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AIlSTRACT 

HI\lorIcal eVldenœ ha, "hl1wn thal IIKrl'a~e~ III coIte\.' pnn'", Illoug.h gClll'rallll!! 
a short tenn gaIn ln expon earnIng~ for producer" .11"0 kali tll 1I1trl'.\\t'd l'i.:: III Il!:! " 01 the ullkl' 
crop TIll!. 10 turn kali" 10 live rprotluL'tli III ,Uld a ,UO"l'qUl'lll dlOp ln coll l'l' III lu'" Illl' 
estahh~hment 01 the Internall(lnal Collce A~'n'l'!l!l'lIl" \1/.1\ IIll',lIll III \1.lhlllll' 1111\ flll1lll,II1I11! 
hehavlOur 10 (olfl'e l'nec, 

nle purpo"e 011h1\ PdIX'\ 1\ III rre\elll an llVl'I.l11 ,lI1,lh \1" 01 (Illke pr lU'" III lll!kr 
10 poredlCt the luturc cour\C 01 pnce" umler Iwo lIrcUIll"lanl.l'\ hr'-I, \\ hen Ilh.' lI\ll'f11.1111 malllllln' 
market 1'> govclllcd hy thc mandale" 01 :hl~ IIlIernalloll.l! Collet' At'll'l'lIll'llh .Ult! ... eulI\dlv, \\ll\'tl 
the market opcrate~ under Irce market conJuwn, TIlt' pJ(x'r .11\1) .Ittt'Illph 10 dr .\W P;1l ,II ici" 
hetwccn the '-truL'ture Jntl mechalll"m" 01 the l1lar~l'h III l'Illll'l~ ,Hill "',1 "!lit' IU"1 p,ut 01 Ihl" 
paper provldes a haL'kgroulld "tully 01 Ihl' lIlarkeh 01 co Il el' ,Inti Il'.IIIlLlllt!lIlg ,1 dl"lll""1Il1l 01 tlll' 
'ommodJty cartch wllld~ have hcen ,,\gnctl !,) t1ate III l'loth m,ukl'h 1'.1 .. '\\0 proVille" ,1 h."lllrIl,11 
analY!.I" of pnœ!. In hoth market,-. fnl\owed hy an l'CIl'1ollletriL analy\l'" Il! Ihe dl'man\! lor collet' 
ln the largest cnn<;umll',g country ln the worht, the United SI,IIl'" 

RÉSUMf: 

L'éVIdence hl~lonque a démontré que de ... hau,,\C\ d.lJ1\ Je pm du Lalé. loul l'n 
généraunt un gam de court Icrme dan~ Ie~ rcvcllu~ t1'cxploltatlOn dl', producteur,. conduit 
également à une augmentatmn liu volume Lie pro<!uctHln CL'la prOVllytll' 1IIll' ... ur, ~rotluet Il 1\1 et une 
baisse subséquente du pnx du café L' étahl!,,'-eni\.-I'\ lit' l' ACLdHI InlCfl1.\llonal "ur Il' C .lIé u\ 1 (' ) 
sc voulait stahlhser ce comportclllcut IluCIU.lnt du r nx du nié 

L'ohJcctlf prInCIpal dl' ct:' lexte C"1 de pré\Cl1ter UIll' ,1Ilaly"': glohak dl''' priX du 
café dans l'opaque de plL'l!Jre l'évolutIOn luturc dl''' priX '-OU" dl'UX "lén.lno ... prClJll~rl'/lIent, 
lorsque le marché InternatIOnal du calé c"t gouv:.:rné par le" IllJ!1dah dl'l'A 1 (' l'I dl'UXI~lIIl'\IIent. 
lorsque le marché operc "ou ... le,> CO!1t!Jt\Ofl'- du rllarellé Iihll' Cc Il'Xle lenle :lu ....... de 1JIcttre en 
parall~le les structure" ct Je" mécam~ml"> le., marché., du lalé ct du thé 1 a pll'lIIll're p;u1le du 
texte t10nne un anlllère-plan dl''> marché" dl' calé ct du thé. Ii1cluan~ une dl\Cu ...... lon "UI le" carteh, 
cc type d'cntentc eXl!.tant dan ... lc" dl'UX m~ci:'~" étul1lé., 1.41 "CL<1I1lk paruc prc.,cntt: unc allaly'-c 
économétllquc de la demande dc calé aux Hah-UIlI .... Ic plm grand pay ... UH1.,()IIlIll.ltcur de Lalé 
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INTROOllCTION 

rctu~al hy Bralll hrouglll ,Ihput tlw hrt\I~UP (lI llll' Inll'rnJtlll!lJI CllllL'c A!'Il'l'llIl'nt III lulY, I\)~N. 

pnce'» hut lll"'leao Il.., ,,!larc III the world markcl dl'Lrea"'l'd Ifllm tlmly IX'rLclll tu t .... \·nt)'-lIw 

percent 

Br,1/11'" dcthroneI1lcnt hy Collllllhia (Ill tl'ml'" OllllUHllC t'afllcli) III 1')lJO .... ,I\ dut' 

to severai I:.lctUf" 1 A Irl'L'lc I!l 197), !ul!ul,I,cd h~ ,\ dr\\uglll ln I\lX" ,Ind Inll'lll,ll ~llVl'IIIIIICI1l 

nl1~I1lanagellll'nt III B rail 1. ha" hccn U llllllCrl'd hy aggrl''''''1 Yl' marlo.ellfll' Il't hnH(lll'''' 1 rt 1 fil ( '(lit Imhl.I, 

Icadmg the IIltcrnallonal C"llce .·xportcr ... · h'dl'rallon 10 rrctllet IliJt Il1ll'rn,lllOl1al hU)t'r\ 1,1,'111 du 

more hu..,mc\.., 1,1,'1111 C\lllllllhl:l and \ltl1cr ulunlne.., II~e Kcnya (;I\l'n \Ill' "l.l~n,lllI1g wmlll dl'III,tIIt! 

and a collap ... c III L'Dlke pnll'.., wIlrldwltk'. t'OIOlllhl" ha.., dllnc l'xtr.lordlll.lnly wdl !"x'l:lU\l' III Ihe 

quahty 01 Ih he~m, and hecau..,c \)1 Ihe rl'hJhlllly 01 Ih \upply Addl'd to thl'\e l'!cllll'nl\ 1\ the 

growmg prdefenCl' lOf Ihe 11lIItkr t'ololllhian hknd.." :1\ rl'portcd hy ('on"'uIl1t'f Repor" 111 11\ 

January l'NI "' ... UC. TIlC magallnc ranh'lI t'Wcnty-llIl1L' giDU1HI lIlllL'e ... ..,,,ltlln Ille US hy Ilavour 

and aroma and lound th"t Ihe top li vc u ... cd Ct dOfllhl.lIl he,lll' 

TIlt: oblcctlVC 01 thl" parer 1.., tn pre ... t:nt an oYl'rall anal)'\I\ 01 Ilw hehaYlour 01 

coffee pnce' under tl,l,() ClrCuIII'tance... hr\(, ""hen thl' markel operalt'\ under lm: markel 

condnlons antl ..,econtlly, whcn Il 1.., rcguiatcli h] the mandate.., 01 the International ('ollee 

lIn 1990, Colomhla carned $1 4 hlilton US lrom the \alc 01 11, l) 1I11111On ()() kg (11,2 Ih ) hag ... 01 

coffec, as compared to B rail l' ., $1 ) hllhon US IrOlll the ... ale 01 1 () l) IlUlllOn hag., 
SOlllCC: The Ottawa Cltl1Cn, June 2, 1991, B5 
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Agreement... Pa ... t ... 'u(lIe ... ha VI.! \hown Ihal wht.'n Ihl'rc 1\ a large Incrt~"e In coffce prlcc .... II Icad ... 

10 Incn:a\l'd aueagc of the ulflœ plant whllc gCfll'r..lUng ... hort-Ierm carmng ... for produccr ... 

lnuc'N.:d alrC<i!!e, ln lurn. k .. uh ln oyerprmjUlI.pn and an oYèrall decn:a,>e In produu.:r pnce ... 

nll ... lyLllLal twhaviOur III LOt/CC pnll:'> .... ooe 01 ttH.' clement ... ollhc LOtlee Ol.ukel !lIaI Ih, ... papcr 

Invc ... llg..lIC ... In ortler hl a. ...... e ...... Ihe elfcllivefle" ... III Ihe IntcfIldtlOnJI ('nlfee Agreemt'nt .... and. to 

he ahle to pre(IKllhe luturc trend nI world lottee pnu:... t\noiller que ... tlllO 01 Jntere ... t 1 ... the cftCrt 

on colke pme ... 01 tht" lhangIn!! prch:rcm.e lor Mlld Arahlca. .... whllh It ... cll Inlphl''' a ... llIft JO !he 

e ... tahh .. hcd lllcrardly (lI Lotlt'e plOduccr... 'nlu". whcrca ... pa ... t ... lUlhl· ... have typllally (onccntratcd 

on a parlllul,lf lllulltry la'l' ur hJve dt'JIt cxdu'lwly '>'-Itl! 11Illy 11llC a ... pt:LI III Ihe collee markel, 

Hm paper 101lJ.,. ... at a l ro ...... -'eLllon 01 prodUlCf' ,>,-hlLll InLludc hotll tradltIonal rllmt'r, J, wcll a ... 

nl'WLOlIler ... 10 Ihl' markel TIll' "'Iudy al ... 1' allclllpl ... to dra,>,- paralld, JIllI lOlllra,>l ... helwecn thc 

MruUure and Illt'lhalll'm, 01 the marJ.,.cl ... of coffre and tea. In nnkr tp a'ccrtJIn Ihe degrce of 

IIltt'r-relaIHlIl,llIp hl·twecn the Iwo colllmndHy market, Hi<,lofllal pm.c movemcnh III hoth 

markeh art' exarnmed. and. U'lllg ClOnllInetnc anaIY'I' we Jllt' rn pl 10 I\olate !he lactof', Ihat 

dclefllllne 11ll' lkllland for \..ottee ln the Unlled St ale, -- Ihe large'l lon,umlllg country III the 

world 11IlJ:-', Ille data LOver the coulltne\ 01 Branl. C\lIomtlla. Kenya, Umtcd St ale", Incha and 

Sn l.anka lrom the year ... 01 Il)()() t() Il)Xl) 

('ollowlng the IIltrOlluclJon. chapt cr one trace, the ... tructure of the colTee mdu"'lry 

lrom the agncuItural 'Iage 10 the pOIllt where 11 appcar ... for lIldlviduai wl1!-.umptlOll The chapter 

dl"cnhc:-. Ihe l'pl fLoc pl,ml, dl'lU"'C" the dltlcrent type, 01 col ke Iralkd and produced. explores 

Ihe nalure \)1 producllon. and olli:r, a hncf lIl· ... CflpllOll of Ihe lIlternatIOnal coffee marJ..et. 

Chapler Iwo re VII'W"; Ihe tll~tllncal devl·l(lplIlcnt~. from the 192(~, !hat led 10 the 

I1rsl IIllcrnaIJoI1JI cnltel' agrt'L'lIll'nt, ,lI1d provldc:-. an a!-"l' ... ..;ment 01 the pnnclp~l tl'chmcal aspect!'. 

ot the fhrre !-.lIh~equl'nt Inlefll..t(lllllai agreement..; 

Chaplt'r:-. thrl'e ~\I1d lour lollow the !-.ame pattern as chapters one and two In œahng 



Wlth th~ t~a IOdu,try ln that th~,e ch..lpt~r, lh~cu~, the agncultural ..l'Pl·ct of the marJ...l·(. provllk 

a hl,tory of the lea agfl'ctnenl\ .. md appral ... l· n'Lent changl'" III (hl' II\ll·n\..l1 Il 1Il.l1 Il·..l marll.l·t 

l'h~\pll'r IIH' rl'VIL'W'" ..l ,decllol1 \)1 the l..lrgc Iller,lllIn' llL',lllng wllh IhL' '''Il 

market~ The ... tullle\ are Ilrg..lllllcd hy "IIllII..lfltlL· ... 111 "Iudy de'lgn ,ml! ,lfC l'plkctcd IrOlll dcwn 

malor Journat... 

Chapter "Il( l''..ln anaIY'I' III tlll' IWlllll..lJJ...el\ U\lIlg dJta IfIlm the fX'rJod \11 1l)()O 

ln 19XY The charlcr provIlle ... a tahk 01 the varuhlL", U'I'(\ a.' rekvanl IIldll Jlor". tllgetlll'f ~ 1111 

a ~leclJ()n 01 gmptl\ to aH.! 111 Ihe 111~cu""'l()n 01 prll':c, and CXptll1 Pl'rlllrlllanu' III thl' l'Il li III fil" 

umier ... tully 

ChaptL'r ,even allcmpt, IOlklermlllt' a Illl'aninglui rclallPn ... hlp .U1hHIg Ill\' V,UI.lhll·" 

that go"ern Ùlt' col l'cc market u ... lng ..l tlw- ... tage emplIlL,t1 prolc"'. "hldl IpoJ... .... It ri\(: IhllL'relll 

fu<.:tor\ Ihal alfect Ihe ljuantIty 01 wllcL' lI11purted IIlto Ihe U\lIll'd 'IJll·... 1l11' dl.lpler ,l(ldn· ... "I·" 

~uch que\tlon ... a" "hall" the clteet 1)1 Ihc cxport v\JlulIle" 01 llllkc 011 the ,IVl·I.lgC pllLl'" 01 

collee ... ohi on the IIltematlllllal markel. and. how dol' ... !he lour llIaln type" 01 101Il'c alkLl Ihl' 

value 01 Ihe total IlllpOr1 of <.:ollee 11111) Ihe US 
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CHAPTER 1 

('olll'l', known by the Arahlc narne 'qahwah' ,l' .. a unnk hehevcd ln have t'lccn fif' .. l 

lIlauguralcd 1111" sun lIly\lll un le ... 1(1 replace Ille IrJlIillonal \l.IllC that wa\ drunk dunng rehglllU~ 

te ... llval... ()nglf1,llly, qalm.ih' w .. " ,1 P0l'IH: nalllL' !(,r \l.lnL' hut tU\I..trd ... the end 01 the 1I1lt1eenth 

centur), .... hcll YCllll'1l ... tarll'lI lb COlll'l' pwductl<ln, 'qJ.hwah' \l,a~ trJn\ll'rred to llIcan a dnnk 

made lrom the hernl'''' 01 Ihe loI/CC tree Iknvlllg Ih fllol:.. lrom Ihe Arahlc 'qahwah' and Ihe 

Turkl\h 'k..thwch', 11 hecallle 'cale' 111 hel1! h, '\...allee' 10 (;aolJn and 'collcc' In rnglI ... h, 

TIll' 'Collca ArahlcJ' "'peue ... 1 ... h.'lJcvcd to havc !)C\:n the I1r"lt 10 he cuillvatcu, 

In "7" AI) , III Ihe ArdhIaI1 colony III Harrar, ln Hlullpla, and hy IhL end 01 the lïttecnlh century 

hall \pread 10 Ihl' Ic ... 1 01 Ihe hl..tlllll \l.orld TIll' raplll gnmth \)1 the liN collcc plantatIOns wa. ... 

al\o a:,,\oll..llcd wlIh thc hl'glll/llng 01 a Il'ahlu ... ly guankd tr .Ille, \I;lllch Illl' ArJhlall~ t!ollunalcu for 

!Ill' next huntln'lI ycar\ or \0 VhIt()f\ \l,L're prohlhItcd 1 fil III planlatlOn ... alll1 the herne ... from the 

colkc tree \l.l·rc not dlhmcll out 01 Ihe counlry WIIhou( lir<.,l heIng \tccped ln hoJltng watcr to 

de,lroy thelr power 01 gcrnllll..llion 11len 111 1 () 1 0, tllL' tir\1 coltee Ircc wa~ hmughl to r.urope 

ny J)utch merL'hanh, ,lI1d hy fhc end III Ihl' Cl'nlury, Ihe \)utch b"l \rlllla Company had already 

~L'I up pl • .UltaIHltl\ III 11ll' LOIOllll'\ 01 Ccyloll. Java and BJIJ, and cl\cwhere 111e rrench lollowed 

III 1714 hv "'l'ltlllg up planldtHH1'" Hl tlll'ir own CllltHlH.·.., \l,llllc Bralll acqUlfcllll"t lir1.t coffec trCL' 

III 1727, ..lnd li llft'C pfllt!UlIll 1/1 "'01111 'lXl',ld to (lt11er parl"t 01 South America 'nlL' Bnl1\h Ihough 

Wt're lall'l'IlIllCf\, thl'~ lx'g.1n lultlvallOllln JamalL'a 111 17~() and laler cxpam1cd 10 Inula tn 1840, 

wlll'fl' they Il,ld, 1111 thell, L:lllllentratcli on tca 1 ln Ihl' 1l111ldlc of the mneteellth ccntury, a Icaf 

1 1 



rusl dJoiiCaSC Jl1 ASJa vlrtually dCClmatcd pmductlOll Ml thal hy U1C cnd nt the Cl'nlury, Bralll hall 

acqUlrcd a <,uprcmacy ln world collcc produCllll1l 

By the tlllle ur thc e<,lahh~hlllenl or Ihe coffee plantJIHlfl'" III tlll' ()lIlch. hl'ncll 

and Bnll..,h colome,> 01 the clghlcenlh and nll1deenlh ccnlune~. cntlec dnn:,lIlg Il.ld hL'COllll' a way 

of IIfe and an Inlegral part of FlIwpcan c!ll!ure Tuday. III more thall nO counlrll·"'. Iylllg III a hdt 

hClwccn Ihe Troplc of Cancer and thc Tmplc 01 Capncorn ((hal t'lIlhrarl'''' Ihl' AlIll'fll.l..,. ~prl':.ll\ 

thr()u~h the Islands of tilC Canhhcan. the ha. ... t ImIte". Ihe Pan lic !',Iamb and ,Ift'a" 01 Alnra ami 

Arahla), colfcc growmg provldc~ a ltvmg tor approxlInatcly 25 Bulhon pCllpll' 1 

111ere arc Icw developlllg countne ... III Ihc world loday Ihal dl' nol gfl'w collcl' 

What 1<.; espcclally "'Igmlkan! ahoul IIm partJrular agncultural plOdULI 1" Ihal OVl'f HO';', (lI the 

dcpcnd prccanou ... ly (ln Ihe lorelgn eXlhange earlllng'" gCllcra'l'd hy Ihl" produCI \ IIl,wevl'r, the 

coftce productllln III the la,,1 kw decade~ ha ... heell olle 01 recumng cycle" 01 nver-productlOn and 

undcr-productl/)n, nelthl.'r of WhKh l~ conduclVc io ~Iahle "'OllO-CCOIlOIlIIC growth 

TIll'> chaptcr trace.., thc ',Iructure of the clli tee lI1dll~try from Ihe agncullural "Iage 

ln two of the largest colfee-growlng area"'lIflhe world. n:tllldy part~ of Alfll,l and Lallll America. 

10 lhe pOint whcn Il appear ... for lIllilvldual con..,uIlIptHln 111 thc large ... ' IInport1l1g country \Il the 

world, the Umted State!> of Amenca 

The ~IX !>ectlOns of !lm chapter oeglll wlth SccllOn 1 1 wlllch contalll'" a onel 

descnptlOn of the coffee plant Section 1.2 deals wlth the dllfercnt Iypes of collee produced and 

ZIhid., p.46 

JIn Colombm, the raUo 01" cxport earmng~ for coffcc to lotal cxport earmogs ln 19H" wa.<.; 50%. 10 
Bral)), the rallo was only 9% ln )9g5, whde Kenya's rallo wa<; 28'.*J. Source: Wdrld Bank Data 
Tables, 1989-1990 Edition. 
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de ... wptIOn of the coffee plant. SectIon 1 2 (kal ... Wlth the dIfferent types of coffee produced and 

tralled, whlk SectIOn 1 1, dcscnhc'l the nalure of prollucllon. SectIOns 1.4 and 1.5 follow the path 

01 the collee tn market\ ln the produclllg e(}Untrll'~ and ahroad, re~pccuvely. The final stage in 

SeclH,n 1 fi outlmc ... the Intefrncdlate market, wherc the coffce l'; houghl, narnely, the mternatIOnal 

nl..tfket In the Urutcd Slale~ Appcmhx 1.1 1\ a lhagrammJtlc representatlOn of how the coffee 

lIlove~ lrom flIC produœr~ to the con ... umcrs, ID hoth the producmg and Imporung eounmes. 

SECTION 1.1: The t'orree PianI 

TIle conce trcc IS an cvcrgrecn shruh wluch can grow 111 tropl.:al and ~ub-troplcal 

lands, III wHlcly dlfknng ~OIls, altitudes, cllmates and wlth vanous amounts of ramfall. Thcse 

dMerent enVlfllOfl1ents produœ the distInctIve charactemtlcs of the vanety of coffee beans that 

arc sold to conl\umers 

Depcmhng on Ole SpcCIC, eoffee trces grow in thc hlghlands at elevatIons of 2,000 

to 5,{)()() leet or 10 low hot country at 2,000 fcct down to sea levcl.4 Coffcc IS a perennial crop 

that reaches ils IIrst harvc'it III thrce 10 four years after planlIng, Wlth merea..\ing ylcld 10 the tif th 

and sixth year.... Becau ... e of Ihls lag In productIOn, ~upply In the !lhon fUn cannot hc adJusted 10 

dClllant! Hl the ca~e of CIOj) tallure, leadmg to volalllJly III pnccs Between Ils ~evcnth and tcnth 

ycars the collee plant rcache~ peak producllon. Thl~ kvel of output IS mUlIllamed up to thc 

lïltcenlh year al'ter pl anl IIlg , alll'r whlCh yldds start to declllle. Howcvcr, wllh good management, 

Ihe drop 111 prollucl1on IS not rapHJ amI UlC trce has an cconOlllle lire of up to fi ft Y years. Where 

management 01 coffœ holdlllg~ 1" pOof, lIces have 10 hc rcplaccd after Iwenty to thlfty years.5 

nIe roflee pianI tlself I~ lughly susceptlhle 10 lcaf ruSI <.hsea~ and frost. wtllch causes tluctuating 

4For lIclalls see Wld.i/er, 194\ rh.2 

''''or llclalls on tn'e managemcnt, sec SlIlgh, 1977, ch. 2. 
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supplies. affccung, espcclally ln the cas~ 01 BrulII, the worlu 11lark~t pnee 

No t\\-o bcans arc tht: ,amt:, CVI'Il wlll!n plckcll lrom the "allll' hrunch I<actors 

such as dlffcrencc .. In trCl' ~Pl·C1t:'i. t:l1vmmllll'ntal ConllJllllll.". dlllcrtng agncullural practlC~~. hl'an 

but stockpllcJ colrt:e Jctcnoralc\ ln ta\tc ... 0 11 IS vlltually ullmuhll' atter thrcl' yl'ar~ 1l1l' only 

exception." to thl, detenorJlJOn ,ln: Ihe Venauclan and ('ololllhlan cot/l·e .... Whldl, hl'LaU\l' thcy 

rctam thelr tasle, arc at a preffilUm whcn ..\gcd Agel! col t'cc IS. hllwewr. not COlll1ll01l III the 

world market and most Venc7uclan and ColomhlUn cotICes arc ~otd helon: the lIl'~lgllatl'd three 

years. 

SECTION 1 2' Type, Of Coffee 

TIIC rour mam "'pccle~ of coffre -- Arahlca. R\)hu~la (a native 01 Ihe Congo). 

Libenca (tndlgenous to Llhcna), and Excclsa -- dllfl'r not ont y ln appcaranœ ami place of growth 

but mosl slgruficantly 10 navour 01 the~c four, only Arahlca and Rohu'lta Will he cOllMllcrclt 

hcre. slflec thcy arc the only two of el:OnOffill': Importance.1l 

The ArabIca [ree produccs the beM quahty bcans and 1'\ the mo~l wldcly grown 

speelC, rcpresenung about three-quarter~ of world-wlde collee productIon Arahlca., arc u~ual1y 

propagatcd by sccd and rC4~"rc lower lemperalurcs. and are Ihu .... grown al l\lghcr al\llutle.. In 

Afriea. they can he round ln EthlOpta and Kenya. wlllie 111 l,al1l1 Amenca. the ArahKa grows 10 

&raL.i1, Colombla, Guatcmala and MexICo. SlIlce the frUIt or the colfcc trec npcn'" \cveral \Jrne~ 

In the year, the plckcrs of quallly coffee~, Itke the Arahlca .... rclurn III the ... ame Irce tHlle and agaHl 

to plck only thc npc chcrnes It 1.., e~lImated that the average yearly ylelli lor a 'Illgll' Iree I~ Iwo 

6Llbenca and Excelsa, both of whlch arc grown Ifl Western Alnea, accounl for lc.,,\ Ihan half of one 
percent of world productIOn and cxports. 
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pound~ of c1ear grecn hean .. 

A new and hlgh ylCldlOg Arahlca SpeCIC that was dcvelopcd at expenmental farms, 

and IOtroduccd on a commercial ha.\IS 10 1975. I~ the Caturra, wluch could prove to he an 

alternative ln Ihe eXlIcmdy uehcate Arahlca The Caturra has :1 lugher yleld man the lIaditional 

ArahlCa and can be cuillvated on land other than mountalll tughlands ln aèdluon, il oruy takes 

three year .. 10 reach frul! heanng matunty. The Caturra, however, has yet ta makc a major Impact 

on the International market. 

The Arahlca collees arc dlVIded mto Huee types: washed (or high-grown mlld) 

Arahlca'i, o!11er (or low-grown mlld) Arahlcas, and unwa:-.hed Arablcas.7 If the coffee chernes 

arc dnctl ami then depulpcd to free the coffee bean~, the coffee IS classlfied as unwashed. 

Unwashcd Arahlcas arc also known as Brallls sincc the llra71IIan crop consUtutes thts category. 

Trees that eventually produCt.~ unwa~hed Arabicas are grown WlthOUt shade at relatIvely low 

altlludes. 111elr coftœ has a neutraillavour lacklllg the desuable aroma and tlavour of the high 

allllUtJc, shadc-grown Arahlca If the chemes arc depulpcd immedIately and the heans tllen placed 

III water tn lacilitalc laler removal of mucilage, the coffee IS cali cd "washed". Smce the 

International CollCe Agreement m 1967, the washed coffees have been further subdlvlded into 

"Colom hi an Mlltb" and "OUler Mllds".K Mild coflCe~ vary 111 qlJahty among themselves Wlth 

Colomhlan Mlld~ commanthng prellllum pnees hecause of methods of production and processing. 

Coffee c()nnlllS~l'urs III general arc s:ud to prefer Arabica coffees for UtClr mlld Ilavour, and 

hecause thcy contalO 1c1>'i caffeine than Rohustas. 

Rohu\tas, a1> the name Imphcs, IS a hardy lIce less prone to disease and with a 

lugher ylcld than the Arahlcas. It can he grown 111 hot and hUffiid climates where Arabicas cannot 

7For ttctmls on Arahlca cofTee grattes ~cc Smgh, 1977, ch.2. 

sSl'C Chapter 2 lor lurthcr dctalls on thc ICA (InternatIonal Coffee Agreement). 
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grow, and reqUlfCs less cultlvaUol1 and ma1l1tcnanœ Thc Roousta SIX'CIC I~ t'üund mostly tu 

Afnca, In thc countn~s of Angola, Uganda and the Ivory ClIast lkcJu\C 01 Ils coar~cr Inlll, Il 

has less appcal for consumcrs and rclcllcs a lowcr pnre on 11ll' lIlarkl'l 

Howevcr, unlt"-e Arahlcl~, the Rohu~la cofll'c glVl'~ a hlglwl" yll'llt nI lIl~tant 

corree pcr pound of hcans Wherea~ Iradlll1mally, thc 'lat ncutrJI lu~ll' hall kt! III RohLJ~la\ "'-'mg 

uscd pnmanly as a Hllcr III chcapcr clItrl'C\, the ~1l'al1y IIlcrl'a~e III Cnn\lIl11pllOl1 ot 1\l\lant collet'\ 

tlUS helpcd in Improvmg Ihc p')~luon of Rl)husla~ 111 Ihe Worlll market hy creallllg alllltllonal 

demand, The nSlIlg Importance of Rllhu"ta." may 111 part explum the dechnc ot Ihe pncc prelUllIlI\ 

of Araolcu<; 

SECTION 1 1, The Nature or ProductIOn 

Therc arc Iwo major lt1slttuuonal fOfms of organllullon III the prodllclton ot 

coffee; namcly, the '\mall-seule tndepcndently-owned produclI1g unll~. and the large---cule 

plantations, 

In Latm Amenca, thc largest ot thc col ree farll1~ are opcrated on a commen':lal 

basis wUh many of thelr owners he mg ahsentce lamllonj<; 111e l'arm\ arc u\ually run under 

adm1l11slfutors who are mamly salarled. Ihough thcy gellcrally reCl'IVC a ~lIlall OOIlU'i thal 1\ oa. .. cd 

on crop reeclpts or prolïts, On mesc c~tatcs wlU\.:h Cllvcr larg~ tract~ 01 land. thl' pcrccntage (lI 

total land given 10 coffec produ(,'uon 1'1 generally Ic~~ Ihan on the \mall-hollllllg'i -- tor the lurger 

the farm. thc more vam'd the sOli" and greater the proportion 01 land un\ullahle for collee TIle 

smallcr holdlllgs are worked hy pca\anl propnctor\ and lhelr lalmlte'i. wllh ~()me hlrcd lallour 

employed. For thcse farms. coffee I~ vtrtually thClf only ca~h lfClP ·nllt~. cotice provllk~ over 

50% of cash rcccipts on the large faJclJ(lü~. and wcll oYer XO'/;) on the ~mallcr plantations 

In Afnea. thc core of the IIIdustry c()n~l\t'i ot a fcw lal gc commercial e\tate~, wllh 
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the hulk hcmg forrned of .,mall Indepcndent small-scale producers. The large commercial 

entcrpme'i arc opcrated ln a .,Imllar manner to those m LaUn Amenca. whlle the small holdIngs 

arc clthef organllcd hy landowners Of .,hare-cropper'i 

The ~rnall cotice farm~ owe thClf ~ucces~ to the fact that corfee IS not a capita.-

mten.,lve product 'nlC 'capital InveMcd' usually takes the forms of (1) accumulatIon of seeds, (2) 

the care of the cotIce plant a~ Il grow!o. and consequently, becomes more valuable. and (3) 

dralmng, lerracmg. and Icvelhng of land, ail of WhlCh can he rcadlly generaled by the peasant-

l'armer. l'urlhermorc, ln mo.,t Afncan and !lome Laun Amencan countnes (In partJcular, 

('olomhla), the addillOnal expcnM! of finance for research, transportation, and port facIllt1es IS 

made aVUllahle to the larmer at no addltlOnal co st hy the state.9 

SECTION 1.4: ('ommg tn Market 

ln hoth I.alm Amcnca and Africa, diffcrent systems of marketing exist by which 

Ihe coUee rcaches the consumlng centres of the world. Followmg the formation of the 

InternatIOnal Coffee Agreement In 19fi7 and Ils consequent amendments, slale intervention In the 

coffee market has mcreased ln varylng degrces In dllferent countnes. It IS the role of the state 

10 sec that decl~lOns made at the II1tl'rnatlOnal meetIngs arc adhered to. Broadly speakmg, tllere 

arc thrcc types of govcrnmcl1l coffee-marketIng agcncIes. They are the marketing board, the 

Cals,c de StahlhsatIon, and qua..,I-governmcntal coffec produccrs' assocIations or Instltutes. JO 

The marketIng hoard IS commonly found In Bnosh ex-colom al countries Iike 

Uganliu and Kenya Il 1'\ the Icgal responslhlhty of the boards 10 purchasc the whole of the coffee 

'Ihl[ furthcr Inti.lmlatlOn on the stfllcture of coffee farms III vanous African and Latin Amencan 
countnes. sec Rowc, 1963, ch.5. 

llWngley, II)X~, p.55 1. 
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crop, whlch they then ... cll on the world market at the ongOing pnœ ln "mue (Ountfll''', thl'fC ~m~ 

mtenncdlatc trader, who bu~ from 'he l'armer and then "ell tn the m,lfkctlllg ho.lJll~ TIle ,UHount 

that the colfee grower ... recclve I~ deternllned hy the hoard ... amI 1" olten 3 Ii,cd prtl'C thal prevalls 

throughoul the l'rop year TIle prop'-Irtlon Ilf l'XP'-lrt fl'VI..'IlUt." rl..'tuflll'd to ~J\lWl'r ... ~\ho V,lne~ hom 

country to country. In Kenya, Ihcrc l' prc ... ,ure 1" fl'turn Ihe maXlIlIlIllI amoLInl 10 Ihl' growcr. 

whlle III Uganlla, rctum" are u ... IlIIle a, 14'1t Il 

The C:.II,se de Stahlll.;;alton IS Illund ln counlnL" wllh Ira<.1I1101131 hencll 

connectIons, as III the Ivory Coa"l. Unlth' the markeung hoard~. the cal!-\C'\ do Ilot purcha~e the 

coffee thelmelvcs TIley nr~t ,ct 3 pnec wlllch llcen'ed trader ... ,lI1d (o-operallve,. who colkcl 

the coffee on 3 cornml~'I()n h.l'I'\, mu ... , pay Ihe çolkl·-grower... "nie Lollec 1'" l!l('n ~(\Id hy the 

pnvate buyers. wlth the dlffcrcnce hetwccn the grower,' pnœ anllthe l'Xport pnn' gmng to \Ill' 

agenclcs. Theorel1cally. tJlI~ dllference coul<.1 t'lIl1cr he 3 prolit Of a 10 ....... hut III rl'allly Ihe puce 

set hy the cat~ses arc cOolsH.lcrahly Ie~s than the world markCI PflCl' 

The qU3sl-governmenlal agenclc ... arc Iyplcal ollhe 1 atlll Amenc<ln counlne.., J'or 

examplc, note the me (In~tltuto Bra. ... Jlelro do Cale) ln Bralll and the l'Ne (l'ederacah!) III 

Colombla. Though thc~c agenclc'\ vary ln thelr lIl ... tJlutlonal dcahng ... wlth the col lee grower ... , they 

ail have certam \Iffillar fcaturcs TImlUgh the manipulatIon of hUylOg pflLC'" and laxe ... , they 

vlftually control the enl1œ colfee cnmmup·l1e.., (JI Ihclf re"'pl'CIIVC (Ountfll·... '111I.:y nol only 

cstahlish the l1ummum guarantcc priee palllll) growef'" and ddinl' dOllle'lIc (khvt.:ry rcqulrclllcnh. 

hUI also play a vigorous role ln e~lahll.,l\lng 1II111111l1l1ll expor! priee.., Il. ('olomhJa, Ihe J'NC al..,o 

owns and manages ~tllpplllg and pron,..,.,lIlg lacllItw'o Ikcall<.,C or the lorelgn revenue ... gU'K.'ratcd 

by (hls pf<xlucc, fL'lnvc:-.tmcnt III the Infra ... truclure III Ihe Lolke mdu ... try 1 ... very heavy 10 Bralll 

and Colombm, the two large,t coffee-exportmg counlIlC ... 01 the wmlt! 

llIbid., p.552. 
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SHîlON 1 ~ Coffee Predommanlly for Export 

TIlC enactmenl hy Hf/tam of the Tea Act m 1773, WhlCh subsequently led to the 

Bo.,ton Tea Party, wa.., the hegmmng of the 'love alfau' between coffce and ilS largest natIOnal 

LOn.,umer, Ihe Unued Slalc~ Whcn !.. .... i> 1:IU7cm of Bo.,!on hoarded BnlJ~h Shlp'i waItIng ln tlle 

harhour and lhrcw owrhoard ail lX Ica cargoc~ of the BnlJ~h Fa..,t Imlla, Il was coffee that W:lS 

thcn crowned 'K1I1g of the Breakla . .,1 Tahlc'. 

l11ercforc, 11 I~ .10 .... urpme Ihal Ncw York 15 the world's dommant coffec market 

and the pncc quotatlOn, 01 Ihe New York Coffee and Sugar Exchange are regarded as world 

market pncc~ 111e cxchangc 1I,df 1., dlvlded mto a '~pot' market and a 'fulures' market The 

wldc1y accepled coffce pncc~ arc tho .... e quoted on lile New York spot market, and al1 export 

quot;.., are ha~cd on thl'i pncc ln the 196H ICO (lnlernatlonal l'offce Orgam7atIOn) Agrcement, 

a scparate mdlcator pnee wa., set lor cach of UIC lour group~.12 Any adJustment of the quota 

ha~lt on rt'illlg or lal\Jng pncc~. l'i contïned to the group where the pncc changr occurred. Under 

the suhsequent Il)X:\ agreement however, change~ m quota arc on a pro rata hasls, thc quota for 

each group helllg Increa~ed hy an cqual pcrcentagc. 

Alter arnval from the producmg countnes, 1\pot coffee IS ~old whlle Iymg ln a 

warehouse, and IS Irulbl aillong Imp<\rters, hroken" Johhcrs and roa.'Iters. The tcrm~ of sale, 

IIlcludll1g re~pon'lhllJty t()( \Iorage and movement of the coffee, vary from onc International 

market tn another. 111e day-(()-day and month-IO-monlh pnee lluctuatlOns ohscrvcd on the spot 

market are pnmarlly cau~ed hy crop nulurcs, humpcr crop'i and dcchmng supply rather than any 

~upply re~tnctlon'i IIlI(Xl .... ed hy the produclOg countne~. 

Tradlllg on the futures market conmL, of contracung to buy or sell a specifie 

l~The four group~ are Cnlomomll Ml\ds, Olher MI\d~, Unwashcd Arabicas and Robustas as 
pcr the \9X, InternatIOnal Coffce Agrrcmcnt. 
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amount of a specllkd vanety of coffœ for dellvery at J Cl'rtam dal\.' ln tlll' tulme The C{ll\truct 

pnce IS amvcd at hy open hlddlllg or otlcnng. and \\Iull' Ihe ollllract "(X'l'Ilïl'~ dehwry. thl' 

tradIng lS normally a paper tran'actJon for Ihe ohlJgalhln 10 llcllvl'r ,Ir fl'l'l'IH' olhet hy anolha 

contract. 

