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This paper will examine the situation of the international coffee industry. It will examine the recent history of the industry, from the lead up to the 1962 International Coffee Agreement (ICA), through its period of active working, its breakdown in 1989, and finally, the period since the breakdown. Currently, there is an economic and social crisis in the coffee industry. Many farmers are selling coffee at prices below their costs of production. The price of green coffee beans has plummeted and remained low for years. The quality of coffee has declined as cheap robusta beans undercut the better flavoured arabica beans. In the face of this, the major coffee roasters are showing record profits. What is the solution to this problem?  Is it a fundamental failure of the international trading system as it is currently run? There are widely varied explanations to what the problem is, and how to solve it. This paper will attempt to synthesize these views wherever possible to argue for a pragmatic (pragmatic in a most humanist way) solution. 


The International Coffee Agreement

A variety of factors in the early to mid-twentieth century contributed to the creation of the ICA in 1962, some of them economic, some of them political. Brazil is the world’s largest producer of coffee, at around 30% traditionally. (Waridel 51) In the early years of the century, Brazil began to valorize coffee by withholding bags of coffee from the world market. (Topik 46-7) This began the movement for price controls on the international coffee market. During World War II, the Inter-American Coffee Agreement was created between Latin American nations and the United States, largely as a result of the political motivation of the States to prevent the alignment of impoverished Latin American countries with the Nazis or the Communists: “if the United States took advantage of the situation to extort ever-lower prices, it would virtually throw an embittered, impoverished Latin America to the Nazis or Communists.” (Pendergrast 219). The Inter-American Coffee Agreement led to negotiations for the ICA. 

The success of the ICA required that the interests of three groups be satisfied: the producing countries, the large roasting companies, and the consumer countries (primarily the US). The former two were interested for economic reasons, and the latter, again, for purely political ones. Producing nations desired maintenance of stable, relatively high coffee prices. (Topik, Bates and Lien 1985) The large international roasters signed on because the objective of the producing nations was to stabilize prices and not to corner the market. And because most of the value-added to coffee is added by roasters in consuming countries, the roasters were willing to accept the higher prices in return for guaranteed production. (Topik) As for consumer nations, it was largely not in their interest to have higher coffee prices, as these prices would be passed on to consumers. However, political reasons led to their support of the ICA. (Pendergrast, also Jim Johnston, and Brink Lindsey) Thomas Man of the State Department commented on the issue, stating “The key question is whether it is in the U.S. interest to allow these [poor coffee producing] countries…to go through the wringer,” he said, “and take the chance that they would stay on our side of the curtain which divides the free and the Communist world.” (Pendergrast  279) The (American) National Coffee Association (NCA) traditionally opposed quota systems and any barriers to free trade, but in this case agreed to them. (Pendergrast) And also, not coincidentally, the US agreed to the ICA two years after the Cuban Revolution, and abandoned it the year the Berlin Wall fell. 
Between the years of 1962 and its breakdown in 1989, the ICA ensured relatively stable prices by controlling supply. It set in place a quota system, allotting member countries a set amount of production per year, based on their production capabilities. If producers fulfilled their quota, they could then sell to the non-member market, where prices were roughly half. When the price of coffee rose above the set range ($1.20-$1.40/lb) then quotas were abandoned until prices fell again. The graphs below show that between 1976 and 1989 prices rarely dropped below $1.20/lb. and never for very long. The large spikes were due to Brazilian frosts. 
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The ICA continued even through 1987, despite the NCA resolving in 190 the “the interests of the United States’ coffee…industry are best accommodated by free and unrestricted trade of coffee.” (Bates 1997, 173) However, the U.S. agreed to a new ICA in October, 1987. At that time the Cold War was still on, civil wars were continuing in Latin America and Africa. It was no time to expose these countries to a price drop. “With civil wars still raging in coffee-growing countries of Central America and Africa, the United States knew that economies devastated by low prices would exacerbate the misery and intensify the conflicts.” (Pendergrast 363) Less than two years later, Gorbachev was in power in the U.S.S.R., and the Sandinistas were out of power in Nicaragua. Cold War fears were no longer a strong enough reason for the U.S. to continue to support the ICA. 

