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SCOPE AND CONTENTS: 

This thesis (l)considers the need for the 1962 International 

Coffee ,Agreement in light of the post-World War II developments in the 

world coffee market and (2) discusses the usefulness .of the agreement 

since 1962 in attaining its stated goals and coping with the difficulties 

which have emerged since 1962. The thesis starts with the nature of, 

and role played by commodity agreements both prior to and after World 

War II. The changing role of commodity ,agreements, from that of foreign 

is also discussed. Post-war difficulties in the coffee market which 

lead to a series of Latin American producer agreements and eventually 

to the 1962 Agreement is then illuminated. More recent developments 

and difficulties faced by the coffee industry are also cited. 

The thesis concludes that a diversification from coffee and 

into other products in the coffee-growing countries of the world can 

only come about through commodity agreements. Because of the inherent 

structural problems in these countries, the interplay of free-market 

forces cannot lend itself to a suitable transformation. 
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CHAPTER I 

Commodity .Agreements - The Overall Picture 

The International Coffee .Agreement of 1962 is of particular 

interest today because it is looked upon as an example of an inter-

national agreement and as an instrument for the promotion of economic 

stability and growth; especially when viewed by the less-developed 

countries. 

Yet, while commodity agreements have had much exposure in the 

postwar period, this is not to say that they are noveL Control 

schemes in one form or another have been in effect since the 1920's as 

fluctuations in the prices of primary commodities have long been a 

concern of nations. For example, between the two world wars, fluctuations 

in commodity prices were particularly severe as they were closely 

---as-50G-ia-t-ea-w-i-th----t.he-m0-l'€l -ggnera-l- f-l.uGtuat.ig.n.s --in-t.rade-and-emp.l Cl..)ffi1ent • _ _ 

The addition of supply and demand inelasticities for primary commodities 

further amplified these fluctuations in their prices. 

In an attempt to create a greater stability in the prices for 

primary products a number of control schemes were conceived in the 

1930's. Having learned a lesson from the dangers of an insufficient 

degree of monopoly from the various schemes of the 1920's, it was 

ensured that these schemes covered at least 80 per cent of exportable 

production. However, it should be noted that these agreements were not 

like the agreements of the postwar period either in procedure or in 

1 
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format. While many of these interwar agreements were government schemes 

in substance, they were not so in form as the government played no direct 

part in their operation. Rather these agreements were between large 

producer groups and export associations. With no real provision for 

consumer representation, these schemes were administered exclusively in 

the interests of producers and were conducted for their supposed benefit 

1 only. \~ile exploitation of the consumers was avoided, the controllers 

did pursue a policy of making the most they dared of a favorable 

situation. 

The outbreak of war in 1939 caused the abandonment of these 

control schemes. Yet, as the war years continued, thought once again 

began to be given to the proper role of commodity control schemes as 

part of the economic organization of the postwar period. The instability 

of commodity prices in the interwar period and the belief that the 

difficulties of the interwar years would reappear as soon as peace was 

restored instigated a desire for greater international co-operation and 

- -the-hfrpe--tha-t -a-more -s-ys-t--ema~ie--appr-0aGh-~0-G0mm0(li-t-y- -p;r>G9-1-ems-GGu-l-d -9e- -- ----

created. 

The reception given to the idea of a return to commodity 

agreements, however, was not overly enthusiastic because of their effect 

on restricting production during the 1930's. However, it was obvious 

that some form of control was needed for a greater stability of the 

prices of primary products if greater stability of the prices of primary 

lJ. W. F. Rowe, Primary Commodities in International Trade 
(Cambridge: Cambridge University Press-, 1965) ,pp. 137-8. 
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products was considered a prerequisite for a more stable and expanding 

economy. The hopes for greater international co-operation and the need 

for commodity agreements were expressed at the United Nations in 1947-8 

and evolved as chapter six of the draft charter for an International 

Trade Organization. 

The Havana Charterl permitted the member nations of the World 

Trade Organization, as an exception to free trade principles, to enter 

into agreements regulating trade in primary commodities, for it was 

recognized that: 

••• the conditions under which some commodities are produced, 
exchanged and consumed are such that international trade in 
these commodities may be affected by special difficulties 
such as the tendency toward persistent disequilibrium between 
production and consumption, the accumulation of burdensome 
stocks and pronounced fluctuations in prices. 2 

Among the obj ecti ves in Chapter VI of the Havana Charter 'vere: (1) the 

prevention and alleviation of serious economic difficulties which could 

arise when adjustments between production and consumption could not be 

effected by normal market forces alone as rapidly as the circumstances 

required, and (2) the prevention or moderation of fluctuations in the 

price of primary commodities with a view to achieving a reasonable 

lIt must be mentioned that the World Trade Organization was not 
ratified. However, some of its proposed functions, including sponsor
ship of international agreements, were assumed by the General Agreement 
on Tariffs and Trade. Also, the Food and Agricultural Organization 
concluded in 1947 that for many agricultural commodities, I.C.A. 's 
were probably the best way to assure reasonable price stability. One 
must remember, however, that even 'vi thout ratification the Havana 
Charter is still an important source of guidance in the conduct of 
commercial policy. 

2W. E. Havilland, International Commodity Agreements (Montreal: 
Private Planning Association Press, 1963), p. 29. 



degree of stability on a basis of such prices as would be fair to 

consumers and would also provide a reasonable return to producers, 

having regard to the desirability of securing long-term equilibrium 

between the forces of demand and supply. 

Unlike the private sector agreements of the interwar years, 

4 

these postwar public sector agreements were to (a) have no discrimination 

with regard to the terms of participation, (b) have equal participation 

by both the importing and exporting countries, and (c) have full 

publicity. Furthermore, such agreements were to occur only in cases 

where a burdensome surplus or widespread unemployment was evident, 

while the governments of the producing countries were to try to adopt 

diversification programs which would attempt to solve· the international 

commodity problem. Finally, no .agreement was to last more than five 

years. 

The outcome, however, has been relatively few agreements, five,l 

to be exact. These five agreements fall into one of three types: (1) 

----the---1!1ultilateIaL contra~agreement. (2Lj:he international buffer stock __ _ 

and (3) the export restriction agreement. 

The multilateral contract agreement is looked upon by many as a 

form of co-operation between the importing and exporting nations. In 

such an agreement there is a floor price and a ceiling price. When 

prices fall below the floor, importing countries (which are a part of 

the agreement) agree to purchase predetermined amounts of the particular 

commodity at the floor price. Conversely, if prices tend to rise above 

IThe five agreements cover olive oil, sugar, tin, \'lheat and 
coffee. 
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the ceiling, the exporting countries in the agreement agree to sell a 

predetermined amount at the ceiling price. Between these two limits, 

trade~Tema'ins free. Meanwhile, trade is also taking place at the 

free-market ;price outside of the agreement. One advantage of this type 

of agreement 1s the moClerating effect on income fluctuations for both 

the importing and the exporting countries. Thus, in principle, the 

scheme appears to achieve the moderation of income fluctuations while, 

at the same time, preserving the notion of a free price. Also, without 

production quotas, entry to and exit from the market is relatively 

easy. The only real drawback of this system appears to be the require-

ment of a fairly homogeneous product, thus limiting the number of 

commodities for which such a type of agreement would be applicable. 

For this type of agreement to be relatively effective, it should try to 

cover as much of the trade in the particular good as possible and to 

attempt to keep the spread of prices fairly narrow. l 

The International Wheat Agreement of 1949 is an example of a 

-- - -mu-l-ti-l-ate± a-l--GGut±-aGt a-gr--eemen-t~· --HGWever-,-px-nblems--with-xenagatiation ___ _ 

of the ceiling and floor prices have tended to undermine many of the 

advantages that the wheat agreement possessed. This agreement has gone 

through four negotiations of the floor and ceiling prices. In the last 

of these negotiations, no effective price range was agreed upon. 

Furthermore, the existence of the free market in conjunction with high 

world wheat prices, manipulation of the market price by the two largest 

lG. Blau, "International Commodity Agreements", Agriculture in 
Economic Development, L. W. Witt and C. Eicher, eds. (New York: 
McGrm'l-Hill, 1964), p. 326. 



exporters, and exports on concession terms have all reduced the effect 

of the price of wheat as an adjustment mechanism. l 

The second type of international commodity agreement is the 

international buffer stock - the most actively pursued of the three 

types of agreements in recent years for the stabilization of prices. 2 

6 

This scheme stabilizes prices through an obligation of a managing board 

to purchase stocks whenever the price falls below the floor price and 

to sell stocks whenever the price rises above the ceiling price. This 

buying and selling action of the "managing board" is of course an 

attempt to keep prices within the desired range. Once .again the 

effectiveness of this type of .agreement depends on the size of the gap 

between the ceiling and floor prices and on the ability of the managing 

board to defend them. This, in turn~ depends on an adequate supply of 

both financial reserves and the stock of the commodity involved. 

Difficulties which can arise are the need for l~rge amounts of readily 

available resources (cash and stocks) and therefore the need for a 

a scheme, however, cannot be used for a persistent upward or downward 

trend. The merits of this type of agreement are (1) the minimal 

interference that is usually required and (2) the freedom of entry 

3 and exit from the agreement. 

lIbid., p. 327. ~ 
2A. I. McBean, Export Instability and Economic Development 

(Cambridge: Harvard University Press, 1966), p. 269. 

3Ibid . 

t~ 
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The only buffer stock scheme that· is covered by an international 

agreement is the International Tin Agreement of 1956. This International 

Tin Agreement provides for a buffer stock, with variable export quotas 

to be used by the member countries to adapt supply to changes in demand. 

The Tin Council sets upper and lower price limits; within that range 

the buffer stock manager has discretion over all buffer stock transactions. 

Formally brought into action in 1956, the .Agreement worked well for the 

first two years but soon ran into trouble when the price of tin fell 

thr~ugh the floor for a brief period during the 1958 recession. The 

price soon recovered and regained its previous level - only to. go through 

the ceiling in 1961. Export quotas were subsequently removed but a 

strong demand for tin has kept the price ~igh. In recent years tin has 

been one of the few commodities for which the relationship between 

production and world consumption has been favorable to producers. 

The third type of international commodity agreement is the export 

restriction scheme. This agreement provides for the retention of supplies 

-a.nd-the·-l-imi-ta.t~on----o£ -e..xports- to- the market _in_nrdex _ tn -AChie)[~so~a_ 

d f " b"l" 1 U d h" f " egree 0 pr1ce sta 1 1ty. n er t 1S type 0 agreement export1ng 

countries agree to limit imports from non-member countries to a fixed 

level, thus giving member countries the benefit of any increase in world 

consumption. This provision naturally provides an incentive for producing 

countries to become members, and reduces the likelihood that the agree-

ment would be undermined by an expansion of non-member production. 

Importing countries also agree to require a certificate of origin on all 

1 Blau, p. 328. 
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imports and to keep records of all imports. The importing countries, 

therefore, perform the essential function of policing the agreement; 

without such a check on imports there would be no way to enforce the 

export quotas and the limitation of imports from non-member countries. 

11listyPe of agreement provides for no central buffer stock but 

each producing country is responsible for controlling production and 

managing the stock of the product within its borders. The real control 

over supply rests on the export quotas set for member countries. By 

adjusting these quotas, supply can be adjusted to demand. Therefore, 

while no upper or lower limits for price were specified, one clear 

objective was the prevention of any further decline in price. Thus, in 

reality, the export restriction agreement is really a price-supporting 

1 agreement. The best example of an export restriction agreement is the 

International Coffee Agreement which formally began in 1962. 

While the outcome has been five agreements, there has still been 

considerable opposition to any more "agreements and much skepticism about 

against these restriction schemes is based on resource misallocation, the 

protection of inefficient producers and product restriction. It is agreed 

that quotas should be reallocated through time with progressively larger 

quotas going to the more efficient producers and the less efficient 

producer countries being slowly eased into other products. Yet, it is 

claimed that quota reallocations are difficult to bring about, as 

historical market shares are strictly adhered to. As such, the call has 

been for free-market forces to replace all commodity agreements. 

I McBean, p. 273. 



CHAPTER II 

Commodity Agreements for Developed and Underdeveloped 

Countries and Their Changing Role Over Time 

When discussing the role played by primary products, it must not 

be forgotten that one-half of the total value of world commercial 

exports of primary products both originates in and is absorbed by the 

developed world. Much of this trade consists of temperate-zone .agri

cultural products, most of which is in foodstuffs. These patterns of 

trade have oeeh highly influenced by domestic agricultural stabilization 

and support policies of nearly all the importing nations and of the 

United States. This existence of an extended network of independent 

national policies of price and output regulation in the developed 

nations has had important consequences on_the role of international 

--c-ommod1:ty agreements ;--Tne aivorclngor-domestic- patterns-of proauctlon _un - -----

of some commodities from the world supply and demand situation resulted 

in large and increasing surplus stocks in some of the exporting countries 

in the early 1950's.1 The emergence of these structural surpluses 

initiated the appearance of export subsidies, new forms of trade flows 

on a concessional basis from the developed countries to the less-developed 

countries, and various forms of import regulation. This resulted in the 

developed nations looking on international commodity agreements, not as 

1 Blau, p. 331. 

9 
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a form of insurance .against violent price fluctuations but rather as a 

way to secure access to markets. l The International Wheat Agreement of 

1949 was brought about almost solely for the interests of the developed 

world, with the emphasis initially being on member-importing countries 

to purchase an agreed quantity at a stipulated maximum price. By 1959 

the idea of guaranteed quantities was abandoned. It was agreed, however, 

that member-importing countries would purchase a minimum percentage of 

their commercial requirements from the member-exporting countries as 

long as prices moved within a stipulated range. 2 

When looking at the other half of world commodity trade, which 

originates from the less-developed countries, the nature of the problem 

is quite different. Trade in primary products consists mostly of 

tropical agricultural products and, to some extent, of minerals. Nearly 

all of these products are exported to the developed countries. Further-

more, this trade in primary products constitutes a much higher percentage 

of their total exports than in the developed countries. (See Table 1 

In general, the following characteristics apply to all of the 

less-developed countries who are primary export producers: (1) export 

receipts and import expenditures constitute a high percentage of 

national income, (2) these exports are usually ~ighly specialized, with 

each country normally exporting only one or two commodities and (3) these 

lIbido , p. 33. 

2Ibid • , n. 327. .. -

r 
i 
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TABLE 1 

AGRICULTURE, TRADE, AND INCOME RATIOS 

Country 

Costa Rica 
Dominican Republic 
El Salvador 
Honduras 
Jamaica 
Nicaragua 
Panama 
Argentina 
Brazil 
Colombia 
Ecuador 
Ceylon 
Malaya 
Ghana 

-- - - - ---- - ---

Japan 
United States 
Canada 
Austria 
Denmark 
Finland 
France 
Germany 
Italy 
Netherlands 
United Kingdom 
Sweden 

Agricultural 
- !P~ductiDn 

Total 
Exports 

As Percentage of National Income 

LESS DEVELOPED COUNTRIES 

36 23 
na 27 
35 23 
48 22 
14 29 
38 20 
27 11 
24 15 
28 8 
38 10 
40 20 
49 30 
43 55 
na 19 

DEVELOPED COUNTRIES 
--- -------- -- -- --

14 12 
4 5 
8 21 

13 23 
16 28 
22 26 
12 13 

7 20 
19 15 
10 42 
4 17 

na 20 

Agricultural Exports 
- as Percentage of 

Total Exports 

98 
89 
91 
91 

-43 
93 
55 
95 
88 
91 
98 
99 
61 
83 

- -- ---- --- -- - - - ------

11 
25 
36 
19 
60 
48 
19 

3 
17 
31 

8 
24 

Source: G. S. Tolley and G. D. Gwyer, "International Trade in 
Agricultural Products in Relation to Economic Development", 
-Agricul tUJ:al Development and Economic Growth, H. M. Southworth 
and B. F. Johnston, eds. (Ithaca: Cornell University Press, 
1967), pp. 406-7. 

I 

i 

-----
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1 exports are nearly always primary agricultural products. 

In contrast to the developed countries who are exporters of 

12 

temperate zone foodstuffs, the less-developed nations who are exporters 

of tropical products and minerals have not really been faced \yith a 

problem of market accessibility. Rather the problem has been one of 

fluctuations in the price of these products and in the total foreign 

exchange earn~ngs. What then are the consequences of these fluctuations 

in prices and earnings? 

If export prices tend to fall in anyone year (a departure from 

a trend), the innnediate effect would be on the balance of payments of 

the exporting country. To overcome a possible balance of payments 

deficit, the exporting country could do one or a combination of three 

h
o 2 t_lngso First, it could bring about a tighter money supply, making 

imported goods unattainable for many, while at the same time discouraging 

investment in new machinery. Second, the country could impose restric-

tions which would deprive the country of 'Poth consumer goods and needed 

could depreciate its currency. One must not, however, really consider 

this third alternative because of the underlying structural effects and 

the price elasticities of the exports involved. 

The result is a reduction in the standard of living and a 

1K. Griffin, Underdevelopment in Spanish America (London: Allen 
and Umyin, 1969), p. 87. 

2Whi1e fiscal policy is a possible alternative, its applicability 
is extremely difficult. As such, it is omitted from the discussion. 
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curtailment in the program of capital investment. l Furthermore, while 

the effect on the entire economy may be severe, certain sectors of the 

economy, which are responsible for producing the export product, may be 

faced with even more serious problems. 

While a fall in the price of the export product affects the 

balance of payments, it can also very well affect the level of domestic 

investment. Being an endogenous variable, investment appears to be 

mainly determined by both the production and marketing conditions for 

the export involved and by the capacity to import. As most of the 

less-developed countries have small domestic capital goods sectors and 

to some extent are able to produce consumer goods at home, any fall in 

foreign exchange receipts nearly always causes a contraction in the 

import of capital goods and in the general level of investment. It has 

been pointed out by Griffin that in Venezuela, from 1950 to 1958, 

"exports and tourist receipts increased by an annual rate of over 7.5 

per cent while domestic investment increased by a corresponding amount. 

4.5 per cent per annum. The corresponding investment rate was minus 

2 2 per cent. 

Therefore, because these economies are highly vulnerable to 

price changes, the foreign trade sector looms large in the economies of 

the less-developed countries collectively. Changes in export earnings 

lJ. E. Meade, "International Commodity Agreements", Lloyds 
Bank Review, 73 (July, 1964), p. 29. 