The NcVY York market qUllll'~ Ih Prtll" ln lJ S l'l'ni, per pound Suhtral'l1un III 

tran!o.port co~ts 10 New York. wluch tncluûe m,ur ,mec. Cu\lIlI11 ... l'nU y ,1Ild ottll'r L1IJrgc,. lrulll Ihe 

New York ~pot pncc, glve~ thc t 0 h Url'c f)1l hoanl) pncc' III Ihe dllkrl'nl hrand" III co tI l'l' 

Thus thlS f 0 h pnce reeclvcd hy the exporter, lrom Ihe vanllU\ cotke pw{luung UHlntm'\ 1 ... " 

weighteJ averagc ovcr ttH: tour lI1..tlor vanetlC" 01 cot tCl' ,1\ llc'Ignatl'd hy the ICO ('ml ... ot 

transportatIon rangc lrom" 5 cent,> a poulllllrom the 1 :l11l1 AIIlCflranl'ol1lllfll· ... tll 'i.'i 'i ù'nh IfIlm 

Afnca 13 To cltmlll3tc !luctuatlon ... III pnee'. L1ue t.) d\JngL'\ III tl1l' valul' ul thl' liS dollar. pncc, 

arc dl~counted hy the U S. whole~ale pnee Indcx ( 1 q~2= 1 ()O) 

WhcJ'l .. on'Idenng puhlic quolalHln ... 1 ur Ihc Brall han and ( 'ol\llllolallcolfcc (l'lel'.,. 

Il must he home 111 mlIld thal Itlc ... e arc enllrc1y arllltllai nley are gril ...... pnll' .... Wllh dl ... wUIlI., 

to roasters not takcn mlo account AlmO\t ~11I (oltee tromthc ... c countnc', 1" ... ohl Ulull'r ({\lIlraLh 

to roastcrs In the con,>umlng cour:nes l1lc~c contralt\ cnlllle the roa,ler I() a rl'lund cqu.111O Ihe 

diffcrcncc hctwccn the priee aClually p:lIll am! the pme 01 certain prcdL'll'rrtllnl'l1 other vanelle,> 

of com,c III the N Y. market. In rcturn. thc flla"ter 1\ undt'r ohltgal JUIl ln pun.ha.,c a rcrtalll 

quantlly of coffec An example 01 th,'\ tonu 01 agreement 1 ... the Bra/lltun ulIllntLl ... 01 ,upply 

They grant me roastcr a refund l'quaI 10 Ihal figure aL/lIL'vel! hy "uhlraClJJ1g Ihe I('() Im!tcalor pme 

for unwashed Arahlcas on Ihc Jay of purcha\e lrom a ()()AO wCIghleli :.tVL'rage 01 the !CO pncc 

for Othcr Mtlds amI Rohu~ta,>. In alldllHln. Ihere al\o eXI,t ... a "l1l1eltty h() nu.., " . Ihe alT10unt 01 

whlch dcpcnds on I1lC pcn.:cmagc of Braj'Jl~ u,ed III the roa\ler', hlcnd Olten tndul1cd ln thl' 

IJSmgh. 1977. P 39. 
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.. honu~ 1<, a refund glven to roa.\ter ... who ~trc ... " thc country of onglll In thclr advcrusJog. In mis 

way, the contraLl\ Icducc the aLlual pm.c pwd hy the roa..,ters, not only ln Bra7l1 but also In 

Colornhla 

SHTION 1 () Interml'lhatL Purcha\C<; 

"Ille huyer., ln Ihe con\urnmg countne ... arc ellher brokers or roasters. It 'IS the 

roa!-.ter., who hlend and ma\t vafl()U~ type'i of green hcans, arnvlng at a coffee m()~t suUcd to the 

ta!-.tc!-. of C()n'iUIII~r., lhele ha.., heco a growUlg teodeney III recent years for roasters to mclude 

large am ou nt., 01 Rohu ... ta III thelr hlends, ... mce the law doe~ not ~peclfy that thcre be any 

ImhcalJon of the type!-. 01 colfee u ... ed III a cenam blcnd 11m ha..., the double cffect of kecpmg 

pnce~ down wtule mcrea.\lng the mal kel .,hare for Rohu \ta~ 

When the coffee Ie.lve., thc tndu~tnal roa~tcr, Il IS clthcr sold as whole ncans or 

grounll hy the manufacturer after roa~llIlg and 'vacuum packed' for sale. Through the use of 

vanou!-. blend technologIes, manulacturers dlfferentmte thelr products and thereby earve 

()lrg()poh~tlc IlJche~ wlthtn the market 

Soluhle, or In~tant, eolfec follows the same path as roastmg and hlendtng, exeept 

thal Il can then he eUher Ircc/c-llned or ~pray-dned. The nn~t mcthod IS the more suceessful way 

01 extractlllg the lIrlllkmg propenlcs lrom ground-roa\ted coffce but 1l IS more capllal-1Oten.'ilve 

whco rOlllparcll to thc latter. Flcc/e-drylng uscs the hc!>t quahty hcans 10 the cheuper range, 

brewlllg and then frecllng the hquor 11110 slahs, whlCh are latcr ground lOto partIcles. These 

partlck~ arc pa~~~'d through :.1 tunnel wllh a hJgh vacuum and a small amount of heat, the lee and 

watcr hcmg funher removed oy ~uhlJmatJ()n. so that Ihe partlc1es arc dry and ehunky. 

nIe more corn mon and cheaper method. spray-drymg, cvaporates the water from 

the Cllnccntratctl hquld. lcavmg only colfce powder or hollow ~phencal particles. Requmng high 
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heat, tlus proccss not unly changes thc charactcr of the ... nluhlc matenal hut al\o lk,tfll)''i tho~c 

colt"'utuents that glVl~ cotTee Its natural tlavouf TIlollgh the procedure lit mallng ",Iuhll' rollCl' 

IS more ~'apltal-lntcn"'ll1c th an more trat!ltlonal llIC1h\ld~, the u ... e 01 lowcr qllallly AfncJIl hcall!'l 

and the expaOlllng market lor m,tant cottœ ha' ma\k thl' a mghly "tank protlull tor the large 

coffce lirm!. 

Arter pn Icc"'\lIlg, the maloflty of thc collCt' 0I0VC\ thr\lugh wlloll'\.lll' allll fl'tall 

ouUets under the manufacturer· ... hrand laoch 10 hllU'l'hnllh A 'Ill.tll ponton t ... acqUired hy 

restaurant'" and hote!... An l'ven ~maller perccntage l' ,olll hl In\lIIulllln ... 

The ()ltgopolt~\lC naturc 01 the roI fee 1I111U\lry 1\ dear "'lIlù' Ihl' hllik ot the worl,1 

market for ground and ~,oluhle corlee 1 ... lIollllnalcd hy Iwo c()rpnrall' group .... Iml Ihl'If 

suhsililanes 1~ 'n\cy control. to a large extcnt. the tmnulactunng. lIIarl-etlIIg and lh,tllhutlllll 01 

coffec ln !he international ;narket nll~ tWll corporalc group ... art' (ieneral '·olld .... ml! Ne\tk 

AllIlIcntana, hoth of whlch urc maJor prouucer., III the Ull1tcd Stale!'> nlC !lunl laI !-'l· ... t producer 

IS Folgcr Coflee Company. a umt of Pmetor and (iamhlc TIlt"e IJrgl' LOrporatlOn\, wh\l\e 

roastcrs henef11 trom contraet!. Ilkc the Bra/tltan contract ... ot <"uppty. l'n,urc alkqu.lIl· ,upply alltl 

provldc a contmumg market for the produong countflL'~ 'nley owe thClf LOllllOucd <'Ul'Le ... , tn Ihl' 

ownershlp of recognlled hrand narne\ ant! to the crcLllon 01 harnl·r ... tu clllry whl( h lakc thl' 

followlllg form, market \.1ommanCl' lhrough prmluct lit Ill'rcntlallllll .\llli adwnl\tng. ami !if/Il 

control over markcung and dlstnhutwn 

14Streelen, 1970. p.76. 
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CHAPTER 2 

Bct{)fl.~ Uw InlernatlUnal Collee Agrcl'llIl'IlI, CI Illec Il,ld hl'en ,uhJl'ct 10 rl'lliITIng 

soanng pnees Thc InternatIOnal Collee Agrl'elllent grcw \lut 01 )'ear\ III dl'llhl'r,ltlon and .... ,1\ 

dcsIgncd 10 aduevc markel ~Iahlhty 

Scctlon 2 1 l' a conden,ed lmtory l'rom the \920, onwanl\ 01 Ihl' l'wn'" IL'adl ng 

up to. In 1462. tll the liN ni the lour InternatHmal Collce Agrecmellh WIlILlI Il,1' hl'l'Il 'lgllL'd III 

date A hncf llc'\cnpllOll 01 Ihe fllur agrcclIlcnh III 'clllOn 2 2 l\ lolhl\l.l'd hy ,Ill :KlIIlIllI 01 Iltl' 

techOlcal a"pL'cI'\ {JI HIC'c agrccmenl" \Il 'criton 2, ScLlum 24 concludc, Wllh .111 a\\l'\\lIIl'lll 

of the f(lur agrccrnent!\ 

Scctlon 2 \. Hl,tOry Ill' the Inlcrnulllmui ('olke Agn.'clIll'nt 

Brallhan attcrnp'" to cunlrol tlle cul/el' market IIllhe 1920\ led 10 \urplu\c., ln Iltl' 

1930s. whcn ~upply eXCL'eued dCllland amI pnœ\ pIUIIlIllL'Il.:d ln OIdcr 10 lIIulntalll the .,anlt' kwl 

of return to grower." Ihe Br.lllltan govcrnml'nt dC\lroyed l.lfgl' qll~HlIII1C'" 01 lItllL'l' hl'an., llll' 

rcsults of U1I'\ 'relCnl1oll' pol:cy werc a dCLfCa\l' ln Brallt' ... output .1IId JIl IIlLfl'a,L' III prodUlIulIl 

III othcr Arahlca-growlng c(\untne" By the lalC Il)~(h, Braltl'\ output h,ul deLlIIlL'd whllc AlnLall 

productIon had trchled. ' 

ln Novemhcr 01 \940, the UllIled Slalc., and lourteen 1. .. 1111 Amencan countnc., 

signed the Intcr-Arnencan Colfce Agreement. 10 hecome effective 111 Apnl 01 1<)41 TI1U." wlllie 

priees had mcreased uue 10 .,tockPIllllg hctwecn 1940 and 194 l, the new Agreement kepl the pnee 

IMwandha. 1985, P n 
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0' wUee lixed lor the duratlOn 01 Ihe war Overall, world productIOn contlnued to fall unul 1945, 

wlth new produler ... cJptunng 1..J.rger ... hare ... dt the mar!>-et ror example. 10 the tlurty ycars 

hdween IlJ2/J and Il)''O, Bralll· ... marlo.et ... hare declll1cd In'llI 701042 percent. whlle other LatIn 

AIIICfllan lOUlllnc ... r.!I ... cd Ihclf ... hare trom 22 to ,2 percent Jlld the Alncan countncs from less 

IhJn , 10 21 perccnt 1 'l'Ill' !p\.\-cnng \)/ Iradc hurnl·r ... In 1 lJ45 wu ... abo acc\)mpamed hy the dcath 

0' \tw Inter- Amenlan ('ollee Agreelllcnt 

Tnc po"'-war year ... ""cre a penod In wtllch Increa ... lI1g l1emand far OUlstnp(X!d 

... upply Pncc ... ro ... e to unprelellentcd Icvl'll\, pu ... lll'd lunher hy a drought In 1949, a frol,t In 1953 

and the Korean War Dm L'xce ...... lkmand, 10 turn. !ed 10 new planlmg ... and, eonsequently, 

overproduLlhln Jntl J IJl! 10 pnee ... hy thc end of the 1l)<:)O ... and carly 1960... By 1957, concern 

ovcr talhng pnn· ... led hl J revlval 01 mtele.,t 111 the Inter-Arr.~fH..an Co/lee Agreement Seven 

LatIn Amerllan counu le., met 10 MeXICO Cily [0 draw up a new Agreement who~e ohJecuve was 

to .,tahlh/l.· pnle' and 'ct new exporl 4uot3'\ The lIlalll hun.kn of conlall1Jng exccf.S ~upply fell 

\111 the ~h()uldel'" 01 Clllomhla and IIralll However. In Ihe face of fa~1 developlllg produeuon, the 

MeXKJIl Agrel'lIIcllt wa., not \uccc., ... tlll III halung the ~ptralhng erfeel of dechmng pnces. 

ln 1l)<:)X, the UllIted S[ute~ formed the Col fee SluIly Ciroup, resultmg 111 lhe ICO, 

(lnlernalllH1al Collee Orgal1l\allOn), III !he "ame year However thc market had anuclpaled an 

organllallon that hlllIlcd ""mld .,upphe,", ami Ihe ICO wa~ lIlelfcclIve 111 mamtuIIlll1g pnccs. 

I\kanwllllc lhllerellcc' helween Atncan and I.aun Alllencan cnuntncs werc .;;tartmg 10 wldcn 

wlllic the downwJrd trelld 111 priee., contlllued By the end of 195~, Il hecarne apparent !hat any 

"-ml! 01 Illternal111nal agrl'èlllenl ""\luld have 10 tuke the 1I11ercsts of Ihe Afncan producers into 

an:ount L'qIN'qllently, the IYoO and 1961 Agn:ell1enh lncluded 90 percent of' the wor1d's coffee 

produccrs, Illany III wholll repfe~ented Afflcan counlne~, hut Ihere were ~ul1 several major African 
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producers who ~taycd outslde of the agreements. llms ncgott.ltlOn-; ùmlmul'd thn1ugh the l'arly 

1960s and Icachcd a CrISI:' In 1962, when the pressure 01 fallll1g pm:c, IlIlfuccd ail m.llor Alncall 

produccrs to J0In the ncgotlatlO!1s, ,lOti leu 10 the tir:.t live-year ICA. (Intl'rnal1onal COrrCl' 

Agreement), ln 1962. 1 

SectIOn 2.2' The InternatIOnal Coffee Agreements 

The ICA hecame effective ln 196"\ and wa~ renewctI lor aU\lllll'r live year .. li! 

1968. The 1962 and 196R AglccmCllL\ hoth mcludcd a quola \y\tcm, hy wludl CX(\.'~" ~upphc, 

were wnhhcld from the market. and c:'lahh~hed a range wllhlll WlllCh prlce\ l'Ould movc Il wa'o 

thc rcsponslhlhty of the eon:.urml1g countncs to IInplclllcnt elc proVI\IO!1'o of lhL' Agrl'l'lIIl'nt'o hy 

dcnymg acccss 10 Ihclr markct~ for non-mcmhcr produCCf\ "'0 wl'll a\ "pohcl11g" quola fl·~l.ula\lon, 

DiverSification schemes wcrc ~I up hy the Agreellll'nt to hnllt \upply ,lIld plomolJonal 

programmes ~tartcd to encourage the con .. umptlOn 01 cottee Acronlt ng 10 "OIllC .,OUILl''>. the !( 'A 

raIsed thL' pnecs 111 the 196, to 1972 penot!. whllc olller" argue thal the Agrcemcnt hclpcd III 

keeplOg pnccs stable for the ~ame pcnod.4 ~ l)c~plte thl~ controvcr"y, what 1 .. app;uenl l' thal 

production and con~umptlOn came 111to haJancc, and tllen: were no major pnce uphcaval\ dUfilIg 

tlus period. 

ln 1972, at a meeung ln London on Deœmher 12. produccr .. and con~urncr\ talkd 

to arrive at ncw quota regulalions for the last nlne month<.; ot the 1 <)72rn cror. 'OIU!\ the 

International Coft't~c Orgam7auon M.:spcndcd produccrs' quota regulatJ()n~ and pnLc~ lollowed frcc 

3F02 a det:uled h1story )ead111g to the International Coffee Agreement of 1962, ~ec Ihld., ch.5. 

4See Report by the Comptroller General 01 the United St ale<.; , 1971, ch.\. 

5Wrigley, 1988, p560 
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market conditIOn.., from 1971 unul 19XO" 

J n ordcr ln mamtam pnœ~ for the~ years, four of the major coffce growing 

e()untne~ (namcly. Angola. Bralll, ColornhJa and Ivory Coast) aeted through a London-based sales 

organJ/alJOn 111 Itnlltmg \upphe\ and huymg on the market Instead of JOlnlng thlS quasi-cartel, 

twcnly-two Latm Amencan and Canhhcan eountnc:-, tormed, m 1974, a separate group called 

(i".PI.ACI·.A. ((,roup of Latm Amerlcan And Carlhhean Coffee Exporung Countries). Despite 

thcsc attl'lIlpt\ tn \tahlh/c pnccs. holh groups faltell hccau~e of the unpredlctable nature of the 

colfec market "mtly. not ail the prollucmg countnc'i could wlthhold Inventones mdefirutely and 

thls Icd ln \upply 10 excc~.., of demand, at the 1974-7<; pliee. Sccondly. the smaller producmg 

countne~ (who\c eCOnOIllIC'i were solcly dependent on colfcc) had to forego earnmgs by 

~u~pcl1lhng :-.alc'i. In addlUon, a ~cverc frost In 1975 alTected Brazlhan supplies causIng a furthcr 

mcrcase In pnœs l1lCse factor~ logether with a growtng fear that rugh pnces would dnve 

com,umcr:-. away from eoffee to other heverage~. led to the thtrd ICA, effecuve 10 1976. 

TIle IlJ76 Coflee Agreement was stnular 10 the 1962 pact in that il regulated 

quota!'. to mamtain an agrecd pnee 1100r. Duc to an already high market pnee, which was weil 

ahove the ICA'~ cclhng. pncmg provIsIons were SU~I>Ci:~,\! 50 that free market conditions still 

prcvatlcd. Il was dunng thls pcnod of 1978 10 19S0 that a group of LaUn Amencal\ countries, 

IIlclulhng Branl and Co(olllhla. dCCldcd lo mamtam ~tabllily hy formmg an orgaruzallon known 

as Pancale 1111s Olgalll/allOn wa!> linanœu to buy and ~cIl eom~e on the New York and London 

marke..'ts. and though !\ucœssful for a lime, Il cou(d Ilot cventually scIl hack aIl it had bought. 

Pancal~ hec3mc hlghly conlrovcrsJaI 111 the corfee communtty since ail the constituent members 

wcrc aho part of the ICA Mnunl1ng pressure fn)m the Uruted States and other Importers saw the 

cvcntual hq\JJdalHlIl or Pan~JIe ln Septcmhcr 19S0. 

f,Wrigky, 19S5, p.So l. 
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1 The 1983 Agreement maInl:lmcd the provIsIOns of the 1976 Agreement. es~cI:llly 

Wlth regard to produellon polley nut 1'\. JI 010 nnt rcgulale prodm:lJlln ln any lkgrcc al lilt' 

global levcl. Howcvcr. the ICA urged ilS I\lCl1lher\ to "u~ Ihclr hc~1 cmkaVlIllf' .. ". kJvlIlg Ihe 

respooslhlhty of hnngmg '\upply tnh) halJncc wilh demand III theu hanlh 'nll' Agrccml'llt 

dlffered from the earher agreements III only olle rl'~(X~l't Thc Couonl llllW rl'qum'lt a two-lhmL ... 

maJonty VOIe for e~lahhsll1ng proccdure~ 111 LO-onhnallOg produclJon p()lJnl'~. llIal.lIlg Il cwn 

more dlfficult for the CnunCI} tn afm'e JI .my glwn pohey 

The 1983 ICA was \el 10 expire ln Seplemher 19X9. and 11\ !o.plle ot mten ... c 

negonatlOns. dl~agrcemènl" among ICO Illemhcf', ovcr cconOlllle c1au"'l'!o., Ihal Wl're 10 he 

mtroduccd 11\10 the ICA lJl Oeloher 1989, causeu 1l1l' exp0l1 quola "'y~lelll to he ... u ... pcnllcd III July 

1989. The cconomll: clau~es lkalt Wllh Iwo I~sœ~ hr"t. W<I" the allucatton 01 qll()ta~ (am\lng 

mild Arablca-, unwashed ArahlCa-. and ROhu<;ta-produclIlg countfll· ... ) III Ihe I.ILl' 01 changlllg 

world demand III the favour of I\ulu Araolca... TIIC "Iecond I ...... UC wa~ Ihal 01 large d .... c()unt ..... k ... 

made by cxponlllg countncs to nonlllernher lI11portlllg countnes, (a:.. \II the c .. ~e 01 Ihe Ea~tern 

Bloc countries). Th~~rcforc, at the moment, the ICA IS opi:ratlllg wuhoul economH': dau<"cs, ami 

IS scheduled to do "0 until Septemhcr 1 YY l, wlulc ncgoUatlOns on Ihe econOllllC quota dau~e~ 

continue. 

Scction 2.3: Techmcal Aspect" of the Agreements 

Whel1 the UrutC(j Nations Colfec Conference (UNCC) convenc(i III July IY62 10 

draw up the finit of the IntcrnatlOnal conee Agrccmcnt", Il faccd pre ... ~ure" trom hoth produccrs 

and major Imponers, for cach wanletl tl1clr Importance 111 thc world market tn he 'ran"lated lOto 

Influence In the ICA The exponcrs wanted to "tahilllc and nu~e coUee pncc~ whlle the lInponl'r~ 

wishcd for stable, but not tugher, pnees, wUh a mllllIllUm of adnlllmlrallve . pohung' ohhgatlOn~. 
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< Bralll and Colombla hoped to 1) maXlrnl7C forelgn exchange eamings, 2) stablhze 

cxpon proccc I~, and 1) rClam thelr share of thc world market vis-a-vis the Afncan producers. 

Wlth the~c ohJectlve~ ln mlOd, Bnllll opted for a pnee defencc strategy, agamst the Afncans, as 

oppo,ed 10 a volume ~Irategy Glvcn the low pnee elasticlty of demand for coffec, Rrazil was 

fully aware Ihal Il Il had cho~cn to follow the latter, It nught have suffered a 10ss 10 foreign-

exchange earmngr.;, 

On Ihe olher hand, Afncan produœrs wanted to contmue to expand theu market 

share hut the knowledge of large BraLlhan stock n and the fear that Robusta pnees would dlp even 

further Icd thc Afncanr.; to agrcc to an ex port quota system, They kncw, ln turn, that Braztl could 

~l'Iccllvcly dump Ils stock~ on the world market, pushmg pnees helow the low-cost productJOn 

levd Jor prolluccrs nl Afnca, Thus the Africans hoped that the 1962 ICA would be fleXIble in 

Its applIcation for the expandmg Robusta submarket through waivers and a porous enforcemcnt 

system.' 

'Ille mterest of the largest imporung country, the Uruted States, was defined by 

the changmg clImate 01 ils domestic market. African producers had been g:unmg steadlly over 

Imports fmm Bralll and Cololllbia for a number of rcasons; Increased demand for soluble corfee 

in the latc 19505 and carly 196()s ~dW the r.:,e 111 Imponancc of Robustas, mainly l'rom Afnca. 

funher, thl' BralllIan pohcy of pnce dcfcncc held up a 'priee umbrcila' for Afncan cntry. The 

result was a clo~c workmg re1atlOnstup bctwcen major roasters in the V.S. and Africal1 Robusta-

produclI1g countncs, 

Given these dt!mands by the member countnes, the main objective of the ICA was 

to stabIlite pnccs ln Ihe shon and mcdlUm terrn and to cnsure that "thc general level of coffee 

7 Walvcrs 15 a pncmg system hased on dlfferentJated quota expansions by submarket (selectivity). 
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pnces does not dcchne helow the level of such pnœs 10 1962".M Tu achll'vc thls. the ICA rched 

on a system of adnlJluster~d quotas whlch woukl 1111111 th\! aJllount 01 cotice on Uw Internallonal 

market. TIll' exoort quota mechalllsm wa. .. slInpk t\) allnlllll\tcr and l!t'alt ,hrcrt'y wlth the 

oversupply Issue. hut the prohlem lay ln calculatll1g quota. .. 

TIll' method hy wlllch mdlvllluai 4U()la ~hare~ wcrc 10 he lIenVl'd eVlllvclllllto two 

optIons -- the htstoncal ~hare approach, WIHdl woulll faVllUf Ihe ohg,opolte~ 01 Bralll ami 

Colombia, and the t1cxlhlc apprnuch. 11lC latter, wluch 1<; hU~lcally a ~ektl:vlly pnnng .,y .. tclll. 

was lookcd on wlth approval hy thc Afncan'i. who were conlident thal Rohu~tt.l.'\ woul,! conUnUl' 

to bc dernandcd hy thc world coffee commumly. 

Tu solve UliS allocatlve prohlcm, thc UNCC llevl~cd a lormula wluch hall three 

baSIC clements: 1) each country's quota ~hare was ha~ed on Ils average exportahle pmlludlOn 10 

its chOlcc of elther the Iwo coffee years 1961/62 and 1l)62/()'~, or Ihe lour collce year .. 1959/()()-

J962/63, thc output for the last ycar In each case requmng an e~l1male. 2) TIll' ha .. e avcrage wa~ 

then reduccd by ascending perccntages of retenuon;9:\) actual 4u()la~ were 'hen adJu~led h> renec! 

the spectal problems of partlcular exporter~.I() The rcsult was a thrcc-lIcreli ~y~telll ot 

administcred eXfX>rt quotas. 

The nr~l Uer was the na'ilC export 4uola wllll;h rcprc~cnled cach mernoer's 

pcrcentage share of the worlù market. The !'Iccono lIcr was the annual export quota, set hy the 

ICC (lntcrnauonal Coffee Councll) at the hegmmng of each cottee year TIus wa'i ha-...:d on the 

Councll's esUmate of total world Impom and prohanle nonmcmher exports for Ihal year. I.a\tly, 

SUN. FlConf., 1962, ch. l, general obJcctlves. 

9The figures wcre 6% up to 500,000 bags, 8% up lO 1 mllhon bag!'l, 1O(~, up lO 2 Imlhon bags, amJ 
12% up to 10 million bugs. 

lOUN FlConf., 1962, p.49. 
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the quartcrly export quota wus Ulmed at mamtammg orderly marketmg throughout the coffee year. 

To cnforee thc quota "ystcm, the ICA deMgned 'ccrtIficates of ongm'. Ail 

mcrnhcr exportmg LOuntne., wcre undcr ohhgal1on to send cemficate'\ of ongm along wlth ail 

coltee .,hlpment." amI COplCS of Ihe~e ccrtlt1cales Werc to he sent 10 the ICO office m London. 

nlC exlenl of Importer enforccment wa.., very Important to the ICA and, as a backup 10 the 

pohctng actt()n~ of Ihe l1nportcr countnes, the ICA stated that the ICC could tnlervene 10 verify 

ccrtlficales 01 onglll ln addluon, Il an exportmg country excceded Ils quota for a gIven quarter, 

the Counul had the authonly 10 retrench an equal amount from fulure quotas. 

11le dIspute over Importer commIlment wlth regard ta Imports from non-member 

cou nI ne!. hall Iwo facet.,. Mo!>t of the memher prollucer countnes rcasoncd that, wtthout control 

over non-memhcr Imports, the effeclIveness of the ICA would be dmurushed and, that it was 

unI aIr 10 tht:' memhcr countnes that non-member produccrs gam a market share at the expense of 

the ICA mcmhcr.,. They also hopcll that rcgulatlOn of non-membcr lmports would eventually 

forcc Ihe remammg produclOg countrlcs to Jom the ICA Thosc opposed to regulation of non­

mcrnher Imports dchated that the ICA should not mterfere wtth the movemenl of free t ·::.1e smce 

JI mighl mhlhll Ihe gro'.Jth of world demand They proposcd that members should defcr 

rcgulal10n and WUlI 10 .,cc wh al pcrccntagc of non-mcmhcr producmg countnes Jomed the ICA. 

(itvt:n thls debale, the ICA deCHied: JI could hmlt total annuallmports from non­

mcmher countnes to a quantJty not m exccss of the average annual Imports from non~mcmber 

countnes as a group l1mmg the lfee-ycar prnod pnor to the datc thal the ICA wcnt into force. 

l11C mam alm 01 the 1962 ICA was to check dechrung pnccs but here again il 

faccll conllKtlllg opllllon. Clc.trly, the cxporters wantcd 10 sec coffee pnccs back at their 1950s 

htgh level~ wlllie tmportcrs, more IOtcrcsted III stablh7utton, Oplcd for coffee pnccs at 'reasonable' 

lcvcls. TIle UllIted States urgcù the ICC to cely on market condItions to determine priees under 
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the quota system, Thl~ led the ICA 10 ~tatl' Ihat anIlUal and quartcrly l'xp'ln qUllla l:hangcs would 

be applied "pro-rata" hy the lel. acconhng 10 a dll\lnhuleu tWlHhmt .. IlIJlonty vote. ll 

Thercfore, at thc tlme, lhe dclegate~ dld not makI.' any connelc hl'udway III agrl'L'mg llO a pncc 

tloor for coffee. 

1 n ~ettlOg productIOn goal\, the Il 'C was agalll fl'11lllllkll .lgaHl ... t 1 nter Il'n'ncc 111 

thc domesuc pühclcs of produccrs, espeClaIly 111 lhe ca ... e 01 ~lIlall counllll'''', who Il'It lhl'Y l'ollld 

not dlverslfy as caslly as the larger produœr~ 1l1eretore 1111.' ICA calkll on prmluù'r ... 10 adJlI ... l 

thcir stocks relatIve to the ICA's pohcy on ~lOck~, leavlllg the pmduung countne~ uu:olllltahle 

for poltcles and procedure'i. 

When the 1962 Agreement wa.. n::negotlated 10 1 !)M~, thL' maror produl.'IlIg 

countnes wanted lhelf mtluencc 111 Ihe market 10 <.:onl1nuc 10 he relll'cied \Il a ... Irong VllIce II1lhe 

Executive Board. On the omer hand, the smaller cxportmg counlfll'<;, lh~plea ... ell wllh Ihelr quola 

sllares, were also anlereMed ln a larger vOlee 111 ~hapll1g ICA polacy. 11lu .... III onler 10 rcadJu ... l 

market shares to rellect the chang mg pattern~ of con~umer dcmand. the 1l)()X ICA advocated Ihe 

following changes. Ba~lc quotas underwent draMlc modificatIOn" Ihough the threc-tlercd quola 

system rematned vIrlually unchanged The share, 01 the quota market Wl're rl'dun'(1 for lturteen 

counlnes, Wlth a cut of 42 ~ percent for Vene/uclu at the upper ltmll and 1 ~ percent lor Togo 

at the lower. The two large~t producmg countne" Blalll and Colomhla acœpted cut .. ul 27 and 

2.6 percent, wah the rcst betng ~plJt among the ~maller countne... l'aileen counlne ... , lIIall11y 111 

Afnca and Laun Amenca. reœlved quota 1I1(,:rea,e'l 'nley were ktl hy Kenya and Tarllal1la. 

which had thelr quola shan~s 1l1crea~cd hy îl) percenl and 34 percent, re~pell1vcly 11 

lI'Distnbuted two-thlfds mUJonly vote' means a two-thmh ma)oflty of the vote ... ca ... l hy cxporUng 
members present and votmg and a two-thml'\ maJonty ot Ihc votc~ ca.,t hy ImJ)()rtmg mcmhcr~ 
present and young, counled 'icparatcly Source: UN 76/H45/EEC, 1976, ch 2. Article, 

12Fisher. 1972, p.126. 
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Thc ~maller cxportmg counlncs (that l~, those cxporting less than 25,000 bags),1J 

Whl<.:h had .,0 far heen frce from the ha'ic quota sy~lcm under the )962 ICA, wcre allottcd basIc 

quola.., 1I11he IlJ6X agreement wllh thc undcNandmg Ihal thclr qUOIa.., \.\ould he adJustcd upwards 

li thcy could dClllon.,lralc Ihal Ihclr productJOn capahlhtlcs were greatcr than thclr 1968/69 quotas. 

ln ordcr 10 ro:duCt., Ihc numher of walV\:r requeM'i Ihat came hcforc the ICC, the 1968 ICA 

protuhlted w:uver'i ha.,ed on overproducuon or nOl1cumpltanee wlth the producuon control aspects 

ot the 19tJ2 ICA 

The mahlhty of the members 10 dcC\(je on pnees ln 1962 was eventually resolvcd 

and a pnee Iloor was agreed upon Togelhcr wllh lht." a pnee selCCUvlty sy5.tem was also lruuated 

wluch gave ~peclal export authon/allOns and walvcr~ to he dlstnhuted on a suh-market hasls, and, 

cMahhshed a ~kCl1Vlly system for the "pnnclpal types of corrcc" .14 The agreement asserted that 

If pnees dropped uOllcr the hmlt ~et for the suhmarkct under SelcCtIVHy, then the ICC had the 

power to revl~e quotas downwards pro rata. 

ln the 196X ICA. stnctcr enforccment by importcrs was called for Wlth regard to 

the ccrUficales of ongm The ceruficales could no longer he based on a 'mode\' but must he vahd 

under certam rules set hy the ICC'. This ln effect, was the hcgtnrung of the stamp plan. AdheSive 

stamps, Issued hy the ICO, wcre dlstnbuted 10 membcr countnes ln accordance wllh thelr export 

quota ~hares. 'nle ~Iamp~ wcre I~!\ued quarterly and could he used up to the end of the tradmg 

year. TIlC cxportcr~ altachcd the Mamps to the ccrtltÏcates of ongm so that eventua1 exhaustIon 

of the slamps would also mean an exhau~tlon of the quota amount. 

The penalties for ovcrshlpmenl of quarlerly quotas in the 1968 Agreement were 

Il''Bag'' mcans 60 kg or 1)2276 lbs of green coffee, where green coffee means ail coffee in the naked 
hean hcforc roastlllg. Source: UN 76/845/EEC, 1976, p.1416. 

I~hshcr, 1972, p.237. 
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also tightened Whereas ln the pasto the ICC deducll'll .ln ~qual .lmount fmm fut url' quota.,. Ihe 

penalty for the fif,t ovcrshlpment wu .. now a lk'duclllln of \ JO (ll'rn'Ilt 01 Ull' l·XÙ· ... ~ Il the 

offence was repcated. the tee deducted 1~lœ Ihe eXlt~ .... and wllh .1 thm! tr.m'grt.',,,on. tilt Il '(' 

wu, empowcred to makc a uouhk lkduCllIlIl and ,>u"lx'ml tIll' nWlllhn', vOllllg nghl'" willk' 11 

dcclded whether the memher ... hould he a.,ked II) \\ Ilhdraw 

ProductIOn goal .. ln the \l}()Î\ ICA unucrwcnt IlllnOf chungl· ... b.porlt'rs coulll ... 1111 

rctatn thelr own ('l()\aCIC<; and procedure'l a~ hctorc, hUI If the ('ounnl lIl'tcfllllncd thal Il!o ... e ,tl'P'" 

wcrc madcquate. thcn Ihe memhcr counlnc!\ wcre lIahle ln lo\c a certalll portIOn of Ihclr l'''port 

quotas. ThiS ('l()hcy forced mernhcr~ 10 ddinc ila\lol1al producllon goat... and alll'lIlpll'd to ,nive 

the prohlem of autonomous und pcrhup<; IncompaUhk nallOn.I1 collec POI1Ul" 

The one mUJor change InIUatcd 10 Ihc Il)OX Agrecllll'nl wa" Ihe J)\vcrMllcalJOn 

Fund. As the mme ~ugge .. ls, Ihl~ Funt! wa.'I Illlroduœd 10 hclp wcan away counlfll" dC(ll'ndcnl 

on cofft~e, us a major camer of fOfCIgn cxchangc carlllng .. , 10 dlvcr\lfy 1I1tO olher ca,h croP\ 

PartIcipation ln the Fund wa.'I compubory lor Iho~c Illcmhcr counlnc~ who cxportcd oycr 100.(J()() 

bags each year ln the quota market, WIUl conmhutlOlh of '\Ixty Cl'nl!\ (ll'r hag for ail hag, aClually 

exported. Twenly percent 01 the total c()ntnhutlOn~ were to he In converl1hlc currcncy for u"c III 

territones of any cxportlllg memh~r, whlle clghty percenl 01 Ihe contnhul1on, werc 10 go I()WaHI~ 

projects in the contnhul1ng countnc!\ ~lIld adnlll11:-.lrall vc cxpcn!\c ... 

The 1976 Agreement WU!\ negollatetl III u chmale of lugh pnce'\ and world-wlde 

shortagcs of coffee. for Ihl~ rrU\OIl, prIee !\CICCllvlly wu .. COnll11Uelt hUI cuh wcre hnlllcd 10 the 

annual quota Icvels. No pncl~ cCll1ng wa~ agrced uron hccau~c 01 Ihe already lugh pncc~ (If 

coffce, but the ICA cstahlJ~hcd a ~y"tcm of \I1(IICalor pncc~ wluch provldcd a daJly COIll('l()'>IIC 

mdicator pnee. 

A fifleen-day moving average of pnees wa.' calcuJalcd, the Icvels of whlch 
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tlelcrmmc IOlervenlllln proccdurc\ 'mat 1"', when the lndlcator fell to an agreed amount, quotas 

were aho cut hy an agreed arnounl, and when II rol,e towards the upper hmit, quotas were 

Increa. ... cll 10 relca-.c morc I,upplle\ 10 the market. 

TIIe produc!Jon go ah of the 1976 Agreement reven back \0 lhose of the ] 962 

Agreement wlth no '>peutie madunery for the regulalJOn of producuon. llus choice was due 10 

the prevallJng ... hortage\ 01 10Ifcc ln Ihe world market at the Ume when reducUon ln producuon 

would nol have hl'en 10 anyone \ advanlage nlU~ the ICC was reduccd 10 the funcl10n of co­

onhnatJng pmducllOn pohcle ... an,1 \upervl~lng contnhullOns for the diversificatIOn fund. 

Enlorccmenl hy IrIlfKlrtmg counlncs and penaltIes for over~hlpment of quarterly 

4u()la~ remalllcd Ihe \Jrnc ln Ihe IY70 ICA, wllh the only major addItIOn hclOg the creatIon of a 

PromotlOll "und Ali exporung mClTlhcr~ wcrc to paya compulsory lev y at Ule rate of 25 cents 

per hag lor mcmhcrs ,uhJcct to ha\lc quotas, IO ccnts per hag for those exempt From the baSIC 

4uota hut wlth an annual 4uo!a 01 more Ulan lOO,(X>O hags, and 5 cents per bag for Ihose Wlth an 

animaI 4uota of Ics~ than 100,00) hag~ 

The ohlCctIves of thls ncw Fund were to promote consumptlon m Importmg 

countnes wlthout regard 10 ongm, Iype or hrand of colfee. In additIOn, the PromotIOn Comrruttee 

also supfKlrted ~clentllk and techmcal rcsearch relatlng to the health aspects of coffee drinkmg 

and momlored the ,llIftmg pattern~ nf consumpllOn of (hls commodlty. 

As In 1976, the 19S, Agreement Ù1ffercd httle From the 1968 Agreement, except 

mlhe arc as of pnee ~electJvlly, productIon pohcy and the Implcmentauon of the PromotIon Fund. 