After the International Coffee Agreement
In 1989, the International Coffee Organization could not renew the ICA due to a lack of votes. The ICA was suspended July 4, 1989. One source describes the result: “all hell broke loose”: 

By the end of July [1989], prices had fallen to 85 cents a pound. Panicked producers rushed to the market with beans, hoping to sell before the price dropped lower, thereby driving prices down more steeply…Only Maxwell House, Folgers, Nestle, and the men screaming themselves hoarse in the futures pit were happy. The big roasters were slow to lower retail prices, taking a breather from their interminable price wars, while they built a gigantic stockpile of cheap beans. (Pendergrast  363)

After 1989 the prices dropped for an extended period of time until more Brazilian frosts occurred in 1995 and 1997.  Following the corresponding rise in prices there was a return to a long period of low prices, aided by lagging responses in the coffee market to the frosts—it takes several years for coffee trees to bear fruit. So, more people joined the market in 1995 and 1997 (because of the increased prices then) and in five or six years they came into production, by which point Brazilian production was back to normal, adding to the flooded market. Also contributing to the continued sustained low prices are the entrance of Vietnam as a mechanized producer, more mechanization in Brazil, and decreased risk of frost in Brazil as it moves coffee production to more northern areas. (Lindsay) Vietnam, in 1990 produced 1.4 million bags of green coffee. In 2000 it produced 14.8 million bags, with levels falling to 8.7 million in 2002. (International Coffee Organization statistics)

[image: image2.png]Figure 3.The dramatic fall in real prices for coffee.
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While the suspension of the ICA clearly was the result of a changed political atmosphere, the free marketers claimed it as a case for the inevitable success of free markets over controlled ones. For example, a 1995 World Bank ‘report’ claims that: “the institutional change [from price controls to free markets] has been reinforced by the widespread belief - evidenced, for example, by the collapse of the international tin and coffee agreements - that commodity market stabilization through international agreements cannot succeed.” (Gilbert) This is an example of how discussions of the post-ICA coffee market are politically charged and require the handling of a barrage of facts, statistics and arguments, that are used or denied by different sides and can point to very different solutions.  
Some Facts, Statistics, and Issues
However you look at the politics, by the time the first Brazilian frost came in 1994 coffee growers had suffered almost five years of low prices—prices below their estimate costs of production by some counts. In 1991 one coffee expert estimated that the break-even point for the better quality arabicas was between 80 cents and $1 a pound, and a bit over 60 cents a pound for the lower quality robustas. (Pendergrast ) In 1991 coffee prices averaged less than $0.60 per pound. (Lindsay) The global average annual revenues from coffee fell from $10.7 billion to $6.6 billion, while world coffee exports increased by $8.4 million bags over 1980s averages. This was a loss of over $4.4 billion a year, a loss that devastated small growers around the world because of the 25 million coffee farmers worldwide the cast majority are small, having less than 25 acres. (Lindsay, Pendergrast ) While both world coffee exports and world demand have been increasing, world demand is increasing at a slower rate, creating an ever growing excess supply of coffee on the market. 
[image: image3.emf] (table from Lindsay and Oxfam2) 
One result of this has been large-scale migrations by workers and farmers away from coffee areas—apparently at a staggering rate of 500 families per week in the southern Mexican state of Chiapas alone. Many of these workers are heading to free trade zones at the American border. (Waridel)  Also, in the case of Columbia, government officials have complained that the fall in coffee prices has exacerbated the already difficult issue of coca production for the drug trade.(Pendergrast 363) 

The Roasters

There are a plethora of arguments, accusations, and statistics surrounding the role and actions of the large multinational coffee roasters. The largest five coffee roasters, Kraft (Phillip Morris, Maxwell House, Nabob), Nestle (Nescafe, Taster’s Choice), Sarah Lee (World’s Finest), Proctor & Gamble (Folger’s), and Tchibo, purchase almost half of the world’s green coffee beans. The average wage of coffee plantation workers is between $1 and $3 a day, while the president of Philip Morris, which owns both Nabob and Maxwell House, made over $5 million in 2000. (Waridel) According to an Oxfam document, Nestlé reported an over 20 per cent rise in profits in February 2001, largely due to their beverages section. And Starbucks apparently performed even more strongly, “posting a 41 per cent increase in profits in the first quarter of 2001.” (Oxfam2)  Oxfam claims that this is due to the roasters not passing on the decreasing price of coffee to consumers, citing data from the International Coffee Organization that the percentage of UK retail price of coffee that is from the cost of beans has fallen from 14.1percent to 7.6 percent between 1998 and 200. (Oxfam2)  At same time, a report published by the pro-market Cato institute claims the opposite:

U.S. retail prices have been falling in line with green coffee prices since 1997. In this regard, Procter & Gamble’s 2002 Annual Report notes that, with respect to its food and beverage segment, “[v]olume declines and commodity-related pricing actions in coffee drove an 8% decrease in net sales. (Lindsay)

And as to the disparity in price between green beans and the price of a cup of coffee at a Starbucks their data seems to line up with the Oxfam data, but they argue that since green beans constitute only 7 per cent of the cost of a cup, fluctuations in the price of the beans does not greatly affect the overall price of a cup. However, after having seen the Oxfam data, it would seem the Cato report is intentionally using more recent percentages, ignoring the Oxfam data that just 3 years earlier that percentage had been double. There are many conflicting claims like this. Another Oxfam report claims that, “in 1984, green bean costs constituted 64 per cent of the US retail price. By 2001 the raw material price as a proportion of the final retail value had fallen to 18 per cent.” (Oxfam1) The report also provides statistics showing that green bean prices declined while the retail price has actually increased. Other research (Topik) seems to supports Oxfam’s claims. It argues that historically, price fluctuations in coffee are generally not passed on to consumers, with café owners, grocers, etc. opting instead to lower their profit margins or reduce their costs by blending in lower quality beans. Generally coffee has been price- and income-inelastic. This has enabled roasters to pass on fluctuating costs of beans to retailers when prices have been high, and also to keep the costs of retailers (and consumers) relatively high even when the roasters’ buying costs fall.

Besides this issue, it is undoubtable that the largest share of the value-added is by the roasters in consuming countries. Currently roasters are responsible for a wide range of value adding activities besides roasting, including transporting, weighing, packaging, and advertising. Much of this process is highly mechanized, lowering their costs, especially in conjunction with the large economies of scale the big roasters have. Besides these activities, by far the most value added by the roasters has been through the development of decaffeinated and instant coffee. Instant coffee has had a particularly negative effect upon coffee producers and the world coffee market in general. Drinkers of instant are concerned with speed not quality, so big roasters can buy the lower-quality, less-expensive robusta beans, which then undercuts the arabica growers and generally causes [image: image4.png]AreakdounofCommodity Cain (516
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a decline in quality. Instant favours the low quality, highly mechanized large coffee plantations in Vietnam and Brazil, and thereby squeezes the smaller, [image: image5.png]Index 1900=100

140

1900

Figure 11: Real non-oil commodity prices

1920 1940 1960

1980

2000



traditional arabica growers. Instant also has large amounts of sugar added to it, reducing the amount of coffee needed. Plus, roasters’ are increasingly refining their techniques to extract as much instant coffee as possible from the robusta beans, thereby lowering producer profits. Pro-marketers defend this advance in technology arguing that it is merely an example of what a good company does—striving to reduce costs wherever possible. There is “nothing unfair or exploitative or wrong about doing so. On the contrary, it is the free market system’s relentless push for improvements in productivity that is the foundation for all our prosperity.” (Lindsay) The left end of the political spectrum argues that it is just this profit-maximizing credo that causes the current exploitative, inequality increasing situation in the international coffee market. 
The Future: Realities of the Current Global Market vs. Alternatives to the Current Global Market   
One way of explaining the situation is as follows. The current crisis is the result of “falling costs and productivity increases on both the supply and demand sides.” There is hugely expanded and highly mechanized production by Brazil and Vietnam. “This surge in low-cost capacity has put long-term downward pressure on prices and subjected many traditional suppliers to a severe competitive squeeze.”(Lindsay) Mechanization has left small farmers horribly behind. For example, 1,000 Guatemalans working for a day could fill one 275 bag container. In a mechanized Brazilian farm five people and a harvesting machine can do the same work in two to three days. (Oxfam1 and Lindsay) 