2Griffin, p. 89, 
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affect the overall rhythm of economic expansion and contraction in these 

countries. 1 Dampening these price fluctuations is a necess~ry pre-

requisite for sustained economic. growth. 

With the rise of development consciousness and the recognition 

that fluctuations in prices and export earnings did not serve any useful 

purpose, the role of commodity agreements b.egan to move away from the 

aim of guaranteeing market accessibility to that of moderating price 

fluctuations around the long-term trend. 

What, then, are the advantages of more stable prices (and more 

stable foreign exch3;nge earni.ngs as long as the quantity exported is 

kept constant)? Producer countries would gain because of a greater 

certainty as to the future level of export earnings. This would then 

permit these countries to make a more intelligent planning of development 

and would make less likely a need to cut back on development plans 

because of a shortage of foreign exchange reserves. For the importing 

countries, it must be realized that a steadying of commodity prices 

__ . m:i.ghtEl-ffect the terms of trade b)'" raising the cost ...Q£li1dn...g.L--.B.ut_one 

must remember that industrialists in developed countries would be able 

to plan ahead better on the basis of more stable raw material costs. 2 

For the underdeveloped countries the steadier stream of export 

earni?gs would allow them to increase their import demand from the 

more-developed countries. 

, But what evidence is there of fluctuations in the export 

.1 Ibid . 

" ~An example would be the export of coffee beans for the produc-
tion of soluble coffee in the United States. 
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earnings from primary products? Is it generally agreed that such 

fluctuations do impede economic growth in the less-developed countries? 

The basic evidence of fluctuations in prices and in export 

earni?gs is shown in Tables 2 and 3. Table 2 indicates average 

fluctuations for export unit value, export proceeds and export volume 

over a twelve year period while Table 3 gives the percentage change from 

year to year for seven commodities over a ten year period. Both tables 

indicate considerable instability for these primary commodities. l 

This conclusion, however, has been challenged by Coppock and 

McBean who have attempted to prove that instability in primary product 

markets is no worse than in the world markets for manufactures. McBean 

concluded that while instability of exports earnings could pose 

difficulties for particular less-developed countries, this phenomenon 

was not common to all of these less-developed countries and therefore 

corrective action should take place at the national level. Thus, the 

less-developed countries should not look toward an international solu-

conclusion? 

Both writers in their studies used year-to-year changes in export 

earnings which were then used to test, via multivariate analysis, for the 

1 Chart 1 indicates extreme fluctuations in the price of cocoa. 
As an example, last October (1970) sm.,r the bottom fall out of the cocoa 
market and the 1970 price for cocoa fell by a full t\.,renty per cent from 
the 1969 world price. For Ghana the loss in foreign exchange earnings 
will in all likelihood cancel out the four million pounds sterling of 
financial aid from Great Britain. Furthermore, while in 1966 foreign 
exchange earnings were 244 million dollars, by 1968 they had risen to 
308 million dollars as prices spiralled up. With such price fluctua
tions Ghana has found it extremely difficult to diversify out of cocoa. 
See "On the See-Saw", Economist, 237 (October 3, 1970), p. 65. 

F 
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TABLE 2 

PERCENTAGE AVERAGE FLUCTUATION OF EXPORTS, 1950-61 

Export Unit Export Export 
Value Volume Proceeds 

cocoa 20 10 15 

wool 16 11 15 

copper metal 13 8 16 

cotton 11 10 14 

tin metal 10 8 10 

coffee 9 7 8 

sugar 7 7 9 

wheat 5 3 4 

bananas 3 5 5 

crude petroleum 3 10 9 

-- --- -- - -- --- -- --- -- -- - - --- ~ - - - ------

Source: Griffin, p. 104. 

16 
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1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

Average 

TABLE 3 

ANNUAL CHANGES IN TOTAL VALUE OF EXPORTS OF SEVEN 

-COMMODITIES..; 1949-58 (PERCENTAGE CHANGE FROM THE 

PREVIOUS YEAR) 

Rice Sugar Coffee Wheat Cotton Cocoa 

-12 -6 +18 -17 +14 -22 

+15 +14 +30 -32 +16 +20 

+17 +9 +17 +30 +21 +17 

+16 -8 +3 -3 -19 -11 

-4 +6 +10 -5 -19 +10 

-15 -9 +6 -20 +14 +35 

-6 +7 -9 +3 -12 -23 

+13 +3 +8 +18 +8 -25 

-3 +26 -5 --7 +7 -1 

-5 -18 -16 -8 -19 +20 

10 11 12 14 15 18 

Source: Havilland, p. 39. 
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-6 
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influence of instability. Coppock, having tested the data for eighty-

three countries, found that instability was not peculiar to commodity 

markets nor was it significantly related to the problems faced by the 

less-developed countries. 1 Coppock reached the conclusion that "Contrary 

to widely held views, export proceeds were decidedly more stable for 

2 primary goods than for manufactured goods." 

When, however, one looks at the period of his study (1946-58) 

and considers the devaluation of the British pound sterling in 1949, one 

must conclude that he has used a broken series to measure instability. 

Not having really taken account of the 1949 devaluation, Coppock went 

ahead and used dollar values throughout his study. As seen in Chart 2 

on the next page, it makes considerable difference in the analysis as to 

3 the year ono chooses to commence the study. Furthermore, it appears 

that Coppock has been the victim of misplaced aggregation. While he 

realized that his estimate of price instability for primary products as 

a whole was much lower than the weighted _average value, he unfortunately 

-- -di-d-nut -give- i:t- -any-further-thought-;-4- -'I'he-entire-anaiysis---can--on-1-y-mah~--- --------

one skeptical about the results obtained. 

McBean also concluded that instability in commodity markets was 

1p. Ady, "International Commodity Policy", Economic Development 
and Structural Change, I. G. Stewart, ed. (Edinburgh: Edinburgh 
University Press, 1969), p. 28. 

2 J. D. Coppock, International Economic Instability (New York: 
McGraw-Hill, 1962), p. 35. 

3 Ady, p. 29. 
4 -
Ibid., p. 30. 



CHART 2 

UNIT VALUE INDICES FOR EXPORTS 
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was not a problem for primary product producers. Using the available 

data for eleven developing countries for the time period 1950-60, 

McBean's study was based on the relationship between fluctuations in 

export earnings and fluctuations in gross national product. After 

making crude adjustments for trendl in both the export and income series 

an analysis of the relationship between the annual changes in the two 

series was made in two ways: (1) by counting the years in \vhich changes 

in the two series moved in the same direction and (2) by relating 

absolute changes in Gross National Product to absolute changes in 

exports over periods of time in which exports earnings suffered a sharp 

decline. 2 

From this analysis McBean concluded the following: 

All in all, our search for evidence demonstrating the adverse 
influence of short-term instability of export earnings on the 
prospects of growth in underdeveloped countries gives us no 
grounds for believing that export instability is in fact so 
harmful.- Almost every chain of reasoning leading to the 
conclusion that serious damage is inflicted by instability 
has been found \vanting ... 3 

___ MaiZel.s.,~_hmll.av_er ~_ did- no_t -firl-cLthe--s-ta-t-i-st-i-e-a-1-€¥-i-d-€HIGe-Gefl-v-i-n-G-i-n-g-.- ----

First, he felt that neither of McBean's tests are really significant as 

the deviations approach seems to assume that all changes in either 

IMcBean's definition of instability as deviations from a five 
year moving average may have made the error of removing more than the 
trend, thereby understating the residual instability. See Ady, page 31. 

2 McBean, appendix, pp. 345-8. 

3Ibid ., p. 127. 

4A. Maizels, Review of Export Instability and Economic Development 
by A. McBean~ American Economic Review, 56 (June. 1966), pp. 575-80. 
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direction are of equal importance while the absolute changes approach 

relates to only one or two years (as such, random factors could distort 

the relationship). 

On the relationship between fluctuations in exports and 

fluctuations in investment, McBean concluded that there were relation-

ships between export proceeds and imports of capital goods and between 

capital goods and investment but no real relationship between fluctuations 

in exports and in investment. Maizels believes that there is some 

inconsistency here. McBean later tried to explain why G.N.P. should not 

be sensitive to export fluctuations in the less-developed countries but 

again Maizels feels that the argument does not have general validity. 

Furthermore, McBean says that there is no significant relationship 

between the degree of export fluctuations and the rate of growth in 

domestic fixed capital formation, but the data appear to be rather 

weak. By running his own regression with McBean's data, Maizels reaches 

the conclusion that export instability is }ikely to be a significant 

_ ~tor-in-con£-tr--a-i-ni:ng-~he-r--a~e--ef-g-rt)wth-of-many---o£ -th-e-le-ss ;;.oevetopea- -_. 

countries. 

The effects of misplaced aggregation coupled with a lack of 

relevant, reliable and comparable data makes this study, like that of 

Coppock's, somewhat suspect. Their argument that instability in export 

earnings has no real effect on the prospects of growth in less-developed 

countries, except in isolated cases, is hard to accept. 

While price stability for the export products of the less-

developed countries has been one of the major objectives of these countries, 

the early 1960's witnessed a shift in emphasis with concern centred more 

b 

f-= 
I 
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on the secular trend of the prices of the primary exports than on the 

fluctuations in export earnings. The divergence between the movement of 

primal1Tpz:oduct prices and, the prices of manufactured goods (the latter 

have remained constant; the former have been fallingl) appeared to 

restiltln'an adveTse·'teTIIls· of trade for the less-developed countries 

2 with respect to the prices of manufactured goods. 

This belief in a worsening terms of trade for the exporters of 

primary products as well as the consequent l.agging of export earnings, 

inadequate reserves and increasing external indebtedness (up to 12 per 

3 cent since the end of the second world war) resulted in the frustration 

of plans for rapid economic development. 

The concern over the need for development in this period made 

the developed countries realize that the commodity problem and the 

development problem were really the same. The prospect of economic 

development depended h.ighly on the ability of countries to both maintain 

and increase their foreign exchange receipts through trade and aid. 4 

commodity agreements. Rather than considering international commodity 

1The downward slide of commodity prices has deprived the 1ess
developed countries of purchasing power over manufactured imports to 
such an extent that this loss has been greater than the foreign aid 
they were receiving on a yearly basis. 

21 • B. Kravis, "International Commodity Agreements to Promote 
Aid and Efficiency: The Case of Coffee", Canadian Journal of Economics, 
1 (1968), p. 297. 

3"Commodities in Search of Stability", Economist, 206, 
January 12, 1963, p. 130. 

4 Blau, p. 334. 
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agreements as a way of improving the functioning of specific markets, 

these .agreements now were viewed as part of a comprehensive approach 

for economic development with assistance to come from both trade and aid. 

This shift of emphasis therefore moved the less-developed 

countries away from the aim of price stabilization and toward the aim 

1 of price support. Nowhere was this aim more strongly voiced than by 

R. Prebisch at the 1964 United Nations Conference on Trade and 

Development. A statement in the final act on the functions of commodity 

.agreements said that international commodity agreements should have 

"a basic obj ective of stimulating a dynamic and steady growth and 

ensuring reasonable predictability in the real export earnings of the 

developing countries so as·to provide them with expanding resources 

for their economic and social development while taking into account the 

interest of consumers in importing countries, through remunerative, 

equitable and stable prices for primary commodities •.. ,,2 

Thus, commodity agreements (the International Coffee Agreement 

-- -- ---as.-an-example..) -w.ere to- sex-1l.e-xhe -pur.p.osB---O-Ls-tab-ili-zing-p.ri.ces...at---the - ------

highest possible level and therefore to fulfil the aim of giving larger 

and steadier foreign exchange earnings to the less-developed countries. 

lWhi1e the Havana Charter had not sanctioned this type of 
agreement in the original draft, the developed countries have gone 
along with this objective (witness the basic principles of the 1962 
International Coffee Agreement) in order to reverse the transfer of 
income that was flowing to them from the less-developed countries. The 
objective would be to benefit the national economies of the producing 
countries rather than the individual producers involved. 

2T• Kil lick , "Commodity Agreements as International Aid", 
Westminister Bank Review (February; 1967); p, 19, 



CHAPTER III 

The World Coffee Industry 

The Importance of Coffee in Coffee Producing Countries 

Coffee is of considerable importance to the world economy because 

so large a share of the production is exported. During the last two 

decades, coffee was the second most valuable commodity in international 

trade, representing nearly one-tenth of combined export income l or about 

one and three quarters of a billion dollars per year. While crude 

petroleum normally outranks it, the years of high prices in the early 

1950's made coffee the most valuable export product. In the consuming 

countries of North America and Europe coffee represents a significant 

share of total imports. For example, in the United States coffee 

accounts for 5 per cent or more of all imports and is usually the leading 

d"" 2 comma ~ ty_lmpro:t~--

Coffee is produced in some seventy countries in the tropical 

world. While Latin America is the largest producer, Africa represents 

the most rapidly growing sector of the coffee industry, a half dozen 

of these African countries having emerged in recent years as important 

1 B. Balassa, Trade Prospects for Developing Countries (Homewood, 
Illinois: R. D. Invin, 1964), p. 197. 

2 P. Musgrove and J. Grunwald, Natural Resources in Latin 
American Development (Baltimore: John Hopkins Press, 1970), p. 300. 
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I producers. (See Maps I and 2.) 

Representing one of the most important products of the Latin 

American resource sector, coffee ranks fourth over all in production 

value but plays an even l~rger role in the share of the region's land 

and labour resources. In 1960, seven 'million hectares of land in Latin 

America were planted to coffee. In area planted, only \yheat and maize 

exceeded coffee. Coffee cultivation provided employment for some 12 

million people, either on a full-time or part-time basis. Except for 

sugar and cotton, no commodity is so widely distributed in both pro-

2 duction and exports. 

A dozen Latin American countries rely on the export of coffee 

for most of their export earnings. For the region as a whole, coffee 

exports represent 15-25 per cent of all foreign exchange earnings. 

Only petroleum exceeds coffee in this respect. 

Thus, it is only natural that coffee is a major focus of 

economic and political relations between the advanced and the poorer 

nations. Except for Brazil, most of the countries in which coffee 

plays an important role are geographically small. Because of the 

importance of coffee in the trade and incomes of these countries, world 

exports of coffee and its return in foreign exchange are intimately 

related to the pace of economic development. The state of the coffee 

trade is of vital importance to these countries. The effect on their 

political and economic life can hardly be exaggerated. 

IV. D. Wickizer, "International Collaboration in the World 
Coffee Market", Food Research Institute Stud,ies, 4, 1964, p. 276. 

2 Musgrove and Grunwald, p. 300. 
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The Demand for and Supply of Coffee 

Nearly all the really serious problems which have plagued the 

world coffee industry have come from one source - the imbalance between 

the supply of and demand for coffee. Market demands tend to grow at a 

1 fairly steady rate. Market supplies, however, tend to be highly 

variable due to frequent and wide fluctuations in crop yields. 2 Supply 

fluctuations are due to many factors. The two main ones are the weather 

and the nature of the coffee plant. Local weather conditions aside, 

the coffee plant has its own yield CYCle, with a tendency to bear 

lightly after a large crop and to bear heavily after a period of rest. 

The sharp fluctuations in yield become more noticeable and acute when 

weather conditions reinforce the upward or dmmward phase of the yield 

cycle. Coffee growers have little control over these natural conditions. 

Their only influence over production is through control of disease and 

pests, the use of fertilizers and the use of good cultural techniques. 

Because of a slow response of supply to an increase in demand, a 

because of high crop prices, farmers are induced to increase output 

through an extension of production into new areas. New trees are planted 

but these take from 3 to 5 years to reach the bearing stage. Once they 

do begin to bear fruit, they continue to do so for 20 or more years. 

1 2.6 per cent per year. 

2In a good crop year, a coffee grower's production may be as 
much as ten times greater than in a poor crop year. Obviously this 
makes it extreme1·y difficult to predict crop yields from year to year. 
Short-term adjustments in planting are unfeasible for it takes at least· 
3 years to bring a coffee tree to the bearing stage. 
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Because of (1) potentially high yields and returns, (2) the ease of 

coffee production (cultivation) and (3) the fact that many parts of the 

world are suited to coffee production, this new planting is usually 

overdone. The result is a growth in world output which easily outruns 

the growth in world consumption. l As the main cost to the farmer is the 

buying and clearing of the land and the cost of planting the trees 

rather than the cost of harvesting the crop, the farmer will usually 

harvest his crop regardless of the market price. 2 Abandonment only 

takes place after a long period of low and unprofitable prices. The 

result, of course, of this excessive planti?g and reluctant abandonment 

is the serious problem of oversupply. 

Between 1947-9 and 1955-7, the volume of coffee exports increased 

by only about 15 per cent. Prices, however, doubled in the same period 

of time, resulting in both greater export earnings and a greater 

3 percentage of export earnings represented by coffee. The increase in 

the price of coffee in 1950 induced some new planting. By 1954 the 

- rate-or ri-el'l planting had greatly increased when prices rose to their 

alltime high. (See Table 4.) New planting continued at a fast rate 

until 1958, then at a slower pace for the next few years. While the 

total area planted to coffee in Brazil had been 3.5 million hectares in 

the late 1930's and only 2.4 million hectares in the 1940's, it rose to 

lR. B. Bilder, "The International Coffee Agreement: A Case 
History in Negotiation", Law and Contempory Probl·ems, 28 (Spring, 1963), 
p. 334. 

2Ibid., p. 331. 

3M > k" lylC lzer, p. 276. 