SelecUvlly was rontmucd w!th the shght addItion Ihat 4.2 percent of the global quota share he 

redistnhuted among thc ~mallcr cxponcrs, suhJcct to three conditions. Any member who fell 1010 

t'lis latter catcgory could rcqucM the Council to es!ahhsh a bâSlC quota for Il. Secondly, whenever 

the mcmher was glwn a hasH: quota, the perccntage wilh respect to that country was deducted 
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from the glohal quota for that category. and tinally. the quota for ttll' l'atl'gory wa ... Illl·rl·a. ... l'll 

accordmgly. This enl\urcd that the sm aller exporung Cl)Untnl'~ would (lllIpt·tl' allhlllg thl·lml'lVl.·~ 

rather than agatn!.t thc e!.tahh!.hed cxporter" for quota allol'.1l1on TIll.' Il 'A .1\0..0 gave Hw :o.llIallcl 

exportcrs addulOnal votes III ordrr tll IIlcrra. ... r thcIC 1I1t1ucnœ lin le.. 'A poltcy wlth hopc that the ... c 

new provIslOn~ woultl hrcetl ... oltdanty among the ... mallcr (,·xporter ... 

The Agreement Clmtra. ... t ... wlth the production POltl'll· ... olc.1flter Agrl'l'Illent, III th.lt 

11 now rcqUlrcd a two-thmls mal11nly vote lO ttccille on .111 proccllurl· ... gOVl'rlllng 11ll' (O-onhnalmn 

of productIOn pohclc'i. 'nl1~ lmplted. that the COUlll'll dIt! not wI ... h 10 control pnl\luctlon al 1 hl' 

glohallcvcl. hui neverthek ...... con.,ldered Il a malOf dlkmnl.l wtul'h the ""IIOf prodw:l'r ... wlluld lin 

weil 10 conslder 

The Promouon Fund In thl! 1910 Agrcemcnt mallllamcd tht' prov''''lon" \\1 the 1ll7t1 

Agreement but added st net pcnaluc~ for non-paymcnt 01 the Icvle~ Thc\c pt'nallll'~ LOuld IIldude 

loss of young nghts III the PromotIOn Commlttce or the J-<xecullvc Board 01 the ICl'. and 

wlthdrawal of export slamps cOITespondmg 10 Ihe amounl 01 collee on whlCh Ihe levy wa. ... unpalll 

Section 2.4: Asscssmcnt of the IntcrnatJOnal Agrcemenlli 

The ohjeCIIVe~ of ail four Agreelllenb can he :-,ullIman/cd a ... f()lIow~.\~ 

1. to aehlcvc a rca'ionahh~ halanœ hetwccn worlll ~upply and dcmaml 00 a ha.w\ wtuch 

WIll assure adcquatc ~uppltcs 01 colfcc al faIr pnù'~ to wn\Ulller\ ami lIIark'-'\ lor collce at 

remuncratlve pncc~ 10 produccrs, and wtuctl WIll he conduclvc tn long-terril cqulhhnurn bctwccn 

producuon and consumptlOn; 

2. to avoid ~xœsslvc tluctuatlOns 111 the levc\'i ot' world "upphc~. ~tock\ and pnees whlCh 

ISFor the actual objectIves oUhe four Agreemt!ntli of 1%2, 196X. 1972 and ,jX1. ~cc UN, fJConf., 
ch. l, general objcctlves. 
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arc harmful to hoth produù!p\ and con\umer'l,16 

1 to çontnhute to the developmcnt of productIve re~ources and to the promotion and 

mamtenancc of employment and mcome ln memhcr counlnes, therehy helpmg to bnng about fair 

wage~, h1gher IIvmg \tandard\ and helter workmg condJtlon~; 

4 10 mcrea.\e the purcha~mg power of coffce-t'xportmg countnes by keepmg pnees m 

accoruanœ wllh the provl\lon\ of paragraph one (ahove) and hy mcrea.\mg consumptlOn; 

5. «1 promole and Increa.\e the con~umpuon 01 cotTee hy cvery posslhle means; and 

6. to further mcrea.\e mternatlOnal cooperatIOn wlth regard to world coffce prohlems and 

to recogm/c, the rclauon\hlp of trade m coffee ln the eCllnOlTIlC 'Itahlhty of markets for mduSlnal 

prodlJct'l 

!-"or analyUcal purpo~e~, the four ICA Agreements wIll he trcated as a urut, for the 

fundamental prohlcm faœd hy carh was thc recunclhal10n of the Interests of vanous groups of 

producmg countnes. Contllct~ urose hccau!le of the dlffenng scales of productIon, shares of the 

world market and the nOnhomogcneIty of coffee as a commodity. 1l1e situatIOn was further 

cornphcalcd hy pohl1cal attihallons wlthm the IWO largest groups. 

'Oley werc the LaBn Arncncans and the Africans; on one hand were the Latin 

Amencan!l, wllh theu tradluonal power over the worltl coffee market mamly producing Arahlcas 

ami on the other, the mon' recent power in the market, the Afncans, who produce mamly 

Rohustas. furthermore, the Latm Amencan countncs enJoy a close proxlmlly to the largest 

consummg country, namcly the Umted States, whllc the Afncan countnes bene fit from close 

a!.socmlJon wlth Ihe EEC under the LOlne ConvenUon. 

Accommodation or the ICA's own ohJecuves wlth those of ilS members is 

Itromt is, the ICA wantcd stahlltty, where stahlltty IS taken to mean raising priees ta an acceptable 
levcl rather than the more conventional detïnil10n of reducmg undue tluctuations. Under the ICA, 
pnccs can fluctuate at rclal1vely hlgh or low levels. 
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rcflected ln vanous forms ln the Agreements. "'or the purposcs of Ihl" Ch.lpll'r, thl'S\.' Oh.ll'CtlW' 

are subdlvlded Into dISCUS'\HHt' \In the subscquent IOPIl'!\ pnce" amI ,lahlll/Jl1on, cxport quotas 

and the dchatc over the dlver"llicatlOn and thc Promol1on "'umb 

Due to the contllCt over !\cleCI1Vlty prlœ ,y!\tCIll" pnn', III the tiN Agrl'l'lIll'nl 

were al10wed 10 fo\low market com1ltJOn" aille,] hy the qUllta rl"tnllllln .... wtlll'h lIIl'anl Ircljuent 

adjuslments 10 the quotas In respon~e 10 pncc~ 'nu" Œmher ... nnh.' Jml ln~'111Cll·nt Jl1l'tho,1 \\-;1' 

recHfied Wlth the creation of the mdICulor pru.:e~. whlch ~el a Iloor pme ,Hlll cl'Ihng pncl' lm 

coffee. 1l1Ough an lInprovement. Ihl~ change ,1111 trealeu colll'e ..... a hOlllogl"nou, produLl, 

dlscountmg the vunous pncc rnovement~ among Ihe dll krcnt \ut-market, lor collee Sdedlvlty 

WhlCh wa..<; later mtrouuC\.!tl hy the [CA through pre,""ure 11011\ the Alnr,U\ prodlln'r ... al ... \) hall Ih 

ad .. antages and ulsadvantage<; 

The advantages of the sclectlvlly !\y!\IClll werc ( 1) ,lahtll/atlo(1 III the \uhmarkl't ... 

of the vanous grades and types of colfet'. (2) expanllell Llcmaml. ami n) tughcr prtcc~ lllc 

selecuvlly pnclflg schcrne acted as an Incl'nllVe for producef'., who lound Il tu thl:lr advanlagc to 

support the pm:tng poltcles (lf the (CO and regulale ... upply. III ordl:r 10 \Iahllt/e pncc ... III a 

parucular suhmarkcl. SelectlVlly al~o cn~uretl a lligher 4uahly 01 coltee wlllch llIeanl lIIatnlallllllg 

lugher priees. 

The d1sadvantages can he summarlled a, loll()w~ bro.,t1y, wa" the (!cvaluallOn 01 

the Arnerican dollar In Deccmher 11)71, wtuch advc[<.,(,~ly alfccted the purcha'lIlg power 01 

exporters' dollar carmng~. ~ec()ndJy. wa ... the malllpulalloll 01 pncc, hy ccr1alll group, 10 thclr own 

advantage. ThiS was achleved hy mamtalnlBg Iwo prH..c .... one wa." the pnee al wl1ll.:h produccf" 

sold coffee on lhe market, and, the other wa<; lor ICO regl"lratlOn lne laller 1'> Important hccau ... c 

il IS thts rcglstrauon pncc that the ICO use~ to deline quotas. 
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A further rc\ult of the \clectIvJty <.,y\tcm was the pnces prud to producers, which 

made It tughly prolitahle for tbem 10 contInue to expand thclr producuon of coffce. 11us meant 

CXCC\\ productIOn and, "lIlce thc\c countnc\ do not havc the fimwClal resourcc~ to stockplle, it 

con\cql!cntly !el! to a \Ir,mg mu:nl1ve 10 :-.11Ip clllfec ln exccss of the country's quotas. 

Over\tuprJIl'nt of quol.1" 1., achlcved hy U\lOg I()oph()k~ ln thc cerUficate sr:heme, elther by 

ohtaInlOg Wi!lver" frolll the lee or through the usage 01 "lOun~tn coffee TIlc lattcr IS a procedure 

hy wtlIch (juantllJe., of collee meal1l for IllW con~umptlOn markets ~uddcnly change dlrcctIon in 

IIlld-ocean and arc re-cxported to lugher pnccd markets Thus, not only doe~ the pnc1l1g scheme 

cncourage L'xt:t:\'i :-.upply huI It aho [al 1\ III rcduclllg Ihe productive capaclty of countnes wlth hlgh 

cn\ts ni prodllcl1on 

ln "li III mary , IJlen: are two vlewpoIllts on the questJOn of pnce stabl!tzatIOn. Many 

author~ on the \uhlcct regard .,tahIll7atIOn a.., a dlscrctc form of md 111 an l'ra of dechrung foreign 

md. If Ihls 1., thc lu"e, the'l no-one can deny that the ICA has Indced Improved the foreign-

exchange l'armng'i of the devclopIllg mcmhcr countncs. Thc dlfficulty anses 111 assess1I1g by what 

pcrccntagc the~e earmng., have actually IOcreased. 

TIll' opposmg VICW IS to ask -- 10 what dcgrce, have pnces heen moderated and 

malllta1l1ed at an 'e(jutlahlc' level. Here the prohlem Ites 111 the objectIves of the Agreement, 

where the que~tlOn of eqUllahlc pncc'> I~ open to mlerprelauon. Howcvcr, despite thcse 

"hort~onllngs, and 111 the farc of huge ~urpluscs. the Agreements havc achlcved thc purpose of 

mallllallung pnccs ahove the 1962 levels, Wlth a smaller pnce rangc than bcfore the first ICA 

agrl'l'l1lent III 1962 

TIll' shortfall of the quota system IS relaled to the priclIlg scheme for it is the 

IIldlCJtor pnccs, wtuch tngger lhe ad,lustment of quotas, that are at fault. Though the idea is 
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conceplUally sImple, Il IS a crudc mcasurc whlch docs not {ah' mtn ,lCcnlHlt Ihc many lhtfercnt 

types and quahues of coffce. In aùùllton, Il IS nOI ..l truc IllÙlcator 01 thl' world pnccs III l'very 

market. Introducuon of the 'IWO calegory t1xed anù vanahle' approach wa.., the hrea"'lhrough Ihal 

• solved the quota all0catIOn prohlem III Ihe 1976 Agrel'Illl'nl ,1Iul wa!o. !o.uh!o.equl'Illly malllt.ulll'd III 

the 1983 ICA. 

ThIs meant that quotas were no longer govcrned ..,olcly hy the pa!.t (x'rformancc 

of the member country. Sevt.' nt y percent of the memhcr'~ ha!o.lC quota I~ now delclllllllcd hy pas! 

export records, whtch compnses the fixed part. The rcmallung thlOy pt'fcent, the vanahIc part, 

of the global annual quota IS dl<;tnhuted among expOlll1lg memhn ... III pro port JO Il 10 the ... IOC"'''' 01 

coffee which thcy hold Thc vanahlc (Xlrtlon Il!o.dl I~ ha ... ed on threc ClllllhtlOIl... 1) llic ... Ioch 

are subJcct to aggregauon hy the ICO, 2) The !lharc 01 thc vanahle quola 1" dl'lcllllll1l'd hy Ihe 

ratio of eXlstmg glohal stocks 10 those of the mtltvldual lIlemher, and ~) no o,H1gk ml'Illher can 

be asslgned a vanable quota of more Ihan 40 percent 01 t()lallIlemhcr~' "Iock~, unIc!o." Ihe CounCil 

decldes otherwlse. 

nus provIsIon resolved the connlel hctwel~n produccr" 01 long ~tan"lI1g and rccent 

entrants to thc world market. The !lcventy percenl 1111111 lea""lIfe" produccr ... 01 tmlortl:al ... tandlllg 

of the sccunty of lhcu markct shaœ whlle, the Va! lahle catl'gory paClfk ... produccr ... wllh large 

productIve capahlhtIcs, who had tlll now hecn dl~"all ... lkd wl\h IhCir quola ... hare" SlIlce Il aho 

provides an lIlcenuvc 10 ho Id ~lock". Ihe ICC hope ... Ihallhls type of rcgulallOfl WIll aho dl,,~()lve 

the chromc prohlcm of cxœss "upply, hcnctilllng hOlh cxporter~ and lIn(X)rter~ 

Thc Dlver~lfiçauon f'und wa~ !llartel! to lh vert re"ourCC!l awuy lrom the producllOn 

of coffee to the cultlvatlon of othcr crop!l, thcrchy reduclng ~torage co ... I". governrnent ~Ub~ldlco, 

and over-depcndence on a pnmary commodlly. TIlOugh Ihe ohJecUvc'i were laudahle, therc wcrc 

2.17 



.. everal practlcal dlfficultlCIi that besct the Fund. The first problem was with the two basic inputs, 

land and labour, hoth of whlch arc ahundant ln mûst coffee growlOg countnes, making alternative 

entcrpme<, undeMrahle a. .. weIl as unprofitable. Implementatton, ln terms of financial resourœs 

wa .. the other bone of contentIOn 

Thc nature of the coffce plant pernuts Il to be grown in a wlde variety of altitudes 

and cllmates ln reglOnll where httJe cIse would survive. Coffee produetton docs not nped 

~ophlstlcaled machmes or eon~tant attention and has the addcd attraetton of belng a labour­

mlenMVC trop ln adthlJon, c()ffce'~ value, 10 relation to welght handIcd, is relatively high when 

eompared 10 oUler agneultural product~. Ail faetor~ that make Il an Ideal erop for small farmers. 

Thus, 10 dlvcNfy away trom co ffee , for most eountnes, would lead 10 unemployment and 

incffielCnt land u~agc l'urthcrmore, dlvcr~lfieatlOn costs to farmers IS h1gh and alternative 

market~ do nol often eXlst. When they do, Ihese alternative markets do not hold the same 

.lllraetlvcncss of coffee. In tcrm~ of foreign-exehange earnings for the respecttve national 

govcrnmenl'\, gains from cxpanding productIOn far outwcigh those from participatton in the Fund, 

SIIlCC loan comhUons are 100 stnet and no othcr exportable commodity has the abllIty to earn sueh 

hlgh rates of return. 

The Fund was rrused l'rom compulsory levlCs of 60 cents pcr bag on exports in 

cxccss ot !OO,OOO bags. This mcanl that the smaller exportmg countries were not asked to 

eonlnt,ul~ and nellher were the consumlOg countnes, resuItmg JO a fund, 10 1976, of $100 million 

whkh provcd madequate 111 dealtng wllh the sweeplllg structural changes whieh were necessary. 

Of the tolal amount, onJy 20 percent was avuilahle for projccLIi OUtSl(1C lhe contnbutlOg COUl.tnes. 

TIus Jcff many produccrs fecllng that the M>C1U1 and economic costs of their contributions far 

lllltWClghcd the gallls. Whal made the problcm more acute was that the Promouon Fund also 

Iransfl'rred rcsourccs tn non-contrlbutmg member countnes. In addition, the Fund made it 
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necessary for producers to relinqulsh control of a proparuon of thcir coffee revenucs in the hands 

of an external orgalUzauon. 

Long term promouon of coffee IS hlghly advantageous 10 hoth consul1l1l1g and 

producmg countnes for hoth denve economlc hcnclits vital 10 thclr nallonal cwnnUHCS lllUs one 

would be correct 10 a~surmng that these Counlnl's will conllnue, Ihrough the PromotuHl l'und, 10 

increase the world consumpllOn of coffee. As wllh the DlvcrsllkalJOn Fund, Ihc prohlclll IS \11 

assessmg what the uClual hcnclits nI' the Promollon rund has hN'n. 11 wou Id he sale to argul' Ihat 

without such a Fund, the consumptl0n 01 cotfee would have hcen dnven down l'ven furlhcr than 

it has already.17 TIu<; can be altnhuled 10 the IIllen!>c compclilton Ih:lt colkc laces IWIII other 

beveragcs, as well as the antH.:offce campalgn whlch ha" ~wcpt through the world III rl'cenl yeJf!>. 

An interc!-.tmg pOint to notc IS lhat the PromotIOn ,",und anlt Ihc quola ... y!>lem arc 

perhaps the only two Issues on whtch Ihe ICA has truly ~uccccdcd ln rcconclhng Ihe mtcre!>l" 01 

both producers and Importers ahkc The DIversIficatIOn Fund, ln retro"{lI'ct, wa ... pcrhaps 'ltp 

service' hy its very nature, and the selectiVlly pnclIlg !-.ch~·/JIe ha." .. tlll nol succccded III 

mruntaining priee stahlhty, acceptable to bolh produccrs and Imp<lrtcrs ahkc. 

l'The impart of coffee into the US droppcd l'rom 3,872 mlilton US dollars ln 19RO 10 2,032 1I1IIhon 
US dollars in 1988. Source: Statisucal Abstract of the US, 1990, US Dept. of Commerce, Bureau 
of the Census. 
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CHAPTER 3 

Tea is a plant that has long heen grown In Japan and China, and though lts origins 

arc lost in the rnISls of anl1qUlty, Ils dlseovcry IS somctimes ascnhcd to the Ctunese Emperor 

Shennung ln the !.ccond mllJennlUm Be. Il IS known that when travellcrs from the East began 

tu make mention of the dnnk 10 the carly sixtecnth century, tea-drinking was an estahhshcd social 

hahlt ail over Ouna. and had heen for at least two thousand years. As Wlth the advent of the 

coll'cc trade, tca-tradIng Wlth ilS hegmmng ln the seventeenth century was also a monopoly, wtuch 

lasted tlll a hundred and fi ft Y years ago Il was a monopoly on both sldes Wlth the Chlnese 

nuplemenung strict producer control, whlle the Enghsh East Indla Company qUlckly rose to be 

Ihe slIlglc mosi Jmponanl huyer and dt!ollnhutor. 

By Ihe late eightcenth century, potineal pressures in China and at home forced the 

Enghsh East Indla Company 10 thmk of alternalIves 10 reduce their dependence on Chinese tea. 

ln 1788, In a report 10 Ihe Company, the botamst Su Joseph Banks had idennfied Nonh-east India 

as an Ideal region for growmg the tea plant. When in 1834, the East Indla Company's charter was 

revoked, Ihe Bnti!olh decldcd 10 set up theu own tea mdustry wlttun thelr eololllai terrilories, the 

flrsl of wluch was 10 he 10 Ihe northeastern provlOce of Assam 10 Indla. What was unknown to 

SIr Joseph Banks, huI Ialer dlscovercd, was that a vancty of the tea plant had already been 

growlng wild 111 the Upper Assamcse forests. TIus Indlan vanety dlffcred from the Chinese ID 

Ihal U was ~tter sUlled 10 Ihl~ 'hlack Ica' markels of loday. By Ihe end of Ille elghteenth century, 

"Cluna or Indlan" was a phrase oflen repcated by tea lovers. 

As the mneleenth ccnlury drew to a close, fnrua emerged as the largest tea 

pmduccr ln Ihe world. tllsplaclng 'green-Ica' produemg ChIna and almost ousted il from world 
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trade. When In the nud-mneteenth ccntury. Ceylon (nnw Sn Lanka) hall ItS l'nltrc cotfee crop 

destroyed by a fungus. the country had swttched tn the productll)n ,)1' tl'a By thc end of the 

century, Il was second only hl Indla In Ils cxports 01 Ica. Java. Sumatra alld the ll'l-It 01 Ihc Pasi 

Indics were nN f .. 1" hchmd 10 startlng thCIT own Ica l'states. followed hy the Bntl,h ownl'll Afncan 

colonies of Kenya and TanganYIka OnglOally a luxury wtllch only Ihe nell l.'ould a\lord. Hw 

populanty of Ica today can he attrlbutcd to many factors, two of wtllch arc Ihl' vancty 01 pnccl-l 

and the presence of a bewlldcnng array of hranôs, hlcnds anô SI/CS (ot pacll.ct, 01 Il'a) 

Though ranktng much bclow coffee ln ten1\'; 01 total tradc value, teOl. 110\ unhke 

coffee, IS an extrcrnely valuahlc sourcc of forclgn cxchange a ... weil a!'> cmploylllt'nt lor the 

dcveloplllg countncs ln whlch It IS produced. For example, III Sn I.anka. Il '" thl' IIlIl ... t 1I11poriant 

agricultural product produced and contnbutcs ahout lwo-Ihmh ot Ihe torelgn-cxchangc l'anllng!'> 

and approximalcly onc-sevenlh of the total cmployment of the worklll/,! force 1 Tl'a I!'> al,o a 

source of governmcl1t revenue, bctng sUblcct to export and eXC1!'>C dutles and .,aIc~ lax ln a numher 

of producmg and cOŒummg counlnes. 

This chapter hegms Wlth a hnef dc !\cn pt 10 Il 01 the tca plant \Il ~l!l·tHHl 1.1 11\c 

producuon of Ica undcr the plantation sy~tcm versus :-.mall cstatcs IS lh~cu.,sell trl ~eCII()n ~ 2, 

followed by section 3.3 which descnbcs the method!\ u:-.c li , holh modern and IradlllOnal, m Ihe 

processmg of tea. The transportatIOn of Ica tn marketing centres 1I1 Ihe produclllg counlry and Il!'> 

financmg for export are covcrcd 111 ~ectlOn!\ ~.4 and 1 5 re~pcclJVcly Sedlllll" 6 conccnlralc ... on 

the status of tca In the Umted St ales and t'ollows the palh 01 Ica as Il Irave!., lrom packcr~ 10 the 

shelves in supermarkct.'i. La~tly, appcndlx 3.1 glve~ a 11'*1 of the gradlOg'i 01 hlack !t;a In the Iwo 

main grades of Onhodox and C~ .::, (cru!\h, tcar and curl) 

ISarkar, 1972, p.4. 
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1 Sccllon 'lI' The Tca Plant 

Camclha ~mcnsis or Thea SHlcnSIS, as tea IS botarucally known, is a broad-leaved 

cvcrgrccn trcc crop. nus r-.mgle spccles has Iwo vancues, as earher mennoned. 1lley are the 

Chme\c and the A~same~e vancl1cs, thelr mam dlfference belng that the Clunese vanety is 

charactensed hy a dlvldcd stem and ~mall frosl-reslstant lcaves. 

Though often referred to as a lC~ hush, the tea plant IS actually a forest tree, which 

whcn dcvelopcd from seed has a decp tap-root. Ths tree can grow 10 a helght of tlurty feet but 

01'1 the tea elltates, It 1\ gencrally pruncd to three to five feet. Ils ongmal habuat was the sub­

tropical foresl Hom, ~uhJect to heavy monsoon rams. Glven tbese condinons, tea bushes lie 

dormant ln the rclatlvely cool, dry williers, and then producc a 'flush' of shoots and Icaves. The 

young flu~hes arc thus plucked dunng the active groWIng season~. In reglOns wlth httle vanauon 

of tcmperaturc, pluckmg goc~ on throughout the year. Tea bushes are known for thelr longevlty 

and Il l'i not unu!\ual for them to exceed a hundred years, an uncommon property irnplying that 

thc tca planter tS as~urcd of a long tcrrn IIlvestment. 

PluckHlg of the tea bushe~ IS camed out every seven days or so 10 chrnates Wlth 

htUc vanahllity, and allonger 1I1lervals 10 cooler reglOns, where growth lS slow. lbis is known 

as "varlahle plck1l1g". Smcc hand-pluck1ng IS unavOIdahle, the pluckers can represcnt up to 

seve nt y pel cent of the total lahour force on the cstatcs, whllc the attendant Irrcducible cost, III the 

lorm of wagc~, amounls to ahoul fort Y percent 01 e~tate cxpcnses as a whole. 

The art of prunmg tea bushes IS pcrhaps Ùle most important and controversial 

clement In the cultlvatlon of tea. In general, prurung has threc maIn obJecnves: 1) to keep the 

hush 10 a vegi.'tallve fonn, that IS, as dl~ltnct from a reproductive phase Wlth no f10wers or seeds, 

2) to foml a frame on whlch the flush WIll rapldly rcgencrate, and 3) to maintam the 'pluckmg 

tahle' at a convcmcnt kvcl Prumng IS sull more an art than a sCIence for the physlOlogy of the 
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tea bush IS imperfectJy undcrstood, and agricuItunsts dlffcf 111 thcu op1l11Ons ahout wtuch IS thc 

best method by whlch productIOn can be kepl at a tugh levc\ for any pmhlflgl'li pt'flod 

The tea bush rcaches matunty ln Olne to tCIl year ... although lt hl'glllS tn pmducc 

leaves that can be proccssed ln thrce to four year~. The two pnmary way!\ of proœ ...... mg ylCld the 

commerctally sold hlack and green lcas. If anef plucklllg. Iht' leaws are wlthl'rl'll, rolled and 

heated (tired), hlack tea II: produccd, whl1c for green Ica, Ihe leave~ have 10 t1l' rolk'll and lired 

Immedtatcly so as to prcvcnt any fcnncntallon. ln the changlllg mar\..l'tplaœ ot lollay, hlack Ica 

has far outslnppcd green Ica 10 Its economlc Imponancc as weil ...... 10 1" rd,llive ~hafl' of the 

world market. Among hlack leas themsclves, there arc lhtlenng l'ürm ... 01 manulacture wtuch 

result in the Onhodox ami eTC grades. 

Section 3 2: Produ~tlOn under the PlantatIOn Syslem 

Tea production throughoul thc world IS p,lIllarlly carncll out 111 planlalltln"l or 

estates whose mam fcatures are (1) thcy are ccntrally owncd. (II) have largl' ~cah: ... 01 opclalHlI1, 

and (hi) they are ln cs~cncc, monocultures 'DIcy arc generally owned hy puhlic COl1lpalllCio, 

though cham owncrshlps hy hlg iotock compalllc~ and agcncy h()uioe~ arc 1101 unWlIllllon nlCioC 

estates employ salancd managers and ski lied Icchmcal pcr!'tonneI logelhcr Will! a ... mall army 01 

hired labourcrs who consUlute the pluckcr\ nlcy arc monocullure~ III Ihc ... en ... c thal ail avallah\c 

land IS glven 10 tea hushes. Though uncommon, Ihcrc Jo CXI~t !'tome c!'tlatl· ... lHl wllll:h nec amI 

other food grams arc grown for suppl Y to c!'ttale workers al "uh"'lllllcd prlce" 

The dornmanœ of Ihe l:!'ttalc "'y,te/ll can he explalIlcd partly hy thc cconollm'<; of 

se ale enJoycd hy the large corporatc orga11llatlon ... amI hy Ihe pccuhar charader (l! Ica production. 

Flrstly, the hml!ed lIahllily and hlghly acdH-worthy tca compalllcio are ......... urcd of an c1a~tlc ~upply 

of funds l'rom the capital markcts of the world for mcctlng Ihe large Imllal ovcrhcalh, a\ weil u!> 

3.4 



bcmg ahle lO suppl Y a uruforrn crop which rneel ... the needs of the market. Sorne authors feel that 

the avaJlahihly of land at vcry low pncc'\ ln the ongmal planters rnlght have placed an elastic 

hmIl on the ~I/C of the estatcs.2 Smce rnost tea estatcs can trace theu begmrungs to about fi ft Y 

or hun<1red ycars ago, there rnlght he sorne truth ln thls st'.tement. 

Sccondly, Ica IS a l:rop, unhke coffec, whtch reqU1res Immediate and cons:derable 

proccssmg hccau!.c the m'wly harvcsted wet leaf 1S hable to loss of wClght, and therefore there 

must he procc.,smg factoflcs and ~torehou!.Cs on or near the estates. llus verucal Integration of 

producuon umts rc!.uIts m a suh!.tanual savmg of cosl, irnplymg that owncrshlp of land holdmgs 

and proœs!.mg plants mU~1 he m one hand. 

Experts dlffcr on how large an cstalc lias to b'! to jusufy the construction and 

operatIOn of a tea factory, and accordlng to one such csUmate, they cannot he less than five 

hundrcd acres.' 11us debatc howcvcr, varlcs from country to country. For exarnple, 10 India, the 

loolan Tea Board cOI1Mdcrs cstales below a hundred and fi ft Y acres, If owncd by an individual, 

and es laies hcJow lhrce hundred acrcs, If owncd by a company, as uneconomtcal 4 StudJes show 

Olat lhcre CXlstS a posItive correlation hetwcen the size of estates and theu ylcld pcr acre. On rhe 

oUlcr hand, the FAO nghtly pomts out nelthcr acrcagc nor yleld per urut IS a vahd yardstick to 

dClCrmmc whclhcr an cstatc of a glvcn M7e IS able to actucve an cconoffilc rcturn. However, they 

do concede Olat, ln Ihe ahsence of a hcttcr cntena, Ihe~c mcasures arc gencrally used. 

Wllcrc lhcrc arc small holdmgs, thcrc can he httlc control over the quality and 

quanl1ty of the Icavcs lhal arc sold to the proCCSSlllg plant, hut m places whcre thcy do exist, 

groups of cstatcs oftt'n funcllon as one unit wlth a smglc factory. 11us factory IS usually localed 

~Ihld., p.S. 

'lhld, p.IS. 

"Ihld .. p.17. 
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1 close to the largest of the small holdIngs, the mUonale hemg that the grrater the amount of tl'a 

grown, the higher IS the cost of transportmg Il to the proccssmg plant. 

In addllJon, tca IS a commodlty sold at auctllln centrcs away fwm thc pnxtucllon 

estates and thus calls for special marketmg and tran~pOl1atwn arrangement .. lm kl'ep1l1g marketing 

costs at a mirumum, an oh]ectlve hôt provldcd for hy thc large c~tatcs nlCM' c~tall's nol only 

possess Ihc capllal essenl1al for markettng tea 111 the l'mm of !.peclalllcll cqul}1ll1l'n! ami ,Iorage 

facJlltIes, but they also havc a wlde knowlellge of the mternaUonal markct and Il, rcql11rcmCnls 

SectIon 3.3: Methods of Tca ProductIOn 

Smce hlack tea con!.Ututcs the hulk of Ule mternal10naltca market, wc WIll only 

outhne the procc~s hy whlCh ol1hodllx and eTC grade!. arc produced. 'nIe orthodox grade, as the 

name Imphcs, is the more tradllJonal mcthod for procc~~11lg tea m Ihe ladorlc" wherea~ ('TC~ 

are the result of a mechamlcd procedure. 

From earhest urnes, Ica manufacture has consl ... ted 01 live proCC'Mng ,tep" TIll' 

green leaf. after hemg wCIghed and hroughl min the fact ory , was !.prcad hy hand on he~Man 

shelves or 'tats' and left tn wllher for up to twenty h()ur~. Il was Ihen gathered IIltn ha ... ket ... and 

given a senes of mils on clrcular, flat-hed lItaclllne~, lk'~lgned to rupture the leaf-ccll., and 

reproduce rnechaOlcally the 'tWI~t' Imparted hy hand-rollmg IIltlle br "',a,t Next, Ihe lcaVl'~ Wt're 

sprcad hy hand ln room~ wlth the appropnale hUfllldlly am! tempcralure .,,, Ihat they coull1 

ferment. Now they were ready to he I1red. Th:"1 l', the Icave~ were gathered up lor m,ertton IIlto 

the dner, where tray~ mountcd on an endlc~~ cham carnel1 Ihem over hol air lrom a furnacc. 

From hcre the proccs~Cl1 leavcs emergcd a~ the cmp, hlack aromallc ~uh~tanœ thal con.,urncr~ 

know as tea, to he SlftCJ and gradel1 mtn 'lIe'i. 

Thc rum of the modern mechanllcd method wa.' 10 cnnvert the old hatch proCCf\S 
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1010 a contlOuOU'i or r;onveyor-hcIt one. The hesslan tars have been rcplaced by a variety of 

alternatives, of whlrh the 'trough' IS the mo~t popular. In tlus, air is blown through the leaves 

from a fan at one end, redurmg the wlthenng stage from twenty hours to as httle as slxteen and, 

10 'iome cases, Iwclve hours. This acceleratlon accounts for a lesscrung of the tradttionaI loss of 

quahty. 

Il IS atthl~ nexl ,lage, whcre the Icaves are rolled, that the mfluence of the market 

IS moM felt. Throughoul Ihe We~lern world, thcre has been a growing tendency towards quicker-

hrewmg, small leaf hlcnds, hroughl on by the Increasing popularlty of the teabag. Here, 

appcarancc doer; not count and the 'imaller the leaf the heuer, as long as lt does not seep through 

the perforations of the teahag papcr. 

Thus, the rolhng ohJecuve has becn a small leaf and an accelerated process, both 

of wluch arc !.ausfied adcquately hy the creation of the McKercher CTC (crush, tear, curl) 

machme. nus IS opcrated m conJuncuon wlth the Rotorvane, WhlCh is best dcscnbed a'i a 'pre-

condllioncr' wtth a lluncmg-machlOc action. Wlth the advent of the CTes, there has been a 

severe reMnctlOn on gradtng for Il produccs a hrruted range, ln whIch Pekoe Fanrungs and Pekoe 

du st JOIIU nate. 

TIle contlllUOUS tray dner has also been largely replaced by the flUld bed drier, 

ln wluch the femlentcd leaf panIc les arc deslccated III a suspension of hot air. nus IS reported 

tu have more than douhlel1 the output of tca Duc t() the summary treatment 10 wruch the Icaf is 

now suhlectel1, care has to he taken 10 keep Il frec from fibrous and other extraneous material 

wtuch c10g the 11Igh-spccd Icahag machmcry of lhe present day. Here the Invention of the stalk-

CXlractol' plays a very lin portant role for Il !Ions through the dned leaves and discards ail foreign 

suhstances. 
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Section 3.4: COffilOg to Market 

TradltIonally, tea ha.4ii been transported ln lnulvidually handlrd Ihrrc-ply chests hut 

as the demand for Ica mcrca.\cd, thcrc was a movc towards hlock conslgnmenls and 'pallelJSallOn' 

On a pallet or woodcn platfofffi, a ncal cuhe of chcsts can he !.ccuœd hy !.trap~, ami (he clxk nf 

palletisation en5.ures lhat chests he stuppcd ln pcrfcct cuhes of (cns 01 twenlJl'lI l)f COurllC, a pallet 

on which the chests remaIn exposed docs nol provIUC complete protectIOn hut, lIeverthcll'lIlI, Il ha ... 

disUnct advantages over mdlvldual chest'\. Not only arc pallcts ca.'\lly tran"porle(\ hy lork \tllll huI 

expencnce has shown that thcy do much to lItem the mlng tn-lranSIl (famage tll che,t... 'nus latter 

damage arase partly from a dctenoratlOn ln the con~lruclJOn of cheMs ami, parlly, lrom dCCrl'u.\mg 

standard" of dIscIplIne ln handltng. Whclcall the chc" muy have hrcn handkd a dO/l'n t\lllC!. or 

more before Il even got on hoard shlp ln the country 01 ongm, palll'tl,atlOn .l'dun', \111'. hamlhng 

with specialtzed cqulpmenl deslgned 10 mampulull' UIl1II~etl con!'>lgnment~ 

Smce 1978, thl're has heclI a growmg world-wltlc movellll'nllowant... ... tupplJlg Ica 

ln containers. The motlvatlOn bchmtl conlamcn~ulJon 1\ nol only lIllIlpll' hui hlghly econOlIllcal. 

Furthermorc, \11C logle of palleltsalton comhtnetl wllh the u",e 01 (ontatnt..r, "ca .... ly d\.·mon~lrahlc 

It has heen calculatcd Ihal hctore thcse Iwo IIlnovalton~, 11 took a wcck 10 dear a cargo 01 lilty 

thousand loosc chcst"l. 1l1C lIaml~ numhcr, palkll'\Cd amI packed III Iwo hundrcd and nit y 

containers, can now be handlcd ln a '\Inglc day ~ TIle larger forly tcct conlalllcr ... takc IWKC Ihat 

number of cheMs, though Ihcy crcale Iran~porlaU()llal dltnculUc'i al nolh the \Cndmg amI rccClvmg 

end. Once the containers arc "Iullcd', no lIenoulI harrn can reach (hc che ... I .... Ihe contalllcr can 

be swung ashorc ~tr:ught on to trucks and ttclJvercd III a ,mgle opcralJon ellher to the warch()u~c 

or direct to the padang lactory 

ln recent years, acccicraung COll(S of plywood and a growmg cnvlfonmcntal 

5Forrest, 1985, p. 111. 
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con~clOusne'\s has forccd tea puxlucers to think of alternatives to packaging tea ID ply-wood 

chc&t.r,. The producuon of up tn slxteen mllhon chests pcr annum for exports aJone. plus about 

thc same number lor mtcrnal trade, IS certamly a heavy hurden on umher resources. The situation 

IS acute, espcclally for Indla, whosc torests nOl only carry the burden of Indlgenous demand. but 

arc also a mam !\()urce for the tca-chc~t lndustry of Sn Lanka. 

The prohlem has heen tû find a matenal whIch IS In plenUful supply, yet cheapcr 

and more ecologlcally acceptahle lhan plywood. Il has to be capable of rough treatment and be 

ah le to prolect the lea from damp and contammauon. In addition, It must aJso he able 10 

accommodate pallellscd lransponallon. One such alternauve was the Jule hessmn sack, but Slnce 

hC!-o!-oJan Impact!. a laml ln the Ica, prooucers are wary of thJS lnnovaUon. The corrugaled 

fibrehoard cacton was another hut Il shows only a margInal reducuon III cost over the ply-wood 

ehest. Cartons arc abo unwlcldy 10 lransport and presem dltficulues to the packmg faetory at the 

recclvlllg end TIle mulu-walled paper sack. whlch IS one-lhird of thl' pnce of a ply-wood ehest. 

IS the moM fca~lolc alternatJve 10 dale, out a problem sull eXlsts ln the seleeUon of a suitahle 

hmng 10 proteet the tca 

To <;ummarlle then, lea, after hcmg pallcl1seù and packed III chests, IS transported 

t'rom lhe eSlale taclofles 10 the aucllon centres m lhe producIDg countrles. Slflce Jl serves a 

markedly thversc !-oelcctJOn of consumers and thcre can eXlst extreme quahtaUve vap:lUons, even 

arnong Ica grown on any one eslalc, lea IS a commodity !hat IS best sUlted for aucUon. 