The bottom line is this: high-cost small producers cannot compete. They need to “provide a higher-value product or exit the market.” Exiting the market is obviously painful, especially for already very poor people. “Under the present circumstances, unfortunately, some measure of pain is unavoidable: traditional suppliers who are unable to adapt will have to exit the market to make room for more efficient, low-cost competitors.” (Lindsay) There are a few ways to ease the suffering of the transition. Firstly, governments of consumer nations can drastically reduce their agricultural subsidies. Because of these subsidies there is no other market for those leaving the coffee business to go into. The following graph shows the low price of commodity prices worldwide—a situation which, if reversed, could lead to there being viable alternatives for those leaving coffee. 
 

Secondly, governments and companies in producer and consumer countries could work to increase demand. And thirdly, coffee farmers can move into higher value-added areas like specialty coffees. This interpretation of the problem insists that working with the market is the key. Fair trade and reintroduction of price controls will only exacerbate the problem and provide false hope and prolonged painful transition. The only successes the fair trade movement will find are symbolic ones—there simply are not enough politically motivate purchasers who will pay more for coffee (and for coffee that is not necessarily any better tasting). Besides this, fair-trade campaigns risk lowering demand even further by providing negative advertising for coffee. (Jim Johnston and Lindsay)


The rivals to this view are equally many and present an equally compelling argument. Both sides would agree that the problem right now is that farmers are not making enough of an income to keep themselves and their families out of poverty. Both agree that reducing supply is a key element of the solution. Both sides agree that some farmers need to leave the market. However, “the left” believes that there is also great potential in many of the ideas that the neo-liberals directly attempt to refute: decreasing supply by imposing quality restrictions on imports, reintroducing price controls to prop up the price of coffee, and promotion of fair-trade. 

Quality restrictions could immediately reduce the world supply by three to five percent (Oxfam1). Because this action would threaten some farmers who produce low-quality beans, support programs will be needed, for example providing better strains and pest-control techniques.  Reintroducing some form of price control aims to restore the balance of supply and demand in the market (for example by destroying 5 million bags) and then to prevent supply and demand from becoming so unbalanced. Having some level of management of markets is a hotly contested issue—decried by the neo-liberals as the source of all ills. However, there are certainly strong advocates for having some sort of management and protection for fragile markets. The Oxfam “Make Trade Fair” campaign advocates measures along these lines (Oxfam3). Besides being supported by a slew of international celebrities, its concepts are backed by many prominent intellectuals including Noam Chomsky, Amartya Sen, Joseph Stiglitz, Maude Barlow, Naomi Klein, Lloyd Axworthy and others.(Canadian Centre for Policy Alternatives, Stiglitz, Oxfam3, Waridel) Also, neo-liberals claim the successes of the Asian newly industrialized economies as a victory for their policies. But many are quick to point out that these countries grew by having protectionist policies. Dani Rodrik of Harvard, for one, reports a correlation between high tariff levels and high growth. He points out that “China and India…began trade reforms about 10 years after they began high growth.” (Rosenberg) There is huge potential for globalization to work in the interests of the majority of the world, he says. But this can happen on if globalization “ceases to be viewed as an end in itself, and instead is treated as a tool in service of development: a way to provide food, health, housing and education to the wretched of the earth.” (idem) This is a source of the fair-trade movement, which at its base is a movement to take back control of the international trade system and ensure that the rules of the game are equitable.