Year 

1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 

Yeal 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 

Year 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 

Year 

1960 
1961 
1962 
1963 

TABLE 4 

NEW YORK SPOT COFFEE PRICES, 1925-1967 (U.S. CENTS PER POUND) 

---------.--------·---I<,lZiI 
Bnl.:1 
Sanlos 
No.4 

Colomhia 
~1~ni7.ah;s 

Janlos Colombia 
Vear 1\0. 1 ~1Jni/_~h:s 

27.i-------. --------19-.1-8------·---7~il ----
24.2 
22.1 
18.5 
23.2 
22.1 
13.2 

2lL5 1939 7.5 
25.1 1940 7.2 
27.3 1?·11 11.4 
22.S 1?4 2 13.4 
18.0 1"·13 13.4 

8.8 16.3 1944 13.4 
10.7 
9.2 

11.2 
8.9 
9.3 

11.9 1945 '13.6 
10.8 1946 18.7 
14.3 19~7 26.4 
10.7 1948 27.1 
11.0 1949 32.8 

11.1 12.0 

EI Salvador 
Colombia Washed 

. _____ !>_I"_n_iz_al_e_s ____ I~li~h Grown 

53.25 52.98 
5S.74 57.71 
57.01 56.42 
59.~2 5~.4lc 
80.02 72.uOd 
64.57 6\.25 
73.97 68.84 
63.94 62.82 
52.34 e 50.85 
45.22 42.I&g 

Brazil 
Santos 
No.4 

50.52 
54.20 
54.04 
57.93 
78.71 
57.09 
58.10 
56.92 
48.41 
36.97 

Colombia 
MAMS 

44.89 
43.62 
40.77 
39.55 
48.80 

Angola 
Ambriz 

41.53 
47.56 
46.17 
49.22 
63.02 
45.23 
38.35 
40.22 
40.2Sk 

30.60 

EI Salvador 
Washed 

High Grown 

42.20 
38.SS 
36.54 
36.11 
47.48 

GUltemala 
Good 

W .. ,hed 
----------

Ivor), Coast 
Robusla 
Courant 

31.03 
34.17 
36.49 
27.01 

51.37 
55.35 
54.83 
55.21 c 
68.33 
SUS 
67.56 
61.70 
49.11 
41.98 

Uganda 
Native 

Standard 

40.10 
46.85 
44.03 
47.59 
57.S6 
38.41 
'33.59 
34.65 
37.57 
28.72 

Gllatl'ffi31a 
Prime 

Washed 

41.33 
37.55 
35.83 
35.40 
47.16 

Mexico 
Coate pee 

52.60 
57.34 
56.15 
57.iJc 
78.37 
60.12 
70.88 
60.87 
49.93 f 
42.89 

Average. 
Robustash 

40.82 
47.21 
45.10 
48.41 
60.44 
41.82 
34.32 
36.35 
3S.1O 
28.78 

~jc"ico 
Prime 

Washed 

41.61 . 
37.53 
35.87 
35.56 
47.16 

11.0 
11.6 
8.3 

15.0 
15.9 
IS.Q 
159 
15.9 
21.0 
30.1 
32.5 
37.4 

Average. 
Mild 

Arabirasb 

52.79 
57.77 
56.41 
5~.(i5 

7r>. .6 
61.~5 
71.53 
62.87 
51,04 
43.95 

Average, 
AU . 

Coffees! 

48.04 
53.06 
51.85 
54.80 
71.87 
53.72 
54.65 
52.05 
45.85 
36.57 

l' ... \"~f~geJ 
!.lild 

Arabicasb 

43.19 
40.65 
38.31 
37.51 
47.99 

31 

.......l2M 
. 1965 

1966 
1967 

- 48.49 
47.43 
41.94 

--4S:blr -
42.63 
39.61 

- 45""5·1-
42.25 
39.23 

--4$.$4-
42.41 
39.36 

- ____ .n.OL ____ _ 
44.92 

Brazil Angola 
Santos Ambriz 

YCal No.4 No.2AA ---------------------------
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 

36.60 25.27 
36.01 19.93 
33.96 21.55 
34.11 28.73 
46.66 36.38 
44.71 31.59 
40.83 33.98 
37.82 33.83 

Ivor), Coast 
Superior 

No.2 

19.45 
18.67 
20.23m 

28.21 
35.78 
29.40 

Vgand. 
Native 

Standard 

20.18 
18.48 
20.63 
27.86 
35.56 
31.J 2 
33.61 
33.51 

SorITces: 192549 - FAG, It'or!d evIlcL' Economy, p. 73. 1950·67 - I'ACI!, AmJIIJI Coffee Sfalisties. 

Average, 
Robust.sh 

21.60 
19-03 
20.S0 
28.27 
35.92 
30.70 
n.ROn 
33.67n 

40.64 

Average, 
AU • 

Coffees! 

33.80 
31.90 
31.02 
33.30 
43.52 
40.81 
40.10 
37.49 

:lAnmu( J.\"C[;;t[!\!; quotations oflhnJrily (,,~pr~~l..nt Orfi'r~ r"T llItIIS!l;l)' only. Prices inrludc 311 markl;ting .:hargcs and arc ex-warehouse. 
hAli[hn~t~liC' 3wr.:rC of the price) of El S~I\"3\11lr ('l'''tl.~i St.I:i·jaal \:HH wa~hL'd hi~h grown), GlI~~tcll1aI3 Prime W3shcd l Mexico Prime 

Washed. ",,·rase.! t01:.-Ihor with th< pri,'c of C·Jlo ... b.3 MA~IS. 
cJ;mu.lI ~ ·Jul}' 3verage. 
dQuO{~lti~n for 12 PCC"l'mlh.'r 1954 only. 
cllc!,inllllll: 1958. \l.nlS grade r.<lher than ~lani7.aks. 
fUcginnil!}! 1 Q58. primt~ wa:-.h('lt fJ .. th.' 1.1thcr than waslwJ Cllat.:pcc. 
gJ;Hl\i~u)'~~tJf('h 'l\cr:l~~t.'. I\YCf.:l.!-l' '11.JOlatiun fur I)cl'rmt"('r was 41.34 ccnts per pound. 
~Aritlmh ... ti..: .t\,l:Ia~c of the pnce., '-'C :\!)~,)!J Ambtil 1\0. 2.-\.-\. Ivory Co;,,:t S'J\,,,'rilH ~~v. 2. Uganda Nalhl! SlJnd:ud 
J;\rit!H1h lie ~\'t'r,l~'"'' of th~ pril'~ ('f S;!nts~ Nc'). 4 (Ilra.'JI.' .md tllC' a\,l'r~1~l' pricrs of 11'11(: aral'll':!!!o :111(' rup.ISla~. ni;S is I'U' rrice used in 1965· 

196!} by the Ihll·rn,Jt;t)I\.l~ (\ .. ,rfl:,,' Vlf 1111 •. 1;1\.'1\ in ~l·ttll\g qtWI:ls. Sct.! RC'$olu1H\n ',7. ;:lj;i"l .... 'h·d alll\r I;:···,t.!llth pit'nary m"'ctinc;, i9 ALnch lY65; 
t"l'tinle:tl in--1/l1!1t.li CO.tllT .\tJw;tin, }'1641 p. 11. 

kn~'!:innllll! lc))R. r\lIlbtit :\0.2'\.\ g.fJJe. 
mJ;IH\t;J[\··Am·u~t a\C'r,I~!C. 
nl~\.·I.'l:~ 1,\1 '\Ilr;ul:t 1\Il~l'fll No. ~.\.\ :u:tI U~!i.II1;.JJ Nalh..: Stanl\ard. 

Source: Grunwald and Musgrove, p. 324. 
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3 million by 1954, to 4 million by 1957 and in excess of 5 million 

hectares in the years 1959-62. The total area planted to coffee in 

Latin America which had been about 4.6 million hectares in 1950 rose to 

a peak of over 7 million hectares by 1963. Concurrently there was a 

great increase in planti,ng in Africa. Because of this increased 

African production, world exportable supplies rose from about 1.8 

million tons in 1950 to a peak of almost 4 million tons in 1960. (See 

Table 5.) 

While world exports expanded only from 1.9 to 2.6 million tons 

during the decade, prices fell sharply. Santos number four which 

had been selling at 50.5 cents per pound in New York in 1950, rose to 

78.7 cents by 1954 but eventually fell to 36.6 cents in 1960. By 

1 1962-3, the price had slipped to 34 cents per pound. This decline in 

the price of coffee put renewed pressure on producers as the value of 

output in 1960-1 was about half that of the 1954 peak. 

The coffee industry nO\'/ faced a problem of low prices as it 

surplus production mounted steadily, rising to some 4.6 million tons 

by 1964. By then the coffee industry was back in a position comparable 

with 1929, with excess capacity due to high prices and a high rate of 

lIt is interesting to note that over the period 1925-64, the ' 
price of coffee was more unstable than that of most of the primary ~ 
commodities. In 1954 the price was about five times the price prevailing ~, 
in 1940, as seen from Table 6. Such has not been the case for all such 
commodities, although a case can be made for many of them. In terms 
of deviations from the average, only cocoa (11) is more unstable. Also 
while real prices in the period 1961-3 were higher than at any time in 
the period 1930-46, they were far below the levels of 1947-58. 
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TABLE 5 

" WORLD COFFEE P$DUCTION, , 1929/30 to 1967 

Average Average Avcr~~gc Avcr:lge 
Country or Region 1929/30- 1934/35- 19J5~/4()- 1944/45- 1949/50 1950/51 

1933/34 1938/39 1943/44 1948/49 

L:::in r\ll1~rica 1,98S.7 1,995.1 1,623.6 1,597.2 1,821.6 1,784.0 
Brazil 1,442.9 1,347.8 974.5 885.1 1,06!L3 1,071.4 
('olomt'!a 211.9 251.2 306.2 351.9 337.8 302.3 
('ost:! Rica 22.5 23.2 23.5 21.9 23.5 20.1 
Cu!>;: 23.6 :n.1 28.1 30.1 27.4 32.8 
Dc'millican RepUblic 15.9 23.2 20.1 20.0 28.0 25.0 
E\"u~~dl)r 8.0 13.7 12.3 14.1 11.6 23.4 
Ll S;d\l~<.lor 62.0 63.9 65.1 64.4 59.8 71.7 
G lla :c'::n:tla 49.0 54.9 52.6 55.3 55.6 54.2 
Ilait i 50.6 26.9 19.0 30.6 40.0 38.3 
llunduf:Js 1.6 1.3 1.6 4.5 12.5 . 13.9 
:--kxi<:o 39.1 51.8 54.7, 55.8 65.6 68.1 
~·il.'.1fagua 13.2 15.3 14.0 12.3 19.8 18.7 
l' .1I1~:m:J O.S 1.2 1.0 2.5 2.8 2.8 
h:w 2.6 3.0 3.2 4.3 5.5 5.6 
\'<!I1~/uda 56.4 58.2 43.6 42.4 50.7 34.0 
O:h~r countriesb 7.5 7.6 5.1 2.4 2.7 1.7 

Aide:! 72.9 128.6 172.0 215.2 243.5 266.5 
An;;llb 10.8 16.7 18.8 40.0 50.0 50.0 
lk:,;i;l'~ Congo 6.6 18.8 29.3 ,28.5 2'0.7 34.6 
Ft!liopia 16.0 14.2 7.4 18.2 22.0 22.0 
l-'r<:n,'l! West Africa 1.0 7.9 21.6 37.3 45.3 42.6 
Ff~Il':!l Equatorial Africa 0.1 1.3 2.4 3.7 4.5 5.5 
Ken),:': 13.0 18.0 14.6 10.1 6.4 9.V 
:.t:td:.!f:3sCar 10.1 21.7 33.8 23.9 29.2 30.7 
L'g~ml:J 3.5 10.6 18.8 24.6 24.1 33.4 

A~i;1 128.2 146.3 69.S 50.5 64.2 78.7 
lnui:l i 5.S 16.5 16.5 20.6 20.8 24.6 
!ndoll'~sia '2.7 119.0 3:-;.8 14.6 29.1 39.1 

Occ~!ni;.tc 5.1 5.6 4.6 5.2 3.5 5.3 

World Tota! 7.: ')4 2,268 1,8'04 1,883 2,138 2,147 

Shar~s (I}) in world total of 
Lltinl\merica 90.0 87.9 86.4 .85.0 85.4 83.0 

Drazil 64.4 59.3 51.7 46.8 50.0 50.0 
Other 25.6 28.4 34.7 38.1 35.4 33.0 

Africa 3.2 5.7 9.2 11.4 11.4 12.4 

Source: Grunwald and Musgrove, p. 321. 

-~ '·~'·1 .-~-.-

. ..... 

(THOUSANDS OF METRIC TONS) 

1951/52 1952/53 1953/54 1954/55 

1,899.3 1,980.9 1,975.3 1,924.1 
1,0~0.2 1,125.4 1,110.6 1,037.0 

402.7 384.3 403.1 377.1 
21.1 33.0 22.8 33.8 
23.4 27.0 35.2 38.0 
28.9 26.5 31.6' 26.3 
21.6 24.2 22.6 35.2 
53.9 78.1 59.9 76.7 
63.0 58.3 62.8 65.3 
35.0 37.0 43.8 30.7 
14.0 15.1 18.0 16.3 
70.8 87.7 84.9 93.0 
20.7 17.1 20.3 26.6 

2.9 2.3 2.8 2.8 
5.8 8.9 9.6 9.6 

43.3 54.0 44.8 53.4 
? 1 _.l 2.0 2.5 2.3 

307.0 330.3 358.3 418.0 
55.0 57.4 75.0 57.9 
35.1 34.8 33.5 33.5 
25.0 43.1 40.0 45.7 
61.7 55.6 71.3 89.8 

4.2 3.8 2.7 5.4 
16.4 ,12.5 11.5 24.3 
26.1 41.3 44.7 44.0 
42.3 37.2 35.7 64.5 
77.5 82.8 106.7 98.9 
24.7 22.0 25.7 26.6 

. 39.1 46.S 61.7 57.0 
4.9 5.6 5.7 5.9 

2,307 2,413 2,467 2,463 

82.4 82.2 80.0 78.1 
46.9 46.6 45.0 42.0 
35.5 35.6 35.0 36.1 
13.3 13.7 14.5 16.9 

1955/56 

2,209.7 
1,370.0 

335.1 
25.3 
53.6 
32.6 
22.6 
72.6 
6( •. 5 
40.S 
15.5 
88.3 
24.3 

2.1 
12.1 
46.3 

2.0 
486.9 

79.0 
49.2 
54.0 

113.8 
3.7 

24.3 
54.6 
49.3 

114.7 
34.4 
63.4 

7.1 

2,841 

77.8 
48.2 
29.6 
17.1 

1956157 

i,S82.3 
979.3 
365.2 

33.8 
36.6 
31.9 
29.4 
91.3 
73.6 
28.0 
17.9 
97.3 
23.2 

2.4 
12.0 
58.0 

2.4 
495.7 

81.0 
53.0 
51.9 
95.7 

6.5 
1(-;,:3 
57.0 
'"' 1 () ..... .l. 

114.3 
35.8 
59.1 

6.4 

2,514 

75.0 
39.0 
36.0 
19.7 

IJ,j 
IJ,j 



TABLE 5 (CONTINUED) 

CoulHry or R.:gion 1957/58 1~58/59 1960 1961 1%2 1963 1964 . 1965 1966 1967 

L;;ir: ..\m<.:rica 2,473.7 21,732.6 2,945.0 3,447.7 3,431.4 2,919.1 2,274.8 3,138.8 2.611.0 2,750.0 
Hrdzil 1,409.3 1l695.8 1,796.6 2,228.7 2,190.3 1,650.5 1,042.0 1,831.8 1;365.6 1,397.9 
(O\-,:\.\jnhia 46~.4 1462.0 462.0 468.0 468.0 492.0 450.6 492'.0 405.1 474.0 . 
CV,Ll Rica 45.6 I 51.4 69.9 61.6 54.4 60.7 49.5 61.5 72.9 76.8 
("uila 43.6 29.5 42.0 37.0 58.0 28.5 36.0 21.6 27.0 27.0 
!i.):,lillic~m Republic 35.8 32.4 35.4 36.1 34.1 41.4 40.5 36.9 30.3 38.1 
ELl1~H..ior 30.4 32.3 35.2 53.5 55.5 42.8 50.1 66.2 74.4 67.0 
L! S.1!vaclor 81.3 192.8 93.7 122.7 96.6 121.9 123.0 109.2 123.0 138.0 
Gt..Jt;:ma.ia 81.0 84.0 98.7 100.5 108.0 105.0 97.8 123.0 100.2 103.0 
IL:,ti 42.0 27.0 26.2 43.5 35.4 31.8 33.0 34.5 27.9 30.0 
11~'I:;dliras 18.6 18.2 24.0 21.2 27.6 28.6 28.8 35.0 .20.4 28.8 
':-!,:"\iLo 121.9 97.2 124.3 126.6 139.8 141.8 144.8 159.0 185.0 180.0 
:\i".~~tr41gua 21.8 21.0 23.5 22.7 27.7 29.5 31.4 27.9 28.8 '33.0 
P~lr,.!nla 2.7 3.8 4.1 5.1 4.4 4.5 4.4 4.4 5.1 5.3 
P~ru 1 ~.3 21.3 32.5 42.6 45.0 48.7 52.7 48.3 54.0 51.6 
\"\"·~h!lt.:cl~~ 50.3 I 61.8 55.1 57.0 54.2 60.7 56.1 54.4 61.0 61.8 
O,:,~r countriesd 2.7 2.1 4.8 6.0 7.9 9.3 10.2 9.2 9.8 

Afr~ .. ::i 527.2 1620.0 817.5 753.8 933.9 1,027.5 1,014.8 1,184.7 1,036.5 1,145.0 
,\n;,:oia 77.1 87.9 166.2 168.6 185.0 168.0 186.0 205.0 198.0 204.0 
lk:;i:in Congo 43.1 53.8 54.0 54.0 66.0 66.0 57.8 59.3 54.8 60.7 
l·.t:1i\)pia ' 57.1 57.1 66.0 130.0 132.0 134.0 136.0 138.0 150.0 146.0 
l·;L·n.;h West Africa 110.0 158:5e 187.6 186.3c 198.9c 176.8c 254.6c 279.5c 273.0c 237.0c 

rrl'ncil Equatorial Africa 5.0 7.0 8.5 9.3 7.5 8.6 10.8 13.4 15.6 16.1 
KC':lya 21.2 23.8 37.2 19.6 26.8 28.7 23.8 26.0 24.4 28.0 
~L~J J.gascar 48.0 45.6 50.5 44.5 61.0 51.5 51.2 55.0 58.0 53.0 
e,t:;inda 79.2 84.3 118.7 95.5 120.2 146.6 186.2 219.7 170.0 185.6 

Asia 127.5 132.7 210.0 206.8 209.8 244.1 211.8 222.8 234.0 288.0 
Ith~ ia 40.3 45.9 69.0 68.0 45.7 56.7 70.0 61.6 63.4 78.0 
r ... Jon.:sia 65.4 65.0 93.8 78.3 99.1 121.0 74.0 88.0 85.0 120.0 

O"':crlni3 6.5 
I 

9.0 4.0 4.4 5.3 6.4 6.4 6.4 6.4 6.4 

Wor!..! Total 3,143 3j5 I 6 3,980 4,423 4,588 4,205 3,516 4,560 3,843 4,190 
I 

Sh:Jrc~ (r;:) in world total of 
I 

! 