Secllon l5: Tea for Export 

The l1me-honourcd system of tinancmg the movement oftea rehed on low Interest 

rates and the eXlcndcd credit whlch they maùe posslole. The whole process from the time tea 1eft 

thc cstalc to Ihe moment It was patd for h:, the deulcr (and ceased to be the grower's 
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responsibility) look :n ni net y days followmg the auction, The~e omet y Jays hccame known as 

the "prompt" penod and was the ume allowcd for final seUlement, 111ere Wl're successive 

reducUons lU the prompt penod tlll Il was tinally abohshed 111 1975. thus l'mhng the duys of 

extended credIt !fi the tea market. 

Equally slgmficant ha~ oecn the mcrca.~c 111 the numhcr 01 lIlalllr aucllon l'entrcs 

around the world III responsc to the II1ccs!.ant pressure for ttUick !.alL~!. In adlhlIol1 10 Ihe 

tradltional centres of London. Calcutta and Colomho. new centres have appearcll not only 10 

Bangladesh and Indoncslu. but al~o 10 Afnca and Smgapore, 11le CClllre m Smgapore rails 11\ a 

category by Ilself. for Il 18 the fiN Ea~tcrn aUl'tJOn centre lor tca 10 a non-produclOg l'oUnlry, 

The general feelIng among memhep, 01 Ihe tea CorlllllullIly l', tI'lat the audlon 

centres work wllh both specd and cft1elcncy 11\e audlOn P(\CC~ c1o ... cly re"'l'mhk the prevalhng 

supply and demand condlUonli of the commodlty. Ml Ihat Ille worlll pnee 01 Ica can he ,alll tCl OC 

set by market condllJOIt'\, Thal IS. the pnee l100r 1 ... dlÇlaled hy the pruduœr, and covers 

producuon cost and pwtïl Whllc ùle pncc ccllIng !nlluw'i the vagane.;; of ... upply and dcrnand nlw 

to tca's IOtra-Year slorage capaclty and Ule hlghly orgalU/ell character 01 lhe II\du"'lry. Il 1\ a 

commodlty free trom regularly market! ~easonal pnee fluctuallon, Howevcr, Ihere do eX1\1 some 

year-to-year Iluctuallons Unhkc the ca...,e 01 collce. wllere ... ueee ... .,lve OClurn'ncc ... of humpcr 

crops IS cxtrcmcly rare. a large Ica crop ",ol\lcumc\ !\)l!oW\ an carlIel humpcr LfIlp rnm 

posslblhly comollll'tl wllh the ract Ihal the cOllllllolllly 1'\ paIlly ,torahlc trom year III ycar ha ... 

inhlblled the potenllal ~uccc~s of ctfccllVC ~tahJlI/all()n opcralIon\ through Invcntory ,l(llu~tlllent' 

Even wllh Ihe ~lTIall IIller-ycar vanahtluy ln prIee.,. Ica whèll cOlllpared tll coffee 

enJoys relative pnee \'tahlhty. whlCh ... Iem\, lrom ... everal lactor., A ... lh ... cu~~cd ahovc, It i~ Ic ... ~ 

hable to annual fluctuaUom 1/1 <.,upply '0 that ahrupt dl<.,lurhancc<; of pncc\ ongwall/1g frorn Ihe 

suppl Y side arc comparaUvcly le~ ... ,cvere, Tea IS aho amcnahle to "varIahle plckmg" and 
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fluctuaUon~ JO weathcr affecung yleld, as well ac; changes In demand condItions, can therefore be 

partly ncutralJ/ed JO the \hort run. Furthermore, world lea productIon, unhke coffee, is more 

geographlcally dlvcrslfied, Implymg that the world suppl Y IS not JOfluenced hy the level of 

produc'lOn conCl'ntrated ln any one rcglOn. This ahsence of large fluctuatIOns in supply and priees 

of Ica, m turn, leads to the nonexl~tencc of rrmUc speculauon ln the world tea markets. 

Perhap~ thc ~mgle most Important contnbuung factor IS the orgaruzauon of the 

tca mdu~try. Il IS not dlvlded lOto two dlsunct segments as In the case of coffee, where the 

agncultural part I~ carned on by dl~umtcd farmers, and Ille mdustnal part hy large organized 

commercial umts TIlC largc-~cale plantation system of culuvauon wlth cstates and factones 

owned and managed hy one conccrn ehminates the necd for a luerarchy of mlddlemen as exists 

In collee production. In addition, tea growers arc grouped In well-kmt assocln.tlons In aIl major 

tca-prmlucmg counlfles. This Icvcl of Untly and the eXistence of verucaIly-mtegrated large 

enterpnses has played a ~igruncant role in dampcmng pnce fluctuations, prevalent throughout the 

conee mdu~try. 

Tea Ihal is not bld for at an aucUon can he sold III one of two ways. When the 

produccr want~ to dI~(X)~e of hls crop qUlckly, the !'pccdler metllod of sale IS to sell directly from 

the tea garden to a local rnerchant or packer. In countnes hkc Indla, where there IS a large and 

helemgenouo; mIe mal markel, the \coPC for thlS rnethod IS ohvJOu~. In adoptlng thlS procedure, 

the prolluccr not only aVOld~ Ihe unccrtalnt)' and el(pcn~e of ~alc al an aUClJOn hut he also recelves 

lu!> money wllh le!>s dclay. In "oille ca!>cs, wh~re IllC estale owncrs rrught he despcrate for 

tllllllelhatl' lunds. uo;c of tlu~ IIlelhod somelJmc~ lealfs to propnetors sdhng thclr leaf bclow normal 

value. 

Anolher rnethod wluch IS hecoll1l1lg mcreaslllgly popular involves the lea being 

solll through pnvale deals. nus metholf IS espcclally common among the company owned cstates 
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and sorne of the larger. pnvately owned ones. They sell to merchant tinns or actual packcrs who 

strike a deal elther through thclr huyers' agents or lhrough tradlUonal hrokcrs ha~cd 111 thc maJor 

aucUon cItles of the world. Thesc rnulllllal10nal firms gcncrally ratcr 10 an l'slahli~hl'd N0I1h 

Arnencan and European chentele l11us as~unng produccrs 01 a stahle market nullet Nowadays, 

bargams are also madc hy thc hlg growers' own rcprc~ntativc~ at lhc Importlllg end. cuhcr on 

sample or on recogruscd standards. 

Though 'futures markets' have so lar hccn fCJccted hy the tca trade, 'forwanl 

contracts' are not uncommon, wuh sellers and huyers agrcemg on pnee!-. lm the lkhvery nI 

speclfic quanUtles of tea duc 1'01 manufacture wllhm future penods of anythlllg up 10 a ycar Such 

deals are made on the basls of "sllhJCCl 10 approval 01 ~all1ple", allowlIlg thc huyer ln n'Il'cl the 

tea If, when manufacturcd, Il IS found to fall shOlt of the charactcn~tu::-. and quahly anl1clpOlted 

in the contract. 

Section 3.6: TCll in thc Umted States 

Though the status of tea ln the Umted Sales WIll never he as tugh OlS Ihal 01 

coffee, in tonnage terms, trus country IS trurd 10 the Umted Kmgdom and Pakl!'ltan 111 the world 

leaguc of consurners, only the USSR Import"d anythmg approachlllg a comparahle a\llount hy 

welght 

The shiftlng pattern of the tea I\1Ju~lry 111 the la~l decade have cm~etl trathllOnal 

market shares of Importell teas tn have un(ll:rgonc lIra~lJc change\ l11C lIcCI\IVe cYrnl ha~, hecn 

the advent of the tea-hag, u!'Iually tillet! wllh !'Imlle natlOnally advertl!'led !1leml Accordmg to ~)H1C 

rustonans. the tea-bag came ahout more Of les!'l Llcclt!cnlally. In the carly 190()\, a New York 

dealer namet! Thomas SullIvan staftcd \endlllg out ~alllplcs to 111'0; retall and pnvate cu~I()mcrs In 

small hand-sewn sllk bags. Sorne reclplCnts lhought they were mcant lor LOnvcnlcnœ 111 hrewmg 
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and cntlcl/cd the <;llk. Sullivan thcn had the idea of replacmg the sllk with gauze and the tea-bag 

wa~ hom. 

The tca-bag contams a carefully mea~ured and very small quanuty of leaf, wluch 

IS srud tn provlde morc cups of Ica than Wlth the cqUivalent wClght of loose tea. Since appearance 

does not count, tea-hag~ arc manufactured trom low quahty te as and tea-powders. nenher of which 

IS calculated to ~nd Impom .,oanng, e<;peclally III the quahty range. For ex ample, unul the mld-

1 <J60s, Indlan and Sn Lankan te~, mostly ln Ule quahty range, made up SiXt Y percent of the 

market, ln I<JX3, they wcre down 10 scventccn pcrcen1.6 Not only has therc been a rcducUon in 

tonnage, hut there have also hecn obvlOus shlfL<; 111 pnces. Amencan Imports have been 

comil),tently movmg away from Indlan and Sn Lankan growths m the ranges of US$2 to US$3 

pcr kllogram, to low or medIUm pnced teas falhng bctween US$l.13 and US$1.60. 7 nus 

pcrccruhlc decImc III quahty Indlan and Sri Lankan teas IS partially due to the newly-emergent 

Ica-produclIlg countries III Afnca and Latm Amenca who produce malfily 'common' teas. These 

teas have no speCial quallues Jf Ilavour or hquor, and are more or less inlemauonally 

homogenous, charactemtlcs which make them Ideal for use in the tea-bag industry. 

TIle pattern of trade III the US IS complcx and provides ample scope for 'wheeling 

and lleallllg' m thesc comparaUvcly cheap tcas. There are sa me tturty-SlX Importers and packers. 

who arc IIsted as supporting the Tea Council of the USA. Apart from the fcw major firms who 

organl/e tllClr own channcls of supply, packers buy mall1Jy thmugh the dealers and brokers. whose 

represcntatlves arc responslble for acqUlnng the tea at the major auctlOn ccnlre~ of the world. 

TIle hlggest corporatc wnccrn m the USA with the largest market share is 

undouhtellly the IIrm of Llpton, whlch IS under Urulever owncrshlp and commands roughly fort y-

"'Ihtd., p.l 05. 

7Ihllt., p.1 M. 
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five percent of the market. Other coast-tü-coast nal10nal hrands mclude Salada Food." (owncd by 

Kellogg), McComuck, Rrooke Bond and Tetley. Il was the Ia. .. t namcd, though of Bnltsh origm, 

which first lOtroduccd Ica-hags ln the Umted Kmgdom. the tradluonal ~tronghold of 4uahty teas. 

At the retait levcl 10 the USA, two or three of the largest ~u~rmarlct chain .. arc makmg the 

greatest headway and may have ohtamed up 10 clghty-fivc percent of all "ak~. whlle snmc SIX 

hundred wholesalers servIce mnumerahle corner store"i and catcnng outlcts 
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Appcndlx 1 1: The Grading of nIack Tea 

Thl~ 1\ nelthcr a comprehensIve nor umtorm system of gradmg smcc it varies 
con..,lderahly from O/1C country of ongm ta anolher. Only the twa grades of black te a, Orthodox 
and eTC, have hccn covered ln t.hIs IIst, and the grades shown below are an mdlcation of size of 
leaf m descl'ndmg ordcr. 1llc whole leaf grades and the 'tippy' and 'golden' brokens meet a 
\pcclah!!~d liemand m vanou\! market\! and thus play a mlOor role in mainstream grading. 

Orthodox Grades: 
Whole l.caf 

TC;OP 
GfOP 
fOPI 
FOP 
OP 

Broken!\ 
TCiOP 
ŒlOP 
fBOP 
BOPI 
UOP 
lU> 

fannings 
BOPf 
GOt­
OF 
Pt-

DuMs 

Tlppy (Jolden Orange Pekoe 
Golden t-'owery Orange Pekoe 
Howcry Orange Pekoc One 
Howery Orange Pl'koe 

Orange Pckoe 

Tlppy (,ollien Broken Orange Pekoe 
(jolden Broken Orange Pekoe 
"'lowery Broken Orange Pekoe 
Uroken Orange Pekoe One 
Broken Orange Pckoc 

Broken Pekoc 

Broken Orange Pckoe Fanmngs 
(iolden Orange Fanmngs 

Orange fanmngs 
Pckoe Funnmgs 

PD Pekoe Dust 
Dl Dust One 
[) Dust 

CTC Gradfs 
Brokens 

BPI 
BP 

Funmngs 
Pfl 
FF 

DuSI!\ 
PD 
DI 
n 

Broken Pckoe One 
Broken Pekoe 

Pek()e Funnings One 
Pekoc fanmngs 

Pckoe Du st 
Dust One 
Dust 

3.15 



CHAPTER 4 

In the relauvely hlgh-mcomc lInporung countnc!o. ot the worllt. tlll' wl\!o.umptlO(\ 

of tca IS not expccted to mcreasc slgmt1cantly, wtulc Ihe production 01 ICJ. l'vcn "\-Ith Il'' .Ihlllly 

for vanable pluckmg, has conUnued 10 ~h(lW a !o.lIOng lendcncy towanh l'xp.ln"loll ln .ldllUIOIl, 

there is also the producuon by ~mall growers, a tact Ihat nlkn glll''' Ullfl'Cllflkll ln IlIlICIJ\ 

statJstJcs. Thus, Il can be argued Ihat the long tl'rm rro~pcnty 01 thc wlllld'" tl'a IIHlu"try woullt 

dcpend on the mamtenancc of a ~ccular halance hetwccn glohal "upply and dl'Illand al il 

remuneraUvc Ievcl of pnccs This would mcan the at!(lptwn (lI .Hl InternallllllJI Ica <Il!n'l'lIIl'llt 

among produccrs wluch wou Id facllItate the control ot '\urplu!-.C!o. and l1Ia\nll'n~U\n' III ,lppropnatl' 

long-ron adJustments 

nus chapter hcgms Wlth the hackground 01 the Iir~1 tea Jgrl'l'Illl'ill III Section 4 1 

and continues on 10 dlSCU~S subsequent agrcement~ and recent deve!llpllll'nl" III Secllon 4 2 '1111'1 

is followed by a bnef summary of recent changc!o. and the world "lIuatwn III Ihc Ica market III 

Seellon 4.3. 

SccUon 4.1: History of the Flr~t Tca Agreement 

Deforc 1933, Indla, Sri Lanka and the Nclherlanlh Ea"l Inllle" WCfe Ihc fIIalll 

producers and supplIers of hlack Ica 10 Ille market, or Ihe worlll, and Il wa, the t'()VCfllIllCIII', ' 

the Netherlands anlilhe UllIteu KlIlgdom who conlrolledlhem or wou Id have. Itall 1\ not hecn lor 

the lélll\scl-fauc phtlosophy of the tmlf.:~. In practa~c, produœr~ anddt..,tnhulor.., wcre Ilnly "uhJcc\ 

to the rcstramts of CUSloms and CXCI'C. and prohlcm" of lahour and h:gNatlOll I:vcn the 

emergcncy controls of World WiJ.f 1 ~ccmcd 10 /cave htllc permanenl lIlark on Itll~ unharnpcred 
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!o.tate of affaus 

Aner the cHeets of po~t-war dccontrol had workcd Ils way through theu tea 

market. supply and demand regamed thcir eqUIhhnum and the market rcrn:uned faIrly stable 

hctwccn ]922 and ahout 1928 Howcvcr. trouhle wa!o. loomtng JO the foml of developrnents m 

the Nctherlands' ... a. ... llndl\!s. where acrcagc and OUlput showed explosive mcrcases, whllc m Indla 

and Sn I.anka. only mode\t advances werc made. Il has becn c!o.Umated that cxports from the 

NeUIcrland!o. ha!o.t IndiCS chrnhed fmm 102 mIllion pounds m 192010 160 nulhon In 1929 1 Stnce 

demand rernamcd unchanged, the result of thlS exccss supply was a steady deehne tn tca pnees 

lhrough the late 1920s 1111 m IY10, the produccrs' assoClaUon agrced that tor th al year, exports 

wou Id have to he rcduccd hy sorne 57 mllhon pounds, on the CUITent total of 903 mIllIOn pounds. 

Accordmgly, Indla exponed twenty-four million pounds and Sn Lanka cight 

nlllhon pounds le!o.s of Ica ahroad, hut thc Netherlands Ea.'\t IndiCS sent ollly one mllhon pound .. 

less.2 Thl~ pohcy of voluntary restncUon was further undcrmmed by evcnts 10 Java and Sumatra. 

TIIe errert of any !o.callng down un the big estates ln Java and Sumatra was hemg offset by low­

grade matenab reachmg the 'hought-Ieaf' factones -- the reverse of what had hcen almed at. That 

IS, the major produccl!o. had agrecd to reducc exports 111 the hope of stoppIng Ille splralhng cffcct 

of tea pnccs, but. wlth low qualtty tea~ floodmg the market, the pnee of tea contmued 10 slide 

downwards, and produccrs wcre forccd to explore other form~ of control 

11Ie next move was toward'\ a ~tncter form of enforcernent, and If was the Dutch. 

who III Octoher 19~2, suhnlltlcd a proposai hcfmc Ille Indlan and Sn Lankan associations m 

I.nndon 11le propo<,al ohtarn~(j Ihe approval of ail the memhers (WhlCh tcchmcally meant India, 

Sn I,anla anll thl' Ncthcrlands Ea .... IndICS) anli was ready tor sIgnature hy the runth of February, 

1 FOITest, I\JS5, p.I77. 

~Ihld , P 17S 
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1933, The central provIsIOn on whlch the regulatlOn worked was the 'lka 01 'Standard Export!.'. 

whlch would he cstabh!.hed for each \Jf thc partlclpaung countnc~, b,l"'l'lI on Hw tUg.hl· ... 1 ligurc!. 

10 the years 192':). 1930 and 1931 for the tirsl regulalton year (Apnl Il)~' - ~brch 19'4), quotas 

were set at cighty-tïve percent of Standard. 111ere was no control III \\\ltpm Ihough ~tanllan' 

productlOn figures werc a!.slgned by the thrl'e countne~ lor tht'Ir c~tatl". !.o a, III cqultahly ,prcad 

the export quota. (îovemment Involvemenl In the rc!.pecl1ve (OUl1tnc, wa ... al"'l1 ncn',~aJ y to 

msure that the regulatory !>'chcme was eftecl1ve, for legl!.latures wcre fl'qUlfl'll to pa ... , l.lw,. wluch 

had to be subsequently pohcctt 

Acreages werc 'troten' In the Indla, Sn Lanka and the Netherl,lI1lh 1',1»t Indle~, 

mearung thm replanl1ng wa!. IlInttcd 10 the ~arne arca, winch had hcen upwotcd ln Jdl1l110n, the 

lca producer!. and govcmments of Bnl.1!.h Ea<;t Alnca amI Malay" ... agn'l'll tll ,upport the 

agreement, but only wuh rcspect to ltrmtlng lhclr plantl'd acn~agl" In Ica 

Estate owncrs were Is!.ued expllrt hCl'n,l', hy thelr re,peLllve counlne,. and the 

possiblliues of transfer of the se hcen.,cs, whlch would ,cnou~ly alleet local CCO/lOIIIIC JIlterc~t" 

were mlrumized by vanous meôlsurcs hNly. e~tate owner!>' who W .... tll·ll tu tran,kr cxport 

Iicenses ir' wholc or ln part from onc of then c,latc, lu anothcr had to do '0 wllh the approval 

of the authonl.1es Secondly. a system of JOint licence!. wa~ mtroduœd hy wllIdl oWller ... rct:Clwd 

a smgle licence for ail the e~tates hclnngtng 10 lhem TIll' wa ... 10 prevenl Ilwner, ,elltng hccncc~ 

from one of lhClr c~tates to the l'staIl''> of anolher owner. 

AlllTIImstral.1on (If the ~chclllc wa., Ihe re'r()n~lhlllly 01 the InternatIOnal Tca 

CommIttcc (ITC), comp<J!.cd of rcprc,cntatlve., frolll Ihc tea Imlu,lry 01 the dll/erent rncmher 

countnes The adnum~trallvl~ expcn<;e<; were 10 he dlvlded hetwcen Ihe ,lgnalonC\ 01 Ihe 

Agreement ln proportIOn 10 thelr Standard "',xport ligure,. 

The ITC was ~ucce~,tul 10 tha! llIemhcr, ,oon ,aw a net redudlo/l ln cxport1> 
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, 

towards the end of Mareh 1934, and an merease in the priee of tea, whlch climbed back to Its 

1929 levell.. It Il. Important tn take note of the term 'nct' rcductJons, for no mention was made 

of Bntl~h Ea...,t Afnca or Malay~la bcyond the taCllurn agreement of IImltmg planted acreage. ft 

was only dunng 1914, that the tnmty of produccrs reahsed that sorne recogmtlOn must be paid 

to theu Alncan and Malayan countcrparts, for tca estates 10 thesc countnes wcrc sprcadmg rapldly 

and productIOn wa.'\ lOcrca...,mg faM. Consequently, they were brought lOto the scheme wlth 

gcncrous cxport quotas and pcrrrulislOn for a Iwcnty-five percent mcrease 10 acreage. 1 

The net re'\ult was that whlle the ongmal trio reduccd cxport5., the 'newcorners' 

gamed at thclr expcn..,e, caplunng ncw market shares and forcver changmg the fahnc of the tea 

mdustry "or ex ample, In 1933n4, the three ongmal membcrs of the ITC reduccd exports by 171 

million pounds, whlle the 'outsiders' made a gam of 9 millIon pounds.4 

SectIOn 42: Suhsequent Developments In the Tea Agreements 

The first tea Agreement was for a pcnod of five years, endmg m 1938, and smce 

It worked wuh rea.'\onahle cffielency, Il was renewed for a further live years, wlth mmor 

adjustments to the quota seheme World War II mterrupted the mechamllm of tlle agreement, and 

an extensIOn was made unul March 1948. Fol1owmg thls was a producers' agreement between 

Indta, PaktMan, Sn I.anka and Indonesla, wtuch wcnt 1010 effcet for a furthcr tive years. 

Howcver, these !>amt.' lour countncs also slgncd a new five-year Agreement ln 1950, Wlth a 

Mgmlicant dlt/erenre ln thelr attllude towards productIon. The new Agreement merely mamt:uned 

producllon and dtd not re~lnct 11 In any way For example, new extenliions on land not already 

planted wllh tca were rcstnllcd to fi ve percent of • pcrmltted acre age " whllc replacements were 

'Ihld , P 179. 

41hld, P 179 
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allowed up to ten percent, but had to Oc accompumcd by a slmultanl'ou" uprnotmg ut a 

corresponding area of old Ica plants,5 

Dy 1955, whcn the Agreement was ~p for rencwal, pm:c!. Wl'rl' ln a hoom pha .. c, 

and producers saw no further ncetf for any sort of regulauon Con!.cqul'ntly, tl~ Agrl'l'l1\l'nt wa .. 

phased out though the ITC was allowed to contlllue as a centre lor "'1.' colk(lJon and an,IIYM" III 

stallsUcal and other data, 

ln the mlddlc of the 1960s, pncc~ hall agam hcgun to .. hllw 'ign!. 01 lkdllle, and 

reslnCUon of expons was a rcvlved toplC among produccrs, By now, the "AO, (t'und ami 

Agriculture Orgam~atlOn) of the Umted NatIOn!., had hcgun 10 takc an IIlll'n"t III tca, W/lIdl kd 

10 the establishment of a new Con~ultatJve ClllTIrlllltcc on Tca III January 1969 '1l11' l'OJlIllllth'l' 

was cmpowcrcd wlth provldlllg temporary export quota. .. penlhng a long-kml Agrl'\'lI\l'nt nil' 

brunt of the rC~JXm"'lhlhty for formlng an mtegratl'd programmc lor tea cVl'lIlually (amI.' 10 H' .. t 

Wlth another UNO hody known as UNCTAD, (Umted NatIOn .. ('onlen'lIle lin 1 rade and 

Development), charged wllh stabtll7lng world commmhty market ... and IInprovlllg Ille l'aflllng'" 01 

devclopmg countne~, 

At UNCTAO's "TIurd Preparalory Meeung on Tca" III May 19S2 III (icncva. a 

worlong framework for actIOn was tin:'llly arn ved at Thl'i gathen/1g ot tl'a prodUll'r\ !lowcvcr. 

was a world apart t'rom the mcctmg 01 lhrcc '-tgnatuflc:-, JO 19~\ who caille Ill1'l'lhcf 10 <'I1'n the 

first Agreement and who ... e exp()rt~ '-upplled vlnually l1I/1ety perlent 01 the world lIIarJ..l'I<, At the 

ume of the (Jencva rnectlng. Indla, Sn l.anka and th\.! ternlOflC'l thal WCfe Ille Ncthl'rlanll:-, f:a. ... t 

IndIes controlled nnly ~Ixly-thret..' percent 01 Ihe world markl't and werc part 01 the '-cvcntccn 

counlnes reprc!lcnlmg mncty-fivc percenl of world cxport~ lU altcnd the UN< 'TAI) umkrcnœ f, 

5Ibld" p.179, 

6Ibld" p,18\' 
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A~ 1 .. the case wlth any commodny agreement. negouauons on possible quotas 

were awkward, for UNCTAD wa. .. faœd wIUl the unenvlable task of sallsfymg tradluonal growers 

of lea a. .. weil a .. new producer~ Fmally, Il wa~ agreed Ihal any future IntematJonal Tea 

Agreement would have the followmg ohJectlves. 

1. To promole an orderly expansIOn of world trade in le a, wtule mamtammg pnces al 

levels wtuch are rcrnunerallve and Just 10 producers and eqwlable 10 consumers 

2. To halance Import demand and export supply and aVOld excessive pnce tluctuatJons. 

:\ To Improve market access for tea 

4. To en~ure adequalc 'iUpplJc~ 10 ronsumers. 

5. To IInprove, and mamlam where neccssary, the quahty of Icas traded mlcrnauonally. 

6. To em:ourage the effiCient development of Ule world Ica economy by ~eckmg to 

facllltate and promole Improvemcnl .. m the growmg, processmg, markeung antl dJlllflhuUon of tea. 

7 To promote and mcrea. .. e the consumpuon of tea. 

Under 1 and 2 of the ahove, pnce ohJecuves and mterventlon levels would be 

cSlahhshed, usmg an 'lfi{hCalOr pnce' computed on ail teas sold on Ule EaMcrn and Mombassa 

auctJOns. A glohal quota wa!ot 10 he agreed on each yl'ar, hetween exporter and Importer mcmbers 

of the Agreement, wllh pnce oOJectlves for thal year hemg taken lOto account. Furlhermore, 

quotas WOUlll only apply 10 tho~e c()untne~ whose average annual exports dunng the prevlOus 

three years were cqual to or greater than ten Ulousand tonnes. In addltll)n, the Agreement 

!.(lCclf1cll that export quoi a!. would not apply lo trade m tea tradtt.lOnally undertaken on an mter­

governmental hasl!. helween the Ea!ott-Europcan hloc rountnes. Green tca export~ were also 1101 

~uhJl'ct 10 Ihe quota ~ystem 

If the neguliallom, for Impkmcntath)n of a quota system ~ounds complex. It was 

Ihe common consensus among the members of the tca commuruty Ihat the remai.rung objectives 

4.6 



were aImost Impossible 10 Implement. In the world of tea. lhere IS no œntral authllnty that 

governs. Pohcle~ arc onen shaped hy the forces of nauonahsm on IHll' haml and hy the 

ImperaUves of the market-place on the other 

Section 4.2: The World Market of Today 

Acconhng 10 the World Agncultural Outlook Board, worhl tca prOlluetlon III 191\9 

feU shghtly from the 191\8 lcvd of 2.48 million, afllt pnccs were e~l1m.lll'lt 10 hl' at thClf tllghe~t 

levcl smce 1984.7 TIus l'an he attributed tu ~everal reasons. Sn I.ankan prolluellon hall hcell 

adversely affected hy cIvil unrest resullmg ln !(lwer harvcMmg yldll\, and Sl/vlCI productIOn hall 

stIll IlOt recovcred from the 1986 Chernobyl accident. 11lU\, IIlCfCa\Cll SOVICt lkmallli èOuplcd 

wllh lower world productIOn hclpcd 10 create the uncxpccled hoom 11\ IlllN lI11wcvcr, an 

abundance of low-quahty teas on the market kcpt prH:e~ trom mlng any lughl'r 

Among me major produccr'\. Indla's tea export\ ln 19S9 wcrc c\\Imalclllo have 

approxlmated 1988 ll'veh. half of whlch was ~cnl a.~ :\hlpmcnl~ 10 the SOVll·t limon under a 

bllateral teade agreement. Though Sn Lankan productIOn 1'('11 hy OInc percent 111 IlJ1N, \ales to 

Iraq undcr an econnrnlc co-operatIOn agreement alllounted to around 27.(W)O tonne~ H "'gypt amI 

Iraq are secn as the pllnClpal markets for Sn I.ankan tea export~ lfI the IlJXl)-()() pl'f1od Wllh low 

producUon costs and lughcr world pnees, !ntlone~lan prolluCllllll ~aw an ail 11111t: 11Igh lfI 19X9 

111e Uruted States has hecolllc one of the pnnClpal markets lor IndonC"liJ'" Ica export ... and was 

estlmated to be thc largest reclplcnt 01 Il ... ~tllrmenl~ 111 IlJHX 

The UOIleli States contJOUC~ 10 Il~ p()~llIOn as the world .... Hunl largc~t IInpOrlCr, 

7United States Departrnent of Agnculture FTEA V)(). IYlJO. P 1. 

8Uruted States Depart me nt of Agnculture Fn':A 3-lJO, IlJlJO. p.3. 
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totalhng 90,150 tonne ... valued at 133 mIllion dollars In 1989.Y TIus IS vlrtually the same level 

a~ ln 19HH, and lend~ credcnce ln the proJcctlOns of analysl<; In the field, who predICt a stagnauon 

In Impon requlreml'nl ... around UlC level of the mIt1-clghties. US per capIla tca consumptIon over 

the past dccade ha. ... bcen ... hoWIng a downwards trend, posslbly due to competItion from coffee, 

... oft dnnk~, alcoholIc hcvcrage ... and frull JUICCS. Increased sales of herbal tcas and Iced teas have 

al..,o contnhuted 10 thl'i dcclIne In the consumptlOn of tea as a hol bcverage. 1U 

~lImtcd States Depanmcnt of Agnculture Vlr:A 3-90, 1990, p.7. 

l('IIls cstImatcd thut about cighty percent of US consumpuon IS In the form of lccd tea. Coupled with 
Ihls IS the nsmg populanly of herhal leas, 2,722 tonnes ln 1989, as compared 10 2,268 tonnes sold 
J yl'ar carhcr. Source: Umted States Dcpanment of Agriculture FfEA 3-90, 1990, p.l. 

4.8 



• 

1 
.i 

CHAPTER 5 

The purposc of thts chapter IS to revlCw part of Ihc largl' IItl'rature avallahk nn 

the commodlly markets of coffce and Ica. Dw .. to tœ dlvcrMty of tt\l'~ "tulllc", th(' rl'VH~W I~ 

orgaruzed accor<11ng 10 slIrulanlIes ln study dC~lgn. 111ère arc Um'l' lIlalll "l'l'llll/h, two 01 wh/ch 

deal wHh studIcs donc on the market~ of coffee and tea The Hunt M'clmn l' a collectIOn 01 

relevant artIcles that study Issues of pnce stahIl1l3uon. and vannu~ othl'f :l,pt'ct, nI WI1lmod1ly 

markets 

The hlcrature scarch for thls chapter has covcfed a gmup 01 lI11portant JOllCllah, 

over a penod of twenty years, rangmg from the ù/~clphnes 01 agnculturallo ,lall\lIcall'C()Jl()JIll\':~ 

These journats are thc tollowmg: 

Journal of Economlc LIIcraturc 
Quartcrly Journal of Econonucs 
Rcvlew of Economlcs and Slatlstlc~ 
IndIan Journal of Econmmcs 
Journal of Agncultural r.conOlnlcs 
Amcncan Journal of Agncullural Economies 
Canadlan Journal of Agnrultural EconOlruc~ 
Indlan Journal of Agncultural Economies 
World Bank Staff and Commo(llly Workmg Papcrs 
1Ml-' Staff and CommodJty Worktng Paper ... 
World Bank EconoffiJe RèVICW 

This chapter IS organllcd a~ tollows. llucl' ,ummary tahll" 01 the ,tullll''' on 

cOlTee, tea and commoduy market' repor1cd In thl' chapler 1.., pre"entcd III SectIOn <; l 'nll'" 

followed hy annotatcd nlnllllgraphlc~ tor the~e threc fOpte.., In Secllon .ci 2, SccllOn <; , and. SectIOn 

5.4. respecuycly. Secllon 5 5 IS an a~c'\,ment of the ~IUlhc., rcvlcwcd wlth Implication, for 

empmeal analysis 
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Se('tion S. J: Summary Tahles 

Tahlc S.l and Table 52 are tabular summarJes of the coffee. and tea market 

MudlC., Ihat arc later pre\ented JO the annotated blbhographies ln SectIOns 5.2 and 5.3 belcw. The 

artlClc~ arc arrangetl alphahcllcally and the tables glvc mfonnauon on the author and year of 

publication, the penod that the .. Iudles covcrcd, the main equauons u~ed, and the ohJecuves of the 

Mudle~ Both of thc .. c tahle" are dlVltkd 1010 Iwo sectIOns Secllon A deals WIÙI mathematical 

.,tudle., and Sccllon B pre~cnts the country case studJes. Column two 10 Table 5 1 serves two 

purpo~c~. Il dc.,cnbe~ the range of year~ that the malhcmaUcal aruclcs coyer, dS weil as lndicating 

thc countrlC., that arl' (!calt WIUI Ifl the ca. .. c Mudlcs. Table 5 2 omJts the column Ihat contams the 

maIn equatlOns of the Mudle.. Smcl' rnoM of the artIcles on the tea market arc case ~tudlCS, Il was 

/clt pertment to prc~ent the countnes 10 whlch each of the se studJes wa..;; conductcd 

TIIC ml~ccl1ancous naturc of the studles on commoolly markcts woulu .10t allow 

an appropnate decomposluon of them as used If) thc case of the other two markets on coffee and 

tea. Thus, only IlIC author, the ycar of publicatIOn, and the obJcctIve~ of the vanous studJes are 

h!.ted ln Tablc 5.3, the artIcles helflg prcscnted alphabctlcally as beforc. 
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Table 5 l' Tahular Summary of Coffee Marke! Stmhes 

Model & year Penod COVCfetV MalO cquauons 
of publication Countnes covcred 

Aklyama, 1982 1963-1981 

Ak.Iyama. 1990 1974-19S6 

Dlctnch, 1973 NA 

Edwards. 1976 1950-1972 

Gelb, 1979 1822-1969 

Rourke, 1970 1945-1967 

Saylor, 1974 1947-1970 

Vries, 1975 1934-1974 
supply, 
Wickens, 1973 NA 

Bevan, 1990 Kenya 

Greene, 1981 Kenya 
& Tanzarua 

A Mathcmaticâl Studies 
Demand & plOductmn 

Dcmantl, !o.upply & 
cxport pnce of coffce 
Actual & forecast 
values. MSE & LPI--
Supply & pnccs 

Dcmand, supply & 
IIlvestment 
Production & pnees 

Coffee are a planted 
& pnees 
Supply, demand & 
pnee of coffee 
Coffee tnvestment 
& supply 

B Case Stutlles 
NA 

NA 

Oh,CC(lVl' 01 Ihc MUlty 

To PIO)Cct ClHl"umptlOtl, output 
and po n' 
Tu analylc the \llIflUCI 01 Ihe Il 'A 
4uota "Y!o.telll OII th." world mafle\. 
Tu evalualc the (X'rlol mann-s 01 

!o.hort-It'ml Imcca .... t .. 
Tu !o.ugge!o.t pollnl'" Ihat :-.Iahlh/c 
cxport carmnt-!" 
To dctcfllIInc tlll' hKlor!'l hd\lml 
market o:-.nllaIHln~ III co Il l'l' 
To develop ,1 IIIl'lliml hy whll'h 
to 1(l(~C~l\1 (YOdlll'tll)JI III th: !o.hon­
run 
Tu te .. t llll' clllncll,.:y 01 IIlo(hlkd 
Ncrlovlan"upply IUIll'tHlI1" 
To analy/c fl'l.Il1oll"lup" hètwl'cn 
dcmand and priel'" 
To dcvclop on NcrlllVl' \ 
suppl Y lunctron .. 

To slmly tilt' h"t:al n'''plln~e 01 
a collee nool\l 
To Mudy thc IIIlCro Imphcal1oll'\ 
of a collcl' hoom 

MSE= Mean Squared Error (That IS. average squared dlfferencc hctwccn actllal and IOfeca!.t 
values). 

LPF= Une of perfect forecas!. 
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Tahle 5 2 Tahular Summary of Tea Market Studles 

Model & year Counlne!. 
of pubhcauon covcred 

Aklyama, 1 YX7 W 

Aklyama, 1 YX7aKenya. 
Indla & Sn 
Lanka 

Rolll'rt1.. 1 YX9 Sn I.anka 

Dtullsa. 19X3 UK & USA 

Bartley. 19XO Sn I.anka 

MI!.ra. 19X5 Indla 

Sharma. 19X2 Sn Lanka 

SlIlgh. 1970 Inlha 

Slan.IY72 Kenya 

Venl. 19X6 UK. USA. 
Canada & 
Austraha 

Penod covered ObJccUve 
of the study 

A. MathcmaUcal StudJes 
1975-1983 Speclficauon of supply. demand & pnce ln 

the world economy. 
1956-19X4 To deternune factors that affect that 

affect supply funcUons. 

1952-1973. 
19XO-1982 

To provlde pohcy IIlformalIon hy studYlllg 
a samplc of tea cMates 

Il: Case Studles 
1960-1978 To Isolatc factor<; that contnhute to 

1956-1979 

1961-1980 

NA 

1954-1955. 
1966-1967 
NA 

1950-1951, 
1979-1980 

consumpuon trends. 
Explores supply & demaml III the short-run Wlth 
rer llmmendations for pohcy-makers. 
Tv use elasUelUes of suppl Y 10 he ahle to predlct 
producuon and prIee pohcle[o,. 
To attempt to estimate the factors thal affect 
export supply. demand and pnee. 
Tn deternune the faetor~ tlmt have cau'lcd Indla 
to lose IIltemaUonal market shares. 
AnalY7es the strength~ and wcakncsses of the 
Kenyan Tea Developmcnt Agcngy. 
To use elasUcllIes of suhstltutIon to explam the 
deellne of Indlan tea tu these countncs 

w= Ali produccrs and consumcrs of Tea. 
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Model & year 
of pubhcauon 

Chu, 197R 

Chu, 1986 

Tahle 5 3' Tahular Summaa of Commodtty Markl'l SIUlhl''; 

OhJectlvc of lhe sludy 

Compans(m hctwccn ARIMA models and rcduœll Imm modl'l" lor lorcca"tlilg 
commoliity priees. 