Looking again at the issue from the commodity chain perspective, since the disbanding of the ICA the market has been increasingly “buyer-driven”.  The influence of producers and producing countries has without a doubt diminished greatly since 1989. The result of this according to one author is that:

a substantial proportion of total income generated in the coffee chain has been transferred from farmers to consuming country operators. Strategic choices made by roasters in the last decade or so have shaped entry barriers not only in the roaster segment of the chain, but also in other segments upstream (closer to the producer). (Ponte)
True, decreasing supply is one way to increase the incomes of farmers, but redistributing the wealth of the commodity chain is also a way to increase their incomes. In order for farmers to be able to pay their workers the U.S. minimum hourly wage, $5.15, they would need to sell coffee for $4.50 more per pound. (Pendergrast 394) Consumers in rich countries pay several dollars for a cup of latte at the local Starbucks, while millions of small-scale coffee farmers are struggling as coffee bean prices have plummeted to historic lows. (Lindsay) Most of the money generated by the coffee that farmers grow is being lost along the way. Or perhaps it is being found by people like the president of Philip Morris mentioned above. Fair-trade offers a solution to this very problem.  Fair-trade and the “make trade fair” movement are an attempt to decrease the one-sidedness of the market.  

The major hope of this group is in the power of consumers to influence politics and economics—through the support of fair-trade and responsible corporations. This requires changing consumer ethics and hypocrisy: 
“in our race to buy more for less, we feed the corporations that many of us denounce. In so doing, we are behaving exactly like the corporations by choosing the cheapest possible products with little heed for those who produced them, nor for their environmental impact.” Waridel 4

This may seem like a difficult and idealistic task. After all, why would consumers want to pay more? The solution is in education, and the task is not one that has not been successfully met before. In Canada, the elementary school education I received about the moral and environmental wrongs associated with littering successfully altered my behavior such that I am now unable to litter without there being psychological repercussions. Governments cannot (currently) ban exploitative goods (nor should they), but they can help to educate citizens and allow the citizens to make the choice. There is a serious objection to be posed here, namely the classist repercussions of a policy like this—only those wealthy enough will be able to make the “right” choices. Although this is certainly a serious issue, there are at least two responses to it. Firstly, there is massive over consumption. If people of all income levels re-prioritize their purchases, putting responsible buying above televisions and stereos, this would certainly reduce the number of people that would be unable to afford free-trade goods. One might contest that people’s quality of life would then be sacrifices—fewer cars, and fewer televisions, they say, is surely an indicator of decreased living standards. This is certainly debatable, but will not be debated here. The second rebuttal is that as free-trade consumption increases the prices will fall corresponding to the increased demand, increasing the accessibility of these goods. It has been less than twenty years since the end of the Cold War era. While it looks as though the fair-trade movement is small and slow to grow, one must consider that the current era of globalization is just beginning.   

Conclusions
Coffee is an excellent vehicle for understanding the issues. One historian has claimed that, “Coffee, more than any other crop, has tied the rich and the poor together.” (Klop) There are, as outlined, many difficult debates surrounding the world coffee trade. These debates force us to question our fundamental beliefs on how we think the world should be run. All sides have increased quality of life for all as their goal. The neo-liberals present a very powerful case for the continuance and increased adherence to open-market policies as the only viable option. The debates that take place happen in their language. Thus, opponents to the free-market approach immediately face the uphill battle of trying to sound credible while attempting to use more humanist, qualitative information. But there are many statistics that supply the political left. For example, in the last 50 years global GDP has multiplied by more than 6 times in real terms and the average per capita GDP by three times.(Waridel) At the same time, in over eighty countries the average per-capita GDP income is lower than ten years ago. (Waridel) And even the Economist has admitted that inequalities in the world between rich and poor are increasing. (Waridel) This suggests that the problem goes deeper than just excess supply. 

At least two avenues for change seem clear to this author: Ethical consumption education programs and an end to subsidies. Fair-trade and consumer education faces the exciting and monumental task of regaining control of the world market from the neo-liberals and then grounding it more firmly in the needs of society. In closing, the possibility of this agenda is reflected upon by Laure Wardel:  
I sometimes compare the state of our planet today to a city in the Middle Ages. At that time, people threw garbage and sewage out of the windows. They did not realize that they were poisoning themselves, contributing to the propagation of terrible infectious diseases. This behavior was seen as normal until a few people started making the connection and pointed out the problem. To change people’s habits took time a complex process involving education, city planning and regulation.

In the same way, we are contaminating our own environment and society with what we consider ‘normal behavior.’ But slowly people are starting to make connections.” –Laure Waridel in Coffee With Pleasure
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