L:':lin America 78.5 77.8 73.9 77.9 74.7 69.4 64.6 68.8 67.6 65.6 
13rJZil 44.S 48.3 45.2 50.3 47.7 39.2 29.6 40.1 35.5 33.3 
Other 33.7 29.5 28.7 27.6 27.0 30.2 35.0 28.7 32.1 32.3 

"fri.:o 16.8 17.7 20.5 17.0 20.3 24.4 28.8 25.9 26.9 27.3 

SO:Jrccs: 1929/30-1956/57 - FAO. The World CoJfce ECOIlOi1lY, Commodity clncludes Hawaii. 
Bulkrin no. 33, 1961. 1957/58-1967 - FAO,Productioll Yearbook. 1 0Bolivia and POlraguay only; other Western Hemisphere producers included in worid 

aTuta! pro(!uction, or totol amount of coffee harvested, as cstim4ted by the FAa; totai. 

indl',:'::S dom.:stic consumption and exportablc production (exports Rlus net change in 
Clvory Coast only; othcr producers in former Frcnch West Africa included in African 

sto-:b). i 
total production. 

()['olivia, Paragu:!.y, and thc Guianas. The other Western Hemisphere producers not 
inc:ud~d in l..:ltin Amcrica arc included in the world total. 

I 

t..N 
~ 

Source: Ibid., p. 322. 
I 
I 

----TI- ":i'l"':"'T~r~" I C'"mrmr""'-'" 



TABLE 6 35 

LATIN AMERICA: INDICES OF DEFLATED PRICES OF SELECTED PRIMARY COMMODITIES, 1925-1964 
(BASE 1956=1000: ALL PRICES DEFLATED BY THE U.S. \\BOLESALE PRICE INDEX, BASE 1957=100) 

f 2 3 4 5 6 7 8 

Commodity ................... Copper Iron Ore Lead Zinc Tin Crude Oil Crude Oil Coal 
Market ....................... LME U.S.A. LME LME LME U.S.A. 
Producing or 

Exporting Country ........•... Brazil Venezuela Venezuela U.S.A. 
-. 

1925 555 1546 '907 1101 975 921 778 
1926 537 1927 814 1061 1125 925 905 
1927 541 1090 665 930 1173 969 850 
1928 612 996 573 815 912 707 777 
1929 735 792 641 814 830 705 813 
1930 587 592 549 598 621 794 885 
1931 454 438 496 627 719 1004 
1932 326 346 468 582 556 1060 
1933 399 833 406 -644 996 541 982 
1934 389 398 588 1179 612 1016 

1935 3n __ 472 553 1104 591 926 
1936 452 605 586 588 1005 603 918 
1937 596 376 723 818 1107 608 883 
1938 484 781 513 557 938 646 948 
1939 469 711 485 538 1037 628 983 
1940 577 793 692 848 1000 682 964 
1941 547 617 622 761 960 664 974 
1942 484 538 551 674 896 660 964 
1943 463 526 644 856 716 963 
1944 460 523 641 927 745 1003 

1945 451 514 703 911 715 913 
1946 492 865 921 854 677 1008 
1947 677 445 1246 1218 922 775 645 
1948 643 431 1294 1285 1082 1050 974 
1949 614 571 1345 1356 1158 1112 1004 
1950 604 565 1015 1355 1051 1037 936 
1951 668 656 1388 1755 1363 914 907 
1952 814 1155 1186 - 1549 1251 941 927 940 
1953 797 1101 820 792 960 1033 1024 907 

--- --1-95-+ 1-8-8 --- --93-1- --8Gl--- --83-1-- .. -. -947-- ---1.05..4.- 1~_~_~ 

1955 1103 993 938 963 971 1032 1032 920 
1956 1000 1000 1000 1000 1000 1000 1000 1000 
1957 647 1081 806 821 932 1028 1084 1012 
1958 578 1067 602 651 895 1017 1024 969 
1959 694 860 584 806 954 922 898 934 
1960 717 820 588 866 966 912 865 902 
1961 671 822 531 762 1081 926 872 913 
1962 683 820 463 659 1088 915 849 911 
1963 683 822 524 752 1109 916 835 904 
1964 1023 759 832 1153 1511 910 809 917 

Entire Period Average 626 873 721 858 996 822 928 
(1) A\"erage deviation from 

the average 15.7 22.7 26.3 26.2' 12.5 18.8 8.5 
(2) Average year-to-year F variation 13.2 14.1 a 17.5 16.5 10.8 6.4 0.6 

Postwar Periodb Average 755 876 843 100-1 .1077 979 943 935 ~ 
(1) Average deviation from 

the average 16.4 17.0 52.2 26.8 11.8 6.1 8.9 3.4 
(2) Average year-to-year 

variation 14.3 9.9 18.7 18.8 10.0 3.9 4.5 3.4 ~ 
r 

Source: Grunwald and Musgrove, p. 49. 



TABLE 6 (CONTINUED) 36 

9 10 11 12 13 14 15 16 

Commodity ................. Coffce Coffre Cocoa Cocoa SlIg~u Sugar Bananas Bananas 
Market ...••.••.•.....•. ' ... New York New York New York U.S.A. New York U.S.A. U.S.A. 
Producing or 

Exporting Call ntry .......... Brazil Colombia Ghana Ecu:ldor Cuba 
._---- 625-----1925 709 642 593 1094 1194 1211 

1926 668 676 740 1049 1241 12·18 GG3 
1927 586 624 1065 1230 1469 1423 700 
1928 726 670 851 996 1231 1252 679 
1929 702 569 704 895 939 1140 690 
1930 462 495 603 932 742 1122 760 
1931 365 531 459 711 783 1318 869 
1932 498 434 435 731 606 l300 919 
1933 422 380 429 640 668 1409 924 
1934 452 454 447 635 613 1154 813 

1935 336 318 402 511 555 1165 762 
1936 348 324 542 573 550 1283 725 
1937 389 331 627 636 662 1151 665 
]938 300 333 426 538 643 1080 745 
1939 294 357 400 643 937 1119 791 
1940 277 251 418 681 714 1025 852 
1941 395 408 560 552 844 1117 780 
1942 411 383 581 623 1377 1094 715 
1943 393 366 555 582 1316 1046 718 
1944 390 363 551 610 1307 1038 759 

1945 389 . 357 542 643 1499 1023 779 
1946 468 413 618 831 1773 1097 752 
1947 538 482 1515 1416 1712 1208 665 
1948 510 481 1592 1485 1330 996 627 906 
1949 650 583 912 1059 1377 1099 755 1046 
1950 963 798 1303 1292 1586 1079 693 1064 
1951 928 790 1294 1253 1621 990 744 954 
1952 951 789 1327 1269 1226 1052 772 995 
1953 1034 839 1411 1241 1017 1072 938 1014 
1954 1'103 1120 2193 2005 970 1036 951 1041 [ 

1955 1014 901 1414 l335 961 1009 990 1024 b 
1956 1000 1000 1000 1000 1000 1000 1000 1000 
1957 952 840 1089 1140 1441 996 932 1034 
1958 798 678 1555 1491 964 987 925 939 
1959 609 585 1282 - 1251 816 980 929 833 
1960 602 580 994 970 862 988 897 819 

-1%r ---s91l-- -SOl ·1"94··- .- -1tJ3-- -S0z- --- -99~-- ---9-3-3---- . --'729--
1962 560 527 736 816 816 1013 778 
1963 563 513 889 901 2337 1288 .725 
1964 769 631 821 936 1612 1085 697 

Entire Period Average 610 560 867 948 1103 1117 796 
(1) Average deviation from 

the average 33.7 29.0 40.2 23.7 30.8 8.4 16.0 
(2) Average year-to-year 

variation 14.7 12.7 22.6 18.4 18.9 7.0 6.0 
Postwar I'eriodb Average 837 734 1188 1166 1213 1042 881 922 

(1) Average deviation frolll 
the average 23.1 20.5 23.9 19.4 27.9 5.1 9.8 11.5 

(2) Average year-to-year 
variation 14.9 22.8 22.9 20.9 24.0 19.0 4.9 5.2 -

~ 
b 

Source: Ibid. , p. 50. ~ 
1 
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p1ant~ng rather than from a decline in world demand. 1 

Prices remained steady from 1955 to 1957 but fell dramatically 

from 1957 onwards. The result was reduced exchange earnings. Producing 

countries now turned toward international co-operation for a possible 

solution to low exch~nge earn~ngs. The result was a series of witho1ding 

actions; b,eginni,ng \vith the 1957 Mexico Agreement and ending with the 

1962 International Coffee Agreement. The sequence of events which began 

in 1940 and which eventually led to the 1957 Mexico Agreement and 

subsequently to the 1962 International Coffee Agreement deserves some 

attention at this point. 

Efforts at Regulating Production and Trade 

July 1, 1963 marked the official beginning of the first long-term 

international ,agreement for the regulation of the marketing of coffee. 

With membership close to seventy countries, the Agreement was one of 

the most significant international economic agreements yet negotiated. 

Its provisions were to affect more than -one and three quarter billion 

dollars a year in world trade with a vital and immediate impact on 20 

million people in more than 30 countries and an indirect effect on 

hundreds of millions more. For Latin America and Africa with their 

great dependence on the exchange earnings from their coffee exports, 

the failure or success of this agreement would surely affect their 

economic and political future. 

2 
The four basic principles of this long-term agreement were 

lGrunwa1d and Musgrove, p. 313. 

2This Agreement in 1962 replaced a series of more limited short
term agreements which had begun with the 1957 Mexico Agreement. 
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(1) the stabilization of the price of coffee, (2) the promotion of 

consumption, (3) the br~nging about of long-term equilibrium between 

the production and consumption of coffee and (4) the establishment of 

a policy relative to stocks. The most important feature of the 

.agreement pertained to price stabilization and involved a comprehensive 

system of export quotas whereby the supply put on the market by 

exporting members would be equal to the estimated demand. l 

The background and events which led up to the first long-term 

.agreement for the ~egulation of the price of coffee, which included 

both producer and consumer participation on an equal basis, requires 

some examination. 

In 1936 a Pan American Coffee Bureau was set up. Its main 

purpose was to both learn more about the coffee industry and to promote 

the consumption of coffee. Unfortunately, it was never designed to 

1 I , 2 h 1 b' h h . W ld hI regu ate sUpp les; t e resu t elng t at t e years prlor to or nar 

Two did not witness the formation of any international agreement to deal 

regulate the market were made primarily by Brazil - at that time the 

producer of most of the world's coffee. These attempts, of course, 

were strictly interventions on a national basis. Brazil for a number 

of years had sought to stabilize the world coffee market by limiting 

its own exports, and where necessary, buying and accumulating stocks. 

As time passed, Brazil realized she could not control the market alone 

lBilder, p. 328. 

2 Musgrove and Grunwald, p. 313. 
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and that unilateral efforts were expensive and ineffective. l 

While effective international co-operation in the world coffee 

2 market had long been sought, it took the outbreak of war in Europe to 

shm., the common interest of the America's and to bring about the truly 

international co-operative scheme for the regulation of the coffee 

trade and the support of coffee prices. In a political move, the 

United States, realizing how vital coffee exports were to the economies 

of these Latin American countries, joined with 14 Latin American 

producing countries to create the Inter-American Coffee Agreement of 

1940. The aim was the mit.igation of the difficulties created by the 

3 closure of the European markets. For the first time artificial market 

control was more than a strictly Brazilian affair - a marked contrast 

to the unsuccessful attempts of the 1930's to extend the idea of market 

manipulation outside of Brazil. 4 

lBetween 1931 and 1944, Brazil d~stroyed over 78 million bags 
of coffee (the equivalent of world consumption for two and one-half 

--yea-r-s }-in-an ---at ~emp-t- to-mainta±rr-prTcB~-. --nrt-;- prl Ce s s'EiIT Iel r.- ---
See Bilder, p. 335. 

2While the first international. coffee conference had taken place 
in 1902, the most important obstacle which remained was the reconcilia
tion of producer and consumer interests. Mlile producers sought 
stability through keeping coffee prices at a sufficiently high level under 
varying market conditions, consumers also sought stable prices but at a 
level which would not discourage consumption. This conflict of interest 
was of course a barrier to the type of international collaboration which 
was sought. 

3 In the years before the war, the world coffee crop had averaged 
from 32 to 36.4 million bags with world deliveries having never exceeded 
27 million bags. Of these 27 million bags, two-fifths had been taken 
by the European Continent. See "Latin American Coffee", Economist, 145, 
December 11, 1943, p. 780. 

4,", k' 1Y1C lzer, p. 279. 
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In the first year of the ,agreement all worked well with over 

16 million bags bei,ng delivered to the United States. The American 

entry into the Second World War in 1941, hm.,rever, created difficulties 

as the war effort now restricted the ~hipping space available for the 

transportation of coffee. Permits became necessary for all coffee 

shipments to the United States. These were granted only if shipments 

of essential materials were not held back. 

In both the 1941-2 and 1942-3 seasons only 13 million bags 

were delivered as compared to 16 million bags delivered in the 1940-1 

season. This was due not only to a lack of available shipping space 

but also to small yields because of frost. Towards the end of 1943 

the recurri,ng problem of excess supplies had given way to a position 

of tight supply due to frost in Brazil in the summers of 1942 and 

1943. This shortage finally reached a level which caused Brazil to 

abandon her sacrifice quota; the first time she had done so since 1931. 

This quota had at times represented as much as 15 per cent of total 

-------1-output. 

Generally, the 1940 Agreement was considered a short-term 

measure for it contributed nothing towards a solution of the fundamental 

problem of oversupply. Brought into force October 1, 1940, the initial 

negotiations called for the Agreement to run for a three year term. 

Because of the prolonged war effort and difficulties arising from 

postwar adjustment, however, the Agreement was extended on a yearly 

l"Latin A..'1lerican Coffee!!, Economist 145 December 11 1943 -----" " p. 780. 
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basis until September 1, 1948. 1 

An integral part of the Inter-American Coffee Agreement was the 

Inter-American Coffee Board, This Board stated in 1948 that there was 

no foundation to the thought that coffee surpluses would soon reappear. 

The Board, however, had not made its projections beyond 1950 as to do 

so was considered unnecessary. To have done so, though, would have 

resulted in a very different prediction. 

Convinced that there was no threat of a growing surplus, the 

Board felt that international collaboration was no longer needed. It 

believed that all action should be on a national basis. The Board also 

fel t sure that the wartime crisis had created certain enduri.ng adjustments 

which would permit a more permanent equilibrium between production and 

consumption. The market would not be inundated by an unco-ordinated 

expansion of production. 2 The industry was considered to be in a position 

of prosperous maturity. Unfortunately, this was not to be the case. 

In the immediate postwar period, production was increasing at a 

510\'1 but steady pace. lVorld demand, however, wit~_ ther~~~~_of ___ _ 

European consumption, was growing at a much faster pace. While world 

consumption in the war years had been about 20 per cent below total 

world production, consumption on a yearly basis by 1949 was outpacing 

3 production by about seven and a half per cent. This deficiency was 

IW' k' lC lzer, p. 280. 

2Ibid ., p. 281. 

3The Inter-American Coffee Bureau estimated consumption for 
1949 at 32 and one-half million bags and production at 30 and one-half 
million bags. See "Brazil's Boon} in Coffee ii

, Economist, 157) November 
12, 1949, p. 1071. 
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met from Brazil's surplus stocks. These, hO\\Tever, \\Tere exhausted by the 

end of 1949. 1 

The increase in demand and the consequent exhaustion of stocks, 

the stagnation of production2 and adverse \\Teather conditions resulted 

in a considerable rise in prices from 1946 to 1950. While in 1946, 

Santos number 4 on the Ne\\T York spot market \\Tas 18.7 cents a pound, by 

1950 the price had risen to 50.5 cents per pound (see Table 4). The 

increase in price from 33 cents per pound in 1949 to 50 cents per pound 

in 1950 took place as it became evident that there \\Tas a shortage of 

coffee. The shortage had been disguised until late 1949 by surplus 

stocks in Brazil. The exhaustion of these stocks revealed the true 

position of the market. 

Sharply rising prices induced an increase in plantings in South 

America and Central America. These plantings, hO\\Tever, \\Tere only to 

reach the bearing stage three to four years later. From 1950 to 1953 

the price of coffee remained at 54 cents per pound. Reports of frost 

dan~age in Brazil in 1953 coupled \\Tith the kno\\Tledge of deficient stocks 

caused the price to rise steeply in 1954. At one point in 1954 the 

1 
J. W. F. Rmve, The World's Coffee (London: Her Maj esty' s 

Stationery Office, 1963), p. 14. 

2 People often \\Tonder \\Thy production should have stagnated even 
in 1949 when prices had risen considerably over \\Tartime prices. First, 
the coffee industry had been depressed for more than 15 years. Farmers 
\\Tho had seen many a large crop destroyed because of excess supply took 
much convincing even \\Tith the higher prices that there was a genuine 
shortage and that ne\v planting was desirable . Secondly, if supply had 
been ·equal to demand over this 15 year period, coffee trees would have 
been gradually replaced as tl1ey died off. This, coupled with considerable 
interplanting, caused a considerable delay before trees \\Tere at the 
bearing stage again. See Rowe, The World's Coffee, p. 15. 

F 
i 
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price almost reached one dollar per pound while for a month the price 

averaged 88 cents per pound. For the entire year the price averaged 

78.7 cents per pound. It was not until the end of the year that the 

price finally fell below 70 cents per pound. The result of these high 

prices was a decrease in demand. In the United States imports dropped 

from 21.4 million bags in 1953 to 17.4 million bags in 1954. 1 

This postwar boom in coffee prices and the increase in demand 

diminished the need for any form of international co-operation. 

Although the coffee problem had again become disturbing by 1954 a 

proposal by the Organization of American States for an international 

agreement was not given consideration by the United States because of 

the prevailing high prices. As for the producers, the situation had 

not reached the point where they were overly concerned. Furthermore, 

it was felt that an effective agreement could not be negotiated 

within the framework of the Organization of American States alone as 

partiCipation of both the European consumers and the African producers 

were considered io he_essen tiaLto-the-succ€~$-Q£-any---5uGh--P'1'0p0s-ecl-- -- - - - -------

2 agreement. 

By 1955 the increased plantings of the early 1950's were at 

the bearing stage and world exportable production was once again in 

excess of world demand. This imbalance" in the demand-supply relationship 

was to gradually worsen. The result was a decline in prices once 

1 Rowe, The World's Coffee, pp. 14-5. 

2Bilder, p. 336. 
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again. l . By the end of the 1955 coffee year prices had slipped back to 

the price level prevailing in 1953. Once again Brazil began talking of 

burning her eXcess stocks. Colombia, meanwhile, forbade her exporters 

to sell their crop below the prices stipulated by a special committee. 