Tù dctennme the eau "es of pnmary commoduy pnn' 1lI0Vl'lIll'nl" lIunng lhl' Ilii 
rece~~lOn of 19R 1-1982 

Gardner, 1983 To u~c supply anllllcmand elasucltlcs 10 explam cllkll'Ill y III fl'dl"lnhulloll 

Hazell, 1990 To IOve"ugalc the relatwn\lup hetwecn prIee Jn~lahlhly and Ihe rl'llirn to ,!!I\lWl'r\ 
III dcvclopmg countnc<; 

Labys, 1975 To provIlic a hackgrounll on rnethodology for future collllllodtlY /Ilodl'l htllhkr\ 

Myers, 1972 To llemon"tratc how to con "llnc Mal1~Ucs and theory III COllllllOlhty tOfce.I,IIIl!', 

Peck, 1976 To IOve,ugate the ctfec! 01 'lllture~' market~ on comlllOlhly pme ... lI ... lng Nl'rlow· ... 
allap!lve expcclallons mode!. 
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Section 5.2: Annotated 8ihliography: ColTee Studies 

A Mathcmallcal Modcl ... 

Aklyama. T & R C Duncan, "AnalyMs of the World Caffee Market", World Bank 
Commodlly W orkwg Papcr #7. 19M2 

Report., the re~ull., from a ncw coffee model constructed to proJcct con~umptJOn. output 
and pncc ovcr the next dccade The proJecuons are bascd on economctnc analyM~ of coffee 
dcmand and productIOn III maJor con.,umlng and producmg countnes and reglOns. The results 
Imhcalc a pe.,.,mmtll outl()ok for Ihc growth In cort'mmptlon and pncc. wlth Magnatmg demand 
ln the LIS and future demand m W Europe hlghly dcpendcnt on mcome growth. whlle bemg 
under competItive pre~"ure from :-.uh.,Utute\ hke soft dnnks, ctc .. Pnccs wcrc l'xpcctcù to decltne 
towanb the Imddlc of the lIecade, unller pre.,.,urc fr(lm tughcr output Slmulauons of the mode 1 
arc carnct! out 10 .,how the ... u.,ccpuhlltly of coffee pnces and export revenue~ to mcrcase In 
producuon at rate., fa"tcr than thc growth ln demand resulting from populauon and lflcome 
IIlcrea..,e~ 

Aklyama. T &. P. N Varangl:-'. "lhe Impact of the ICA on Producmg Countnes". :he 
Worhl Bank b:onollllC Revlew, 1990, Vol. 4, W2, pp 157-171 

SImulatIon ... of a glohal coffee modèl IncorporaUng a vlntage capital approach to 
production arc run OVl'r thl' recent pcnod of operatIOn of the le A' '1 export quota 'IyMem, the 
author~ Imt! that Ule quota ~yMl:m hall a ~tahlltllng effect on world coffee pncc.,. The quota.., 
reduccd rcal export revcnues f,)r moM small exportmg countne~., hut larger produccr~ gaIned. 
However 10 term., of mk reductJon. mo~t ... mall countncs galllCd If a hncf ~u~pen~J()n of the 
quota occur~ lrom tl/ne tn tlme (cau\Cd, tor cxamplc, hy adver~c weathcr wtuch rc ... uIt~ ln a 
~h()nlal1 ln world ~upply), Ule quota "y~lem works hke a hutfer ~tock .,cherne Thal IS, on 
average, produclllg C()untflC~ a. ... a whole lo"c !ran~fer bcnefit~ hut gaIn mk henelit), 

I>lctnch. K J & A D (iullcrrc/, "An EvaluatIOn of Short-term forecast~ 01 Cuffee and 
l'ocoa", Amencan Journal 01 Agncultural hconoflucs, 1\)73, Vol 55, #1, pp \)3- 100 

Prclhctlve pcrlorlllancc~ of .,hort-term forecaMs of productIOn IS evaluatcd uSlOg a 
Il.'chmquc wInch nl1ntl1l1/e~ the avcrage "quared dlfferencc hetween allual and foreca. ... t values 
hm~ca~tIng error ... Jrc deLOll1po~d IntO two c()mp()nent~ rcflecung the foreca~t ... y:-.tcm and a 
re~ldual co 111 po Ile I1t Re~ult<; II1dlCal~d that many forcca.lit., fe~u1ted 10 undcrc),umaUon and 
l'Ilnlallletl large hut un., y.,tematlC errop, 

i',dwanl\, R & A Pankh, HA Stocha:o.tlc Pohcy Sunulauon of the Worlll Coffee 
FCIlnomy". Amencan Journal (II AgnculturaJ Fc.:onomlcs. 1976, Vol SM, #2, pp.1S2-160 

TIu, papt'r analY/c" Ihe .,tructure of Ihe world co/fec market and ~ugge~ts pOhCICS !hat 
.,Iahlh/l' the export earll1ng~ 01 collee exportmg countnes The major cychcal charactensucs of 
the colll'l' l'l'onomy lIlay he explatnelÎ hy a "Imultaneou~ equatJOns model, wluch conslders the 
lagged re~pon"e 01 ~upply to pncc TIll' 11I0.,t ~ul'ccs~ful pollcll':o. IOcludc the developmcnt of 
rapl(Uy lIIatunng trl'e~ ami the IlllpO\ltHH1 llt a 4uota on cxports. hoth of whH.:h arc cffccuve ID 

lIlolhfyll1g the long-run l'ycle A huiler ... tock pollcy IS ~hown 10 he effecUve 111 ehnunatlng short­
run Iluc.:tuallon'o, glVen .,ulliClcnt re~oun:e~ 
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l Gelh. AH. "A Speclral AnaIY'I'I ni Co lice Markl'! ()~clllal)(ln,", Intl'rnJtHlIl.Il h:llll\lIllIC 
Revlew. 1979, Vol 20, #2, pp 4Y5-514 

The pcnodJCII y. power anl! gellerauon or ,Iow pnœ O~ClllJtlOn, Pl'l'ult,lr III tlll' Will III 
coffce cconomy arc mVè~lJgall'l1 u~lOg !,pcrtraJ ml'Ulod~ A Iml'arlll'd Wlll'l' '~'Il'Ill IIIlllk'1 l' 
shown tn po,sc~' a galn f\lncuon 'Wllh c)'dlcal pL'ak near the I~ yl'ar pL'f1IlI), ,1hl)ul IhJ! 01 lll..llOf 
moverncnts m colkc Clln ... uml'r pnce, TIll' mOtkl· ... lran,Il'r tunCIH\I\ ... 1.I\lllcllk lln,l'Iy Wllh 

e,ttmated ,()Crtral relallOll,hlp'I A pL'lUItJf .... rurtural kature 01 !III.' rllike l'U1\l1l1lly - Ihl' rnpOlN.· 
of producmg countne~' exchange rate, tll l'ollet' pncc ... - 1 ...... hoWIl \lI pl\lvHk ,1/\ l''''pl,IIl,IIIOn 01 
why the rorke economy lh"play ... cychcalll'ndl'Ilul'~ \\llhuu! l'X!'lt.'lI,I(1l11l 101111,111\111 t'tCllIg Il.lIVl' 

Rourke. B, f:. "Short-range hlrl'Ca:-.tlng III l'nlkc Production", 1 \1od Rl'lo(.':Ilch In"'l 
StudlCS, 1970. Vol 9. #~. pp lY7-214 

In ~plle of hoth the I.lfge ,!od,., (lI' cotll'C helll hy c"'ponlllg llIlJlllfll" J[l(llhl' I( '( J, pnn" 
of coffct' 10 rceent year ... have re,[xml1etl "'Igmlk Jlltly ln malor yl'Jf \ll-~ l',1f d1Jl1t!l'''' III (lllldulIlI \11 

TIll' papcr rnak~ u-.c of felat)on,hlp" c ... tahIJ ... hell on the ha ... ) ... 01 prlldm tlllll (· ... tllll.lll·' lur 1<)4"-
1967 and glve~ a gUldc tn the a~,e,\menl of (urrl'nl report" on lotlet' lrop ulIldllll,lh '1111\ p.lpt.'r 
ffilght he u'led 10 a.''I)~,t fOfeca,tll1g 01 Ihe Clllkl' crop "\Jill' ... IX 1\1 IlIIlC 111111'111, t'tdll[\' halVl"lIng 
Importance of tkvdoprnenl\ ln Bralll \.., ..,tre\'ol'l1 

Vnc~. 1 dc, Strudufe .mtl Prmpech 01 Ihl' World Cu Il l'l' hOllollly, Wurld Il,1IlI. St..lll 
Workmg Papcr\ #20X. IlJ75 

'nus papcr analy/el, the rl'latlOIl ... llIp' hetweerl ,upply, dL'IIIJnd ,11111 Pflll· ... III l plll'l' Will! 
the hclp ot an ccol\omell le ll\ol1d TI\(! e"'tremcly lleprl'\\l'd kwl III li II kl' pr Ill" III 1 (17" 1 ... 

explumed hy the lag ln adaptatHlI1 III gl'nerJl mllatlOn, a, 'Wcll a ... hy tlll' UIlIJVIlLJI,lhk IIlUlllle 
llcvclopmcnt~ ln Ihc mam con\ullung area.... TI1\''I ,lIual1\l1l ft·\I\lmu.'lI 11ll' l'\pl.'ll.JIIOIl III 111111 
pnccs toward\ Ihc end Ilf Ihe decade Hllwever, I,lllCe Inw,llIlcnt \n new prudulllull 1" 'l'flllll,ly 
Impatrcl1 hy low pn ce:.. , proJection', 01 ,upply. dClII,md amI. PflU" ,jfl' 11l.llle Linder dlllL'rl'/l1 
a!o.sllmpl1on\ a\ to thc devclopmenl 01 lllLOllIe ..Inti 1 11l1al 1\ >11, J, \\l'II ,h thl' IIllllllCIlLl' III If 0\1\ III 

Bralll 

Wtcken ... , M R &. J N (ircentidd, "'Ille ~'l\lIlollletnc ... ul AglILlIltural Supply An 
ApphcallOn to thc World Collee Markd'. RCVIl'w 01 I"coIlOll\ll" .tnd SI.ltl ... lll\, Iln~, Vol Ci'i, #4. 
pp,4~3-44() 

TIlc dynanllc ,tructure 01 agncultural ... upply lU/lltJOII' IIJ" not reLelVl'd /IIlll.h attenllon 
!o.1I1t:C Nerlove\ paLh-hreak.1I1g work III the 19,\()'" A flIulll-Pl'IIOd optlllllllllg llIodd 01 wllee 
IOvestrnent and I.,upply .<, tlevciopcd III Ihl" papcr lrom \\/llLh It J\ ,hO\\/1 thJt \\11I1l' Nl'rlove', 
approach clOlicly approxllllatetl the JOve\tlllL'nI deCl\loll. lt /..111\ 10 l'api Ufl' Ihe 11 Il pc ln ..Illle 01 the 
ge~taUon pcnod for the \upply IUIlCtll)]) 1l1at l'. NcrhlVl"'" ad hOl dyn.IIlIIL" Ml' hl'lIl'r "'U1led 10 
trcc crop~ where long ge,tuuon lag ... l'XI"" 

B Ca~e StudtC\ 

Bevan. J) L • P. CollIer & J W, (junnmg. "h.,cal Rc,pon.,c 10 a Telllporary Trade Sho<..k 
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The Aftermath of the Kenyan Cnffee Boop''', The World Rank Economie Revlew, 1990, Vol.3, 
#1, pp V:;9-17X 

The appropnate Ihcal re~p()n\c tu a tcmporary tenns of tradc wmdfall IS dlfficult 10 
determme. even ln an unregulated economy But controls. ~uch as tho!-tc ln force dunng the 1976-
1<)79 coffee hoom ln Kenya. 1I1troducc "rec1al prohlems for example, forelgn exchange controls 
make the pnvate mve,tment of hoom tncorne mcfficlcnl by causmg Il 10 he undcrtakcn 100 
rapHlly TIU., paper .,tullle., the ca..,c of Kenya, wherc the lxx>m tndüœd a mas~lve tnercase 10 

puhllc cxpcndlturc, far III excc~" 01 the IncreaM! Ifi public revenue The net effcct on eapllal 
formation wa, ncgallve hecau~c thc n.,cal re.,pon.'Ic exactrhated the me Ifi the relaUve pnee of 
non-tradcd capItal good.,. and hccau\e re..,ourccs were precmpled for gl)Vcrnment con"umpuon. 

(jrecne, 1>, R Llchcnthal & S Acharya, "Econonuc Con~equencc~ ot the Coffce Do()rn 
Ifi". Alnea". World Bank Rc\Careh News, 1981, Vo1.3, 'l, pp.31-33 

TIle year ... 1976-ln~ ~aw a four-fold, though temporary, IfiCrraSl! ln the world pnee of 
collee "or tho\e lkvl'lopll1g countnc:-. In whlch eoffee I~ a major source of lorcign cxchange and 
domeMlc Income. Hm IncreaM! lcd tn a large tcnlporary ~hlft ln relatlve pncc~ and a large lnJccuon 
of lficome lrom ahroad TIle ~tudy explores the consequences of the hoom 10 Kenya and 
Tan/allia. ",ountne~ In WhlCh coltee 1'1 a major srnallholder crop and a 'Ilgmticant ,ource of forcign 
l'xchange. Mo ... t :-.tudJe~ of the ccononuc con ... equcnccs of pnee mstahll.ty for major agnel/ltural 
exports have deall only wlth macroccunomlc changes - Um. Mudy trace\ thc co""cquencc~ to the 
ll11em Ievel It:-. ,tactlng (l<)JI1t l~ the eXlstlllg cconornywldc model,> of Kcnya and Tan/al11a. though 
It will make u~e 01 thc large amounts of mlcro-~urvcy data thal have rl'ccntly becornc avwlable 

Saylor, {i. R. "AlternatIve Mea:-.ure~ of Supply E)a ... tlellJe~ The CaM' of Sao Paulo 
Collee", Amerlcan Journal of Agncultural Economlcs, 1974, Vo1.56, NI. pp 9~-106 

Nerlovlan ~upply lunctlons arc fincu to post World War Il collee data for Sao Paulo, 
Branl 111U:-' the data penOl! covcrell I~ from 1945-1969. Suppl Y ~hltt~ arc pcrmlltcd through the 
u ... c 0' llummy varlahles. and recent ~pccllïcauons of Irreversible functllln ... arc tl'sted. The 
mothllcll Nerlovlan lunctwn ... arc M'en 10 pcrform be~t from lxl!.h the econonuc and ... taU~l1cal pomt 
01 vlew 

St'ctioll 5,3: Annotaled llihliography: Tea Studies 

A Mathelllaucai Mollel ... 

A~lyallla. T & P K Tnvedl. "A New Glohal Tea Model: Speclficauon, Estlmauon and 
SlIllulal1on". W mIl! Bank CommOlhty Worktng Papc'f~ #17, 19X7 

TIm l'(OnOIllClnc model 01 Ihe worlll tea economy con~l:-.ts of a ~upply and dcmand 
rl'latlon and an lllVl'ntllfy tiL'mam! cqual10n wluch closc~ the model The modcl I~ ~upcnor to 
prl'VlIllJl, .,tudlc~ hl'l'au,c It ha.., J greatcr dl~aggregatJ()n hy country amI geograplucal zone. 
InVl.'ntory dClllam! .. ·tlmpn\c~ \peculal1vc and transactlOn'l componcnts, hoUt of wluch Involve 
l"fll'ct..llllll1:-' 01 futurc pncc~ TIlé tn~lght that pnee depcnds upon cxpcctaUon~ of future values 
01 é'Ogl'1l0U-' varlJhlc~ provlde the ha. ... I ... lor ~peclfymg and c~umaung a worlll pnce cquauon. 
nIt' ~(X'l'1IÏlatll)Jl ni the "upply ."de l' lIJore detallcd for the four Icadmg prollucmg and/or 
l"pllrtlllg C\luntne~. VII, Inlha. Sn L.lI1ka. Kenya, and MalaWI. ~lIlce Ùlcre IS sorne attempt to 



1 
model long-ruo deC1SIOIlS. su ch as new planung, œplanung. ami lIpfl~ltlng... hlr thl' rl'mUtmng 
producer countnes ln the modcl. the ,pcclfkatwn IS slmpk'r 11ll' fl',ull, III IhL' "lIl1l1latwll 
excrClses are prcsentcd to c,hJhll the pfllpcrtlC~ anll wl'akIlC'''L'\ 01 tlll' Ilh ldl'! 

Akly.\ma. T & P K Tnvcdl. "Vmtage PrntlU\.:\Jon Appw.lch tn l'crl·IlIll.l1 l'rop Supply 
An ApplicatIOn to Tca 10 MaJor Prollucmg Countne~". Journal \\1 h·lH\Ollll·lrh ..... 19X7(J), Vol ",o. 
#1/2. pp 13~-161 

New planungs and replant1l1g dcc"lOn~ play .1 "-l'Y rok III dl·tl·lllll nlllg Illl' Il lng- rUIl 

res(X>osc nt pcrefiOial produccrl\, and 10 accountlllg lor oh~rwd th 1 !l'rl'nll" III th\.' paUl·rn ... 01 

agncultunl devclopment ln thl\ parer. a IraIlll'work ha~ed on Ihl' \'lllt,I~1.' produdlllll Illodl'l I~ 

propo~cd 1lu~ links the producer,' ,hort-run anlllong-run dCCI\HlIl'" nI\.' l'lIlpIIlC,11 appIK,llIon~ 

10 tea production m Kcnya. lnlita and Sn l.anl.llllu,lr.ltl' the lh\'L'r .. ny Olllll·ch,lIl1 ... m .. lIl'll'fllllll1ng 
Lhe ~uppl)' rcsponscs 

Rohens, J , "A Mll'ro-Econonuc Analy,,~ 01 l'ca Production 1 r"lI1g a Sl'IMI ,Ihlc RI.' .. tr1l'll'll 
Profit runcllOn". Journal of Agncultural "'COl1llllllC~, i l)Xl). VIlI 40. pp 1 X 'i-197 

To dcnvc (X)hcy-rclcvant IOlormalion. the tran .. log Imm ot .1 \l·p.lr Jhk rl'"tfllled pmlit 
funcuon was uscd to modd cmpmcally thc c ... lalc tl'a pmtiuctl\1n III Sn 1 anlo..l 1 )JI,I 1I11l\1"ll"ll 01 
H7 oh~crval1ons of pnees and quantllle" for Var\ou" Input" and \llllpUh Irol\l q dltkH'1l1 Sn 
Lankan tea cMate\ ln dlfferent Ic~I~. the l'''lImatcll lIlmkl gl'nl'r.lll~ Il.'\pi.'~tnl thl' propl'rtll', 
lmphed hy the underlylOg a~),ump!tOlh Rl.'''ult., 1I1lhca!l.'d 1IlL'fL'.l" Illt' l·LOnOlllll· ... (II "l,Ill' ln Ihl' 

faclOry acro~~ the ),amplc, and opU/lld field "Ill' 10 he hetween ~()() ,ml! --lm hl'ct,IUl', AllIong.,t 
eMlmatcd shon-Icrm cla~tIC1l11.'''. thc ),upply el ... \llclty \)1 Iradc Ica wa" hlllllli III hl' t() ()4 

B. Case Sturnes 

Dtuml),a. K. S. "nlc Dcternllnant~ 01 Tea Con"UmplJOII - l'a\l' 01 UK & USA", llle 
lodlan Journal of EconoIllH':s. It)X~. #251, Vol LXIII. pp 4X 7-4()4 

Thl! Icvcl of con~umptlun 111 ally coUlllry 1'> llelerrlllnctl hy ccrt .. un \l'I 01 1,1l10r\. VII • the 
Sile of the populauon ano Il), raIe III gro'Wth. fcal dl\pO\ahk InlOllh.', fCJI fl'Iall pllll''' III Ihl' 
cornmoolty conccrncd ano tt'., con'ullIcr', prc!crcnœ". L'lc IIUIIIll' rl'lallvl' 1 III po rtanu' ollal.lor\ 
rnay vary from tIlnc 10 tllne Jno IrrHlI lOuntry 10 counlry 1111, p.!pn .!IIL·/liph III l'Xallllne thc 
consumpuol1 trend), 01 Ica mlhe UK amllhe USA. and Illentllie., Ihe laltor" .tlll·lllll~' L()(l.,ulllption 

of Ica III tlle~,e two lTlaJor countne ... 

Hanley, M J • "hono/lldnc Mode!" 01 th~ Supplv (JI Perenlll.!l .. A ("l'l' ~tudy 01 RlIhhcr 
and Tea In Sn Lanka". World Bank Rc<,Cun.:h New\. 1 YX(), Vol 1, #2. pp 20-21 

The dcrnand Jno <,upply 01 pcrenOlul ccop" arc hlghly ullfc"pon"lw 10 pOlC lhangc ... III 
the ~h(lrt run. and l1u', ha~ cau\eo great JJ1\lahllJly ln thelr worlt! plllC' and ln Ihe l'xpon earfllng\ 
dcnved from them. The tluthor lkvel0JX'tJ vlnlagc mode'" of Ica and mhhcr produLllon, applllahle 
at hoth the mKro and Ille aggregate kwl TIle proJecl lollatcd and lI-.cd thc :tllllUJJ alcountlllg 
statement~ Ihal havc hccn prepared hy manager\ 01 ruhher and ICJ c"latc" ovcr tlle Jargc 1 C;; year .. 
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Il wa., hopcd hy the author that the re'iearch would he of use to government planners m Sn Lanka. 

MI.,ra. SR ... A Study of the Supply Responsc of a Pcrcnmal Crop - A Case Study of 
Tc a" , In<han Journal 01 ".conumlc.,. 1l)~5. #259. Vol.LXV, pp 477-4R6. 

IOOla rcmam., the world'., largest produccr, con~urner and exporter of Ica ln order to take 
carc of hoth anllClpaled d()mc~tlc con~umpllOn and the necessJty of rctammg a rea .. onable share 
ln tJJC worltl tca market, the p0.,llIVC attitude would he 10 mcrca..,e production ln trus eontext, 
mformallon on the c1a..,uclty of ~upply re.,pon.,es would offer a scope for Idcnufylng eeononuc 
prohlcm., and dilliculties m dc,'gnmg appropnate pncc and producuon polKle .. lor a crop hke tea. 
It I~ ea.'ler to a. ... eenam !o whal extent productIOn pohCles ean he mfluenccd hy pncc pohey 
m.,trulllent, If the pohcy makcr know~ the ~17e of tllese ela..,tJeIUcs TIlerelore, the pnnelpal 
ohJectlve of !lm paper 1., to l'xanune Ule nalure of Ule relauonstup hetween production of tea and 
Il., pnœ 

Sharma, J S, "ECOn0l1l1C Determinants of Export Suppl Y Pnce of Indlan Tea", Indlan 
Journal of Agncultural b.:onomtC'>, 19R2, Vol. XXXVII, #1, pp ~U9-330. 

An allempt l' made to cmpmcally cstJmatc the cffcct ot vanous factors on export suppl y, 
dcmand and pnee 01 Indlan Ica 10 the world market. usmg ordmary least ... quare, and Iwo stage 
IcaM 'quare., rneUl!" 'The emplflcal findmgs md!\.:ate a dechmng trend m the export pnee of 
IOOlan tea. Conli. y tn popular hcltef, mcreast..!s m the domesuc output of lea ha. .. not been 
rc~p()n.'lhlc for the dedme ln Ihe export pnce On the otller hand. mcrcà."c~ ln export ... of Ica from 
other counlne~ oUlcr Ihan Indla ha ... advcr~cly affected hoth the pnee and the quahty of exports 
01 Inthan tca HI UIC internatIOnal market 

Slngh, 1 J. & J S Sharma, "ProduclIon and Export PotenUal of Tea III Imita", Indian 
Journal of honomlc~. 1970, #1lJ9, pp 423-428, 

Although Imha's productJon of tea ha., con'Iderahly tncreascd over the years, IndJa'~ total 
Ica cxp()n~ and her contnhutJOn to the world tmport of tea ha.'i mcrca..,ed only margmally. ThIs 
paper Iflvc.,tlgate~ thc faclors attnhuung 10 thts phenomcnon m ordcr 10 predlct a future course 
01 actIOn on production and exporl pohcle'i for the Ica mdustry 

Slern, N H l "Expcnence m the MlITlce~ Melhod for an AppraJ~al of Srnallholdcr Tea In 

Kenya", Bull (nM Fcon & Slat . IY72, Vol 34, #1, pp Y~-12~ 
TIlC pro"ecl anal;./cd was Ihe Thud Planung Programme of the Kenyan Tea Development 

AUlhonly (KT1>A) TIIc KTI>A organIte Ihe provl~lOn of plantmg matenal, mspccuon and 
n11lcl'Uon 01 Ica amI, Ihc procc,~mg and ~l'lhng für ~mallh()ldcr'i Problcm., of ~pcClal nouce were 
the valualllHl of land ami Jgncultural lahour, the treatment of unccnalllty, and welfarc welghlS on 
rarml'r~' mconll~ 'nlC ,h'.Hlow prIee I~ hlghcr than Ule market shadow pnee. whlch 11Iu~trates the 
cxport empha'l' lI11plIcll 1I1 the meUlod's concentraUon on world prICC!; 

Vl'm. I. K. " ... .l:.l~lJCJly of Suh ... lllUtlon of Indla's tea Exports m Major TradtUonal 
Markel~". Inlhan JournJI 01 Econonllc~. 1986, #262. pp 325-328. 

TIu, paper allcmpts ln l~lllatc thc factors that have caused Indla· ... tca exports 10 tradittonal 
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markets to declme dunng the penod of 1950-1951 and 1979-19!((}, TIlL' pJ~r Jttl'mpts to ll\, thls 
usmg elru.UclUes of suhslltuUon for cach of the tradltlllnai markl't!. 01 USA, LJK. Canad~, and 
Austraha, 

Section 5,4: Annotated Ribliography: Commodity Market Mndels 

A Mathemaucal Models 

Chu, K. y, "Short-Run "Ol~casllng of ('ornrnoOtty Pnn·:o. An Applll"atlOn (If 
Autorcgrcllslve Movmg Average Modds". lM .. Staff Papen •. 197!(, Vol 2'\, pp l)O-111 

nus papcr rcvlcws the relative ment!'; of u~mg ARIMA Olodch 'm 'orl'c.l ... tlllg, clllllpan'lI 
Wlth rcduccd fonns denved trom a ~lmultanenus cquatlOn, nmdd llll' paper .Ihll altl'mpls ln 
apply the method of ARIMA models to a ~hort run MmulaUon 01 \:01\111\0\111)' pnù·... 'nll' fl·'Ult:o. 
suggest that the ARIMA modd~ can ylcld quue ~aU~factory ,hmt run IOfeca,'" lor Ihl' lII11nthly 
pnees of ~ome cnmmodltlc', and Ihal thc)' cali he u\Clul l'ven lor 100l'ca,llng Ihl' Yl'arly .1Vl'rage .. 
of monthly pnee" 

(Jardner, B , "Eltïcll:nt Redl ... tnhulwn Ihfllugh CllllllHlllhty Marlo,l'h", AlIll'nCIIl Journal 
of Agncultural Economlcs. 19S3, Vol.65. #2. pp 225-n4 

Efficlency 10 rl'lhstnhullOl1 1:0. mca~ured JO tenu.. 01 deadwclght 10 ..... gCIll'fall'd pet dullar 
of economlc ~urplu~ Lran~fcrred hctwcen comumer, and produCl'r\ 01 a COlllflHU.llly hy IIIt',IIl\ 01 
market II1tervenuon TIll' Implication, of ~upply and lIe III amI elNICIIIC\ 'or l'Itïllt'Itry 111 

redlstnhuuon arc cxanu'lCd wllh ~rlèClal attclltlOl1 to the compan ... \)11 0' produl' 1 It Hl LOl1lrol amI 
deficlcncy payrncnt prograrns The re,ults may he u,ed 10 ail! ln the t'valuallllll 01 COlllllllllhly 
prograrns and as a ha.w; for con<;lllcrallOn nI' thc hypolhe,,:o. that oh"'l'rWll pollllt· ... are l'Ilillcllt. 
glven the pollucal p<\wcr of lntcrc~t groups 

Halcll, p, Il R, M, Jaranllllo & A Wilharn ... on, "TIIC RclatlOmhlp hl'lWl'l'l1 World l'me 
In'itablllty and the Pnccs l'armers P'_'Cl'IVC 111 Developrng Countne\", JOllfll.lI ni Apfllullllral 
Economlcs, Il)4.)O, Vol,4l, #2, pp,227-241 

World pncc~ lor agnclIltural comlllolhtlc' Me tralhllOnally un\tJhle hui Ihl'y Wl'rc 
parllcularly turhulcnt dunng the laIe 1970 ... and the e:ifly IYX(r... 11\1\ papo.:r ll"l· ... Jvallahll' po .. t-
war data 011 Wdlvldual commlldny pnee, to te"t whethcr world pille In,lahJllly 1 ... Illlfca"'lI\g and 
to examIne Il~ lInpaet 011 the prlCe ... produl'ef" reLeI ve ln lkvdoplIlg counlfll·... 1 l " 'Ilunl! Ihat thl' 
recent turhulenœ wa~ more a ,laU .. llcal Iluke than the hcglllmng 01 any longer Il'fIIl IIlcrca.,c III 

market mSlahlhty hrtlH:r, willk the vanahlllly III world pf/cc" ha" hl'l'Il alnlll\1 enllfcly 
lransrnllted 10 dcvelopcd l'ounlfll: ... III Ihe dollaI value 01 thclr l'Xport llllli value, II hJ' not hccll 
tully tran~mlltcd to average prOlluccr pnœ .. , Real l'xchange raie', dOIllC ... lll lIlarketlllg 
arrangements and governmcnt mlcrvcnlwn ha, al'tell III huiler pnce r!l(Jvclllcnh lor pfOllulef\ JO 

many devclopmg counlnc,. 

Pcck. A. r. , "futUfC~ Markel~, Supply Rc~p<)Jl,c, and Pnee Slahlhly", C)uarll'rly Journal 
or Economlc~. 1976, Vol. 90, #3, pp 407-423 

Il has long hccn recognlled litaI If producer" of agncullural WllllllodllJc\ Wl're lorward-
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onentcd In thelr production planmng. the apparent eobweb nature of pnees and producuon for 
the\c commodHle.., would he ehmmaled. Futures markets eXlst, howevcr, for most agneultural 
comm()dltJe~ and gencrally provlde a market deterrnIncd forward pnce, whlch could he used to 
gUldc productIOn dCCI<,lon<, U..,mg Nerlove',\ adapuve expectauon model as a hase, thIs paper 
dcnvc\ the comparatIve hchavlOur of pnces a.\surrung prûducers use futurcs pnees 10 theu 
produclJOn dcu<,lon, TIIC rc,ull~ ,how lhat futures markets WIll In general stahllue mterseasonal 
pncc fluctualHIO<, 

B (ieneral SludJc\ 

Chu, K Y & T K Momson, "The 1981-1982 Reccslilon and Non-Oll Pnmary 
l'ornmodlty Pncc~", IMl-' Staff Work.mg Papers, 1986, pp.93-140. 

'Thl'\ paper analy/es thc dcpres!>cd ~talc ofpnmary commodlly markel~ dunng 1981-1982 
ln thc conlext of developmenlli over a hllitoncaJ penod. The eau~cs of pnmary comrnodIty pnee 
rnovcrncnt\ arc IOve,tlgalcd, .!Iong wlth the relaUvcly hlgh prlce Instahlhly m recent years 

I.ahy ... , WC, "TIle Problcrm and Challengcs for Internauonal CornmodJty Models and 
Modcl BUlldcr~", Amcnr"n Journal 01 Agncultural Economlcs, 1975, VoIS7, pp 94-107 

Rel\earchcr~ today arc encountcnng overwhelmmg economlc and methologlcal problems 
HI !\peclfyJl1g, c<,Umallng and 1\ImulalJng commodJly model~ In an attempt to adopt them to our 
rapldly changlng ccononuc envlfonmcnt. These prohlems bccorne mlen<,lfied whèn dl~a1lOg Wlth 
mtcrnatIonal commodlly 111arket~ where the unccrtamues of pohlIcal and cconomlc hehavlOur 
H1crease, aloi do the vancty nt ..,hoch to Ù1C system. SlOce the means of coplOg wlth the se 
prohlern'\ are hl1uted, a suh!\tanUal gap èXI!oItS bctween the slmphMJC nature of our model!o. and the 
colllplcXHlel. of InternallOnal markcts. ThJs paper provldes a background on methology and 
prohlellll\, and (lffers "'ugge\lJon~ al. to how model hUIldcls can cope accordmgly 

Mycrs, W M, "Colllhlnmg Stalll.ucai Techniques \\Ilth Economie Thl'ory for CommodJty 
ForecaMlng", Amencan Journal of Agncultural Econorrucs, 1972, Vol 54, #5, pp 7H4-789 

Rescarch ln pncc forceaMmg has attrac{ed the attenllon of profc\Monal econOllllsts but, 
hy and large, <,ueh re<,carch has conlnhuted httle 10 pracllcal declsJOn rnaklng The major 
llhJccuves of Ihls papcr arc 10 outhnc a !\peclf1c management probl('m IIlvolvmg sigrulicant pnee 
lInccrtamllel. andto dCIIHlIl<,tratc how wc would comhlne conventIonal econollletrie tcchruques 10 

rcducl ng thl~ li nCt'rt aHlI y 

SN'Uon 5.5: Conclusion 

ln mOllclhng the rolfcc market, the snldle~ presented ln thl!l chapter have dealt 

mUlnly Witt! prohlem!\ 01 productIOn and supply, and theu rclatJOn~hlp wlth Ihe pnœ of coffee. 

Vanous econoll1etnc melhod~ have hccn u!\ed to proJcct the future performances of van ables hke 

productIOn, (On~umpllon and pnee 01 Ihe many papcrs revlewed, the mathernaucal studles done 
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on the coffee market hy Aklyama were round to Ile the mnst cOl11prehl'n'lw TIll'y adequatl'ly 
1 

j 
represent those years when the (CO W:L" 10 eXI,lancc hy uultllng llatJ (l1wnng 1Ill' (X'nodl\ of 

1963-1981 and 1 <';74-19~6. Analyw, 01 pnel' tluctuatJol1'\ and eeonOIlll'tnc lllol.ll'Iltng III thl' COlll'C 

market tn the followmg chapler, WIll al'o mall.e u~ ot data from Ihe l'arlv 19nO ... III lall' 1\)!(Os 

The levcl of untty alllong producer\ of tca, and Ille l',(I,t.lIlU' 01 Vl'I1IC.llly 

mtegrated large enterpnst:~ prevalent ln Ihe tea world 1:-' one 01 the re:\,on ... \\, hy pml' l1uctuJl1ol\.' 

do not ~cnoulily hamper the tea market ln addItion, Ihe lughly urg.\I\1/l'l1 ,rhll:llIll' III IIll' Il'a 

markct lcads to predlctahlltty, whlch render, Ih furthec econOllll'tflC "Iudy ll11'tlCl'IlVl', lurthl'c 

support IS pcovlded hy the papen, rcvlcwed III thl' chJpter, wlll'rc the lIIJloflty ollh .. ''' .. ' lOJln'lltrJte 

on pameulac country C:L,es and prohlcm, wl1h ,upply 

Pnee ml \dulal1on" of the tca and coltce marlo..ct arc IIlv .. '"tlg.II\.'\1 III l haplCf 'Ill, 

followed m chapter "cven hy econolllelnc anaIY'I' III collec priee, III Ihl' lalre .. t lOll\UllUllg 

country 10 the world, thc Unlled Stale, Tea pnce:-. III chapter 'l'vell arc Ilot .lIlaly/l'd ',,'pJralely, 

hut rathcr 10 conlunclHln wilh c\)I tee Ill\\vcmenl~, 111 ortler III heller llmll'r,land the Illler-

relatJon~hJp helwccn the two market!> 



,. 

-

CHAPTER 6 

ln the final month~ of the 19RO~, the ~upp1y of coffee ln the mtcrnatIonal market 

lar out!\tnPIX~d demand, lowenng pm:c<, of green hcans ln additIOn, the coUec markct has ocen 

opcratmg under Iree market conditIOn.., "mec the ~WlpcnslOn of the 4uota "'y~tem m Ju1y 19R9. 

Though the next ICA IS expccted to he remtroduœd 10 Septemhcr 194 l, the l'~ue uppcrmost m 

the mmtl!\ 01 coUee market analy't' 1.., 10 the detcrrrunatlOn of the dommant trend of coffce pnces 

In the lINO" glven the ~uccc," ur l'allure of the leo meetmg!\ 

11le hreakup of Ihe collee pact In ~ 9X9 cau<,ed a frecfall 111 collee "ale!> that 

dcprc~~ed pncc~ and ul~() kt! III .\ lo..,~ of lour hlillon dollar~ 1/1 the lollowmg year for coffee 

producmg countne, 1 Couplet! wlth thls hreakdown, there occurret! a worldwH1c ~urplus of 

cotice, wInch l'lfecllvely <lampen, any upturn that ÙlC market may cxpenencc Branl', ,u~pcnslOn 

01 colfre export.., ln March 1991, m order to pu!\h up pncc~, I~ an mdlcatlon 01 Ihe ~pcculatJ(m 

and apprehen'lOn thal 1"1 prevalent III the co/lee market 0/ the 1990s. nlCre 1., al~o a l'car that Ihe 

Indu~try Illay l'ail 10 mUlOtam (anlld ~trong promotIon from competJtJve hcvauge" hke te a) the 

favourahle Image 01 coflœ a' a 't1e'lrahlc dnnk' TIle eVldcncc 01 the ['I:1.,t year, III the !orm of 

the vanou', adH'rtl~lng camp:.lIgn, launched hy the malor cottee hou,e, ln altdlllOn tn a move 

loward~ 411allly IllIplllvelllenl, 'liprorts the rreÙlcllon 01 a groWlflg II1lere..,t arnong roJMcr~ in 

enrouraglllg tughcr COfl'lImptlOn 

TIlll'. Il l' Illlpcral1VC Ihat Ihe coffce and tca markel, of the mUlor produclI1g 

(ountnc~, he • .IIlaly/ed wJlh re'f'l'ci to the prcvalhng world market condJtjon~ of the Ume. 

