processes soybeans. 

Processed agricultural products are typically marketed to a large, diverse, and geographically 
dispersed group of customers. Efficient performance of this marketing function requires  
the same skills and resources required to merchandise unprocessed agricultural products, 
including most notably expertise in logistics. Further, expertise in sourcing, storing, and 
transporting unprocessed agricultural products can be utilized to acquire efficiently inputs  
for processing operations. Thus, there are complementarities between merchandising of 
unprocessed and processed agricultural products, providing an incentive for trading firms to 
engage in processing. Moreover, there can be benefits of centralizing risk management across 
processing and merchandising activities (for both processed and unprocessed products).  
This provides an additional reason for firms to engage in both marketing and processing.

Upstream investments. There are some instances of upstream integration in agricultural 
products. Olam and Wilmar own palm oil plantations, and Cargill recently announced an 
investment in a major Ukrainian agricultural producer, UkrLandFarming. Again, transactions 

14   For a detailed analysis of these issues, see Oliver Williamson, The Economic Institutions of Capitalism (1985).

15   George Stigler, The Organization of Industry (1968).

Trading firms invest 
downstream in 
emerging economies 
and developing 
markets
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costs economics explains how these decisions can increase value. The plantations are large 
(due to scale economies), and obviously site-specific, and Olam and Wilmar market large 
quantities of oil: ownership avoids the inefficiencies that arise from bilateral monopoly.16  
It should also be noted that the companies own and operate processing facilities on the plantations. 
Again, this makes sense from a transactions costs economics perspective. Similar considerations 
obtain in the case of Cargill and UkrLandFarming. The inefficiencies of having a large buyer and 
a large seller dealing at arms length can be mitigated if the buyer has an ownership stake in the 
seller (or vice versa).

Integration upstream has been more common in energy and industrial metals. For instance, 
Glencore (especially with its merger with Xstrata) has become in effect an integrated mining 
company. Mercuria has upstream oil and coal assets, and Vitol owns upstream oil assets as well. 
Trafigura owns mines in Spain and Peru, and recently sold off another in Peru that it had 
owned since 1997. 

Transactions costs considerations again explain some of the benefits of integrating processing 
and marketing operations. Repeated negotiation of short term agreements between the 
operator of a mine, say, and a trading firm that is capable of marketing all (or a large fraction) 
of its output is likely to be costly because of the small numbers bargaining problem inherent 
in this situation. Integration can avoid that problem.

That said, there are means other than ownership to achieve similar economies. For instance,  
a trading firm can enter into a long-term off-take agreement that avoids the costs associated 
with repeated negotiations between a mine owner and a trading firm. Although such 
long-term contracts are potentially vulnerable to opportunistic behavior by both the producer 
and the trading firm/buyer, the ubiquity of these off-take arrangements demonstrates that 
these contractual hazards can be surmounted economically. Indeed, off-take agreements are 
a more common way than ownership for commodity firms to acquire commodity flows on  
a long-term basis from producers. 

The case of Trafigura provides some insight into factors that can make ownership of an 
upstream asset like a mine efficient. Trafigura has acquired considerable technical expertise  
in mining and extraction industries. By purchasing a mine in need of additional investment, 
Trafigura can utilize that expertise: the well-known difficulties of selling information or 
expertise often make it more efficient for the party with the expertise to make the 
investment, rather than provide that information at arms length to a mining company. 

Trafigura’s investment in the Aguas Teñidas Mine (MATSA) in southern Spain is an illustration  
of this. Further, its purchase of, investment in, and subsequent sale of Compania Minera 
Condestable SA in Peru suggests that it is the transfer of expertise, rather than synergies 
between operation and marketing that can be decisive in making ownership of an upstream 
asset optimal for a trading firm. Trafigura purchased the firm in 1997, and utilized its expertise 
to improve its efficiency and extend its life. After 16 years of ownership, the mine had 
achieved such a level of efficiency that Trafigura’s expertise was no longer as necessary,  
so the company sold its 99% stake to a private mine operator. Importantly, as part of the  
sale, Trafigura entered into a life-of-mine off-take agreement for 100% of the mine’s 
production. This strongly suggests that the reason for ownership was that this was the 
efficient way to transfer technical expertise and management investment in capacity expansion, 
and that ownership was not necessary to secure and market the mine’s output efficiently. 

Commodity Trading Firms and Vertical Disintegration in Commodity Markets.  
Although much public discussion of commodity trading firms focuses on their increasing 
integration, it is important to note that commodity trading has also contributed to vertical 
disintegration. As pointed out by Coase long ago, markets and firms are different ways of 
carrying out transactions.17 When markets become cheaper to use, some transactions that 
used to take place within vertically integrated firms (e.g., the supply of crude oil to a refinery) 
can be undertaken in markets instead, and the upstream and downstream parts of the firm 
can be separated. By facilitating liquid, competitive markets in crude oil and refined products, 
commodity trading firms made it more economical to carry out many transactions that  
had taken place within integrated firms on markets instead. The rise of refining independents 
and the retreat of oil majors from refining reflects in large part the efficiencies created by 
commodity trading firms. 

16   Note that upstream integration into agricultural production is most common in crops that are produced at scale on 
large plantations (e.g., palm oil), and virtually unknown in crops (e.g., corn) that are grown by large numbers of 
relatively small producers.

17   Ronald Coase, The Nature of the Firm, 4 Economica (1937) 386.
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APPENDIX B

TRADING ACTIVITY AND PHYSICAL ASSET OWNERSHIP FOR LEADING  
COMMODITY TRADING FIRMS
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FIGURE 7  
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