Both moves resulted in the price of coffee remaining stable until 1957. 

The expansion of production and the decline in prices brought 

about renewed pressures in 1955-6 for some form of international 

collaborations2 but it took the huge coffee crop of 1957-8 and the 

increasing conviction of a condition of chronic overproduction to bring 

the situation to a climax. In an attempt to secure some relief from 

the downward drift of prices, seven Latin American producers - Brazil, 

Colombia, Costa Rica, El Salvador, Guatemala, Mexico and Nicaragua - met 

in Mexico City in October, 1957. The outcome was the emergency short-

3 term Mexico ,Agreement. The countries just mentioned agreed to co-

operate in a scheme of restrictive measures to limit output on the 

world market and thus prevent any furthe~slide in prices. Based on 

certain proportion of output and to limit shipments to a specified 

amount set by market requirements. Ten per cent of the total crop was 

to be shelved and the exports were to be rationed over two periods -

November 1957 to March 1958 (main selling season) and March 1958 to 

November 1958. 

1 Ibid. , p. 334. 

2Ibid . , p. 336. 

3Ibid . 
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The alarm of the South and Central American farmers was 

understandable - the drop in price from 80 cents to 60 cents per pound 

of coffee represented a difference in total revenue of 600 million 

1 dollars per crop. Yet, while the African share of world output had 

2 risen to almost 20 per cent by 1957, there had been no consultation 

with the African producers over the drafting of the Mexico Agreement. 

That there was nothing really very international about this first 

agreement was soon realized. 

Aware that this agreement had failed in its attempt to curb 

exports effectively, representatives from all the producer countries, 

including the African countries for the first time, and a number of 

consumer countries met in Rio de Janeiro in January, 1958 with the 

hope of resolving the export problem. All participants came to the 

conclusion that an International Coffee Organization should be set up 

and paid for by a levy on each bag of coffee exported. This conference 

and the newly created organization was not expected to be a success, 

however;-ror;- Whlle-fheAfrlcan pro-ducers agreed to co-operate with the 

1 "Central America Fights a Glut", Economist, November 9, 1957, 
p. 529. 

2The African crop continued to grow at a faster pace than the 
Latin American crop for the next few years. Most of the coffee grown 
in Africa is of the Robusta variety. Robusta trees take only three 
years to reach the bearing stage while Arabica trees take seven years 
to mature. Prices received were very favorable as most of the African 
Robusta crop was being used for instant coffee. African planting, 
therefore, continued at a vigorous pace due to the high prices [see 
"Producers Get Together", Economist, 186, March 15, 1958, p. 972] and 
output increased quickly due to the short growing period needed. The 
outcome of this heavy planting would be seen later - especially with 
regard to Africais changed attitude on control schemes. 
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Central and South American coffee producers in promoting the sale of 

coffee, they would not consent to curbing exports of coffee from their 

countries. 

Meanwhile, the United States which, for obvious reasons, was 

becoming increasingly aware of, and involved in, the problems of the 

developing countries of Latin America and Africa, began to take a 

serious interest in the "Coffee Problem".l In 1958, on the initiative 

of the United States, a Coffee Study Group was set up with its head-

quarters in Washington; D.C. Membership included more than 20 producing 

and consumi.ng countries. This Group had to consider (1) the immediate 

problem of rapidly declining prices and (2) the problem of lo.ng-run 

disequilibrium. 2 

In the summer of 1958, 15 of the Latin American Producers 

negotiated and signed the Latin American Coffee Agreement. Like the 

precedi.ng Mexico Agreement, this agreement was based on a system of 

export quotas. It was expected that pricBs would be prevented from 

.. ---£al~lng any-further as the exports from these 15 countries represented 

70 per cent of the total world trade in coffee. But problems of 

disequilibrium continued to persist for, while world exportable pro-

duction reached 52 million bags, imports from the same period were only 

41 million bags. The carry-over now passed the 40 million bag mark; 

up one-half from the previous year. Not an international agreement, 

lIt should be noted that in part, Castro's Cuba had something 
to do with the changed position of the U.S. See J. Levinson and J. 
de Onis, The Alliance That Lost Its Way (Chicago: QuadTangle Books, 
1970), p. 133. 

2Bilder, p. 337. 
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this .agreement was like the Mexico Agreement in that it was an emergency 

stop-gap measure designed to allm-l more time to study the problem. A 

solution to the problem was the hoped-for result. But an immediate 

solution was not in sight, for again the African producers did not join 

this agreement. While France and Portugal agreed to impose export 

quotas on all green coffee exports from their African territories, this 

still left out about one-half of all the African coffee exported -

especially the production and export from British East Africa. l 

Mid-way through 1959 the price of African robustas began to fall 

sharply. Prices fell, rose slightly, then continued their downward 

slide .again. 2 It was this fall in robusta prices that made the African 

producers show some interest in the regulated marketing procedures used 

by the Latin American Coffee Agreement. 

Further work by the Coffee Study Group during this period 

resulted in proposals to replace the Latin American Coffee Agreement 

by a new and somewhat more comprehensive ~hort-term agreement. The 

Beginning in October, 1959, it was to last for one year. Again, specific 

quotas were given to each participant. This time, though, participants 

had a choice of either (1) 90 per cent of exports in the best year 

between 1949 and 1958 or (2) 88 per cent of the current estimate of 

exportable production for any country having less than two million bags 

of exportable production. 

lllThe Troubles of Coffee", Economist, 189, October 11, 1958, 
p. 178. 

2Wickizer, p. 294. 
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For the first time non-Latin American producers were represented 

and took part in the new agreement. France and Portugal signed the 

Agreement on behalf of their overseas territories as well as the 15 

former members of the Latin American Coffee Agreement. Consumer 

countries, however, were still not a part of the agreement; thus limiting 

. 1 
its overall effectlveness. 

While some of the African countries were now a part of the 

International Coffee Agreement, the remaining African producers were not 

overly enthusiastic about join~ng this Agreement. Rather, in a defensive 

move to counteract the dominant position of the Latin American countries 

in the International Coffee Agreement, the African producers, meeting 

first in Paris in September and October of 1960 and in Madagascar in 

December, 1960, agreed to set up an Inter-African Coffee Organization 

which would include all African and Asian producers. Meeting again in 

Paris in January, 1961, the participants recommended strong measures 

for the defense of robusta coffee prices. 2 No consideration was given 

More than ever it was now realized that fuil co-operation would 

be needed if any commodity agreement in the near future were to be 

considered successful. Brazil had learned her lesson the hard way 

during the 1930 I S and \~as still attempting to get the co-operation of 

all the producers including the abstaining African producers. The 

events of the past few months, however, made the task more difficult. 

lBilder, p. 337. 

2Wickizer, p~ 294. 
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This lack of co-operation now made people very cynical as to the success 

of any short-term ,agreement in the near future. 

While many felt that the limited aims of the International 

Coffee Agreement had been attained - price stability having been 

. partially achieved - little had been done to alleviate the stock 

1 problem. By the end of the 1959-60 coffee year, world stocks were 

equivalent to consumer demand for 18 months. Nonetheless, the 1959 

Agreement was tho,ught to have been successful enough to renew it for 

another year, or until October 1, 1961. The Agreement now affected 

94 per cent of the world's exportable production as 8 more independent 

A£ . d . . d 2 rlcan pro ucers now J Olne . 

Stocks dur~ng the second year of the International Coffee 

Agreement continued to mount. By the end of the 1960-1 coffee year 

the carry-over of stocks was estimated at 64 million bags, 45 million of 

which were in Brazil. Net exports at this time were running at about 

44 million b,ags per year \V'ith exportable _production at 52 million bags 

per year. -T(fCOmpllcate-mat.tEirs-,~neT96T-=-2c5Tfee -year--pr6ducea-a---

bumper crop of 75 million bags. While exportable production increased 

to 59 million bags, import requirements increased only slightly. The 

gap between production and consumption would obviously widen. 3 Fear 

lL. Baranyai and J. C. Mills, International Conunodity Agreements 
(Mexico, 1963), p. 156. 

2The export restrictions accepted by the African producers were 
no more than marginal. It was the drastic fall in prices of robusta 
coffee after 19'59 that finally convinced the African producers to 
accept a larger measure of export restriction. See "Keeping Prices Up", 
E~onomi?t, 197, October 1, 1960, p. 81. 

3Baranyai and Mills, p. 159. 



was expressed that the world surplus could go as high as 80 million 

1 bags - enough to supply world needs for two years. 

What was needed was more than stop-gap measures. Despite the 

ambitious n~ture of the short-term agreements, the broad producer 

membership and the partial success in stoppi,ng the downward drift of 

prices, the Coffee Study Group realized that such an agreement was an 

inadequate solution to the basic coffee problem. Not only had quotas 

been set at too high a level to be effective but the basic quota 

arrangements had also been violated because of (1) importing countries 

not be~ng members of the ~greements and (2) a lack of certain ,agreed 

definitions on the quota sizes. Not hav~ng dealt with the production 

issue in these countries, the agreements to date were really no more 

t-h l' " 2 _ an temporary pa ~~at~ves. 

The Coffee Study Group realized the position that the coffee 
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market was in and quickly concluded that no effective long-run solution 

would ever be brought about without a truly global pact. What was 

-- --rea-i-ly--needeci-now--amid-st ---uverprcrducti-un--;---muunttn~ stucks Clnd,r st~ ady -

downward pressure on prices was a scheme in which there would be 

realistic quotas, consumer and producer participation and on an equal 

basis and a genuine attack on the problems of overproduction and under

consumption. 3 Many felt that the time was right for such an agreement, 

as the succession of one year market~ng ,agreements seemed to have 

lW' k' 283 ~c ~zer, p. . 

2Bilder, p. 338. 

3Ibid . 
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lessened the friction between the producer and consumer interests. l But 

while such appeared to be the case, the key element in any long-term 

agreement for the coffee industry was still the participation of the 

United States. 

By 1960, the Latin American share of U.S. imports had fallen to 

its lowest level since the end of the Second World War. Lower prices 

for traditional primary products had reduced the value of U.S. imports 

from Latin America. This decline in the exchange earnings and the 

eventual depletion of the financial reserves of these Latin American 

countries led to a decrease in their purchases from the United States. 2 

H0\V' would the United States react to this turn of events? The 

answer came in March, 1961 when the late President Kennedy in an Alliance 

for P~ogress speech said in part: 

••. the U.S. is ready to co-operate in serious case-by-case 
examinations of commodity market problems. Frequent violent 
changes in commodity prices seriously injure the economies 
of many Latin American nations, draining their resources and 
stul tifying their growth. Together we· must find practical 
methods _Q£_ hringing-an-end-t--0-t-h-i-s-pa-t-tern--;L ---- --- - -

The United States now clearly realized the close relationship between 

the position of the international coffee market and the general problem 

of economic development in cOffee-growi.ng countries. The forces had 

now been marshalled. The stage \vas set ·for the global solution to the 

lproducers considered these agreements a useful way of stopping 
the downward slide in coffee prices and export earnings while importers 
seemed content with a price level roughly half that of the 1954 peak. 
See Wickizer, p. 285. 

2Wickizer, p. 278. 

3Bilder, p. 333. 
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coffee problem. Events consequently began to move swiftly. By December, 

1961 a tentative draft agreement had been completed and distributed to 

all 34 members of the Coffee Study Group and 15 other countries for 

comment. Meanwhile the International Coffee Agreement was extended for 

one more year. 

In March, 1962 the members met'to consider this first draft of 

the proposed long-term International Coffee Agreement. One of the 

problems which arose was that of some countries feeling that they should 

not be subjected to the same quotas as all the other countries. Other 

difficulties involved the tax issue in Europe and the lack of agreement 

on the role of price provisions and the relationship to quotas. Aside 

from this it was concluded that the December draft was a reasonable 

basis for negotiation. The follow-up was a request to the Secretary 

General of the United Nations to convene a formal international 

1 conference for that summer. 

This United Nations Conference was attended by representatives 

of 54 countries had indicated their intention to join by November 30, 

1962. Ratification required at least 20 exporter countries constituting 

80 per cent of world exports and 10 importer countries constituting 80 

per cent of world imports. Final ratification by the U.S. Senate on 

May 21, 1963 ensured that the ne\v long-term International Coffee 

Agreement would replace the series of short-term annual agreements. 



1 The Agreement became effective July I, 1963. 
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In the preamble to-the Agreement it was emphasized that one of 

the aims of the Agreement would be 

••• clnse .intexnational co-operation on coffee marketing [to] 
stimulate the economic diversification and development of 
coffee-producing countries ... thus [contributing] to a 
strengthening ·of the political and economic bonds between 
producers and consumers 2 

The objectives, therefore, of the 1962 International Coffee Agreement 

were (1) the furtherance of international co-operation on world coffee 

problems, (2) the achievement of a reasonable balance between supply 

and demand over the life of the ~greement, (3) the alleviation of serious 

hardships due to burdensome surpluses and excessive fluctuations and 

(4) the assistance in increasi.ng the purchasing power of coffee in the 

ff .. t· 3 co ee-exportlng coun rles. 

The Agreement was an export restriction scheme (like the previous 

agreements) but with price provisions· to increase its effectiveness. 

Quotas were set for three years, although- the Board had the authority 

to change them as world coffee prices changed. Producer countries were 

to adjust their production in line with the size of their respective 

quotas during the lifetime of the Agreement. The method by which this 

would be accomplished was strictly the concern of the respective 

countries. No consideration was given to an overall eradication plan. 

One of the most important points in the Agreement was the 

IW· k· 273 lC lzer, p. . 

2 T 'L...! .1 __ ..... n/' 
J.U1U., p. L;OO. 

3Havilland, pp. 14-5. 
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participation of consumer countries for the first time. Their special 

obligation was 

the prevention by non-member countries from increasing their 
exports at the expense of the members, each importing member 
to limit its total annual imports from non-member countries, 
as a group, to a quantity not in excess of its imports from 
such group during anr one of the coffee years (1958-9, 
1959-60 and 1960-1). 

The 1962 International Coffee Agreement was therefore the 

culmination of efforts at the international level to solve the problem 

of the decline in prices and persistent overproduction; problems which 

had affected the market for more than 40 years. 

lWickizer, p. 296. 



CHAPTER IV 

cExperience With The International Coffee Agreement 

The Early Years 

The 1962 International Coffee Agreement is as comprehensive and 

automatic in operation as can be expected -of a scheme which. Jnvol ves 61 

countries l with varied capacities, costs and interests. The negotiation 

and condu~!, of such an:,agreement represents a considerable achievement. 2 
~-:.~~ 

In spite of supply controls, the agreement is still able to retain 
. 

flexibility with respect to the development of new markets, changes in 

3 demand and freedom of trade within the alloted quotas. - While production 

controls were not imposed, allowance was made for such a recommendation 

after one year's duration of the agreement; the aim of course being the 

equalization of output with consumption. 
------------- ----

The quota ,agreed upon for the first-three years of~eagreement 

was 45.6 million bags. This was allocated among 36 pl'oducer countries. 4 

Latin America's basic quota was 31.1 million bags. Brazil's share of 

this quota was 18 million bags. Estimated exportable production from 

lAs of mid-1967, of the 61 countries, 38 were exporting counties 
and 23 were importing countries. 

2To get both sides together on an issue aimed at keeping prices 
up was quite something. 

3 Musgrove and Grum.,rald, p. 316. 

4 "The Ne\.,r Force", Economist, 204, September 1, 1962, p. 832. 
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1 Latin America was 38.4 million bags. Africa's quota was 11. 4 million 

2 
bags. Estimated exportable production was 12.9 million bags. These 

export quotas were based on the performance of the various coffee-growing 

countries during the previous four years. Basic quotas were not to be 

3 changed for three years. However, there were provisions for year-to-

year overall adjustments. 4 Such was possible through the establishment 

of an "annual quota" which was expressed in terms of the total quota. 

Thus, for the first year of the agreement_,_ the annual quot~was set at 

5 
99 per cent of the 45.6 million bags. That is, the permitted quotas 

for each country during that year was 99 per cent of its "basic quota".6 
- ....-""" 

/,:--.io>The first annual international coffee conference after the 

1 It should be noted that the Latin American producers accepted 
small quotas compared to their output. The aim was to encourage most 
of the coffee-grmlfing countries to join the agreement. 

2In 1959-60, Africa's production represented 14 per cent of the 
total coffee crop. By 1963-4, it had increased to over 24 per cent. 
In 1964-5.t because of the sharp decline in Brazilian production, it went 
to 30 per cent. With the recovery of the Brazilian crop in 1965-6, 

---- -Afr±-ca-t-s--share-fel-l---t0-2-5-per--cen~-s-ee-"tattni\meTtca-'--s -eo-££ee------ ----- - -----
Problem", Bank of London and South America (January, 1966), p. 8. 

3 "The New Force", Economist, 204, September 1, 1962, p. 832. 

4The annual export quotas are established by an International 
Coffee Conference during the month of August for the following coffee 
yea~._ beginning on October 1. These are 1?ased on estimates of global 
worlg imports adopted by the Council of the Agreement. See Spenser, 
C. C., "World Situation and Outlook for Coffee", Agricultural Producers 
and Their Markets, T. K. Warley, ed. (Oxford: Basil Blackwell Press, 
1967),p.1l4. 

5Por the 1963-4 coffee year, the per cent was raised to 102.15 
while for the 1964-5 coffee year it was raised again slightly to 102.67. 
See "Latin America's Coffee Problem", Bank of London and South America 
(January, 1966), p. 15. 

6
K 

• ravls, p. 305. 
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singning of the 1962 Agreement was held in August, 1963. One of the 

main topics of concern \vas the extent to which consumer countries were 

willing t~ go in honouring the spirit of the Agreement. That is, how 

far they were willi,ng to go to control imports. Although there was 

talk of "certificates of origin", these, as will be seen, were not to 

1 come into force until later. The issue of the tariff and 'internal tax 

position in Europe was also raised. 2 It was felt by the producer 

countries that the interest of the consumer countries was ~~ly ha1f-

hearted while they continued to use internal revenue duties. 

An Att~mpe'at-..Greater Price Stabilization 

Between 1960 and 1966 one may say that the short-term-objectives 

3 of the International Coffee ~greement were met. But the International 

Coffee Agreement, from 1962 to 1964, still faced the task of keeping 

,excess supplies of the world market. 4 This attainment was greatly aided 

1 . 
- "International Blend", Economist, 208, ~ugust 3, 1963, p. 456. 