Kceplllg In Illllllt the ~conOllllC In,tory 01 collee, wtuch ha., been one 01 conunulllg charlgc rather 

Ihnanl'1al TIIIIC~, lllC Ottawa l'1tl/l'n, March 2\ E5, 1991. 
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than stablhty. it IS clear that uncovenng and ldenufymg major trcntt" 10 thl' (oltee .mll (l'a Il\ar~l't~ 

Will place 111 perspectIve the rccent performances of colTee and tea pn(l" 1111" chaptl'f l'1lVl'f' 

the pcnod ot the l 'JoOs to l 'JlN ln ortier to cxanunc how the markl'I\ 01 l'nlll'l' amI tca h~lVl' 

opcrated under lfiternatlOnal agrcclllcnt\ 

Sedlon fi 1 dc~cnoe~ thc vanaole\ u'ett a. .. rl'levant IIllhr.ltor .. , tllgl'thcr will. thl'Ir 

respectIve o;ourœs cOrft'l' cxpon nuduallon~ lor Bralll, Colomola ,ml! Ken~" ,Ul' WH'll't! III 

Scellon () 2 llus I~ fo\lowcd ln Sectlon 6 -' hy an cxplanaunn 01 Ihe L'xpnrt IX'lltlrlllalln'~ ni tC.l 

from Kenya, Sn I.anka and IntIl.! Tnc,e Iwo group!'. of l,ounlfll.', Il'prl"l'nt !loth Ihl' tradlllllllal 

and the ncw (Xlwcr, tn the collee and Ica market, Brall!. l\llol\lhla, KenY,I. '\11 1 .1IIf....1 ,IIlII lndl,' 

arc al,o among the large'l eX(Xlrler, III the Alllcnran m.lr~et SelllOll () ·llollk, ,\1 lour t}[X" 01 

coffce tral1ed on the Nc\\< York cxchange, and .lllcmph to tletcrtlunl' patll'f"" \\t 'l',"\ll\allly nit' 

!'.cctlon al!'.o con'Ider ... the relatlOn,tup hetwl'Cn the annual 1Il0VCrnellt" 01 1II11l'e ,1Ilt! le,\ prin', 

Section 6.1: Vanahlc ... 

Tht> vanahles u..,cd 10 thl.., chapler are vlliume 01 exporl. l'xporl l'arnlll!!' and urut 

cxport pnce'\ Whole..,ak cxport pncl" have heen u~ed whcre 111111 l'Xport pml''' Wl'Il' not 

avatlahlc Ail vanahlc~ .ue annual cxœpt lor Iho'>e u\cd \n ScLlJOIl fi 4, wllt'fC' IIIO/llhly valul" 

wcrc u~cd to calculatc ..,ea'llnahty A h:-t lit ail Ihe annual vanahll', l' pn"l'I1Il't\ 11\ Appl'IHhx fi 1 

Appcndlx 02 contaw ... the Illontilly vanahle.., togethl'r wllh caleulallon,> lor Illl' 'l'a,oJlaltIY valul" 

TIle namc~, and ..,ource, 01 Ihe vanahle ... u~cd are ",ullllllarlll'd ln Tahle 0 1 
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Tahle 6.1: Variahles and Sources 

Variahle Name Description & Source 

.... xport "'armng ... ror holh coffee and Ica markets . ln mllh()n~ of dollars for 
Bra.lll and Colomhla, millions of shillIngs for Kenya, and, 
1111111On\ of rupce'i for Sn Lanka 
Source: InternatIonal rmanclal Slall~Uc~ Ycarhook, )990, IMF. 
(1960-1l)H9, annuaJ avclagc~) 

Volume of fxport for holh coffce and tea producmg countnc~, the volume was 
norrnalt7cd Wlth 1985.: 100 
Source: Internauona) rmanclal StaU~tlc~ y carhook, 1990, IMF. 
(Il)oO-19Sl), annual avcragc~) 

Umt Fxport Pncc ror hoth coffee and tca pnccs for Oran) and Colomhla, 
normali/cd to 1l)~5= 100, wlth mdexes of umt values III US 
dollar~. "'or Kenya, normalized to 19~5= 100, wlth Ifldexes of 
urut value'i not menuoned m source 
Source: Internauona! Fmanclal SDtalNlc<; Yearbook, 199O, 
IMF. 
( 190()-!l)Hl), annual a veragcs) 
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1 Variable Name 

Wholesale Export 
Pnce 

Coffeel 

Coffee2 

Coffee3 

Coffce4 

Annual Coffee 
Pnces 

Annual Tea 
Pnccs 

Description & SilUre. 

and Sn 1.ul\ka Apphcahk to the tca pnces fo.- Imbu, Kl.'ny.\ . 
Normalt/cd 10 19X5= 10() 
Source: Internallonal FlIlanclal Statl~tlC'" Yeal 
(1'.1()O-IY~lJ. ,lllnua! average~) 

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

l'o!orntllan MIIJ Arahlcas, bl-Dock. New Yor 
I..'cnt~lh 

Source: M0l11hly COrllmodJty Pnce Hulktlll, li Nl'TAD 
(llJ60-lYXY, allnua! and rnonthly averagl· ... ) 

Brallhan and Olhcr Arahll.:a~, .... x-Dock New YOl\... Callhrah.'(\ 11\ liS 
cents/lh 
Source: Monthly Commo<.llly Pnce Bullellll, UN('TAI> 
(\ 960-19~9, annual and monlhl y averagc,,) 

-

Other Mlld Ar ahIC a ... , Ex-Dock New Yorl l' althratl'lt III liS l'l'"I\llh 

llNt 'TAI> Source: MontIlly ('omlllothly l'nec BullLtIll, 
(1960-19X9, an nuai and Illonthly average\) 

Rohu~ta~, (-<.x-Dock New Yorl. t'althratetl III 

Source: Monthly COrlllllOt!lly Pnee Bulktlll, 
(1960-IYX9, annual and Illllnthly a\-ccagl'\) 

_._------ ----

US t.:cnt ... /lh 
l1Nt 'TAI> 

AlI cottee lraded on the New York l'xchangl', 11\ US cent-./lh 
10001-. !l)l)(), IMI' Source: IntcrnalJonal t·tnanCial Stall ... lll'" Yl',l 

(\960-IYXY, annual averages) 

Ail tca tralkd \Il the J .\lntlon uucl1on, 1\1 US c l'l1h/lh 
Source: Internul10nal bnanClal Slatl ... t1c\ Yl.'a rhook \ !)()() , IMI' 
(1960-19XlJ, annual average ... ) 

-

ScctlOn 62' Cotfet' Pncc HurtuatlOn'l 

To md ln the dl~CU'i~J()n or collee pnee and export fluctuatIOn", "'l'ven graph ... arc 

lncluded In thlS ~cctlon 111cy rl'vealthe patll.' or Ull~ volume 1)1 export, exporl carnin)! ... alld untl 

export prIœ~ for cotke trorn I{J60 1(' II.)XlJ TIll' countrtl'''' ot Bralll «;r..\ph ... () 2 1-(22), 

Colomhla (Graphs 62 1-!1 2 4) and Kenya «;raph" () 2 '5-6.26) arc analY/l'd '>CparJIl'ly ln thal 

ordcr, lollowcd hy a tlnal graph wludl pre"'l'nh Ihe UOlt cot tCl' prll,:e., lor ail rhn:l' LOUlllfle~. 

BRAZIL 

Whcn the nr~t ICA weill mto l'Ilcet ln \961, Il wa<., to hall the downwanl dcdlllc 
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1 
ct prlCC\ TIle graph\ \l'em to Indlcatl' that Ù1C ICA dJd ral ... C arld l11amtam pncc" at a <;teady I~vc\ 

JO ilic penot! of 1t)6~ to 1t)72 J·xpor\ carmng ... and the volume of export hoth cltmhcd after 1967, 

hut whlle cxport carnlllg'" contlllucd tn cxhlhlt gruwili, the genl'ral p.lItern 'or the volume of export 

... mcc then ha. ... hl'cn a dowllward trl'nd P\w,lhle rea\on" may he the emergence of ncw (X)wcrs 

In the cofkc market. togl'Iller Wltl! 11lL' changlng pallern 0' the mJ.fket Il ... elt 

llle (!l''CU''''l\ln 01 Ille (f(lugh ... and peah III Bralll' ... Indlcalor ... ha" hecn dlvlded 

11110 two parto" pcnod\ whc!! tlle I.ju()(a "y ... tern wa ... In oocrallOn (\<)M-\972, 1975-\979, 19XO­

\()X4 and 19X7-It)Xt)) and pt'f1ot! ... ""hcn Iree market condllHIO~ prevalletl ln Ihe world market 

( nallld y, 197 ~ -11)77 and l'lX 'i -l'')~\()) 

llll' ycar ... 01 1 WH and 19X7 .. rl' "'Ilmlar In Ihat holh year ... ~aw the mlroduCtlon 

01 an lutcrnallol1al ('ollee Agrcclllent -- Ihe tir"'l yl'ar 01 ppcralH)f1 of Ille Il)fi~ ICA In ]964, and 

tlll' rl'ln ... tall'lIlcnt III (hl' It)X~ ICA III 19X7 A ... lI11hcated hy graph~ ô 2 1 and ô 2 2,1964-1965 

... aw .1 dcrrl'a~c III Hw volulllc 01 export, amI an mereu\C III Ihe umt exp'.lrt pnee, whlll' export 

l'arlllllg ... rl'mallll't! ... tahlc WJlh lhe rellltrodUl.:lIon of the quola ~y ... tcm III 19X7, the It)X7-\9X9 

(X'rtod l'xlX!rll'/lCct! .t lall III thl: volume 01 expmt lllere wa~ an IOcrea-..c 10 the umt export pncc 

a\ 11\ Ihl' 1%4-)l)(-," pcnod, hui 1Illh~e Ùle l'arher pcnod. l'Xport eaIllIn~ ... exhlhIled an over.tll 

dcclme 11lough Ihe re.:owry 111 expoo pnce~ ln 19X7 -19Xt) wa ... much grealer than the IIlcrea!o.c 

IIIcxporl pnce:-.. III l')M-Il}().'i, t/w ... harp de cl 1 Ile III volume 01 ex(Xlrt 111 !9X7-!t)X9 otf'il't the n ... e 

III UIlII export pnrl'~, cau\lIlg a 1.111 III l'X port carnmg~. 

Though Ille \-car" Il! operatIOn 01 the 4ua~l-cartcl Pan~afe (l97R-1979) and the 

(X'11I1\.1 will'Il llll' Ile\\' quota "'y"'l'III wa ... III d teel ( 19X()-I9X4) ~h()uld reveal \lInIlar cffec~ III Ihe 

lI11heahll:-" ulldl'r dl",cu"'~Hln. tlll' graph ... 'h()~ l'vllkncc 10 the contrary. Under Pancafe, the volume 

nI cxpnrt and l'Xport c,lrmng\ dcchnl'd whtle umt export pncc~ mCfeased ln Ille penod 1980-

19H4. lIIUI l':\port pncl''' kil helow 19HO levcls. Whlk hoili Ihe volume 01 cx(X)ft and export 
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Graph 6 2 1. Braz!! 
Unit Export Pnœ & Volume of Export vs. Tlme 
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earrungs Inerca<;cd, Thl<; kath to thl.' nmdu..,wn that undl.'r l'J'Kalt'. tlll' drop lB tlll' volulIll' (lI 

coffec .!xported wa. ... gfl..'Jtl'r ttlJn the ... lIght IOcrca ... 1.' III pnù" l.lU'IOg J 1.111 III l'Xporl l'armn!!, 

HOWL'VL'f. when the ljuot..l ... ) .... ll·1ll v,a .... 111 O(X'I..I1101l. the lllere.l"'l· III \Illllllll' l'xptlllt'd \lthl·t Ihl' 

dccrease In export prKl' .... , Jnd kll tll an (l\,L'r,llI IOlrl'.1\e 10 expl,ln l',lrnlllf.... Illl' IlIlcflIICdl.ltl· )l'.11 

of \lJ7lJ-\lJX(), thc 1.1.,t ycar P: llfx'ratHllllll P..IIK'..IIt', ........ l·l·1\ tOl'xtuhll IhL' .... Illll' phl'l\l,lllll'!1UIl .1' 

undcr the quul.! !'.y"lcm TIl JI 1". a ... llght 1..11\ ln pm'l· ........ atllllllp.lllll'd hv .1 l.lfl'l' ml' 111 tlll' 

volume exported. and :ln lllCfl'..I ... e III cxport earrllllg" Irlllll lXtMl III ~·WO 1111111011 US IInll,lI" 

ln IY7~, thl' ICO l~lI~~'û 10 arrive ..It new qU\lI,1 rl·!'ul.IIHIII ..... 1IIl! Ifl'l' 111.11 "-l'I 

condulom. prcvJlkd \111 IYX() .·Xporll·JIllIng .... hall 'l'.ldh·d ,1 fll'V, IX',I!. III 102 11111 Il li Il liS dllll.lI ... 

III IlJ70. and the volume lit l'Xport IIlCfl·..I'l'd 1111 II plun,\!l'd hy !lIn)' 1I111{\ III Il) 1 \ Ilw IlI.'llllllllt 

\lJ71-\lJ7~ wa" ()ne wherl' world LOllee pnu· .... V,L"l' 10\\. dlHI ..1 .... npnll'd, Ihl' .... /l.IIp lblltlL' III 

Bran!'" VO!UllIl' ni export III IY7~ lau"'l'd unit l'Xp0l1 pnll· .... , .lIld V,lllid IlCJ u· ... , 11lIl\Ul·a .... l' dUIIIl!' 

1973 anu \474, Overall, the 1971,-llJ7'i penod expenenù'd ..1 \harp dl'L!lIll' III vnlllllll' l'Xportcd. 

!'.o mueh ~() thal Ùle Increa .... e tn. unll l'Xport pncl''' (lid n()t pl'rIlllt rculvely III L'XpOIl l'arlllllp .... 

wluch CllntJl1Uelt 10 lall 1111 IlJ7'i 

'Dlcre are "l'veral "lIllllanl1l''' hetween thl' Iwo otllel p .... not! .... ( )lI 7'i -1977 and P)X'i­

\lJ86), anu the une IU"1 dl .. cu ... "ed Ali thrL'e penOlh .. aw Ille llIlfL'e III ,lr"-l' 1 "IX'r.ltl'd 1I1HIL'r lin' 

market eonlhl1on<., wllh nl) quota re ... lncllon" 'nlC ye,lr ... Il)7'i and lllX" hllllll'xlxTIl'Illl'd "lIpply 

SI de shock~ 111 the lonn" 01 a "l'vere Iro\1 ln Bralllin 1()7" .lIld a dnlllrlti III Il/X') ]lolh Il.llu/.II 

dlsa. .. ler!'. led tll large drop" 111 the volulllc l'xported ('O/l"l'qUl'lIll y, Ihl' li 1111 l'xport prICl· ... U1 Ih .... 

fo\lowlIlg yl':.lf\ of 11)77 and ll)Xn rcached unprecedl'nted rX'ak, 1 n JddlllOll, the pt'f1ot! .. 01 1 ln, 

1975 and 1985-19XfI hoth cxpeflellccd Ihe .... allle llIowment ln the IIHlIcJtor'o, '-'/llh decrea\C" 111 

volume exportcd and CXpl'rt earnll1g\, and II1Lrea\e ... 111 ul1ll CXP'lrt pnee 

The penod 01 1 (175-11}77 al .. o encounterl'd lkcrca ... e ... m Ille volume exported ami 
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InUCa.,C' ln unll export pme, hut unhke the j9H5-19H6 pcnod, expOr1 earnlng"l c;howcd an overall 

JOuca ... c The llroughtth.ll tul Il ra./l 1 111 IlJH'i Lau"ed an ovcrall drop ln export l'J r Jng ... dunng the 

19X'i II)X6 pt'f1ot! due tll Ihe lIramallc dCLrca.,e ln volume exportcd Whcn:a ... , In 1975-1977, the 

fall In volulllc l'xportcd wa. ... ovcr"hadowcd hy the ~Igmfica.nt n"lc In umt export pnee. causmg 

l'xpon c.umng ... to peak ln 11)77 

COLOMIIiA 

Though Ihe I( 'A wa. ... \uLcc ...... lul ln ral~Ing a.nd ma.mlammg ,tahlc pncc~ from 1966 

10 IlJ72, COllllllhl.l cxtllhltL'lIlalrly ,tahil' expt)rt pnccs and earrungs from 1900 to 1972, as ~hown 

ln Tahle fl2 ~ and f.lhll' fl 2 4, rC\fX.'dIVl'Iy Unhkc Bralll.l'olomt'Ia', vululTlc ()fcxport cxhlhm, 

ln gl'Ilcral, .In upwJrll trl'Ild ..... Iule cxport cJrIlmg" a ... In Bralll, ... how ... teady growlh A~ In the 

ca ... c III Bralll, Ihe dl\LU\'IIOn l'ail tw dlvlded hetwl'cn penOlh when quula sy ... tem), were 

opcr .111011.11 ( 19X()-19X4 and 19X7-19XX) and pertod~ whcn the)' wcre not (1973-1975, 1975-1977. 

19XO·19X·l Jill! I97X-1979) 

Will! Ihc 'IU\pell~1ll1l of Ihe 4uota ~y~tcm In 191',. export earmng~ ~h()wcd a sleady 

Incrl'a'l'Ill the 197 ~-1l)75 penOlI 'nll' volume of exports ~h()wed ~ ),lIghl In<.:rca,e lor thls pcnod. 

\Vlllie UllIt (''''port pnlc, al\o llllrl'a"l'l1 Thl<; 'Lcna.no corrc~polllh clo'>Cly to lhat fOI the pcnod 

III 19H'i- 1 ()Xfl. \\ hcu t Ill' dWlIt'ht ln Branl 10 !l)X5 pu"hl'd world pnn'" '10 lugh that the ICO 

"lI~rx'IHkd quot.l' Cololllhtan l'Xport prIce, pcakel1 ln 19X{) a'l llld tilC volume exported, ... endlOg 

l'xlxHt c.lfIllng" ~o.trlng to 2XOO 1I11111on US d()lIar~ f·ollll\"mg the lro<,t In 1975 ln Bralll, thc 

Hunt penol! (197') -1977) ,aw the collee nlJfket operallllg umler l'rel' market CondItIOns Export 

l'arl1lng" IIlLrl'a"'l'd. thollgh tur illltcrcnt rca"'pn-, Thcrc wa ... aho a lro,t 111 ColornhIa. wruch 

.11ll'l!L'lI prodUl'tHlIl and cau\ed a rcductlOll 10 the volume 01 coffec exported l'rom Ùlat country. 

H\lwcwr. the accolllpanylllg Illcrcasc 111 unH export pnees olt\et Ule decJInc 10 cxports and 

plOducl'd an II1lTl'aSe ln CIlIOlllhla\ export eafmngs. Evcll dunng thl' opcratlOn of Pancafe, In the 
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197R-1979 penod, the Cnlolllhian CIlltl'l' market extuhlll'd ~tahk l'X.[lI.lrt pnn', .ml! "oIUI\\l' \I( 

export. wlIh a ,ltght mnl'J~ III ,'xport l'Jflllll!!'" 

ln 14S0. Ihl' 11l'\\ 1l1l1l1,1 'y\tl'm hl'l'Jllll' l'I tl'l'II \l' 'Ilw l'II.'lI11d ,,1 \,J)\(}·llJ)\.t 

wltnl' ...... l'd a .. harp de(l!ne 11\ hoth thl' vlllum\.' III 1"'['I\rt and ,'X['IIrI l'.l.flllng\. \\-\th UIlII ,'Xl'lIllt 

pnœs al ... o dl'crea"'lf1g hehm Il ))\0 !L'Vl''' lIowl'wr. ,III,'f 19)\2, hlllh ,'X{lIIJI 1·.lrnln~' ... ,lIld Ill,' 

volume nf l'X[lIlrt ... tlllwl'd a 'll\II.1y 1 III fl',l"l' , (X'.Iklng III IWlÔ. V.hl'I1l'Xi'IIHIl'.III11I1t" re.l' h!'d 2xon 

nuillon US dollar... Vw Ilh the rl'l· ... tahh ... hment 1)1 ItlL' quoi..! ... y\1t'1ll III 1 \lX 7. l '\lllllllhl.l·' volUlIll' 

of l'Xport exhlhlll'd a dl'CfL'a'l' tll 1 YS:! kwl .... whlll' Ul1\1 l'xl'lIlrt pnu· ... IIlCll'a"'l'll 'lIll1l'""hat. 

mamtalnlOg l'X[lllrt l'.Iflllng\ .If1lund lô()O IIllllulIl U~ d"II,lf' 

ln UlIlllu ... llln, thl' 1I1 ... llIfllJIl'Vllknll' wlluld 'l'l'III tll Indll.lll' [h,11 thl' ('U!tHllhl.1II 

cottee market thnw .. ul1\.kr Ifl'l'r marlo..d (Ondltllln ... 

KENYA 

The eX[lIlrt l'arnlng'" IlIr collee ln KI~nya. (,raph 0 2 O .... ltow rl'lIl.1rl-.,lhk "'"I1II,IIIIY 

tn thut l\1 Colomhta ((,raph n 24) A ... lIll'lllllrnhlu. Kenya· ... l'Xport l'arllllll:'''' lor Luttl't' rl'IIl,IIIH'd 

steady 1111 197\ whlk the volullle ni export dearly ,'Xlllhlt" <in lIpw,ml Ifl'llll. v.111I 111111 ~'XI)\Ht 

pnœs fernatnlllg falrl y wn ... t ... llt 1111 IlJ7~ 

Under Irœ lllarJ...d LPllllltHln ... , Iwo penot!" Iln~·I<J7C; ,11111 1<I7X I<nt) ,1IL' UlIlllUl' 

III that LhL') ... hllwell a decrea"L' III l'X pu IÏ l',lfnln!!" Ikl""l'l'fl 191"\-197'1, nr(Jr! prtle.., rnll,Jlllnl 

~tahk wtule the volume L'''[lIlrted deLlllll'd. clll"mg J tall III l'Xport L':lfllllli" 1<) lX \,IW IIll' 

formauon 01 qua~I-(artel" 10 ~fahllllL' {hl' pflL'l' lit collcl' Kenya, hl'III~' a I1l'\HIlIIIl'f. WJ\ IlO[ pari 

of ally of the..;e qau",-carteh, and Hlu., L'xpt:f1l'llced redULIIOIl\ ln L'Xport l',lfIlllIg". VllllllIlI' ot cxport 

and ullllexport pnee... '11K~ tro!'lt am! a llrou!!tll III Branl III 197" and !()XC;. fl'\pt:lllvdy, holh 

caused sharp mcrea ... e~ III volume exported a,ul export earlllllg .... wlth L'Xport l'ar~'ng ... (X'aklllg ln 
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Graph 6.2.6 Kenya 
Coffee Export Earnmgs vs Tlme 
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• 

11.J77 al 500 mllll<ln US dollar ... and, ln 1 YX6, at 4XO mIllion US dollars 2 Such pcaks arc not 

... urpno.,lng ... mcc IOlfca.o.,cd Brallll.tn Wlll'l' pncc~ cau\cd hlgher InlernalJonal pncc~, whlch 

corre"'ptmded III a penod III Inuea"'l'd prodUCl1on 1I1 Kenya 

.·ollowlllg Ihe 1976-1977 hnom 1I1 col fee pncc", the arca \own WIÙl coffcc 

Increa.o.,ed dramatH.:ally, LUU'..ng LOftCC prodlH lIOn 10 Kenya to ahll n),c \hMply ln adthuon, 19RO 

... aw Ihe rCllllrodullloll of Ihe quota \y\tclIl TIle ... c Iwo factor ... explam the peak m the vlllume of 

cxporto., III IlJX2 TIle wn\equcllt drop III the volume 01 cxport ln 1 YX ~ can he atlnhulcd to a 

tllgher InCllk'nll' 01 dlo.,ea. ... e III o.,ollle Me:l\ of Kenya, couplcd Wllh unfavourahle agrochmaIJc 

Comhl)()IJo., 111 oll1er lho.,tnLl ... 

111C lourth ICA hl'came dkcllvc 111 II.JX\ and undcr Ihe new quola ~y~lcrn, Kenya 

wa~ glVl'1l generou\ quola hloLk\ a\ relkcted III lugher export pnee .. , volume ot eXptJrt and export 

earmng\ Illlhe penol! 01 19!n-llJX4 TIle penod of 19X7-II.JXX ... aw an overalllllcn~a ... e 111 export 

pnCl'~ alLOl1Ipallll'd hy tl drdp III volumc cXptJrted Howcver, Ihe ~lgmt1caI1l Increa ... e III exporl 

pncc ... lIlore th.m compcn"'atcd lor Ihe tkchlle tn volume cxportcl1 amlled 10 a rccovery 111 cxport 

URAZIL. COLOI\1BIA and KENYA 

(iraph 0 2 7 "'l-elll~ 10 lIlthCale Bralll to he the market leader 111 tilc coffee mdustry 

tlll thc latc IY)\()., Up tu IlJ76, l'o\olllhla':-, export pncc closely follows thc Icad of Bralll's 

pncc)" wllh l'~ch peak and troll~'h ln l 'olollJhla' ... pncc~ Imllaung Bra7l1'~ pnccs Howcvcr, III 

\977, ('ololl1hla\ l't'ail. CX!)(lrt pnl'l' Wc.l\ weil helow BrallJ' ... pnees, (fllrty p01nl~), and contmued 

10 he Ml 1I1ltJl \9X 1 Meanwluk, KenyJ '\ unlll),cd cxport prIee rcmamed hclow tllal ofColomlHa's 

up 10 19XI, IWIIl wherc:t cllIllhcd ),Iealhly to overshadow Colornhta III 19R6, and Bralli III 1988 

111l' phenomenal me III Kenyan export pnee .. ant! the fall ln Bra.lJltan and Colomt.mn pnccs may 

:1\-[1\ Id a\'l'ragl'~ 01 exchange raIes wcre u"cd 10 convcrt slulllllgs 10 US dollars. See Appendlx 6.1. 
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he duc to \cvcral rca.\on\ 

I1eglllntng wlth the fir ... ! ICA In 196\ and conunumg on 10 tlus day, tradItlOnal 

coffee grower\ and newcomen .. to the market have hcen wagmg a conunuou'\ hattle over thc 

all()(,atlofl 01 quota... Slullmg world delllant! and the lfIcrca.<,c In productIve capablhtIcs In 

countnc\ IikL' Kenya have llIerely "ULCCl'lbJ In adlhng 'fuel 10 the lifC' Co)omhla and Bralll 

\upply hlgher qualtty collec ... 10 Ihe v.mld market but tlle popu\anty of lll ... tanl coffec ... whlch u~c 

lowt'r qualtty wllee .... III the late FnO.., and \lJXO<;. have hclpcd In mcrea.\lllg the market' .arc'i 

01 coulltfle.., ltJ...e Kenya ln .ldÜltlllO, the l.lte !YX(}<. have ... een the n~tng populanty among roa..,ters 

u"'ll1g \luld Arahlca~. 111 the lower qu.tllty range. In thclr lll ... tant coltce hlenll .... whll:h lcd ) a 

dl\ll11ct IlIIprOVL'IIICllt 111 ljllaltly TllU .... the growlllg Ilnportanœ of lo\\-er ljll.lltly cotice ... In tavour 

01 hlgh tlualt1y Brallltan ant! ('ololllhlan hlent! ... ha~ let! to a <.Iechne III the pnce prcmla 01 the 

laller 

SectIOn fi ~ Tc;! Pnce f-lucluatIlHl\ 

A~ 111 ... ectlon 0 2. there are ... IX graph~ 10 thlS secuon 10 aIt! In Ule dlSClJ~SlOn of 

lL'a marJ...et pl1ce~ and L'Xr)(lrt tluctuatwm 11le countnes of Sn Lanka (,raph\ fi 3 1-0 l2) and 

Kenya « !rapl!\ 0 , ~-() ~ 4) reprl· ... clll. rc ... pccllvely, the tradlljOnal and Ihe Ilew power 10 the 

Inll'rnatl(\I1al tl'''' lIIarl-.l·t llley are pre"cnled 111 that ortler, followcJ Ily two other graphs. The 

liN 01 thc ... l'. (!raph 6 ~ fi, dc"cnhc\ the \\-hoh.~ ... a)c pnee rIlodulatlOIl<; lor Inlha. Sn Lanka and 

Kenya owr the pertod III Ihl' \Iudy. and the oUlcr. (,raph 0 3 7, IS a rcpresentatIon of all teas. as 

II adl'd Ull the 1 (lodon <luel IOn 

SRI LANKA 

"nIe Sn Lankan volume of cxport from the 1960s to 1989 15 charactcnsed by a 

contl1lUOUS ~cncs of small peaks and lroughs. ln comparlson, cxport canungs remamed stable till 

6.17 
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197'), and lhcn chmhed ~tcadI1y to peak 10 1984 at 640 million US dollars (15000 nullion 

rupee,,) 1 Whole"alc l~XP()rt pnee" aho remalOed steady tIH 1975, after whIch they exhlblt a 

general upwanJ trend 

Wllh10 the 197(h, a peak 10 whok"alc export pnees occurred ln 1977, a.,d the 

grow'h Hl export earl1lng'> neaked ln 197X at 420 nulllon US dollars. Bctwecn 1979 and 1982, 

export earnlllg" rcmalOetl f;.urly ~tahlc at .t[ound 320 rmllton US dollars, whIle wholesale pnccs 

,>tarted a ~teady Chlllh upward'i to peak. ID 19R4 at an alI-ume hIgh level. The volume of export 

~lcadJly dl'dtnl'd lrom 197~ pnor to a ~.cthack In lYR3. 

At UNCT AI J :- ~ ,encva mectmg m 1982, a workmg framcwork for an International 

fea AgrcclIlcnt clllcrged TIlO"C lIlaJor produCC'rs who parllclpated agreed 10 rl'duce quotas In 

ortler to ral'le the depre~~~t1 lcvcl of worlJ tca pnees In additIon. CI VII and ethruc unresi In SIl 

Lanka crupted 111 i 983 ID a "l'nc,> 01 tC!Tomt actIviUes, WhiCh adver~ly affectl'd productIOn. The 

cOIllOlllal1on 01 tilC two taclor<; ~cnt the vclumc of exports plummetlOg In 1983 hut wholesale 

pnees and cxport earmng~ rosc rapltlly 111 19X4. AnnUler factor which ffilght have boosted 

carnIngs mul pnce~ 10 Sn Lanka hctwccn 1983 and 1985 wa." IndJa's govemmental InterventIon 

.11 the~e years. In Il)R4, the Indian govcrnmcnt ordered thal at lea.~t ~venty pereent of all lea had 

tll he ~old through the auctlon centres Control mca~ures, hke the han on eTC grade cx!X>rts and 

the IIltrodUCtlO1l of a 1lllllllllUIII cxport pflCC hetween 1983 and 19R5 nught also have glven an 

unllltcnded hoost to the export cl fort'i ot COrnfX'tllOrS hke Sri Lanka. 

By 19S4, the IIltlcx of the volume of tea l'xports had clirnbcd Iwenty-four polflts, 

and contllluett to clllnh very modcstly III a short senes of pcaks and troughs. After 1984, export 

l'anllng~ and wh()lc~ale pores dcclIncd to a trough 10 1986, after whIch both vanables resumed 

an upwant trend Export earmng~ droppcd to 320 mIllion US dollars III 1986 and ended the 

'Pl'nod Avcrages 01 exchangc rate~ were u~ed to con vert Rupees 10 US dollars See Appcndix 6.1. 
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penod, tn 1989, at 3S0 nulhon US dollar... Whok ... aJe pnct.s ShOWl'(j a "tl'ally IOcn'a ... e tn rx'~lk 

in 1989 al a level unsœn Slflœ 19X4 TIll' cause of 'lus hoom III 191-\9 WU" tlll' l'arltl'r dl~a"tcl 11\ 

Chcmobyl ln !986 The aCCIlknt ~cnou"ly .lffcctcd SovIet PWductlPIl !\Il that the tlSSR W.l'" 

torCCt1 10 tum lO the mtem.lUonal m.~rkcl B y 19S9, Il Ital! CIHl'fgcll a" Ihe laI ge~1 huyer 111 Hw 

mtcmatJOnal \.larket. 

KENYA 

Unhke Sri Lanka, Kenya's volumc 01 export l'rom the 1960!\ 10 Il)X9 clearly 

exhtbits a persistent upward trend, wllh an mcrea. ... e of 107 umlS ovcr Ihe Pl'f1ot! Fxpor! carlllngs 

show exponenual growUl whlle umt export pnce~, .liter remammg "Iahle 1111 lIn"\, al"o l'X/11h11" 

a general upward trend The "'teally grm\-Ulln Kenya'~ \'xpor! 1" ltUt' to Ihe IYr)j' 01 !l'a Ihat Kl'Ilya 

produccs A large comptmenl of the Kenyan tl'a~ lor eXTA.)rt Ill! IIlln Ihl' calegory 01 Inw qual!ty 

or 'common' tcas,ldeal for use In lea-hag" Wilh the COlltlllUlIlg populanty oilea-hag", Ihl' eXI">Ilrt 

potentlal for countnes hkc Kenya ~eem'i lughly la'!ourabk. 

As before, t977 saw a (X'ak In umt export pncc!\, whllc l'xport earnJl1g" dlOppcll 

to 350 thousand US dollars. TIlough urllt pncc'i droppcd III 1<)7(" and contlllueli lall1ng 1111 1 ()XO, 

the level of urut pnccs were hlgher ln the 1 <)70s than III Sn Lanka. Pm 1<; malflly llue to Iwo 

factors, Flrstly, Kenyan tea export'i, alter 1975, were 01 the eTC gmde and the 1<J7()<" allli PJX()t., 

saw eTC global cxports gammg al Ihl expcn'-C 01 the Orth1ldox Ica" Secondly, Ihcre wa" a 

steady increase m Kcnya's tea arca and production dunng the penod frolll llJ71 10 !()X2 'nU\ 

enabled Kenya to Incrcase exp()rt~ at favourahle pflCC~. 

Followmg tte (,cncvu meetlllg 111 19X2, U1cre wa~ a ~l1ght drop m Ihe volume of 

exports, and a major rccovcry In exptlrt pnCl:'" wtllch chmocd 10 a (x'uk ln 1 <)~4 hxport carmng\ 

also peaked In 1984, rcachmg lOOO million US dollar" The han on CTC export~ hy the Indlan 

govemment in 1984, coupled wlth the tact that mosl of the Sn Lankan cxport crop • ' of the 
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Orthodox gralle, helpcd In cammg the dramatIc Jump In the export carmngs and umt pnces for 

Kenya ln 19X4 

Though the Chernoh> 1 accIdent dld r:u<,C world (ca prIce ... , a ... rctlcctcu In the lugh 

kvcl, (lI cxport priee" lor Kenyan tea ... In 19Hf1, pnœ~ tell ln 19X7, only (() recover ,hghtly 111 

19XX rxport carnIn!!, aho tkLlHled 1111 IlJH7. and Ihe volume of export, alt~r pcakmg In 199~, 

lell agam m IlJX6 Slllll~ (hl' SovIet market 1" mo,lly cOlTlpmed of the Ortho!.lnx grade, It 1 ... 

umlcr ... tand:!hlc (hat Kenyan (ca. ... w()uld no! henel1t mu ch lrom (he SovIet nmhap 

A!!hough data were unav:uiJhle lor Il/Xl/, Ule h\O report ... that oue to growmg 

C()n(\IlI()n~ and nl'W plantlllg" U11 ... wa ... a hoom ycar for Kenyan tea export', wIth export pncc, 

readuug 19XX kwl ... 

KENYA, IN[)IA and SRI LANKA 

Inlhan and Kenyan whlllc ... ale export pnee ... followed cach other c1o"c1y tlll 19M, 

whcn Inthan export pncc" hegan to ()ver~hadow Kenya' ... pnee, (Ciraph 603.5) Wholcsale export 

pnee ... lor Inlhan tea contInucd to domlllJte the market unul 19X\ whcn Sn Lankan export pnees 

gaillet! th~ 'upper hand' 'nlough whole~ale pnee ... for Kenyan export of tra had laggcd markcdly 

hctund tho ... e 01 Jnlha, alter IlJXO lhey dllnbed ~teadIly tu compctc favnurably WIUl Sn Lankan 

cxport pncc~ Il/X7 wa ... the only ycar alter 19X~ whcn Sn I.Jnkan cxport pnœ~ fell nclow those 

of Indla and Kcnya, though Il emled I<JX9 at level ... anove that 01 noth the~e countne" 

Though glohal export ... arc ... tJJI dommated hy Ule Orthodox grade, the changlOg 

rallo In the Orthol!ox/CTC hreakup throug.hout the Ia..,t thrcc dccadcs accounls for thls renrsal of 

rdalIve pr~œ~ The ,hare 01 eTC 111 total productlOn mcrea ... cd lrom ~2.7(i(, dunng 1967-1969 to 

4I.Y/C· 111 1977-1979, and then to 46 71/c m 19X7- i9X9.~ 

4Sec Tea Indu'My, A Srx'nal featurc, Bu.,me ... s Standard, Apnl 1990, Ananda Bazaar Patnka, Calcutta. 
p ,P. 
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Section 6 4' HuctualI~ln, Among Dllkn:nl COt!l'C Tvpç, 

TIle p,lItl'rn, of growlh !Pf IhL' pflCl· ... 01 louf lht!L'fl'nl ly[X" 01 collcL' (tlll' 

Colnmhlan rv1Jld A.rahlc..t" Hr.vlll~tn ..tol! (llhl'r Ar..thll,l\, Olher Mlld Ar,lhlca" ..tnd Rohu,t,I"'), ,.., 

traded on thl' ~l'W Ypr\... l',(lllan~L', ,lrL' tir ... t ,1Il,IIV/Cd Ikncl'IlIrth, Ihl' (Ilur ,\rx· ... \\111 hl' rl'll'rrL'd 

to a, coffec l, 2, ~ ..tntl 4, rC'orx'LIIVl'ly "nIt' l'vplllllllll ... III IlIl'n plllC' ,Hl' [c{1[IIduu'd \ln !!r.lph, 

fi 4 1 tmough graph, () 4 4 111l' nn.1 gr,lph dL' JI, \\ Itll 11Il' pail t'Ill , pl "'l' ,1\\ln.llll\ th.11 11IIght pn ur 

ln the pnce, lor thl'\l! Iype, ul LOllee • InJIl~, thl' 'l'lllun lllllLlll.tl'''' 1,\.1Ih . .IIl .I!l,:!\"'" 01 ,mnu.ll 

coffet: and tea pnce, a., lIallet! lin Ihl' New York l'Xlhange ..tnd tht' aULllon l'l'nif(' ln 1 ondon 

DISCUSSION OF COFFEE TYPES 

ln gl'oeral. alliour (Illke type, \el'm 10 1011,1\\ ,1 '>lIllllJr r,llIL'rIl 'lIlu'lht' hC!!lllIng 

of the 196()~ Colke prKe, fl'!I1allll'd falrly ,tahle untl( Il)Ol), nl\l' 'll'.ld!!y III .1 pC.11-. III 1977, and 

then followed a downwanl trend Ihrougtlllw IlJXO" ar..trt lrolll ,1 ,harp IIll ft',I\(' III (I)XIl ('olkl'l, 

Coffl'l'2 amI CuItee' ..tll hegan Ihe IYo()\ Jfl)und 40 u'nlvlh, .md l'ndcd lIn" al prlll', r..tngJllI! 

hetween 60 ccnh/lh and XO cent,/lh ln conlra.,t, ('olkl'4 .,old lor ~(l ccnlvlh ln lt)fI() and 

chrnhed to t'JO cenl',Jlh ln 197" l11e !xllllll III collee pnœ, III 1977 halllhe large,t IIl1raCI on Ihe 

pncc~ of Coltec2. wllKh fcal'het! a peak pnœ 01 ~()() cenl,/lh 

TIle Inillal drop ln pncl', ..liter 1977 wa., al\o IlIghe.,1 IlIr ('ulkt'2, wrth a lall 01 

140 cl·nl~lIh. Cottee4 lollowmg wuh a del'llne 01 X() cl'nh/lh , .lIld Ihe ,malle,t dl'LlIIll' III pnll'\ 

occurrctl ln Coffeel al ()O ll~nh/lh. AlItlUugll pflCC, I..onllllued .11 J downw..tnltrend lor ail LOlkl' 

types. Ihcre was a ~hgllt recovery ln 10XO, when the l'fiLe 01 ('ul lL'e2 exlllhlted Ihe large,t lIluea.,c 

and that 01 Coltee! the ,malle~t TIll' prellllU/Il Br.tllhan and Colomhlan lotlee" cxtllhlt more 

priel' volal1hty th an the llther type, 01 cotlee. 