--- ---- --------Z-
Of course, the former African colonies of the Six \vere in a 

favored position for they were associate members of the European Economic 
Community. See Ibid. 

3However, while the quota allocations under the Agreement has 
given some stability to the coffee market, the resulting general price 
level has not been a true reflection of the statistical position. For 
due- to ,the favorable" prices paid, stocks have been mounting in the 
producing countries. In 1964 world stocks were in excess of 50 million 
bags. Over the next three years an additional 15 million bags would be 
added. See Kravis, p. 301. 

4Exportab1e production increased by 38 per cent between the 
1957-8 and 1965-6 coffee seasons. (The actual increase was from 46.2 
million bags to 63.8 million bags.) Consumption (measured by imports) 
over the 'same period increased by only 29 per cent (from 36.9 million 
ba,gs to 47=4 million bags). Consumption gro\~th since the war has been 
about 2.6 per cent per annum (the average growth since 1947). See 
Kravis, p. 299. 
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not only be recurring frost and drought in Brazil but also by the 

surpluses being held mainly in Brazil and Colombia - countries which 

were able "tu "bu'th hold and finance them. l But while the Brazilian 
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stocks were consi~erable, they were ageing. With little guide to the . , 

true reserves of high grade coffee, a fear of a shortage of "quality" 

coffees in the early 1960' s led to price increases. -By th"e 1964 coffee 

year the annual average price was 10 cents per pound higher than in 1963 

for mild arabicas, 12 cents per pound hi&:~er for/Brazils and almost 8 

cents per pound higher for robustas. Total earnings were raised from 

1,800 million dollars to' 2,400 million dollars over the 1962-4 period; 
_-,_J •• • "9' ( 2 

a leyej which has been maintained. (See Chart 3.) World consumption 

was expected to reach 50 million b,ags but quotas for the year were set 

at 47.5 million bags. 3 The United States pressed for quota increases in 

order to create lower prices for her consumers but without success. 

Under the 1962 Coffee Agreement, the world coffee market had 

i 
II , 

been shared out amongst the producers as the market allocations stood 

-in-l-fH)i.!-Whi-l-e-a,-g~e-a-ter-d€fllan4 ---fer-l'GIHlst--a-eecf-fee- -t-h-an· -wa-s--pe-rmi-t-t-eci--- - -----

to be released under the quota system soon developed, little could be 

officially done to rectify the situation. 

In March, 1965, an important step was taken in an attempt to 

l"An Awful Lot of Coffee", Economist, 221, December 3, 1966, 
p. 1048. 

2 Musgrove and Grunwald, p. 316. 

3"America Signs On", Economist, 210, January 18, 1964, p. 233. 

4Kravis, p. 307. 
F 
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create a greater stabilization in the coffee market. To do so, the 

International Coffee Council introduced a functional relationship 

between the size of quotas and the overall price level. This involved 

a system of semi-automatic adjustments of quotas, from 6 per cent in 

the first quarter to 1.5 per cent in the final quarter whenever the 

daily indicator price (calculated by averaging daily prices for mild, 

Santos number 4 and Robusta coffees) remained outside an agreed price 

range for 15 consecutive market days.1 For the ~emainder of_ the 1964-5 

coffee year, the price range was set at 38-44 U.S. cents per pound. 

When prices fell be10w;.t·he lower limit in April/May, 1965, quotas were 
- . ..;. ... - ( 

reduCed by 4.5 per cent - the maximum amount permissible for the second 

2 half 6f the 1964-5 coffee year. 

This obviously was a better effort at stabilizing prices. 

Furthermore, it necessitated a greater effort at agreement on "equitable" 

prices - something on which .agreement had not been possible when the 

1962 International Coffee Agreement was negotiated.
3 

---- -------wh:i-l-e--thts--broi-ca:tur-price----system-workeu---we-l-1-with---re-asorrabi:-e- -- - - - - - -----

success, it was decided in October, 1966 to break it up into four parts 

in order to' bring about a greater stabilization of prices. Under this 

multiple indicator price system quotas were to be adjusted for each of 

the jour different categories of coffee in accordance with their own 

indicator price. As the system stood in mid-1967, an upward or 

l"Latin America's Coffee Problem", Bank of London and South 
America, 1 (January, 1966), p. 16. 

3
K 

. ravls, p. 307. 
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downward adjustment of total export authorizations by 2~ per cent for 

any type of coffee could take place if its indicator price exceeded or 

feTl 'below t11e specified limi.t for 15 days. The categories and limits 

as of mid-1967 were as seen below. 

Category 

Colombian milds 

other milds 

unwashed arabicas 

robustas 

Source": Kravis, p. 307. 
-.~~. It 

Cents per Pound 

43.5 - 47.5 

40.5 - 44.5 

37.5"'- 41.5 

30.5 - 34.5 

Thi~"Tl1ew multiple indicator price system now recognized consumer 

preferences and accounted for them by altering the quantities of the 

various kinds of coffee placed on the market. l Attention was now 

focussed on each major type of coffee and on the fortunes and policies 

of the producing regions associated with each. 2 

In these schemes the robusta producers were the main beneficiary 

__ 0£ -4llQ~8- r-B_llisions~£Dr_e_ ~_di)lision __ int-D_£nur_gJ.'DUp5-.~ -Rv_en __ after __________ ....: 

the division into four groups in 1966 they continued to. gain at the 

expense of the arabica producers. This was due in part to a lack of 
, 

discipline by t~e small producers of robusta coffee. Important was the 

reffection of a continual movement toward robusta beans because of lower 
~ . 

1 C. F. Marshall, "World Coffee Problems", Bank of London and 
South America, 3 (October, 1969), p. 618. 

2Kravis, p. 308. 

3The former price gap between African robusta coffees and 
Brazils had been roughly halved by 1963. Robusta prices had increased 
from 148 pounds per ton to 198 pounds per ton. 

r 
I 
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prices (relative to Brazils and milds) and the favorable characteristics 

for soluble coffee (a separate issue to be discussed later). This 

movement toward robusta coffee prompted the Latin American producers in 

August, 1969 (at the yearly Council session) to pursue a policy of 

attempt~ng to lessen the power of the selectivity principle. While 

this policy objective was opposed by both the robust~ prod~cers and the 

consuming countries, the Latin American countries did gain some 

. I conceSSlons. 

The Tourist Coffee Issue 

Whi-le the world' output of coffee had been approximately 4 
. -' .. ..,.. 

';~-.-.-

,#~-.;:.r 

million tons between 1960-1 and 1963-4 (crop years), world output in 

the 1964-5 crop year was only 3 million tons. In the 1965-6 crop year 

production recovered with output surpassing 4.5 million tons. This 

production recovery was due in part to the favorable prices paid to 

producers. The profitability of coffee production, relative to the 

profit~bility of other crops in most of the coffee-producing countries, 

was favorable. Unfortunately, there was no international mechanism to 

reduce the incentives to planting coffee; rather, there was an uninten-

tional encourag~ment to planting coffee trees. 

This production recovery in 1965 soon led to problems of 
_ .. ~:,.--

storage and financing. Many of the smaller producers now felt they 

should be entitled to larger quotas as they no\'1 had considerable 

unsaleable surpluses. Many producer countries were already exporting 

quantities in excess of their quotas. A failure to allow some increase 

1 ' 
Marshall, p. 621. 
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in quotas would surely lead to an even greater effort to export quanti-

ties in excess of allowable quotas. Due to the pressure of over-

production as well as a lack of agreement on the revision of the basic. 

export quotas, the International Coffee Organization agreed in December, 

1965 to permit 22 exporting countries to exceed their quotas for the 

1965-6 coffee year, thereby 

annual quota of 43.7 million 

adding 1.4 million bags of coffee to the 

1 bags. Such action was not, however, to be 

regarded as prejudging the issue of future quota$-,' for these waivers 
-.,.-.._' 

_. 2 
were to be suspended if prices fell below specified levels. 

Al tho.ugh this p'ressure of overproduction appeared to threaten 

the }rX;ist~nce'''''of the Agreement, a more serious problem soon emerged. 

Through a loophole in the International Coffee Agreement rules, these 

unsaleable surpluses led to the "tourist" coffee3 problem. In accordance 

with a coffee promotion program to be financed by the exporting members, 

the 'loophole' was the permission to sell unlimited amounts of coffee 

in-designated "new market" areas (more than 30 Afro-Asian and Soviet 

lIt should be noted that Brazil, Colombia and Mexico voluntarily 
agreed not to e~ceed their respective quotas. By so agreeing, Brazil 
forced herself.to add nearly 12 million bags to her stocks. The cost 
to the government was in excess of 250 million dollars. See "An Awful 
Lot' 'of, Coffee", Economist, 221, December 3, 1966, p. 1048. 

2But this expansion of the global quota forced prices steadily 
downward during 1966. The result was two quota decreases for non
Colombian coffee (mild arabicas) and a quota decrease for Colombian 
coffee. The latter took place early in 1967. See Musgrove and Grunwald, 
p. 316. 

3This "tourist" coffee problem involves the transshipment of 
coffee through other countries (those who are not a part of the Agreement) 
to escape being charged to a quota. 
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potential for expansion). This permission soon resulted in a compli-

cation of the control over the destruction of coffee. Considering the 

number of countries in-the Agreement and the wide variety of coffee 

grades, ther~ was considerable scope for cheating. Coffee destined for 

these "new markets" was endi,ng up in the h.igh-priced markets of the 

importing-member countries. While some of this coffee was 'covered by 

waivers. much of it was in violation of the ~greement. In time this 

led to the idea of smuggling coffee into non-member countr~~ for 

deliberate transshipment to member countries. In doing so the claim 

was made that this coffee was grown in and exported solely by the non-
." 

- j>-~ ( 

-- .... I 
memb~:country . 

. This "tourist" coffee problem has been an important issue in 

recent years. It has been estimated that in one year alone 3 million 

bags of "tourist" coffee were in circulation. To try and combat this 

problem, the International Coffee Organization undertook to improve the 

system of surveillance over export quotas. Importing countries were now 

--r-e-l-i--ed-upo-n-t-o-make--t-he-expo-rt- quoter systum ---e-rf----e---cti-ve--Dy-curlJing over--- ----- -------

shipments. All exports under the quotas were now to be accompanied by 

a certificate of or~igin. These were to be issued by the exporting 

country. with copies going to both the importing country and the 

International Coffee Council. Importing countries thus were relied 

upon not to permit the entry of coffee from any other member country 

without a certificate .of origin or a certificate of re-export. Finally. 

the importing countries were expected to restrict imports from all 

IKravis, p. 305. 

r 
\ 
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non-member countries to predetermined levels. l 

While the system of monitoring the quotas of the exporting 

countries worked reasonably well, there were still difficulties. In an 

attempt to tighten the system even more, a stamp system was introduced 

in April, 1967. Under this stamp system, certificates of origin now 

were to be valid only if they had a quantity of International Coffee 

Organization-issued stamps affixed to them, equal to the amount of 

coffee covered by the certificate. Even \vi th this new system, however, 
=-, 

there have still been large-scale irregular diversions of non-quota 

coffee. Tourist coffe~ "has continued to be difficult to trace with as 
- ~-- . ~"'~-- .~.- .. ~- -----" .=" (" 

much,~500 ~illion dollars a year evading the Agreement. 2 Fortunately, 

while-the production of rubber, wool and tea is controlled·by a few 

dominating countries who are able to co-ordinate their interests without 

too much difficulty, such is not the case with coffee. With the coffee-

producing countries it would take only one of them to put an end to the 

entire Agreement. This, of course, has been a factor of major considera-

coffee - an issue to be taken up next. Both of these issues could still 

prove to be disasterous to the International Coffee Agreement, if 

appropriate action is not taken. 

trying 
caught 

lIbido 
2 . 
One example took place in July, 1970 \vhen Uganda was caught 

to sell 100 ,000 bags of coffee through Rumania. While she was 
~~~.~ ~ ... J..A~~ J..~ .. ~ 'h~~~ 1 u-".:--
Ulal.l] Vt...llC;;~;:' Jla.VC UIi;;C;Jl .J. \....l\..Lt:::1:. 

L 
I 
: 
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The Case of Soluble Coffee 

Nearly all the coffee exports from Latin America are in the form 

of green beans. Latin America, particularly Brazil, in recent years had 

been accepting a gradually decreasing share of the green coffee market. 

Since the mid-1950's Brazil's role as the main supplier to the world 

coffee market had declined considerably. Offsetting this decline has 

been the steady grmV'th of the African robusta producers. This is 

evident from the table on the next page .. -

This development in the coffee market led to the "soluble" 

coffee is.s;:!e; an issue .:which had a definite effect on the shape of the 
-r~~~ ~.-

coffee market as well as on the initial agreement itself. The immediate 

end result of the disagreement over whether soluble coffee exports from 

Brazil should be allowed into the United States (at a lmlier price than 

the Americans could produce the same instant coffee from imported 

beans) was the writi,ng of an entirely new section of the renewed 

International Coffee Agreement, which became effective on October 1, 

export~ng instant coffee or other processed coffee under more favorable 

1 conditions than those under which it could export green coffee. The 

new article also provided for an independent body to arbitrate in all 
.. ~;.. 

IBrazil, therefore, had a choice. It could either impose a tax 
(about 17 cents per pound) on its instant coffee exports to make them 
comparable in price with its green coffee exports. Or it could abolish 
the tax on its green coffee exports to make them comparable in price 
with its soluble coffee exports. The latter, however, did not seem 
realistic because of the foreign exchange loss \vhich would inevitably 
result. 
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TABLE 7 

PERCENTAGE OF THE WORLD COFFEE MARKET 

._SUPP1..IED .. BY BRAZIL AND AFRICA: 1947-67 

Percentage of Market 

Brazil Africa 

1947 51 14 

49 16 

1956 43 23 

1961 39 26 

1962 35 28 

1963 40 26 

- --- -- - -1-964- -- -- -~-1- -- - -- -- --.30 

... .:,;... .. 
~-. 

1965 30 32 

1966 33 31 

1967 34 30 

Source: A. J. Cordell, "The Brazilian Soluble Coffee 
Problem: A Review", Quarterly Review of Economics 
and Business, Volume 9, Number 1, 1969, p. 29. 
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1 disputes involving instant and other processed coffee. 

While the above was the immediate solution, how did this initial 

disagreement and eventual agreement evolve? It is worthwhile to pause 

for a moment and examine the details. 

,/ By 1963 the Brazilian authorities had decided that her decreasing 

role as the main supplier to the world coffee market shou1d.at least be 

halted if not refersed. Brazil felt that if she were mainly responsible 

for holding up the price umbrella, then s~~ ought.to be entitled to 

recapture "her share" of the world coffee market. Three options were 

open to Brazil. She could (a) lower prices and create a price war -
- . .;,>' , 

hopi.n~~-by so doing to drive the others out of the world coffee market, 

(b) stress better quality coffees, or (c) differentiate its product. 

The latter option "las chosen. The strategy would be to process the green 

beans at home and sell instant coffee in the U.S. domestic market. 2 

Contrary to public belief, instant coffee production in Brazil 

was· not exactly novel. The first plant for the processing of green 

. -beans-in:t-o -i-ns-t-ant- -eoff-ee -had-been-bu:i.-l-t --i-fl-~he-I'eg.f-0n--in- -the--19i;OLs-. 

Its product, however, had been strictly for domestic consumption. What 

was novel, though, was large-scale production with the emphasis on 
: 

export to existing markets. The aims were to capture extra foreign 

excn~nge and to offset the growing imports of robusta beans into the 

consuming countries for the making of soluble coffee. The main target 

·'~I 1The New York Times, February 20, 1968, p. 63. 
l 

31. 
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was to be the United States. 1 

Set into motion in 1964, this policy stimulated the building of 

processing units in Brazil fqr the processing of the green beans. By 

1965 there were 20 of these processing units in operation, while- several 

more were in various stages of p1anni?g and construction. While in 
.... 

1965, soluble coffee exports from Brazil were supplying less than one 

per cent of the U.S. market, by 1967 they were supplying 14 per cent of 

America's instant coffee. 2 For coffee-gr~:"ing countries taken as a 

group> it was estimated that 600 to 700 million dollars had been added 

to their export earnings' since 1961-2. 3 The extent to which soluble 

coff~-e:-\~as exported from Brazil to the U. S. can be seen from the table 

on the- next page. 

This export of soluble coffee from Brazil to the U.S. soon led 

to a serious conflict of interest between the two countries. At one 

point the conflict was so great that it was felt that the entire coffee 

_agreement would founder after its first five year pact Unless a com-

--PTomi-s-e- -eollld-be-re-a-ehecl -be-tweefl-tfie--Aine-r-i-ean-ana--Br-a-z-i-1-i-a-n- i-n"te-l'es"t-s.- -

Basically, the dispute centred on the amount of Brazilian soluble 

coffee exports that could enter the United States. The U.S. processors 
, 

objected to inroads in the American market by the Brazilian soluble 

coff~e . imports . This ability of the Brazilians to export soluble 

coffee was attributed to tax advantages advantageous to the Brazilian 

1 Musgrove and Grunwald, p. 311. 

2"The Price of Instant Coffee", ,Economist, 226, February 3 J 

lG?"Q ..... I:.'J 
.LJVV, 1:" -.I&'<, 

3The New York Times, February 20, 1968, p. 63. 
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TABLE 8 

'EXPORTS' OF'SOI,TIBL'E COFFEE IN POUNDS FROM BRAZIL 

.... -./. 1964 

1965 

1966 

1967 

1968 

1969 

TO THE UNITED STATES, 1964-9 _. 

Soluble Cpffee Exports from 
Brazil to the United States--' 

(in pounds) 

33,000 

275,641 

5,996,349 

22,330,466 

18,862,589 

28,218,851 

Source: (1964-7), Cordell, p. 32. 

(1968-9), U.S. Bureau of the Census, 
U.S. Imports for Consumption 
and General Imports. 

70 
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operation and to access to certain low-priced green coffees which the 

government would not permit to be exported. The American processors 

felt that these Brazilian exports of cheap instant coffee were slowly 

putting them out of business. 

At this point one must remember that, unlike with the case of 

the green beans, exports of Brazilian soluble coffee-were hot subject to 

price controls. The Brazilians could purchase low quality "grinders" 

at 5 cents per pound for conversion into instant.9offee. The cheapest 

grade of coffee available to the American processors was the harsh 

African robusta. The cost is at least 20 cents per pound. The cheapest 
- . ...:,.>". 

grad~~pf Brazi1ian coffee available to the U.S. cost 31 cents per pound. 

Thus a. 132 pound bag of the cheapest Brazilian grade cost $40.92 American. 

Of this only $15.37 goes to the farmer and the one who markets it. The 

I other 60 per cent, the "contribution quota", goes to the government. 

It was only natural that the Brazilians could produce instant coffee 

for the American market at a much cheaper price than could their 

- 2 
American _cotg1terparts . ___ n 

The U.S. producers, with a certain amount of Congressional 

backing, fought adamantly on this soluble coffee issue. The debate 
. . 3 

often became heated. What the Americans demanded was comparable 

1 The New York Times, November 27, 1967, p. 78. 

2 To many, such a move seemed to run counter to the Coffee 
Agreement; the design of which seemed to have been the controlled export 
of coffee. 

3This conflict of interest naturally represented a major 
irritant in the relations between the two countries. At one particularly 
heated session, the Brazilians asked if perhaps the U.S. were going to 
send the Marines in. 
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access to the green coffee beans that Brazil was using. The Brazilians' 

reply was embodied in two concessions. They promised to (a) impose a 

freeze on any additional plants for the processing of green beans into 

I instant coffee, and (b) raise the price of green coffee to her processors. 

This being unacceptable to the Americans, the U.S. then insisted on the 

right of unilateral determination. Brazil countered by de~anding multi-

lateral determination (she felt she could successfully block any move 

against her due to the size of her votin!LPowerL ... ' 

While the issue on the surface was centered on the imports of 

soluble coffee, the ar?Ument really went deeper. It really concerned 
-.j .... - ( 

_.~ .. "'V' 

the/j:~ue of the industrialization of commodities; that is, the partial 

processi?g of raw materials by less-developed exporting countries in 

order to increase their export earnings. The question was how far the 

2 industrialized nations were \villing to go. In a sense, we have come 

back to the tranformation problem. 

The Coffee Diversification Fund 

As a longer-run solution to the coffee problem, producer 

countries in the International Coffee Agreement were to adjust production 

to world needs. While each country was responsible for the method of 

achieving this goal, all, or lack of, p~ogress (as the case may be) was 
-- .... ,.;... . 

to be reported to the Coffee Council. As part of the overall process, 

the Coffee Council was to have determined production goals for each 

producing country. This was to have taken place within orie year of the 

IThe New York Times. February 20. 1968. p. 68. 

2Ibid ., p. 63. 
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start of the Agreement in 1962 but a lack of power by the Council 

preve-nted .any real action being.taken on these production quotas. 

Attention, consequently, turned toward the concept of a coffee diversifi-

cation £und~ , 

Diversification schemes until the middle nineteen sixties were 

primarily national efforts. The breakthrough came in November, 1965 

when the International Coffee Organization reached an agreement with the 

International Bank of Reconstruction and Development and _th.€l.--Food and 

Agricultural Organization of the United Nations for a study on the needs 

and possi~i.li ~~es of r~-placing coffee with other crops in producing 

countries. In 1968 the renewed International Coffee Agreement instigated 

a diversification fund for the provision of financial resources for a 

shift from coffee. This was considered essential; especially since the 

International Coffee Organization quotas were now to be more firmly 

enforced. The fund was to be financed by a compulsory contribution of 

60 cent_s per bag on all coffee exported under the ,Agreement and by a 

share of the proceeds of exports in excess of quotas for which waivers 

1 were allowed. This was to continue for a five year period beginning 

2 3 with the 1968-9 coffee year. Of the total resources collected, the 

fund is allowed 'to use 20 per cent without any geographical restriction. 

1 Musgrove wld Grunwald, p. 317. 

2Kravis, p. 308. 

3rt has been estimated that at the current level of exports the 
Fund would accumulate some 30' million dollars annually from the levy. 
There have also been loans from the U.S. Furthermore, the U.S. said it 
would contribute 30 million dollars if other countries would contribute 
15 million dollars. See Musgrove and Grunwald, pp. 317-8. 
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The remainder of the money has to be spent in the country which supplies 

the funds. 1 

But it is interesting to note that while the emphasis has been on 

diversification from coffee, surplus stocks can no longer be assured. 

Brazil's reserves at one time were in excess of 65 million bags. But the 

last big crop in Brazil was in the 1965-6 crop year. Since then, Brazil 

has only been able to fill its 18 million bag quota (even this has been 

difficul t to do in some years) and supply_ about -8· million ~ags for home 

2 
use. By the summer of 1970, reserves were dmvn to 20 million bags. . 

Due to the frost in Br~iil, much of the crop forthcoming in the 1970-1 
- ..:- ... - .. 
- .... 

sea~en~has been destroyed. Estimates put the 1970-1 Brazilian crop as 

low as 10 million bags. As a result, forecasts for the 1970-1 crop 

year have put consumption ahead of production for the fifth consecutive 

year. To maintain supplies, Brazil and the other world producers have 

been forced to draw on accumulated stocks to maintain supplies. 

Based on estimates of population and income growth as well as on 

. -¥a.r.i-Ous- a.s.sump.ti-ons-abeut-pr-iees-,-t-he-Fooci-and -Agri-cuitural-{)rganiz-ation -

of the United Nations has estimated that the world demand for coffee by 

1975 would be between 4.7 and 4.9 million tons. 3 Although production 

1 Thus, the funds were mainly distributed in proportion to exports 
rather than to excess capacity. 

2 
"Coffee Under Control", Economist, 236, August 15, 1970, 

p. 50. 

3This would represent an increase of about 30 per cent since the 
early 1960's. 
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is somewhat harder to estimate,l the Food and Agricultural Organization 

did estimate production for 1975 to be approximately 5.6 million tons. 2 

Considering the projected increase in consumption, this would leave a 

surplus of about 15 million tons. 

The possibility, therefore, that surplus stocks could be exhausted 

in a few years is no longer unrealistic. But it must be noticed that in 

recent years the total purchases of coffee have been considerably ahead 

of world consumption. Consumer countries- are buitding up .!heir own 

stocks as they have seen those held by the producing countries, parti-

cularly ~:::l.zil) dwind~.ing. This abnormal buyi,ng by the consumer countries 

hasJn;'ide the threat of shortage look far more serious than it really is. 

While" coffee production and demand are in approximate equilibrium for the 

first time in some twenty years, the International Coffee ,Agreement cannot 

be considered to be superflous. 

lBecause of possible crop destruction (as occurred due to frost 
and drought in 1965-6 and to frost in 1969-70) and various opportunities 
for raising yields. 

2This estimate ignored ne\v planting - future production was to be 
estimated from present 'productive capacit'y. This is partly based on the 
assumption that all countries that could grow coffee have already reached 
the productive stage. . 



CONCLUSION 

When one considers commodity.agreements in general, it must be 

realized that there are more people with more arguments against the 

need and use of commodity agreements than there are people who expound 

the needs, benefits and advantages of commodity agreements in the 

process of development. Most international· trade experts claim that the 

1962 International Coffee Agreement represents a holding action, thus 

resulting .ttl the misal,iocation and waste of ' human and natural resources . 
• ~ - __ oS . ' ... 

A~ thbd-~;··-a ge.ographer, this view is expressed the clearest by Rowe. It 

is Rowe's contention that the Agreement 1) prevents any adjustment of 

the price level downward toward the genuine costs of production and 2) 

prevents any adjustment of sources of supply in accordance with the 

demand for particular qualities of coffee with respect to their relative 

costs of production. He feels that this Agreement (as an exa~El~~f_all 

commodity agreements) merely gives a further lease on life to the 

obsolescent high-cost producers at the expense of the low-cost producers 

and thus hinders the expansion of low-cost production in the African 

coffee countries~ Men and resources (natural), rather than being 

emplo~ed ·in the production of coffee in the lowest-cost areas, are 

employed in the production of coffee for destruction. As such, price 

support makes the coffee market worse by increasing the supplies of 

lThese range from charges of resource misallocation to that of 
a halt in technical progress and higher than equitable prices for 
consumers. 

76 
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"I coffee that are already in excess supply. Also, at the end of the 

agreement, two major problems would still remain to be solved; 1) the 

adjustment of prices and 2) the changes in the sources of supply in 

accordance with relative costs. As such, Rowe argues that " ... it is 

hardly too much to say that the fundamental aim of the agreement is 
.. 

deliberately to postpone its solution, and thereby the inconvenient and 

even painful adjustments which any solution must involve at least in the 

most producing countries. II2 
--

One may argue that the justification of freezing the present 

position lies in the opportunity of using the time to 1) secure the 

adjustment"-"'~rproducti~n to demand, 2) create a greater demand for 
/':"~ 

corfee and 3) allow the development of a policy relati"ve to stocks. 

But Rowe contends that: 

..• Brazil has no positive coffee policy, and is not prepared 
to face the difficulties, internal and external, inherent in 
any effective remedial policy: all along her policy, if she 
may be said to have one, has been a policy of opportunism, and 
the 1962 Agreement has perfected this holding "operation which 
has all along been her strategy, without imposing any appre-

-_ ciab 1 e JimLtat.ion-sg.~he-r-£-reedClm- or-adroIT -iIT respe ct----Of~he 
more distant future. 

It is therefore concluded that the regime solidified by the new agree-

ment leads nowhere. Merely a holding action with political overtones, 

the agreement does not bring the coffee world any nearer to a solution 

of it~problems. For it both uses resources which ought to be used 

lIt is also claimed that technical progress suffers and consumers 
are forced to pay higher than necessary prices for their coffee. 

2 
Rowe, p. 190." 

3Ibid . 
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productively in some other way, and offers little prospect of reducing 

and finally eliminating such waste. There is no certainty that the 

passing .. 1)£ time will make the solution less difficult. The proposal is 

that the 1962 Agreement be done away with . 

. While the major argument against the use of the 1962 Agreement 
.. 

has been based on the case of resource misallocation, a case has also 

been made against the agreement as a means of providing aid. l While it 

is realized that commodity agreements do transf~r resources (financial) 
..:- .-- -----

from the rich nations to the poor countries, the claim has been made 

that commodity agreeme?ts are an inferior way of providing aid. For 
- .3r"..... ~ 

th~rF~·eVY taxes in the rich countries on the basis of the use of the 
'. . 

'commopity and distribute aid to the poor countries on the basis of 

f h d · 2 exports 0_ t_e commo lty. Assistance would be received by all exporting 

countries irrespective of the absorptive capacity for capital, the 

state of the balance of payments, and the existence of political will 

an~ effective development planni?g. Rather than the country giving aid 

-on-the~ ba-sios-o£-i t-s-P6-l'e-api-t-a--ineome, -i-t-wO"uld-recrl-ly--be- the- consumers 

of the product in each country who would be paying. Assistance in this 

form would offend all the principles devised for the 'optimum' allocation 

of foreign econbmic aid. While the low-cost producers would be the 
/':-" 

lThe question of whether the agreement is a form of aid or is 
strictly for stability purposes has remained unsettled. Nevertheless, 
the use of commodity agreements as a means of providing international 
assistance has provoked much criticism for some time. Part of this 
argument of course is based on a desire to see free-market forces in 
action; that is, international aid in preference to commodity price 
support. 

2 Kravis, p. 296. 
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greatest beneficiaries and would be best able to use the differential 

between cost and revenue for development purposes. it would be the high

cost producers who really ought to receive the greatest amount of aid. l 

If the 1962 Agreement is thus considered as a freezing action. 

how is it then assumed that free-market forces would bring about an 

" 
adjustment in thesources of supply toward the low-cost producers? As 

Griffin puts it: 
. 

Orthodox neo-classical theory \'{.Qul.d lead one to be)ieve that 
a change in relative prices would induce an economy to alter 
the composition of production in such a way that specialization 
in the declining price industries would be reduced and output 
in the rising 'price - and hence more profitable - industries 

. --oJ1Ould incre'aie. This adjustment would help to counteract the 
"....:~···.-·tenci' .. ency toward a fall in the terms of trade. Thus a flexible 
?' economy with a diversity of natural resources could nullify 

in part any tendency there might be for its terms of trade to 
deteriorate. 2 

~~ile it is true that resources should be shifted into new means of 

3 production over time, free-market forces are not the way to bring about 

this transformation. For it must be realized that the economies we are 

they are beset with a lack of flexibility, structural rigidities and an 

inability to shift resources from declining enterprises. In such a 

setting falling commodity prices do not result in a movement of resources 
1 

into new pursuits. For falling commodity prices to cause a shift in 
... .-r....: 

IKillick, p. 29. 

2Griffin, p. 112. 

3What laissez-faire really seems to be considering is the 
maximization of total world production from giving resources. Once we 
can get a\l1ay from this obj ecti ve, price-supporting commodity agreements 
seem to become well \o,lorth studying. 

t 
i 



resource use, it would have to be assumed that alternative means of 

employment are readily available for the producers of the primary 

products. l To accept this assumption would be difficult. 

Financially, laissez-faire fails to consider the loss of 

resources through falling export prices regardless of the volume of 

" 

80 

exports involved. Where the resources will come from to'bring about the 

transformation is never really mentioned, although aid transfers are 

often considered a ready solution. Howex~l'., whi·f~ international 

political bodies have continued to call for a greater flow of economic 

assistance, various ch.anges in events, among them domestic difficulties 
-J,.... ( 

in ~y··-~f th+e developing countries and a change in cold war strategies, 
-.- ~ . . . 

has ~esulted in the net flow of international economic aid ceasing to 

2 grow. From 1960 to 1968, foreign economic assistance given by the 

15 major doner countries dropped from .89 per cent of Gross National 

Product to .77 per cent of Gross National Product. While the figures 

are noteworthy, it has been s~ggested that they understate the real 

increased, 2) the length of the loan period was shortened, and 3) grants 

increasingly represented a smaller percentage of the total aid f10w .. 3 

The "D5!lcade of Development" therefore has created a disillusion-
/" 

ment-;."w~ th ~-the performance of foreign economic aid. The quantities as 

noted above have not only been small but have also been decreasing as a 

1 Ady, p. 37. 

2 S. Lanfranco, "The Strategy of Economic Development: Prospects 
for the Future", AI-Noudwa (October, 1970), p. 4. 

3Ibid ., p. 5. 

I ,= 

• 
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percentage of Gross National Product. Yet, even for these amounts, the 

political and economic strings have been considerable. Much of the 

gains from-aid flows have been transferred out of the country. For many 

countries aid flows have only resulted in a high level of foreign 

1 indebtedness and debt repayment. 

This disillusionment has resulted in a renewed int-erest in 

commodity agreements during the last ten years. This renewed interest 

has been due not only to the failure of }:J~e_ deveioped cOUll!ries to 

expand their aid or to give greater market access to the developing 

countries, but also because of a general decline in primary commodity 
_ - __ ..!tr,.. .. < 

pri~~-:~srnce 'the late 1950 I S and the growing gap between per capita 

-incomes in the rich and poor countries. The overcoming of the political 

difficulties of the coffee countries and the emergence of a long-term 

coffee agreement also played an important part. 