For ail the coltee type" the pcflO<.! hetwecn I97X and !YX"i wa" charactcfl/cd lïN 

by further dcchnc~ 111 pnce~ ami then hy mode"t Mahlhty 111e growlllg populanty 01 Huld 
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arabica .. for Jn~tant coffee blend'i bcgan in the late 1980s as a means of unprovmg quahty. This 

cxplams dllfcrencc .. that occurrcd for the pcaks ln 1985. 

SEASONALITY 

The monthly avrrages for the seasonal values were calculated ln the following 

manner 'nle rnonthly pnee values, XII' for Hh month and t-th year, of the four types of coffee 

wcre dlVlded hy the yearly average, ~, for a parueular ycar. ThIs resulted ln a n~rmalized value 

for cadi of the lTIonths, Y'l' The new monthly values tor aIl the years were then averaged Qy 

month and plotled on graph 6.4 5 

ln general, the graph mdlcates that coffee pnees for aIl coffee types mcrease from 

July, wlth the hlghe~t pnces correspondmg to t!le months of Novemher and December. 

Colorntmn Mlld Arabicas (Coffee 1) exhlblts greater seasonal effects than the other coffee types, 

wlth more vanatlon throughout the year. Relauve pcaks ln pnees for Coffee 1 were reached 10 

the months of Apnl, June, September and December. Correspondmgly, troughs occurred In the 

months of February, May, July and Octobcr. 1lIe volume of export of coffee from Colombia, 

whlch IS an Arahlca producmg country, for the years of 1984 to 1986 reveal peaks 10 the months 

of Apnl to June, Octobcr to Decembcr and, January to March. 

Brallhan and Othrr Arahlca~ CCoffee2) follows simllar seasonal patterns to 

Coffee 1 exccpt for (>ctoher. 11lc volume of export of coffee from Brazll, whIch also produces 

Arahicas, for the yl'ar~ of 1 Y84 to 1986 correspond c10sely to tllat (If Colombla's. The mcreases 

III l'ofi ee2 III the second hall' ot the year matches those for Other Arabica.-, (Coffee3) and Robustas 

(Colke4) TIle laller IWO types expenence rnuch less decltne m the first half of the year. 

Arahlcas are plCked t!lf(mghout the year, and the graph Indlcates that tlley fetch 

the lughcst priees III Ihe latter half of the year - In parueular, the months of OClober, November 

~lOd Deccmher. 11l1s corresponds ta the pcaks In expon volume In coffee from Brazil and 

6.32 
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Colomhla. Rohu~ta., WhlCh arc grown ln hot and hurrud agrochmauc conditions and have a 

partJcular plckmg ~C<l\on, aho hJve thclr hlghest pnces at the end of the year. The volume of 

cxport of cofl:..-e troll! Kenya for the year~ of 198410 1986 show consistent peaks for the months 

of Ocwher to Deccmhcr, whlch ll"i not \urpnstng consldenng that the bulk of Kenya's coffee 

cxport.<. compmc of Rohu'Ita.'1 (Coffcc4) 

COFFEE and TEA 

Tea pnce~ bcgan 1960 at levels weB above those for coffee. However, tea priees 

fcll throughout the 1960s to equal coffce puees by the end of the decade (see graph 6.4.6). 

Collee pnct.'\ Ihen rme ste:lI.hly l'rom 1971 to peak ln 1977 1lICy cxpenenced sharp drops in 

pnee alter 1977 anô 1 lJX6 Tca pnces appcar 10 have followed a slnular pattern, Wlth sharp 

dcdmcs allcr 1977 and 19X4, and a peak In tea priees III 1977, wruch was much lower than those 

of collee 

TIlc sharp drop In coffce pnees In 1981 seems to have affected the tea market as 

weil, although hoth pnees reeovered aner thal year to peak ln 1984, when the level of tea pnees 

werc hneOy hlgher than lhose for coffce. Conee priees pcaked agam in 1986 Wlth dramatic 

decltnes In pncc~ occunng thereafler After the sharp fall 10 lea pnees In 1985, prices stabtlized 

unlil 19X9, when holh coffee and Ica pnccs were about 80 cents/lb. 

ConclUSIon 

The ohJccuve of Ihis chapter has been to analyze the pa..'it performance of the 

conee and tea markets III onler to understand rceent movemcnts III priees and 10 be able to prediet 

the elfeet of future eennOlme shoeks. 

AnalYSIS of the data shows that dunng those pcnods when the eoffee market has 

opcralcd undcr frcc market COndItlOns, Il has always expenenced a downward trend in priees. 
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Thal 1\, IOIUal Increa. ... e ... In coffee pnce'i, though generaung a short tenn gaIn 10 export eamings 

tor produccf''l, al<,o kali 10 Increa. ... ed plantJng~ of the ~offee crop. nus in tum learu. to 

ovcrproductlOn and a <,uh ... equent œcltnc ln cottee pnccs 

ln addItIOn, the changll1g pattern of the coffee market IS reflecled hy a shtfl ln the 

export volume ... of the produclng countncs under study, whtch IS further supported by analysls of 

the four mam type ... of coffec ,>old on the tnlernaUonal market Furthermore, the tncreasmg 

Importance of ncwcomer'i 111 the coffee a.nd tea markets I~ demon~trated hy analyslIlg the IIlcreases 

III the export volume" and pncc<., of coffee a.nl~ te~ from thcse countnes 

ln the !ollowmg chapter, factors affecl1ng pnce fluctuations tn the coffee market 

arc stullled together wl\h the Ir etTect on the quanUt)' of coffee demanded. Chapter seven also 

IOve"tlgah."; the tnler-rda(lOn~hlp~ bctwccn the markets of cottec and lea. 
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Year 

1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
lY74 
1975 
1976 
1977 
1978 
1979 
1980 
1910 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 

-- - -

KENYA:COFFEE 
Export IExchange Rate 

Million SHIL Period Avg. 

205 7.143 
212 7.143 
212 7.143 
220 7.143 
308 7.143 
282 7.143 
374 7.143 
314 7.143 
257 7.143 
337 7.143 
445 7.143 
396 7.143 
4Y6 7.143 
715 7001 
769 7143 
705 7.343 
H!69 8.307 
4088 8.277 
2495 7.729 
2214 7.475 
21n 742 
2187 9.048 
2889 1O.Y22 
2110 13 312 
4074 14.414 
4610 16.432 
7766 16.226 
3892 16.455 
4900 17.747 

20573 

Export 
Million USD 

2K70 
29.6X 
2968 
30-lW 
43.12 
39.48 
52.36 
43.96 
35.Y8 
47.18 
62.30 
55.44 
6Y 44 
10213 
10766 
96.01 
223.38 
49390 
32210 
296.19 
293.53 
241.71 
264 51 
15850 
2~2 64 
280 5~ 
478 61 
236.52 
'27610 

Appendix 6.1 (cont.) 

KENYA:TEA 
Export EXPOKI 

MillIOn SHIL Million USD 

88 0.43 
80 0.3X 
104 049 
113 0.51 
120 0.3Y 
120 0.43 
174 0.47 
147 047 
2Ul 0.78 
226 0.67 
255 057 
238 060 
329 066 
34tl 0.48 
3tH~ 050 
459 065 
637 034 
1436 035 
1264 051 
1257 057 
1176 {; 54 
1225 056 
1582 055 
2164 1.03 
4035 0.99 
3850 084 
3454 044 
3264 084 
3705 0.76 

........ 

SRI LANKA: TEA 
I:.Xt'UKI Il:.xcnange Kate EXt'OKI 

Million Rupees Penod Avg. MIllion USD 
, 

i 

1096 4.749 230.79 
11 15 4.763 234.10 
1149 4.751 241 ~41 
1140 4758 239.60 
1142 476Y 23Y46 
1210 4.775 25340 
1024 4.775 21445 
1061 4 Y19 215.69 
1161 5.Y2X 1Y5.H5 
lU61 5 Y47 17841 
1119 5 Y58 18781 
1144 5 Y58 ln 01 
11~" 
J IV~ 6 20X 187.18 
1261 6403 19694 
1360 t) 651 204 48. 
1932 7.007 275.72 1 

2100 8.412 24964 
3503 ~ !S73 3947YI 
6401 

1 

15.611 410.03 
5722 15572 367.45, 
6iïO 16534 373.17 
6444 lY.246 334 82 
6342 20 !H2 304.73, 
)3295 23529 352.54 
15764 25 438 619.70 
12003 27.163 44] 89 
9253 28017 33026 
]0654 2Y445 361.83 
12299 31 807 38668 
13664 36047 37906 
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CHAPTER 7 

The Umted States 1~ thc largest consulller and lIuporter of cnlft.'e ln thl' world, and 

Ils tntcrnal demand c1early alfects world collt.'c pnees US hlcnder!'l and roaS[l'rS have. 111 fecenl 

years, been aImlng lowanh ljualtly amI pnee uuprovclllent:-. III tht.'1f markets lor tn!'ltant cotice 

TIus led to a fedl~tnhul1on of market ,hare\ among the I11aJllf exportef'; 01 col fee To dt.'ICfllltlll' 

a rneamngful relallon ... hlp among the vanahle ... that govern thc cotfee market, a live-'itagc elllplrll'al 

procc~s I~ followed ~e1ow The liN pha~e \)f thl'i proœ\~ look\ at the fdal1()n~ll1p hl'Iwl'ell the 

quantlty of coffl'e I/nportcd 11110 the US amI \mue 1I1dl'rwmlent v,lfIahk\ ln Ihl' \econd plJa\t.', Wl' 

asscss the erfccl of Ihe export volume~ ni collee lrom Br,l/Il. Cololllhla and Kenya on Iht.' avt'rage 

pnees of eotfee sold on the New York exchange 111C ncxl pha~c l'xalllmt'~ how thl' lour lIIalll 

types of coffec affect the value of the lotal Huport'i nI' collee mlo Ihc US l '111CII, 111 Ihe lourth 

phase, we develop a model to explofe the rclatlOn\lup hctwl'cn expofl pm:es lor collec and tt.'a 

and the quanUty 01 coffce exported 11110 the US hnally, ln Ihe I1l1h pha\e, 'We hndly \eck ln 

confirrn the normalIty of ~ome 01 the dJta [hat we have heen Il'img 

TIle "umrnary tahle of ail legr~~\\()n\ lh'lcl1\~l'lt In !lll\ chapler IS presenled III 

SectIOn 7,1. TIll' live emplflCul ~Iage" arc explalIled ln SectlOn'i 72 through 76, rc\pt.'cllvt'ly 

Two appendlœ~ dl''icnhe the vanahk'l Ihal w~re lJ~ed l'or the analy\l\ and Illey provI<lc a 

summary of thc prohablhty plot" produccd hy Ille le~l lor nOfmahty 

IThey are Colomb tan Mlld ArabIcas. Brazlhan and O[hCf Mlld ArabIca ... Otllcr Mlld Afablca~ and Robu\ta.,>, a\ 
In othcr chaplers 
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Sectior. 7.1: Summary of Regressitlns 

'The a""umpllons Ihat govem the elghleen modcls considered ln the summary table 

hclow arc pre<;umell to he Idenllcal to the structure of the classlcal hnear modcl. That IS, 

a'i!.umptIom, Involvc normahty III the crror" , homoscedasuclty and no autocorrelatlon In order 

tn determlnc tlle valHhty 01 the"e pamcular ;\.",umptmns, wc made use of prohablhty plots, 

rc!.idual plot" and the Durhm-Walson statlsUc Such checks are nccessary ln order to Judge thc 

degree 01 rellahillty of Ule Student'" 1 and }< stal1"t1C'i, whlch arc assoclated Wlth tcsts 01 certam 

other hypothc.,ls. nlC Studclll'~ 1 ~tatIMlc, as used ln the tahle (represcnted hy the numbers in 

hracket!o.), yICld1> a te"t of the hypothesls that the corrcspondlOg modcl coefliclCnt IS lero, wtule 

the P ..,tatJ<;IIC" pcrrmt 1l'''(S 01 the hypothe<;ls that ail the coeft1clenls 10 a partlcular model arc zero. 

TIll' numher of ohsenallons, n, IS spcclt1ed for cach of thc models in the tabular 

summanes III Secllon!. 7.2 Ihrough SeclJOn 75 Endnotes 10 thlS chapter c1anfy somc of the 

dlacrcnccs 10 mndelhng among regresslOns prescnted 10 Table 7.1. 

TIle regressions pre!o.ellted 10 Illc tahle can be best descnbed when dlVlded mto 

four calcgones, caet} of whlch IS prcsented 10 a separate section. They use either the quantity of 

cotice tmported II1to the US (QCOF) or the pnccs of ail coffee sold on the New York exchange 

(IJCOF) as thelr tlepwtlcnt vanable. 

The tir~t regre~"lOn m Tahle 7.1 uses ail twclve mdcpcndent van ables, while the 

sccond tS a rcsuIt of a pf'lccdurc willch ehmmates those van ables WhlCh contribute the least in 

cxplallung thc tkpcmlent vanahle, QCOf. Thesc two moùels represent category one and are 

lhscu~scd III SectIon 72 Catcgory two contams models threc through seven, which use the priees 

01 ail cOifec, PCOf, as thdr dePl~ndenl vanahle. Thcsc moùels study the relauonshIp between 

the depcntlcnt varlahle and the volume of coffr!' nnpurtcd into the US from major exporters. 

Modcls four through seven present adlustmcnts to model three, of whIch a further explanation can 
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be fQund in the endnotes to this chapter. nus group of modcIs IS lhscussed 10 Secunn 7.1 Thc 

third category mcludcs models elght and mne and mollels tlurtcen through tilteen nlcy asscss 

how thl' total Import of coffee lOto tJIC US 1'1 affl'deli hy the four malll typc~ of cotfcc )'Ollt on 

the world market Here the dependent vanahle I~ the quanttty 01 collL'e Imported, QeOF, or a 

dynarntc transformatIOn of thls quanttly. A tklallcli analY'\Is nf Ihcsc IlHHkh cao he louml 111 

SectIon 7 4. nlc final categnry of rcgrcs~l()n Illodd'l. wluch conlams Illl)(ll'b twdve and slxtel'l1 

through cighteen, IS dlscusscd In SectIon 7 5 nlC'SC mode\s as'\e!ots Ihe Impact 01 Ihe cxporl pnl'l'~ 

of coffee and tca on the quantlty of coffcc Importcd mto the US, QCOr, or a dynalluc 

transformauon of thlS quanUty Model twelve IS the ong1l1al rcgre~\lon, whllc modcl~ ~IXIl'en 

through cIghtcen arc modlfied versIons wtuch atternpt ln correct lm prohlcll\~ wllh ~ertal 

correlaUon. 
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Table 7.1; BcarcssigQ with ICYcIs or yarjablcs 

Vars. 1 2 3 4 5 6 
QCOF Dep.var nep.var 

PCOF 6.31 5.67 Dep.var Dep.var Dep.var Dep. var 
(1.04) (1.95) 

INTER. -2149.20 -... 268.13 85.39 -2.08 135.39 
(-5.26) (-6.71) (1.92) (-0.06) (3.39) 

PT 1<: A 7.30 18.79 
(1.02) (5.31) 

VBR 6.91 7.48 -1.09 -0.61 -0.88 -0.42 
(2.48) (3.02) (-3.10) (-2.19) (-2.93) (-1.01) 

VCOL 18.74 16.80 0.22 1.26 -0.58 0.01 
(7.13) (8.~4) (0.54) (3.42) (-1.40) (0.01) 

VKEN 8.25 Il.58 1.22 0.62 0.12 1.06 
(2.11) (3.58) (3.39) (2.12) (2.15) (2.51) 

PBR 8.07 11.86 
(1.47) (3.99) 

PCOL 10.16 
(0.99) 

PKEN -7.35 
(-1.28) 

QTEA -1.05 
(-0.26) 

TKEN 24.37 
(2.18) 

TIN -20.42 -20.62 
(-2.97) (-7.87) 

TSR -10.14 
(-1.55) 

Dl 35.17 
(0.66) 

D2 88.10 
(1.63) 

D3 138.88 64.44 62.42 
(4.85) (3.49) (0.95) 

D.W. 2.14 1.75 1.03 1.63 0.94 1.17 
F 154.61 265.81 25.69 41.80 30.57 12.87 
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l Table 7,1 (Coptd,) 

Vars. 7 8 9 10 1 1 12 
QCOF Dep.var Dep. var -0.0005 Dcp. var 

(-0.14) 
PCOF Dep.var ~pvar 

INTER. 207.79 172.64 -7.62 251. 76 
(2.03) (2.13) (-1.87) (1.09) 

VBR -0.88 
(-2.93) 

VCOL -0.58 
( -1040) 

VKEN 0.72 
(2.15) .-

PBR 0.24 022 3.H9 
(1.25) (1.22) (0,46) 

PCOL 103 1.07 32.10 
(389) (4 14) (3 (4) 

PKEN -0.17 -0.15 -10.41 
(-1.54) (-1.40) ( -1.(7) 

QTEA 0.26 029 
(1.92) (2 13) 

TKEN -0.18 -023 17.23 
(-061) (-081) (1 23) 

TIN -0.13 -0.16 -23.79 
(-054) (-0.78) (-207) 

TSR 0.20 0.27 7.21 
(1.04) (l39) (0.75) 

Dl 135.40 -9.08 
(3.39) (-2.24) . 

D2 199.83 -15.51 
(4.02) (-1.94) 

COFI 37.57 35.57 
(5.36) (6.30) 

COF2 -4.48 -5.78 
(-1.39) (-2.25) 

COF3 -25,19 -16.15 
(-3.40) (-2.58) 

COF4 9.88 4.85 
(2.09) (1.23) 

D.W. 0.98 U8 1.16 1.96 2.25 1.05 
F 106.03 144.32 232.29 368.08 1311.13 56.15 
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Table 7.1 (Coutd,) 

Var.,. 13 14 15 16 17 18 
DQCOF Dep var Dep. var 

FQCOF I.h~p var Dep var 

QCOF Dep var Dep. var 

IN'''.W. Il)] 10 4 h9 41H 42 -H2'l 79 476 - 107 1H 
( (40) (41} 1}4) (2 1 Y) (-2,47) (52.06) ( -0.2Y) 

('(H 1 14(/ (l02 
(-040) (.159) 

CO .. 2 7 'il) -0003 
(097) (-2 Ih) 

{'OFJ -1 J 73 -OooR 
(.{) 6'i) (-2 36) 

COF4 13 7 31 0004 
(0 (2) (200) 

LA('OF 1 3622 
(2.64) 

LAcon -1481 
(-2.34) -LACOF] -2879 
(-1.86) 

LACOF4 2664 
(274) 

pnR 1847 -0.003 
(1 52) (-0.95) 

..... 01. -JO 09 002R 

(-0.79) (5 12) 

l'KEN -13 19 -00029 
(-1.49) (-121) 

TKEN 53.79 0.0008 
(2.56) (0.15) 

TIN -10 52 -00076 
(-062) (-1.68) 

TSR -32.68 00065 
(-2.32) (1.70) 

LApnR -28.54 
(-2.04) 

LAPCOL 65.80 
(4.02) 

LAI'Kl<:N -14.64 
( -1.50) 

LATKEN 29.15 
(1.26) 

LATIN -12.70 
(-0 ilS) 

LATSR -6.55 
( -0.43) 

n,w. 196 1.56 2.07 1.75 1.34 1.97 
F 0.90 118.32 32.55 4.20 69.98 20.23 
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Section 7.2: The Quantity of Coffee and Indl'pendent Variahles 

Thl'\ ~ectlOn dl~(:usscs two fègre~s\Ons. the nr~t of wluch a';sul1ll'd Ihat Ihe value 

of coffee Importcd Into the US (QCO .... ) lan he adequatdy CharJCh.'rI/cd hy Ihl' hm'ur rdal1on~hlp 

Wlth the twclvl' mlicpel1lknt vanahlc!\. a!\ prCSt'nled 111 Tahle 7 2 TIll' 11l'xt ll'g[I'~\\On. pli.'M'nll'd 

m Tahle 74, wa,> Ihe rl'sult of a 'hackwalds' e1I1T11natlOo proCL'durl' condul..'tl'll on Ih .. ' \Iartlllg 

regresslOn m Tahle 7.2 

Tahle 7.2: A Starting Rl'grt'ssion 

-

l Dependent Var QCCl--

Iodep var~ ('odi I-Slai 

INTER -21492 -5.27 

PC Of 6.~1 104 1 

1Yfl<:A 7 ~O IOJ 
------

VBR 6.91 249 
-

VeOL IX 74 7n 
---

VKEN H 25 2 Il 

PHR xm 147 
-

peOL 10.\6 () 99 

PKEN -7035 -12X 

QTEA -105 -() 2ft 

TKEN 2417 2.IX 

TIN -20.42 -297 

TSR -10 14 -1. 'i'i 

DW 2.14 
~'F 154.61 

0 30 
~. -

The only vanahles not mdudl'd hl'rl' arc Il!o<.,c rl'prc.,enlmg Ihe lour Iypc~ 01 

coffee sold 111 Ihe New York l'xchangl' (COf<I·COr4), togethl'r wllh Ihe export carnll1g~ lOf the 

tluee principal coffel' producmg countne~ , narncly Bralll, ('olomhla and Kenya (hBR, ECOL, 

EKEN). Export canl1ng~ were not tIlclmled for they would hc hlghly cOITelaled wlth cxport pnee., 

and the volume of export, hoth of whlch are pr('~ent ln the mode! ln addition, II was lelt lhallhc 
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vanablc I1(:OF. wtllch reprc\ent\ the pncc'i of ail coffee sold on the New York exchange, 

ad . .:quately capture\ the collecl1ve eflh:t of the vanable,> COFI-COF4 

A .... mdlcated hy the l'\urnatrtl coeffiCIents ln Table 7 2, the model had a rugh 

lIegree 01 explanatory p()w~'r Wlth regard tu the quantlly of coffee Imported (QCOF). 11le volume 

01 collee exported 1 rom Colomhla (Veou. I!', hlghly \Igmlïcant, wlth a corrcspondlng Student's 

t \1a11\tJc of 7 11 "n1l' .. IIndmg 1\ com,I":,,,nt wllh the VICW that Colomhlan cofft~e cxports have 

heen Meathly galllmg ground al the expen~e of BralllIan coflee exports Furthermore, Colomblan 

collee., fall Into the Illewum 10 hlgh pncc range and thcy are very popular Wlth the present 

hlender .. anll roa'ter:-. of m"tant coffee The coefficlCnt of the volume of Kenyan export (VKEN) 

aho contnhutt's more to the modd than Branhan cxport<; (VBR) Though Kenyan coffee IS of 

lower quahty than thl.' Brallhan hrand~. hoth Kenyan and Colomblan coffces arc used 111 II1stant 

(olfee hlends, unlIke the more expcnslvt: BraLlhan coîfce.:.. Wlth the Incrcasmg populanty of 

Instant coffces, thls cn<,urcs a pcf'\l~lcnt dcmand for Imports from Colombla and Kenya. 

All10ng umt cxport pnees for coffee l'rom the three countnes under dl~cussion, 

Brallhan pnees (PBR) ~h()w a pO\ll1ve and slgmlicant crfeet on quanUty Imported mlo the US 

(QCOP), as expccted. Export pnrcs for Colomhlan colfee (PCOL) were found to he not 

slgmlicantly lhlterent lrom Il'm. Wlth a correspondmg Stmknt's t staUsUc of 0.991, whtle Kenyan 

export pncc!'. hall a negatlve cllect on QCOl- It IS notable that Brazlhan coffee pnees move 

together wllh the qu.mtHy 01 collee IInportclt, confinlllng that Drazll IS sUlI a market leader, 

Ltcsplle a lu!'.s 111 market ~hares to Colomhla and other Mild Arahlea producmg countnes. 

ln ortler to lIltcrprct expurt pnccs, Il should be kcpt m mmd mat the quantity 

Imported (QCOF) \!'. a value, alTectcd hy bOlh pnees and volume Importcd. Assurning coffee IS 

a norlllal gond. and that !'.upply IS fuuly ela~uc, the followmg scenano holds truc. When BrazIl's 

cxport priees II1creasc (PBR), so do world eoffee pnces, causmg QCOF to fiSC If the faH in the 
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1 volume of Imports IS Ic~s Ihan tlle Jncrea."c 10 pnres TIus hYP'lthl·~I:o. 1" furthl'r ~upportl'll hy 11ll' 

coefficlcnt of PCOF, Ihe vanahle Ihal rcprl':o.enls the pncl''' of aIl cn/lel" ~old on Ihe Nl"w York 

exchange hecau~c, although Ihe II1dlvldual rC!.'rl'.,~H)n l'lwttîCll'nl for PCO}- I~ Inw, wlih .lI !-lall.,tH: 

of 104, Il '" po.,Ulvdy rdated III the value Il.'rm ~)I Ihl' qll.lnlJly 01 col/Cl' Ifnporll'tI, QCOI' 

Kenya, on the olhcr hand. galm mO ... 1 hy lIndl'rClIllmg pnce., amI Ihl'rl'hy IIlcn'.l",ng Il., .,h.lH' III 

the world markel TIm ... , a~ expccted, prlce ... lit Kenyan export:-. of co/ke are Ill'gallvl'Iy rl'lall'd 

tu QCOF, Wlth a COlTl'spondmg Siudent', ! ~latJ~tJc 01 1 2X. 

TradJtJOnally, eVldencc has ~hown Ulat pcak~ 10 collce pncc!\ have olten hl'l'Il 

accomparucd by simllar peak, III (l'a 'mccs 1 nus Icalh Il'' 10 eXJX'cl Ihal the quanilly 01 lea 

Importcd lOlo Ille US (QTEA) ~hou\(j 1I10VC together wlth Ihl' quanllly 01 collcl' 1I11portcd, !oo.IIlCC 

QTEA IS also a value mcludmg h0l11 pnle~ and volullle 1I1iported ·Illt.~ VJflJhlc rl'pn'''l'Iltlng Ihe 

pnccs of a11 tea, PTE A , supports UliS hypOlhc\I!oo. III Ihal Ihl' regrl'.,,,,on col'lfiL'll'lI1 1., p0.,IIIVl'ly 

related to QCOF. Wlth a corrc~pondmg StudcnC ... 1 Mal1 ... 11r 01 1 02 Although Ihl' vanahle Qll'A 

IS negatIvely rclatcd 10 QCOf, Ils rcgrcsslOn coeflklCnl '" not "Igmllcanlly (hll('ll'nt lrom Icm, 

Wlth a correspondmg t slallSllc of 0 26. 

The wholesale pnees for cxpon of lea from the counlne" 01 Kenya (TKI ... N), Imha 

(TIN) and Sn Lanka (TSR) are ail slgl11tïcam and thelr cocttiClel1t~ l'xlllhli the cxpected 'Ign~. 

That 18, export pnees from Indla (TIN) and Sn Lanka (TSR) are ncgatJwly relall'llio the quantlly 

of coffee Importcd (QCOF), wtulc Keny:.ln cxportl., 01 Il'a !lloved wllh ()('O ... 

Indla and Sn Lanka, the tradJllOnal ~lIppl1cr, of tea !o Ihe US, have hren ~tcalhly 

losmg tonnage, as weil as pnee, to newcolTlers hkc Kenya, who ... e CXP()rt~ arc compn ... ctl 01 

'genenc' and 'powdcr' teas, Ideal for u~e JIl tea-hag., and In...,tant Ica mIXc<;. In addJlJOn, Kenya 

is relatIvely more establl~hed than Indla or Sn I.anka \Il the cxport of <;pray-dncd IIlMant Ica..,. 

2See chapter 6, sectIon 6.4, graph 6.4 6, WhlCh Illm.trales the movcmcnt<.; of the two market ... 
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Ar., a rer.,uIt, Kenyan Ica pncc~ exhlhlt 'ilmllar comovemcnts to world coffee and lea pnces, whtle 

In<ha and Sn I.anka may necd lU rcduee export pneer., In ordcr to lure buyers. 

Smcc lllllc-r.,cner., dala lcnd ln prOllucc st'nally corrclated rcslduals. the 

r.,tamlanh/ed rcr.,lduah from thl .. rcgrc ... r.,lon wcrc plottul agaInst Ume The reslduals tended to be 

randomly <.tl\lnhulcll around lem wnh no <11.,tmgUl~hahlc pattern a~ such. The prc'ience of senal 

correlatIOn can al.,o he dclected hy the Durhm Watson (DW) te~t for mdcpcndencc, where the DW 

Matl~l1c ha .. to fall wllhIn a certaIn range ln onJt.·r to rejcct/acccpt the hypothesls of senal 

correlatIOn If the te..,t .,tall~t1c II) too ~mall or tC3 large, It provldcI) eVldencc for the presence of 

p()~JIIve or negalIvc ~cnal correlatIOn. l'or the purpo!o.es of tht!o. analysls. the DW ~tatJ!.uc for 

supportmg the hyp()thc~l~ of no autocorrelalIon, must approxlmately fall wlthm the range of 1. 75 

and 2.2 A!o. prc!o.cntcd In Tahle 7.2, the Durhm-Watson staUstlc was acceptable, Wlth a DW 

'itatlMlc of 2.14 

TIle te~t of the composIte hypothesls that ail twelve regressJOn cÜ':!fficlents are 

100ntly 7em was hlghly slgmticant, Wlth a correspondtng F stausue of 154.61. Wlth such a large 

F-stallsllc. Il was fcIt prudent to gencratc the autoeorrelatIOn functlon (ACF) presented tn FIgure 

7.1. TIus plots successIve autocorrelauom. of regresslOn reslduals about the zero hne, wlth doned 

re/erenee marh IIIlhcatlllg the crror hand of applOxlmately plus or mInUS two standard devlauons 

for each pOInt TIteee wcre unexplatncd splkes In the data at lag tïve (whtch exceeded bcyond two 

standard crcors). and at lag clcvcn. followmg whleh the data decayed 111 a geornctnc pattern. 

TI1CSC uncxplulIlcd splkcs scem to hc lIldlcatIve of commodlly cycles. More data may prove that 

the coffee maI kct IS mdCI'd subJect to ten year cycles, or, they might be the result of omitting 

some sort of cychcal clemcnt of the cofree market. One poSSible explanauon for thlS cunaus 

hehavlOur lIlay bc Ihe SWItd1lng efrcet of the quota system of the InternatIOnal Caffee Agreements. 

ln addItion, the MLC of the samplc penod may have affected the calculatlons of the asymptouc 
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The followmg regresslOn, prescnled )fi Taille 7.4, was, as andlcaled, Ihe reliull 01 

a 'backwards' elimlnauon procedure conductcd on the model In Tahk 72. Thal IS, the method 

stans Wlth a full mode!, as ln Table 72, ehmmalmg vanahle., from Ihe model one al a lime. Al 

each step, the vanable Wlth the smalle~t contnhullon 10 the modd l' deleled 

The ~ummary of the regre'!'.lOn rc~UItIi ln Tahle 74 ,how a .,trong relalJOnshlp 

between the quanUty of coffce lmported (QCOF), and the \l'ven mdcpcndcnt vanahle~ The mo!\l 

significant vanable 18 the volume of coffee exported from Colomhla, VeOL, Wlth a Student\ t 

statistic of 8.14, followed b)' TIN, the wholesale export pnee of Indlan Ica, wllh a Student\ t 
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... taU~l1C of 7 R7. 

Keepmg ln rnmt! lhat QCOF IS a value compmmg of both pnces and volume 

Imported, the followlng holtl., truc When prlce~ mcrease ln the colfec market, there IS an overall 

Tahle 7.4: Summary of Result~ 

1 kpcmlcnt v:.lnahle (JO n .. 
1----

Ioder var,> Lodi t -Stal" 

INTI·R -226X 1" -671 

l'cm· 5.67 1 95 

IYJrA IX 79 5 ~I 

VliR 74X "02 
veo!. l6.XO x 14 

VKI..,N 11.5R 35R 

PHR Il.X6 ~ 9<) 

TIN -2062 -7.X7 
.... 2o'i XI 

DW 1747 

0 ~O 

tncrcase 10 QCOF. TIll'> VICW I~ ~upported h j the cocflkll!nt on the prlces of all coffee, PCOF, 

wtuch 1.'1 pOMtI vcl y rd a! l'lI 10 QCOI-'. Secondl y, the Increasc In UIC volume of Colomblan exports 

1.'1 accompametl hy an overalllllclease In QeOf', as IS truc m the case" of Branl and Kenya. The 

tllgh dcgrce 01 '\Igmflcam:l' 01 Ùle vanahle VeOL, relative to export volumes from Brazii (VBR) 

and Kl'nya (VKI·,N), kad U~ 10 heheve that the Amencan market reHects the changmg world 

market m Ils prefcrence lOf Mlld Arahlcas, the hulk of WhlCh IS supphcd by Colombla. 

TIIC I>urhlll Wat~on Ma\l~()C, wtllch llctect~ the presence of senal correlation, was 

JUll! acccptahle lor thls rcgresslOn, Wlth a value of 1 75 TIle composIte hypothesis that ail seven 

regrcsslOn c()emClent~ arc lem was hlghly slgmficant, Wlth a correspondmg F staU!lUc of 265.81. 

The autocorrclatlOn funClIon was generated, and revealed the same patterns as before. In tlus case, 

an mtlucnce measurc, known as Cook's D stallsuc, wa.', also specIfied for thIs regresslOn. The 
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1 
Cook's D stausuc IS deslgnclt to mea.'\ure the stuft In the eSlImated C()l'Incll'nt~ wltt.'n a p;U1IŒlar 

obscrvatlOn IS nmlllelÎ Thal 1", Il 1" .1 COlllhlllClt I1ll'.l-.lIrl' ot Ihe Impacl ni Ihal Ilh'erV..ttlllll on .111 

rcgrcsslOn coctlicll'nh 

TIIC llo"crvalwn, lor the y caf', ItJo7, 1977, Il)X~ .lIld Il)SO h.l(~ .1 "Iglllikant 

Influence on Ihe IÏttell mollet A thorollgh ~'ardl 01 the dala n'veakd III 1 ntllllcncai CrTnr Jllll 

coffee pncc'\ '\hllWCll no Jhcrrant hchavlOlIf III Il)o 7 Howcvcr, Il wa." l'vIdent lrom Ihe d.ltJ Ihal 

the ycar1-, of 1 <)fi6 and 1905 <.,aw reduced kwh 01 collce IInponcd m[(l the US lllll'o, the "pilc 

al 1967 coulu not he explalllcd hy It<,etf Howcver, J prohahlc l'"<rlanJllon W.I~ fXl"IOk Il Ihl' 

thrcc year" werc "tulÎled tllgl'ther TIIC fir"t IntcrnatHlnal Collcl' Agn'l·lIIt'lIl. l'Ilt'tll H' "lIlll' 1 110 \ 

ended ln ll)o7 and wa<., not rcncwcd Illl Ihc IpllowlIlg ycar 19M( Ilu" IIIC.lnl qllot.1 "y-.tt'III ... \H'rC 

not etfecUvc III Ihal year, wluch "llIllulaletl rrodueer ... ni co/ll'c 10 l'xporl .1'" lIIulil a ... l'li l\\I hlt' 

The years of 19X5 anu 19H6 I.,aw collee and Ica pncc\ t1l1clllutlng yc.trly Ihrollgh (X·a ...... an,1 

troughs Whllc, 111 1977, ooth commolhty pnœ ... pcaked at lcvel" Ihal Wt'rc very lugh 1 

Section 7.3: Effect uf Export Volumes lin the Priee uf Con'el' 

To ~tlltly !hl: eltect of thc volunw of l:Xport on thc prIee 01 collcc, Ihl' aVl'rage 

pnces of aIl coltCl: solù on !hc Ncw York cxchangc, PC<H" wa, regrC\'l'U on Ihe export VOlllllll" 

of coffce from Bralll, Colomhla and Kenya (VBR, VCO!. & VKI'N) Bralll, oClIlg a llIarket 

leader, has the ahlhly !O ... ekcUvcly 'tlump' or wlthholt1wl tee exporl!'>, thu ... call"llIg wurld priee ... 

to dccrc~e or lI1crea,c, rc~pcctlvcly A ... a rc\uIt, Ihl: cocllïClenl lor Brallllan cxporh, ViiI<, 1\ 

expected to he œgauvcly relaled 10 the pncc of co/ke ln addItion, ('olomolan loI let' IT\OVClIIl'nt, 

have closely parallekù BralllIan movcment~, agall1~t a hackground of Ihc growlIlg populartly lor 

Colomhlan hean~ among roaMcr\ and olcnul:r, TIm popularlly ha, Icd to IIllrca"lIlg l:XP()rt~ from 

3For a detalled dlscus<"lOn of tca anu colfec markets dunng the sc year" ~cc Charter () 
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Colomhta to the US "'0 Ihat, m elfeet, Colomhlan coffee exports now mfluence the market in a 

manner '.tnlllar tu that of Branltan export~ 

WIIl'Il priee.., Hi the collee market Incrcase, Kenyan coffee exports to the US are 

al..,!) l'xpcLled 10 Inlre.l'l' Kenya 1\ ehlclly an exporter of low quahty coffees, lc1eal for use m the 

manulacture ul ,>oluhlc ur In\lant cdlteC\ ThIS procedure uses hlgher quahty corree beans 

comhlnel1 Wllh low qUJllty Kenyan hknt!\ III an cffort 10 he more cost effiCIent. An mcrease III 

collee pnce\ woulLl !l'ad hlender\ and roa.',(er<., to replace more of the hlgher qualtty coffee beans 

hy Ihe ~1111 cheapcr low gr .Ide colfee~, wtuch Shlft would he retlected ln an Illcrea...,e III the volume 

ot l'Xport trom Kcnya '/lit' rc~ults Ir\lm thc regre,,~lon analysl~ arc <.,ummarl7cd III Table 7.5. 

Table 7.5. Summary tif Results 

-
Ikpcmknt vanahlc' PC() .. 

Indep var Codf. t-Stats 

INTI·R 1 8539 1.92 

VBR -1 09 -301 
--

veo\. 0.22 0.54 

VKFN 1 22 3.39 

D.W. lm 

F 2'i 69 
r-" 

~() n 

llle coelllclcnt lor the volume exported from Colomhta, VCOl, is not only 

pOMlIvcly rclalel1 to pnce~ 01 coffec hut IS abo not slgmficantly dlffcrent from zero, with a 

Student's t Matlstlc 01 0 'i4. Although the cocmclCnt~ t)n hoth the volume cxported from Brazil, 

YBR, amI Kenya. VKI~N. wcre hlghly ~Igmlicant, wllh t statlsUcs of 3.10 and 3.39 respectively, 

the vanahics thlt no! CXlllhIl a hlgh dcgree of explanatory power Wlth regard to the priees of ail 

coffce soIt! on the New York cxchange, pen ... The test of the compoSIte hypothesls that aIl three 

rcgrcsslOll c()elliclcnt~ arc Icm ~ccms lughly slgmticant, Wlth a correspondmg F statistic of 25.69. 
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However, the [)urhl1l Watson stilli.llle 01 l.l)], mt/lcares pmMeTTls wirl! sailli corrl'lalllm and 

hence mvaltdafes {he F ItL/torlL \ llnd {ltall.HILS An .ma\ysls nI thc COt\I\.', Il ,Iatl ... tl~ rcvc.lled 

slgmt1cantly tllghl'r pncl''i tur cotice lrom \\)7610 19H9, wlth unu,ually 11I.!!h pnlc", lor UlltCl' 111 

1977 hlrthc! analY"I'" 01 Ihe Lottee markd ,howcd Ilut lrel' markl'I COllthtl(lll ... prn.lllcd IIIHII 

\973 up to It»)\O The~e lactor .. arc prohah\c cau,es 01 Ihl' autocorrl'latlllll and e~l1lllltl' hla ... c ... Ifl 

the rcgresslon. 

In order 10 correct such ddklcncle'i. a ,cncs 01 lurthcr modcl, wcre l'~lllllatt't1 

The first of these used a Llummy vanahlc to rcprc~e!lt Ihe oh~rvatlOns hlf thl~ ycar 1977 hecau ... c 

analysls showeLl lhal a ,evere rrO'it III Branl III \\)75 cau\l'd world collce pnres tn rcadl 

unprecedented leve1s 10 \1.)77 4 

The dUII\Jlly vanahle rcpre"'l'nllng the ycar IIn7 hall a l11gl1 dt.'grcl' oll'xplanatory 

power, wllh a Student· ... t ~tall\Uc or 4 X'i, although Ihe regre~~lOn c()clnCll'nl~ lor the vanahk, 

deahng wllh export volume, l'rom Branl and Kenya (VBR & V KI, N) wa ... nol \lgllll1cantly 

dlffercnl from lem The coefficlCnt on Ihe volumc cxpurkd lrom <- 'olo/llhl:.\. V( '01 • .,hOWl'd a 

margmal Improvement. whde .,tlll hC1I1g pO\lIIvcly rc1aled to l'COI' 111e compO\lIe hYr()lhe~l' 

that ail four regres'lOn cocllïClCnts are lero wa:-. /ughly 'Igmfilant. wllh a corre~pondlllg l, .,latl.,tll: 

of 41.80, and the Durhlll Wat'iOll ~tatJW(' dlowetl il dl<,tlncl huI In.,I!!l1Ilil,UlI IlIIprovcmcnt. Wllh 

a DW statlSUC nt 1.63, lfivalidatlllg, as ",-h,fC, ail J'and t .,latl\lIl., III the regrc.,\l\ln 

In ortler to deul wlth thc ul1u:-.uul hchavlOur (JI lOI/CC market prKe\ !rOIl1 197() 

onwards, the I1Cxt mode! 1I1corporatcd a dummy wluch repre ... cnled tlle j'car ... IlJ76 through IlJX9 ~ 

The regrcssion coeffiCIent on the lIummy vanahle wa\ hlghly :-'Jgllllïcant, wl\h a Sludent'., 1 

statisuc of 349 Howcvcr, vanahle\ deahng wIth the export volumc., lrom Bralll, <. 'olornhIU and 

~e results of thl~ regre:-''ilOIl l'an he found III the ",ufllmary tahle 01 rcgrc' ... HlIl .... laheJ1cd 4 

~e results of thIS rcgrc ... slOn can be found III the ~ummary tahle 01 regrc.,\lo!l<;. labcllcd 5 
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Kenya, decrca.l,cd ln ~Igruficancc Wlth addttionalloss m cxplanatory power. The volume exported 

from ColomhIa, VCOL, wa.1, negauvcly related to the priees of ail coffee, PCOf, l'lut was not 

dlfferent from lero, Wlth a Studcnt' ~ t ~tatJ~tJc of 1 40. However, the Ourbm Watson statisuc of 

0.941, cle .... ly IndlcatLd an mcrea.'ie ln ~enal-correlaUon problems makmg further ruscussion of F 

and t staUstlc~ melcvanl 

l1le two fmal slmulauons u<;cd multiple dummles to capture tne followmg effects. 

The liN regrcs~lOn mcorporatcd three dummy vanablcs 10 represent vanous periods. Oummy 

vanahle 1 (D 1) covered t.he years 1960 through 1972, the early years of the International Coffee 

Agrecment Frce market condItIons, wluch prevaJled from 1973 through 1980, are captured by 

dummy vanahle 2 (D2), whlle thc remammg years arc reprcscnted by dummy van able 3 (03).6 

The Ia.'it modd ~pht the data mto two pcnods. The first dummy varlahle contamed ail 

ohservallons pnor 10 1977, wlule the other includcd all data after 1976, the penod when coffee 

pnces er tllhUed 'ahherrent' hchavlOur. 1 

Whell the data were split to capture the effect of free market condItions ln the 

coffee market, the only dummy varIable wluch was slgnificantly dlfferent from zero was the one 

rcpresenlmg the pcnod from 1973 through 1980, with a Student's t stausuc of 1.63. Among the 

coemClCnls l'n Ihe volume exportcd from BranI, Kenya and Colombia (VBR, VKEN & VCOL) 

only one partIal regre"~I()n coeffiCIent, thal for VKEN, was slgmficant. Wlth a Student's t staustic 

of 2.512. Although Ihe Durhm WaL'ion statistlc of 1.17 IS ,In lInprovemcnt, the problem with 

senal corrclalJon IS ~1111 very much present in thls slmulaUon of the regresslon In Table 75. 

TItc tinal mode! lllvolvcd two dummy variahlcs rcpresenUng the pre 1977 and post 

1977 pcnods. hoth 01 wtllch were tllghly ~lgl1lficant Wlth corrcspondmg Student's t statistics of 

"le rcsults of Uns rcgresslon C:'l11 he found III the summary table of regresslOns, labelled 6. 

7111e rcsulls from thls regresslOn can he found In the summary table of ail regresslons, labelled 7. 
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3.389 and 4.022, respecUvcly The coefficient on the volume expllrtl'd l'rom Colomhla wa!. 

negauvely related to pnees of coffee, PCOf, hut wus nol dlffercnt from Il'm, wuh a Slmlent', t 

staUstlc of l.404 Export volumes from Bra/ll and Kenya (YBR & YK.~N) were holh f(lunllill 

be sirruticant, though wuh low eXj)lanalory powers wlth regard to peOF Inclu~JOn 01 Ull'~l' 

dummy vanablc1> worscncd 11IC prohlcm wlth scnal corrdal1on, wIlll the HW 'tal1~IIC lalltng III 

0.94, negatmg any slgmtlcancc of the 1 or the F stal1slIClI. 

Section 7.4: Errect of Coffee Types on the Import of CotTee 

Wltl1the InternaUonal Collce OrgaJll/al1on deulllocked III Ulelr dl'cI~lon UVl"r quola 

shares Wlth regard to the classlfïclttlOn of c(,llce known a., Mlld ArahICas, 11 I~ Important 10 

under5.tand whal proportHlfl of the world pnee 1~ commamled hy the tour llIall! Iype' of collee 

traded on the market TIus !\eclton explores the rclJl1on"lup hetweel! Ihc valuc tl'rm ul the lolal 

Import of coffee lOto the US (QCO"') and Ihe four type~ of collce. 'nIe'c arc dlvlded mlo 

Colomblan Mlld Arabicas. Brallltan and other Mlld Arahlca~, OUlcr Mlld ArahlCa, and Rohu,ta.o;. 

to be referred to Ihroughout UliS section as COH through ('0"'4, re"pecllvcly 

We would expect Bra71han ana Other Mild Arahlcas (COF2) 10 dOllllnatc Hw 

market and dlctatt~ pnees, hut wllh Ihe groWIng popularlly 01 Colo/llhlun Mlld Arahlca\ (CO)- 1) 

and Robusta<; (COf<4), II seem" prudent to expect lhallhe"c Iwo Iype" 01 col lec would lflCfea!\l11gly 

act as the market leadel~. The rc~uIL" lor the regre"~lon arl' prc,enled In Tahle 76 

As the table lOdlcalcs, the mode! had a Illgh degree 01 cxplanalory power wllh 

regard to the quantlty 01 cotice Imported «)eOF), u" lfldlcaled hy the coetfïclenl~ of 

determinauon. Colomblun Mild ArahICa~, COFI, wlth a corrc'pondl11g Stmlen!\ 1 ~tal1Mlc 01 

5.36, IS the most slgmficant vanahle tn thll, regre~"I()n. TIIJ" 1" nol "urpn~lfig co:Ndcnng thal 

blenders and roastcr<; have becn drmandlng lfll'rCa'lng arnounl' 01 COI' 1 lor thclr tnMant cof/ce 
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mlxe~. In an altempt at quahty Improvcment. The coefficIent of COF3, Other MiId Arabll:as. IS 

aho hlghly ~Igmfïcant Wlth a Student's t stausUc of 3.40. Followmg this IS the category of 

RohuMa. COt'4. the other Important mgredlent m soluble coffee mIxtures, WIth a Student's t 

\tal1~lIc of 209. 

Tahle 7.6: Summary of Results 

Dependent vanable' QCOF 

IOOep var Cocff (-Stat. 

INTI--:R 207.79 2.03 

COFI 37.57 5.36 
--

Cot·2 -441< -1.39 

l'OH -25.19 -3.40 

COr4 9.9X 2.09 

J) W. I.IX 
-

F 144.:n 
-

n 30 

ln order to mterpret thcse results. It should be understoüd that the varIable QCOF 

is a value, affectcd by bOUl pnccs and volume of corree Imponed. Thus, Wlth an overall mcrease 

Irl QCOF. the two followlIlg set" anos arc possIble. When the world pnces of coffee nse, and the 

volume Imported 11110 the US deereases. the pnces of Colombtan Mild ArabIcas (COFI) and 

Robustas (COF4) also IJlcrca~e wlIh the market, whIlc the pricc~ of BrazlIJan and Other Mlld 

Arabicas «'OF2) and OUler Mlld Arahlcas (COf'3) falls. In contrast, when world priees decrease, 

and the volullle 1I11ported fiSCS, the overall II1ccease ln QCOf IS accompanied by a nse in the 

pnces of l'OH and COr4, and a decrrase m the pnces of COF2 and COF3. 

TIle ehanf,"lg slufts 111 the coffee market are nowherc so c1early illustrated as in 

the ahove analysls. wtuch IIldlcates Ihat regardless of world corfee pnces, the pnces of Colombian 

Mlill Arahlcas (COl-l) and Rohustas (COF4) conUnue to Increa~e. In addtUon. the fall In pnces 

7.18 



of Other Mild ArabIcas (COB) and Rrallhan and Other Mlld Arahicas (CUF2), suhstanll~\h! 

BrazJl's growmg fear of losmg market shares to Colomtlla and Kenya M 

The JOJOt hypothesls that ail f')ur regre~slOn coellÏl:ll"nl!. arc Icm W .. lS strongly 

sigmficant, Wlth a conespondmg f stall~l1ç of 1.t4 ~2 Con!o.lllcnng the I\lgh kwl ot thc F 

staUsUc, the autocorrelauon functlOn (ACF) Idf thl' rcgrcs!.lon wu., gcncratl'd and I!. prc~cl\tl'd 

below. The data mdtcated an autoregre~slve correctIOn 01 lag one, accornpamell by llnl'Xphlll1l'd 

splkes at lag thrcc and tt:n. As JO thc ca.<;e nr the regrc~slOn m Tabk 7 2, thc!.\.' uncxplatnl'll ~plkc, 

may be the resuU of offiJttmg a cyclIcal eIement of the coffce market, or may bc thl' fC!o.lllt of the 

sarnplc Slze, whIch m tum mlght have led to poor l·~tmlatc~ lIowcvcr, the J)llrolll Walson 

staUsUc of 1.18 for tl1is regrcslilOn makes Ihe F ~laW'lI1C largcly Irrelevent 
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80n Mareh 23, 1991, the Fmanclal Times rcponed thal Br:uil woulu he halung coftee expons ln an 
attempt to boost dcpresseu pnces. 
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An analy~ls of thc C()ok'~ D stati'iuc for tlus model indicated the years of 1977, 

1980 and 1989 a.<, havmg had ~Jgmficant mfluence on the data, which JO turn could have caused 

the prohlem wlth <,cnal corrclauon Coffee pnccs ~kyrocketed ln 1977 as a resùlt of a severe frost 

an Bralll JO IY7'i, whlle 10 19XO the quota <'ystern of the Internauonal Coffee Orgaruzauon was 

rem~tated, alter frec m.1rket condluuo'i had prcvaJJed smce 1973. Free market .::ondJtJOns had 

cau<,ed worhl cofl't:e pncc~ 10 <,tagnate, and the remtroductlon of the quota scheme succeeded 10 

nll~mg and ~lahllJllng pncc~ The ohscrvatlon for thc year 1989 was an estlmate. and because 

of IL'i con<'lderahlc ctfcct on the rc<,ults, It was delcted from the data and the model was run 

agam.'J 

Thl~ rcgresslOn wnhout the observation year 1989 (n=29) ~a'i meaningful m that 

Il rcduccd the "Igmlicance of the coefliclent on COF4, Robustas, to a Studcnt's t statistlc of 1.16 

l'rom 2,()9 At the ..,arne IUnc It JOcreascd the rclcvance of BraZllian and Other Mlld ArabiCas, 

CO"'2, from a Studcnt's t statl~tJc of 1 39 to 2.25, but the problcm with seriaI correlation also 

wor!.Cned, wllh a DW statlslIC of 1 158 

In ortler 10 correct for ~nal correlation In the errors, a number of models were 

run, the rcsults l'rom wluch arc rcproduccd m Table 7.8. 

As the tahle mdlcates, lirst dlfferenclOg of the dependent variable led to the results 

as presentcd III Reg 1 111e Durbm Watson stallstlc of 1 96 was acceptable, however, not only did 

the 1 ~tatlstJcs lIuhcatt' that none of the mdlvldual rcgresslOn coeffiCients wcre slgruficant, but the 

JOlllt hypotJle~ls that ail regrcssJOn coeffiCIents arc lero was also Iflslgnificant, with a 

corrcspondmg F stallsl1c of 0.90. The nexl stcp was to change the dcpendent varIable QCOF from 

levc1s 10 rates of change. ThIs ylClds Rcg.2 m the Table 7.8. 1'1 this case, the Durbin Watson 

'l'TIte rcsults l'rom thls regrcsslOn can be found in the summary table of regressions, labelled regression 
9. 
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statisttc indtcated problcms wlth senat correlation, Wllh a DW stal1sl1C of 1 56 

The final procedure, Reg 3 m the table bclow, u~cd laggcd dc~ndcntl'xplanatory 

vanables, wlth no change to the œpcndent vanahk, 0COI-' CoefflCicnts on ail the Imk'pt.'ntll'nt 

vanables were hlghly ~Ignttïcant, wJth the DlIrhm Wal\on ~tatl~tJc {lI' 207 lalhng wlIIlIn the 

acceptahle range ln TIle compOSIte hypothc~l" that a1l rl'gresslOn coelTÏl:lenl~ ,Ire lem was also 

tughly sigruficant, Wlth a 1-' Stausl1c of ~255. 

Table 7.8: SlImmary of Results 

Vars. Reg 1 Reg 2 Reg.3 

DQCOI-'I Dep var 

FQCOF2 Ikp var 

QCOf Ikp var 

INTER. -101.40 469 ,nX42 
(-040) (99 99) (2 Il) 

COFI -1 49 0015 
(-04) (459) 

COF2 759 -() 003 (-

(097) 2 16) 

COf3 -11.73 -() OOS (-

( -0.65) 2 ~6) 

COf4 7.31 0.004 
(0 (2) (2 (X» 

LACOFI J 36.22 
(2 6") 

LACOF2 -14 XI 
(-2.34) 

LACOF3 -2X 7l) 
(-1 X6) 

LACOf4 2664 
(274) 

DW 1l)62 1.564 2.()ol< .-
F 0.90 IIX 12 125'54 

Notes:-
J. IJQCOF: Flr.'~t differencin!!, the var/able QCOF 

l<1t should be noted thal tn the presence of laggcd depcndcnt vanahlc .... 11 ha ... hecn argued that a more 
appropriate test for senal correlatIOn IS the Durbtn's h .,latJ~tlc or the Brcu ... h-Pagan ~tatJMlcs . 
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2. FQCOF' Rates of change; log Y, - log Y,.!, where YI=QCOF. 
3 LACOFJ-LACOF4' The vanables COFJ-COF4 are lagged once to give LA 

LACOFJ Ihrou~h LACOF4 

Section 7.5: EfTect of Priees on ColTee Imported 

In oroer to study the Impact of export pnces for coffee and tea on the quanuty of 

co'fee Im[X)rtcd 1I1to the US, tlus secUon tlevelops a model usmg the urutized export pnces of 

coUee and tca l'rom the countncs of Branl, Colomhia, Kenya, Indla and Sn lanka. The results 

from ttllS regrcssJOn are prcscntcd ln Tahle 7.9. 

Although wc would expect Brallhan pnces (PRR) to have a sigruficant effect on 

Ihc quanlJly of colTec Im[Xlrtcd, QCOF, the rcgresslOn coefficient IS not sigruficantly dJfferent 

t'rom .lcro, wlll1 a Studcnt's t staUsuc of 046. 

E~port pnccs for Colomblan coffee show a posluve and sigrufieant effeet on QCOF, Wlttl a 

Studcnt's t slausUc of 164, whlle Kenyan export pnces for coffee were sigruficant and negauvely 

Table 7.9: Summary of Results 

Dependent vanable: QCOF 

Indep.var Cocff. t-Stals 

INTER. 2S 1.76 1.09 

PBR 3.H9 0.46 

peUL 32.10 3.64 

PK ..... N -10.41 -1.70 

TKI~N 1723 1.23 

TIN -23.79 -2.07 

TSR 7.21 0.75 

D.W. 1.05 

.. 56 15 

n 30 

rclaletlto Ihe qual1llly 01 ronce nnportcd. It is not surpnsmg that Colombian coffee priees move 
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together Wlth the quantity of coffce imporled, for Il confimlS the hypotheMs lhal Colomhia tS 

gaining market shares rapldly enough to he consldered a market leader. Kenya, on Ihe other ham.t. 

gains most hy undcrcutUng pnees and lIlcreasmg Its share of the world market. The rd ore , It IS 

10 be expected that pnees of Kenyan exports of coffl'e he negallvely rcIated 10 Q('OF, wÎth a 

correspondmg Sludcnt's t statlstlc of 1.70. 

Tradltlonally, the mam suppllers of Ica tn the US have hecn the countnes of II1(ha 

and Sri Lanka. 'These coulltnes have howcver, hccn sleadlly Imtng markel ~Ilarl'~ 11\ lerm~ 01 holh 

tonnage and pnee to newcomers such as Kenya, who supply 'gencnc' and 'powdcr' Il'as 10 the 

US. Thus, wc would expect Kenyan export pnees of tea to /Ilove logclher wlth the quantlly of 

çoffee exported; for cVldence shows that peah and trough\ JO Ihe collee markel have hcen 

accomparued hy slmJ\ar peaks and lroughs 10 the Ica market. SlI1ce 1 Iltha ami Sn I.anla have unly 

recently st.arted exportmg Ùle spray-dned m~lanl lea\ Ihal Kenya ha~ hcen exportlllg lor year!-., 11 

i8 to their advantage to reduce elCport pnccs, ln order (0 draw prospectIve huyer ... and regalll 

market shares. Of the threc exportcrs of tca, only the coefliclent on the export pflCC~ lor Intlwn 

teas is sJgnificantly diffcIent from zero, wlth a Studen('~ 1 ~taU\UC 01 207. 

Senal correlatIOn was dctcctell hy the Durhm Wahon ~tall~tlc 01 10'1, wtuch 

invalidates the t and F statlstlçs f(Jf thls rcgrcsslOn. In order to correct lor \cnal correlatIOn, 

several modc1s WCfe run. !hl' rc~ults from whlCh arc pre~cntcd ln Tahlc 7 10 

As the table IIldlcatcs, !he fir~t moultïcd moud changed the depcndcnt vanahle 

from levels to a first dlfferenced form, Icavlflg ail el~e Ihc ~ame. TIll' 1<.; pre~cnted III Reg. 1 III 

Table 7.10. The sena) correlatIOn plOhlcm I~ n(1 longer cVldenl, the I>urhlll Wal~()n '1tall,Uc of 

L75 belllg acceptahle, hut the composite hypothcSl'l thal all rerre~"'lon c()ctIiCJent~ arc lero I~ not 

slgruticant, Wlth a correspondmg F staustlc of 4.20. 

Reg. 2 III the table u.,es rates of change mMead of the lcvcl of the quanUty 
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Tahle 7.10: Summary of ResuUs 

Vars. Reg. 1 Reg. 2 Reg. 3 

DQCOF1 Oep.var 

iQCO«2 Dcp.var 

()COf Dep.var 

INTER. -825.79 4.76 -107.38 
(-2.47) (52.06) (-0.29) 

PHR 18.47 -0.003 
( 1.52) (-0.95) 

PCOL -10.09 0.028 
( -0.79) (5.12) 

PKEN -13.19 -0.0029 
( -1.49) ( -1.21) 

TKhN 53.79 0.0008 
(2.56) (0.15) 

TIN -10.52 -0.0076 
(-0.62) ( -1.68) 

TSR -32.68 0.0065 
(-2.32) (1.70) 

LAPBR 1 -28.54 
(-2.04) 

LAPCOL 65.80 
(4.02) 

I,APKEN -14.64 
( -1.50) 

LATKEN 29.15 
(1.26) 

LATIN -12.70 
(-0.65) 

LATSR -6.55 
( -0.43) 

D.W. 1.749 1.343 1.969 

f 4.201 63.98 20.233 

VOles:-

J. DQCOF: First differencing the variable QCOF 
2. FQCOF' Raies of change: log YI - log YI-J' where YI=QCOF. 
3. LACOF J -LACOF4: The variables COF l-COF4 are lagged once 10 give 
LACOFJ tlJrough LACOF4. 
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importcd, QCOF. The sen al correlatIon problem was agam eVldent. Wlth a nw MaUstlc of lJ4. 

The final modification was to use lagged dcpcndcnt vanahles, as present~ll ln Reg , TIll' 

composite hypothesls that aIl rcgresslon coefficlcnts arc lero was found tn he slgl1ll1cant, wuh a 

F stausuc of 20.23. The Durhm Watson siaLlstlc was acceptahle lor lhl~ regrl's~lon. amI ail 

indepcndent vanablcs cxhtblled tlle cxpcctcd slgns on tllclr coeniclcnt~ None ollhe l'xport pnccs 

for tea were slgnificant. although the coefficIents on the cxport pnees for coffee were slgmfieantly 

different from zero. 

Section 7.6: Contirming Normality 

ThIs scCUon concIudes thc cmplflcal proœss hy teslmg for non-normaltty. ustng 

a procedure ln SAS software known as PROC UNIVARIATE 'n11S lunctlOn u~c~ Ihe Shaplro­

Wilk W staUstlc, and provides graphlcal dlsplays of prohahlltty pl()I~. frc4uclley lahlc\ ami 

boxplots. In addItion, PROe UNIVARIATE rerx)rts ~kewne~s ami kurt()~l~ cocfl1clcnt~ lor the 

sarnple wluch are also used to detect nonnahty. 

Non-normahty of errors docs not affect the e\lJJnalton of the paramaters. hut I~ 

essential for tcsts of Mglllficance hke the famlhar He~1 and F-tcM. wlueh feqUlre the undcrlymg 

random vanables 10 be normally dlstnhuted. Two mca\ure~ dC~lgncd to dcle'~1 non-

normality of the rcslduals are dlscussed ln tlus ~ecuon' the normal prohahlhty plot and the 

skewness and kurtOSIS coeffiCIents. The normal prohahlhty plol\ arc pre~ented ln Appendlx 72, 

together Wlth the summary table of ~kcwne~s and kurto~l~ eocllielent~ lor eaeh 01 the vanahle"i. 

The pattern of departure from the cxpccteu \trmght Itne 11} a normal plot ~uggC\t~ 

the potential nature of the non-normahty A .,kcwed uIslnhutlon will .,I!ow a Lurvcu normal plot 

with the dtrecuon of the curve determmcd hy the dlreellon of the ~kcwnc~~ Thu~, the ~kcwnc\\ 

coeffiCIent measures thc asymmetry of the dl!ltnhuuon wherca.\. kurto~l~ rnea.wrc\ the tcndency 
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of the dlstnhuuon tn he too Oat or pcaked. The table of skewness and kurtosis statistics indicates 

that subJcct to the major quahficatlOn of autocorrelation that wc have alrcady strcsscd, one cou Id 

place a faIr amount of confidence In the test statIsUCs gencrated m the preccdmg exerCises. 

The normahty ploto; presented m AppcndIx 7.2 dlsplay the data usmg astensk ("'), 

whlle a normal rcferencc hne 1" Indlcated by plus marks (+) Ihus, any devJauon from the 

rcfcrencc mdlcate .. a heavy or hght-ta.led dIstnbuUon, dcpcndlng on the denslty of the data 

ilistnbutlOn Although the probahJlny plots for sorne of the variables mŒcated problcms Wlth 

oulltcrs, the data 10 gencral ~eemed (somewhat surpnsmgly) approXlmately normal. 

Conclu!.lOn 

Although there was sorne success m cstimatIng a model explatnmg the quantity 

of coffee Importetl mlo the US, the analysls was plagued throughout Wlth problems stemming 

l'rom sena! correlatIOn A 'backwards' ehmmauon procedure, first diffcrencing of the dependcnt 

vanable, antl changmg the tlepcndenl vanable from lcvels to rates of change were ail tried to 

correct for UliS prohlem but the rcsults were not sigruficantly Improvetl. 

We were unsucccssful ln detcnmmng the effect of export volumes on the priees 

of coffee. hrther, any attempt at captunng the effect of free market conditIons was made worse 

by prohlems wllh senal correlauon, wluch Invahdated ail mfcrcnual staUsUcs. The same 

comphcatlOll amsc whcn trymg to detcrmme the effect of diffcnng coffee types on the Import of 

!lus commodtly. Howcver In t1us case, senal correlallon problems were solved by USIng lagged 

depcndcnt explanatory vanables The mode!. dcahng Wlth dl ffcnng coffee types versus the lmport 

of com~e, c1early IlIustrales the changmg shlfts ln the coffce market, and pro vIdes CVldence for 

the groWlIlg populanty (lf Clllomhlan Milti Arabicas and Robustas, a'l reflected m increases in tlle 

pnccs of hoth the!.e commotlilles. In detcmurung the de grec of lOter-relauonshlp between the 
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markets of coffee and Ica, the model encountered senal correlatIon prohkms wluch wcre SOlVl'd. 

as before, tJy usmg lagged dCf.cnœnt cxplanalory vanahlc~. Though the 1I111cpcnlk'0( vanahll's 

exhiblted the cxpected slgn" ,>.1 theu coefficlcnts, the MaUstlcal Mgmlkancc ot thcsc vanahlcs was 

very )ow. 

The prohlcm sccms to he wllh the M/C of our ~alllplc. Il woulll "ppcar that 

twenty-rune years IS Inadequate for a pmpcr reprcsentattOn of the coUel' markel TIlc 

econometnc dtfficulues enr,ountered In thlS papcr may dlmlnt~h once the 'iamplc M/C has hccn 

extended. 
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Endnotes 

1. RegressIOn 4 IS the same as model 3, apart from the exclusIon of the variable for 
Yr= 1977, whlch IS representcd by Ule dummy variable D3. 
2. In regre'isJOn 5, D~ IS a dummy variable Wlth a urut value for observations 17-30 and 
lem olherwl ... e 
3 Regre~Mon fi lllcorporates three dummy van ables wluch represent the following 
pcn()d~' 

Dl.- 1960 up to 1972 
D2.- 1973 through 19RO 
D~ - 1980 through the end of the penod, 1989. 

4. RegressIOn 7 IS ~lml1ar to regrcsslOn 6, except that only two dummles are used. Dl 
and D2 break up the whole penou mto tl1e two following subsecbons: 

Dl.- oos 1-16; Pre-1977 
02.- oos. 17-,0, Post-I977 

5. Regre~~lOn <) I~ Itke regres~lOn 8, except that the last observation, obs.30, has been 
removed. Thu,>, reg 9 only has 29 observatIOns, as opposed to 30 10 reg. 8. 
O. Ali vanahlcs remam the same as III regresslOn 10. The addition of the two dummy 
vari:; "les IS to rellect the erfect of the followmg penods: 

01.- oos. 1-16; Pre-I977 
D2.- oos 17-30, Post·1977 

7. In Tahle 7.1, ahhfl~Vlabons arc defined as follows: 
1) DQCOP. flest dlffercnclllg the van able QCOF 
11) FQCOP. Rates of change; log YI - log YI-l' where YI=QCOF. 
III) LACOFI-LACOF4: The variables COFI·COF4 are lagged once to give 

LACOFI tl1rough LACOF4. 
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Appendix 7.1: Description of Variahles 

The followmg IS a hst of the vanahks uscd In the regresslllns In thls chapter. 111l' 

shortened narncs of the vanahlc., IS followed hy thelr deScriptIOn 

EBR Export Eammg\ lOf Bralll, ln n\llll\ll\" nt dollars 

ECOL Export FamlOg'i tor ('olomhlà, ln mllhon .. ot dollar .. 

ESKEN Export Farmngs for Kenya, \Il HuilIons ot ~hlll\llgs 

EKEN Export Earmngs for Kenya, III Illlilton" of dollar ... 

VBR Volume of Export for Branl, ha!o.C 19X5=lOO. 

VCOL Volume of Export for ('ololl1hla, ha ... e 19X5= 100 

VKEN Volume of Export for Kenya, ha:-.c 19){'i::: 100 

PBR Umt Pnee 01 Brallhan Coltee l' xpOlted, h:N~ IlJ)\5= \()O 

PCOL Umt Pnce ot Colomhlan Col ke hxportctl. ha~e IllX5= \ ()() 

PKEN Umt Pnee of Kenyan Collee f-o.xported. ha:-.c !<)X')= 100 

TKEN Whole~ale Priee ot Kenyan Tca hported, ha~ IllX'i= lOI) 

TSR Wholcsalc Pnee of Sn Lankan Tca hxportcd, ha ... c 19X5= 100. 

TIN Wholesale Pncc of Indlan Tea .'.xported, hase \<JH5= 100 

QCOF Total Import oJ cotlee lOto the US. III Illllllon, 01 dollar .... 

QTEA Total Import of tea mtn the US, 111 mlllJom 01 d()llar~ 

PTEA Average alll:Uon priee., III ail tea. III US Lenh/lh 

PCOF Average pnc~s of ail collee traded ln Ihe New York exchange, JO US cent~/Ih 

COFi Average pncc<, of COIOl/ltlIan Mlld ArahKa~, ln US ~ent~/Ih. 

COF2 Average pnces of BraJ\lIan and Other Mlld Arahlca ... , JO US ecnts/lh. 

COF3 Average pnce<, of Other Mlld Arahlca ... , 111 US cenl!-./lh 

COF4 Average pnce~ ot R()hll"ta~, III US cents/lh 
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Appendix 7.2 
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Normal Probablilty Plot 
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Appendix 7.2 (Contd.) 

Table of Skewness & Kurtosis Coefficients 

1 
Var 1 Skcwncss 1 Kurtosts Il Var 1 Skewness 1 KurtOSlS 

1 

EBR o ~5 -1 58 VAR -0.74 -0.40 

PBR OH9 -0 Il ECOL 071 -0.48 

veol. 060 -107 PCOL 0.64 -0.71 

PKEN o H3 -051<: VKEN 0.14 -O'!Q 

TSR 1,4 O.7} TKEN 1 33 1.07 

COl< 1 0.59 -089 TIN l.02 0.50 

CO"'~ o 6() -0.76 COF2 1.02 065 

PTEA 123 190 COl<4 075 -0.22 

()l'OF () 69 -0.99 peOF 061<: -047 

LPeOI-' OOX -1.58 ()TEA 075 -033 

ESKEN 125 1.25 LPTEA () 48 -0.40 

I.VnR -1 Il 040 LVCOL 0.38 -1.32 

LVKEN -046 -0.1'(4 LPBR () 25 -1.47 

1. P<.'O 1. 014 -1 61 LPKEN 027 -1.69 

1.()Tl'.A O.2X -1.40 I.TKEN 0.63 -096 

I.TIN 030 -1 32 LTSR 0.53 -1.33 

LCOFI () 12 -1 66 LCOF2 0.17 -1.45 

l.eO ... 3 013 -1.69 LCOF4 -0.04 -1 37 

IlQt:OJ' -0.34 210 LQCOF 0.32 -1 54 

1. 1. I>()CO l' 027 -1.58 fQCOf 032 -1 53 

LACOFI 061 -093 LACOF2 1.01 0.55 

LACOP, OM -078 LACOf4 0.74 -0.31 

I.APBR o.ln -003 LAIl(X)L () 66 -0.77 

I.APK".N Ol)2 -0.27 LATKEN 1.51 2.04 
LATIN II' 1.16 LATSR 1.50 1.51 
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1 CONCLUSION 

The objective of Uus papt.'r was to present an analysis of (oltee pnn')., usmg Mldl 

mdlcators as export potenlial and thl' pnce of coffee .. nid on the internatIOnal markt't TIll' 1I\11.'r-

relatlOnsrup hetween the markets of coffce and Ica wcre abn "Iud!l'd 10 \.ktcnlllllc tht' degn'L' 01 

association hetwcen the two. The data wcrl' lor a (co",- ... ectlOn 01 tradltlOnal and Ill'W produCI.'r ... 

of coffce and tea, a!. weil as pnce movcrnenlS. lor holh COIlUlIUdll1l". III the l.lrgl' ... t COIlMlllling 

country for coffee -- the UnIted State~ HI"tor!(al pnce mowmellt, 10 Ihe l'OIII.'C ,lIld tca marll't!. 

wcrc cxammed ln order tn umler~tand anlt Illcntlly pO""'lhlc Irl'ml'. and ha .... l·d on tlll .... "t'veral 

coffee-pnce modcls were e~t1maled 

We were rea~onahly ... ucœ~ ... ful 10 e"lIlllalll1g a Illodcl cxplallllllg the qllanllly 01 

coffee Imported lOto tlle US, hut senal correlatHln prohlclll!. were pn'''1'1l1 Ihrougholll the anal)''''I''', 

mvalidatmg ail mfercnUal ~tatl ... tIC~. Simllar prohJcIll" were l'nlOUllll'fl'd whcn dl'tl'rIllIllIng Ihl' 

cffcet of ex(Xlrt volumes on the pnce .. ot collce, and. Ihe elll'd 01 lh IlL'nng collc\.' 1 ypc ... on the 

Import of coffee tnto tlle US Howevcr, ln Ihe ca ... e 01 Ihe laller, ... cnal lOrrclalJOn prohkm ... werl' 

solvcd by usmg lagged l1epl'ndenl explanatOly vanahle... 'The rc ... ull" lrom !tH' .. reglc ...... 11l1l proVH!t' 

cVldcncc for the growlflg populanty of Colomhlan MIll! Arahll:..t!. and Rohu,la\ l!llhl' mtl'I natIOnal 

coffee market Senal corrclatlllll prohlem ... appl'ared agaul whcll delCfllllntng the Inler -relatlOmtllp 

betwcen the markels of coflec and tca, and wcrc uJ..,() \olved hy U\lIlg lug!:,ed dcpcndcnt 

explanatory vanahle~. Although Ihe tndcpcm1cnt vanahlc~ 111 Ihl ... lIIodel exhlhlll'd Ihe expcctcll 

slgns on thelr cocfl1C1cnh, ttlclr ,tatt,Ucal "'Igmlïcalllc wa ... very low 

Analy~l~ of the pa,( pcrlormancc (lI collee pnee ... ,t!owed pcno<l\ (lI Iree market 

COndltlOm; In the colTee market hC1l1g accompamcd hy a downward trend ln pnœ" <'lIggc,ung that 

though frce market condlllOns mtllally ral,e co Il ce pille, and Inuca"c ,,})ort-term produœr 

H 1 



l earmngs, It eventually lead~ to ovcrproductlOn and an overaIl fall m coffee pnces and long-term 

earnings for produccrs The changmg pattcrn of the coffee markct was reflected by a shift ln the 

cxport volumc~ of the producmg counlnc~ under study Branl IS seen to have lost consIderable 

market ... hare" to Colomhla, whde Robusta produclng countries hke Kenya have Tlsen to the 

loreground of the International coffec market. In addItIon, mcreases ln the export volumes and 

pnees of conee and tl'a lrom ncw produccrs were used to demonstrate the nsmg Importance of 

newc()mer~ to both the~c markets. 

Il would ~eem that the major problern ln esurnatmg our coffee-pnce rnodels lIes 

wtlh the ~lIe of the samplc pcnod, whlch could he affccting the calculauons of the a.'\ymptotJc 

approXlnmUOflli, Icadmg to poor esumatcs. The resuIts mlght also he blased due to the omISSIon 

01 sorne sort 01 cychcal element of the coffec market Extendmg thIs study to a larger data set 

may nol only Irnprove the estImates but may also prove that thc coffee market IS mdeed subject 

to regular pnee oscIllations or cycles 

8.2 
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