If the export earnings of the coffee countries are to be 

maintained~ and the development of the national economies of these 

----G9un-t-r-l-eg--:i:-s---to--continue ;--th-e-ntne-T902 Agreement -h-as an important role 

to play, for politically it may be easier to help these countries 

through price distortion rather than by aid transfers. In the present 

context, the C~ffee Agreement does represent a way of increasing the 
/ 

f1ow-·~f financial resources to the less-developed countries in a time 

when the opposition to aid programs is continuing to mount in the United 

f 
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1 States and Western Europe. As Pincus: "If we accept the thesis that 

it will be difficult to achieve further increases in foreign aid, then 

the alternative [to International Commodity Agreements] is not genuine.,,2 

While some people have fought for an orderly organization of 

commodity markets, one must be careful not to put too much emphasis on the 
.. 

possibility of using commodity agreements across the board" for providing 

resource transfers. For technical feasibility, one would need commodities 

which possess the following characteristLcs_: few- substitutes, forming ---
a small part of the total expenditure by consumers in the importing 

countries, being a majpt component of the exports of the less-developed 
- __ .3-,..... , 

cou~xe; and~a minor component of the import expenditures of the less-
.-; . 

developed countries, being preferably not exported by the developed 

3 countries, and being relatively homogeneous in nature. Because of the 

required characteristics, many commodities are not of the type to take 

advantage of a commodity agreement. As such, International Commodity 

Agreements do not offer a general solution to the development problem. 
-

- 'Fhe-on-ty cOIDinodities -f-or whtch commoafty-agreement-s- wouId- be technIcally 

feasible are the ones in group lCa) in the chart on the next page. It 

1 ' For e~ample, the rejection by the United States Senate on 
October 29, 1971 of a $2.9 billion bill to extend the U.S. foreign aid 
prog"rarn for "a further two years. One of" the agencies directly affected 
by this move is the United Nations Development Program - a program set 
up in 1959 to improve agricultural and industrial output and training 
in the less-developing countries. It was to receive $100 million. The 
vote in the Senate represented the climax to long years of grumbling 
over the aid progrrun in its present form. 

2 J. Pincus, "What Policy for Commodities?", Foreign Affairs 
(January, 1964), p. 233. 

3 McBean, p. 295. 
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TABLE 9 

A CLASSIFICATION OF COMMODITIES EXPORTED BY DEVELOPING COUNTRIES, 

ACCORDING TO THE EXISTENCE OR OTHERWISE OF SUBSTITUTES 

IN CONSUMPTION AND TRADE BARRIERS 

Principal 
Conunodities 

Exports from 
Developing Countries 
. 1963-5-'Average 

1. Conunodities produced wholly or 
mainly in developipg countries: 

- --~..... ( 

(b) 

-'"' Not facing serious 
competition from 
substitutes. 

Facing serious com
petftion from 
substitutes. 

2. Conunodities produced in sub
stantial amounts in both 
deyeloped and developing 

-eount-r-i-es-: 

(a) Not facing appreciable 
trade barriers. 

.... 5 

.(b) FaCing appreciable 
.- ·~o . :: t-rade barriers. 

3. Conunodities produced wholly 
or mainly in developed 
countries. 

Source: Ady, p. 41 

Coffee, tea, 
spices) cocoa, 
bananas. 

Raw cotton, 
natural rubber, 
raw wool, jute. 

4.2 

3.3 

Copper, iron 2.9 
ore, fish, bauxite, 
lead, zinc, 
manganese ore . 

Sugar, vegetable 
oils, wood. 

Meat and· dairy 
products 

5.1 

0.7 

Total of above 16.2 

26 

20 

18 

32 

4 

100 



84 

should be noted that this group represents only 26 per cent of all primary 

exports of the less-developed countries. Coffee. however, is one of the 

commodities tnat is considered technically feasible for a commodity 

agreement. 

In recent years witb commodity ,agreements having been considered 

'" as possibly of use for countries trying to develop, thoughts have turned 

toward the idea of making commodity agreements more efficient and more 

acceptable. Here we enter the realm of what can,'be referred to as 

'ideal' commodity agreements. Because of the charges of resource 

misallocation associated with the coffee agreement. an ideal coffee 
• -_.lri ...... , 

agr~fr~erit wo~id be one which makes aid transfers possible while at the 
.~~ . 

same time minimizing the misallocation of resources. The key require-

ment of a coffee agreement that will satisfy the aid and efficiency 

objectives is a means of separating the price or revenue received by 

the exporting country from that received by the individual producer. 

While the Coffee ,Agreement has given a higher level of exchange 
-

-e~-rn-ings-than cuuld- be-exITec~ed--from unner rree-=ma.:fket -forces; the -Key 

point is how these earnings are being distributed; that 'is, the benefit 

should go to the nation and not to the individual producers. Although 

it is realized/Fhat it is important to ensure high aggregate receipts 

to -the _ coffee-producing nations, it has been suggested that there should 

be a uniformity of producer prices for the various grades in the coffee-

producing countries. Producers of a given quality of coffee would be 

paid the same export price regardless of the country producing it. The 

advantage cited for the establishment of this uniform producer price F 
would be the reduction in the aggregate world-wide cost of producing a 



given size crop. This would supposedly allow the elimination of the 

I high-cost producers and allow the low-cost producers to expand. The 

low-cost countries would presumably bribe the losers - our high cost 

producers, thereby making them no worse off than before. Producer 
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countries as a group would be no worse off under this one price system, 

" 
for the same total revenue would be available but at a lower total cost. 

While such may at first appear to be elegant, on further study 

it really seems that what is being propo?_e.d- would be even mgre difficult 

to manage than the present coffee .agreement. One only has to look at 

the difficulties that have arisen from the present agreement during the 
. ---~.,.... ( 

la~.rr,",£:i:v~ years. First, there has been the problem of managing the 

quotas - that is, scrutinizing the quotas assigned to each member so as 

to try and prevent overshipments. These attempts at circumventing the 

agreement led to the tourist coffee problem. Second, because Brazil 

felt that its share of the market was .being eroded through time, it 

went into the production of soluble coffee. This subsequently led to 

-many uifficutti"BS .-- To get around "these proDTems, -a stamp sistem has 

been introduced which it is hoped will tighten up the overshipment 

problem. 
1 

Yet, whj:Lt has been proposed? What is being suggested is a 
'r' 

comp'letely new quota system based on the· cost of production. While this 

would be to the advantage of countries like Brazil, it is not foreseeable 

that such an agreement could help the majority of the coffee countries 

for a number of problems are immediately evident. First, what would 

lK . raVlS, p. 297. 
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happen to countries like Colombia who receive 67 per cent of their 

foreign exchange receipts from the export of coffee and is regarded as 

a high-cost producer? Is it not the implicit assumption that countries 

like Colombia could diversify overnight from coffee and into other 

products? Are there not countries that are not able to do so? For many 
, 

of the peasants involved in the export of coffee, this is "their only 

source of income. Also how can it be assumed that all producers would 

be better off under the new one-price sYAtem, simply beca~§ the same 

total revenue is available but at a lower cost? 

Second, who w~uld be responsible for channelling the benefits 
___ ~-.. c 

to ~~>n~tio~~ who are the low-cost producers and who would see that 

this money would not get into the hands of "the producers of these 

countries? Furthermore, can it be considered realistic to foresee one 

country getting out of the production of coffee and having another 

country (very possibly a rival) transfer money to it in the form of 

compensation? 

- - - . - - -l'hird, woui-d there- no-t -De evenriiore cnance -of countries 

trying to evade the agreement as they see their industry being taken 

away by the decisions of others? The possibility of a renewed tourist 

coffee problem,;~ould not be an impossibility. 

-" ";;;; . "Fourth, would there not be considerable price-fixing on the 

part of the various governments in the hope that by so doing it could 

outlast its competitors and eventually claim the whole market for 

itself? The result could be a price war with all countries paying 

subsidies to their producers in the hope of keeping them in business. 

While this type of agreement would be more efficient, it does 
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not follow that such a proposal would be put forward at a time when many 

feel that the Coffee Agreement in its present form is too difficult to 

manage. For the political difficulties of this new agreement would be 

even more burdensome than those faced by the present agreement. Many of 

the present difficulties in the 1962 Agreement appear small by the 
.. 

standards of the foreseeable problems. 

While it may be generally agreed that this 'ideal' agreement 

would not work, the 1962 Agreement still comes under the same fate with 

the continuing belief that it (a) is politically too difficult to manage 

efficiently and (b) is jrro more than a holding action. The claim is 
- ~.~,.... , 

sti~~~ftd~ th;t the coffee countries do not have a positive coffee 

policy; thus, production will never be equal to demand. 

When considering the problem of surplus stocks CiIld over-

production in the coffee world, the country that immediately comes to 

mind is Brazil. It is an historical fact that most of the world's 

su~plus coffee has been and presently is in Brazil. l Consequently, a 

lead one to state that the 1962 Agreement was nothing more than a 

holding action. But it can be shown that Brazil does have a positive 

coffee policy q~d that she is making efforts to diversify from the 

prodttc~ion·of coffee and into the production of other commodities. To 

do so would tend to indicate that the Coffee Agreement is not a holding 

action. 

As far back as 1961, Brazil was making an effort under 

ITo find surplus stocks in other countries is not the normal 
state of affairs. 

t 
~ , 
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G.E.R.C.A. l to bring about an effective reduction in both the area 

planted to coffee and in the output per acre. This was done by paying 

subsidies to farmers to uproot trees and by offering technical and 

financial assistance for converting the land into other uses. Between 

1960-1 and 1965-6 some 1,650 million trees (net) were uprooted and the 
, 

area planted to coffee was reduced by one-third of the previous area. 

Interesting enough, most of this took place between 1961 and 1964, in 

response to low prices and frosts in Parana. In .. ·Parana, coffee acreage 
.:- . --

in 1961 was 1,786,700 hectates. By 1965, 482,600 hectares had been 

taken out of the produ~tion of coffee; bringing the total area planted 
- $-" , 

to ~~:~r~duction of coffee to 1,304,100 hectares. While it must be 

remembered that the principal goal was to bring about a reduction in 

output. considerable improvement did take place with regard to the 

yield/acreage ratios. 

It is important to note that the diversification process has 

not come to an end. In 1966 the Brazilian government set up a plan in 
-

- a -fu1:'-t-he-r-attemp't- to cOTIt-ro-l-produetion. - -The re-su-lutiono-f- the- -Brazili-an- - -

Coffee Institute set into motion the adjustment of production to demand I 
... --",,,,o~,,,~,., .t"'~ ~ ""~' I"'" ~. ~" ~ 

with respect to the eradication of trees. Between 1966 and 1969 the 

intention has ~~en to take 330 million trees out of production in the 
/ 

state~f Parana. The expectation was that coffee output would be 

2 reduced by four and a half million bags. Coffee output for the period 

1966-70 would then be about 24 million bags yearly. Of the 475,000 

1 Grupo Ejecutivo de Racionalizacao de Cafeicu1tura. 

2 S. H. Valdes, "The Coffee Industry and Agricultural Diversifi-
cation", Revta Cafetera, XVII (1967), p. 42. 
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hectares released, 142,000 hectares would be used for pasture. The 

remaining land would be used for soya beans and other crops. With the 

government plan for eradication, there was a strong attraction for the 

production of other crops. Close to 200 million dollars was spent 

during the 1966-7 coffee year. This was used for credit provision, 

technical assistance, and for processing and storag;'facilities. l By 

1975 it is expected that the net reduction will be 335 million trees. 

It is further expected that by 1975, 300,000 acr.es of low-ti_~lding 

output areas would have been eliminated2 in Sao Paolo. The number of 

trees should have decr~ased by 220 million. While more trees will be 
- ~-...;;.-:-.. < 

plap.~t(~~r ~~re, the total output will still be less than previously. 

This can be seen in the table on the next page. One can see that by 

1975, production in millions of tons will have decreased from 889.2 to 

540 million tons. ~~ile the production index indicates that there will 

be an increase in production in the state of Sao Paolo, the total combined 

output will have decreased. While in 1965 coffee represented 17 per cent 

of tlie- region I s Quiput-,- by 1975 it --nas- been proj ecte-dthcit if will be as 

3 low as 12 per cent. It is hoped that by 1975 production will have been 

reduced to the point that it will be equal to demand. 4 

d 

-.... ~ 
,libid., p. 43. 

2Ibid ., p. 40. 

3Ibid . , p. 43. 

4The Food and Agricultural Organization projections for both 
coffee production and consumption tend to indicate that there could be 
surplus stocks of between 750,000 and one million tons for the 1975 
coffee year. If such were the case for successive years up to 1975, 
stocks could conceivably reach a level in excess of 100 million tons; 

(continued) 



TABLE 10 

POSSIBLE CHANGES IN THE PRODUCTION OF COFFEE 
IN THE STATE OF SAO PAULO TILL 1975 

90 

Existing Situation Reasonably Expected 
Title 

Coffee Area in millions 
of hectares 

Number of Coffee Trees 
(million) 

Yield in kilograms per 
hectare . 

Total production index 
- ~,.... ! 

Cos tA.f>-Iab or "'index 
-." .-: .' 

'". -
Cost of fertilizer index 

. 1965 by 1975 

700 400 .. 

700 450 

--.• --650--
- -1--J 200 

100 106 

100 200 

100 100 

POSSIBLE CHANGES IN THE PRODUCTION OF COFFEE 
IN THE STATE OF PARANA TILL 1975 

Title 

- Coffee Area --chectaresr 

Number of Coffee Trees 
(million) 

Yield in kilogr~s per 
hectare _}-; 

TotaY production in 
millions of tons 

Total production index 

Cost of labor index 

Cost of fertilizer index 

Source: Valdes, pp. 42-3. 

Existing Situation Reasonably Expected 
. 1965 by 1975 

935 600 

684 900 

889.2 540 

100 60.7 

100 170 

100 100 
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Whether or not these goals of 1) an even greater reduction in 

the area planted to coffee trees and 2)a further decrease in the total 

output of coffee will be realized will not be knmVI1 for some time. 

However~ what is really of importance at this stage of the 1962 Coffee 

Agreement is the fact that a positive attitude has been taken toward" 

the whole idea of diversification from coffee and into other products. 

The view that the 1962 Agreement is a freezing action (consideration 

• 1"" 
of the agreement in a static sense) is nCL ~()nger-""correct. _)t appears 

that the exponents of this view have tended to prejudge the situation. 

The fallacy of basing ?rie's argument on the performance of the Coffee 
_ --...J<""'".... ( 

Agr;~eht' ov~; a three or four year period, rather than over a ten or 

twelve year period, as has been done by many, has had the tendency to 

make one forget the possible built-in dynamics. TI1US the condemnation 

after only a few years' operation when little appeared to have been 

accomplished. 

When one goes further and considers the politics involved, one 

eanno-t- help but --come- t1Y tlre reatlzation"Enat- -quTCiC restins· cann-6t De 

expected from such an agreement. It is no easy task to get so many 

countries to agree on such a proposition when the effects are going to 

., . 

an -ail'iol,lnt wh"ich could put considerable strain on the Agreement. These 
projections, however, are based on the productive capacity of the area 
planted to coffee in the middle 1960's. For our purposes, such pro
jections cannot be considered realistic in light of the developments 
which have just been outlined. 

lWhile commodity agreements in the past have been considered as 
holding actions and noted for not bringing about changes in the sources 
of supply, it cannot be deduced that the emergence of more commodity 
agreements will necessarily lead to more resource misallocation. 



92 

be felt on the economies of only some of" the members. Naturally, a 

country that will be affected will be wary of the decisions of others. 

To get them to initiate speedy action on such an issue is even more 

difficult. To believe that such is possible can only be the result of 

weak reasoning or a total lack of contact with reality. 

'" Even when it is finally "agreed that Brazil has a p0sitive 

coffee policy, the argument is still advanced that there is a lack of 
"" 

enough money for the diversification process. NAturally, when discussing 
';;- . . -

plans for diversification, one must be able to guarantee that enough 

foreign exchange and dC?mestic resources will be forthcoming to allow the 
- ~"""- ~ 

con~~ti~rit di'versification to be effective. Yet, the "Agreement has 

provided for this as well. First, under the Coffee Agreement, foreign 

exchange receipts have increased - rising from about 1,800 million 

dollars in 1962 to 2,400 million dollars by 1964, a level which has been 

"maintained since then. l Second, the Agreement made provisions in 1968 

fo~ a Coffee Diversification Fund. The resources for this fund are to 

come -f:eom--two -source-s ,-a levy- 0f- 69- -cents -peT bag{)n -al-l- coff-eeexport-e-d 

under the agreement and a share of the proceeds on all coffee exports in 

excess of the quotas on which formal waivers are allowed. Estimates 

2 
indicate that tHe fund should collect 300 million dollars annually - an 

J~:-; 

amount which" could have considerable impact in promoting diversification. 

While there have been doubts as to the effectiveness of the 

1 Musgrove and Grunwald, p. 316. 
') 

"'Ibid., p. 318 
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fund~l it is mostly because of a failure to note that Brazil is the 

largest exporter under th: Agreement as well as the country most noted 

for having excess stocks. As such, the claim that the distribution of 

funds represents a mqjor problem is not really valid. 

It is well known that the long-run objective of the less-

developed countries is the growth of their economies. As 'previously 

argued, a diversification of production would make these countries less 

dependent on a few primary commodities for, their"'export eamJngs and less 

dependent on imports for their basic needs. But, of course, it has also 

been argued that the a9i1ity to shift resources from coffee and into --. .,;-....... , 
,;..~: ... :-

othyrproducts depends on the capability of the less-developed countries 

to both maintain and increase their fore,ign exchange earnings through 

trade and aid. It has been shown that not too much reliability can be 

put on aid flows as a means of increasing the inflow of monetary 

resources. The emphasis, therefore, appears to be on the trade side. 

As mentioned, the agricultural sector in these countries bulks 
- - --- --- - -- -- ---

. large -in the-economy. The foreign exchange gained from the export of 

coffee represents a large proportion of the total foreign exchange 

receipts for the co~fee-exporting countries. Some examples are given 

in the table o~.'; the next page. As such, it must be realized that the 

'co~odit/'p~oblem' of the coffee-growing countries is not something 

that can be separated from the 'development problem'. Because of the 

lThe skepticism rests on the fact that only 20 per cent of the 
funds collected will be without geographical restrictions. The other 
80 per cent of the levy must be spent in the country supplying the funds. 
The proposed weakness of the system of payments is based on the idea that 
the proceeds are distributed in proportion to exports rather than to 
excess capacity. 



Brazil 

Ivory·Coast 

Angola 

Uganda 

Ethiopia 

Burundi 

_ ... "..-:;;. 

TABLE 11 

RELYING ON COFFEE 

Value of Coffee Exports 
in 1969 

(in millions of dollars) 

, 
, 

846 

344 

150 

115 

89 

68 

10 

Coffee as a Percentage 
of Total Expqrts 

- in 1969 --

42 

67 

34 

48 

·52 

- ~4-

51 

80 

94 

Source: "Coffee Under Control", Economist, 236 (August 15, 1970), p. 50. 
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structures of the economies to which we are referring, development will 

have to take place as a result of a successful commodity policy. The 

emphasis, therefore, should be on the commodity problem; the most 

important aspect bei.ng that of structural adjustment. It has been shown 

that diversification and structural adjustment are not going to take 

place as a result of the interplay of free-market forces.~.Since the 

agricultural export sector is still the major provider of foreign 

earnings in the less-developed countries, commodJ ty agreements \l.re one 

way o£ upholding these foreign exchange proceeds and to allow this 

diversification from coffee to take place. The abandonment of the 1962 

Coff~~~gree~ent will serve no purpose at all if economic development 
; . 

is the goal in these developing countries. 

The main objective of commodity agreements in general should be 

looked upon as an orderly method through which patterns of production 

and trade can best be adjust~d to the requirements of world demand -----'" 
over time. 1 While properly designed commodity agreements are a good 

way -0£- bringing-about -the- needed st-ructuraJ- ad3-ustm€mts -in- developing-

countries, they cannot be considered successful unless they are able 

to bring world production and consumption into balance. Natu~_this 

is not a matter for international agreements alone. Rather there has to 
:; " ....... ---.,..,.... • .>. .... -.... - .. .,..,...~-~. - ...... "' ........ ~. 

be--~'<C_19se. co-ordination between international agreements and national 

policy as has been exemplified by Brazil in the Coffee Agreement. 

Based on the evidence presented on diversification in Brazil 

lA sub-optimal resource use might have to be accepted for the 
present in order to permit the economies of these low-income countries 
to diversify and achieve a more satisfactory growth rate. 

i 

i 
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it appears that the 1962 Coffee Agreement will eventually be considered 

successful. The Agreement coul~ go a long way in stimulating economic 

growth in the coffee-producing countries, not only by providing a 

secure base £.ox Iheixtr4de but also in allowing them to diversify from 

coffee and to transform their economies over a longer period of time. 

While it must be remembered that there will continue to be some resource 

costs in this scheme, 1 these will be small. If econ0ll!i£"",(le,~ment --.-> .. "-.~.<- .... ---~ - ." .-,-~. 

is the world's goal for the coffee-producing countries and--a- diversifi-

cation of their output is considered desirable, then in the name of 

developm~~t. these res~urce costs should be forgotten and the Coffee 
- +. .... .... 

Agr.e<m~;t retained. 

_'" ·or:,..: 

l\Vhile resource misallocation immediately comes to mind, this 
has already been dealt with. Rather what is being considered is effects 
on individual countries. As such, while there will continue to be some 
effect on the balance of payments of the consuming countries, the import 
of coffee by most of these countries represent only a small fraction of 
all commodity imports. Also it must be remembered that the subsequent 
increased imports from the develOPed countTies would be an offsetting 
force. 
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